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Disclaimer

This document was created for the exclusive use at the “1st China
International Air Routes Summit 2007, held in Guan  gzhou on July 27 ™,
2007. It is only complete in conjunction with the u nderlying detailed analysis
and the oral presentation by Lufthansa Consulting.

The opinions expressed are those of Lufthansa Consu Iting GmbH, not
necessarily those of Lufthansa German Airlines and/  or its affiliates/partners
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Agenda

1. China on the International Route Development Rada r
2. Recent Route Development Trends ex China

3. Consequences for Route Development Activities by Airports
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The Chinese Civil Air Traffic System is facing sign
expansions to facilitate the expected market growth
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Air Service Agreements limit foreign airlines’ acces s to the 1
Chinese market

Foreign governments lobby for more liberal Air Service Agreements
Opportunities for new route inaugurations are allocated in subsequent steps

Example:
Interest by U.S. airlines in offering new routes (i n early 2007)

Continental %
Airlines BN

WUNITED
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|IAD-PEK EWR-PVG DTW-PVG DFW-ORD-PEK

UA received the traffic rights

New China — U.S. agreement:

By 2012, U.S. carriers will be able to operate 23 daily passenger flights to
China, up from 10 in 2007

All restrictions on air cargo flights will be lifted by 2011
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The Chinese carriers are facing challenges when est  ablishing 1
new international services

international development
role of Chinese Carriers

Proactive route '
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The ticket price is the key decision making factor for Chinese 1
passengers

Importance of macro criteria in the air passenger d ecision process
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Currently, only 6 Chinese airports have direct services to 2
Europe

CN — EU
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The coverage of the European market (18 airports) still 2
excludes many secondary hubs (e.g. MAN, ZRH, PRG)
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The capacity development to Europe does not keep pa  ce with 2
the increased market demand

Weekly Capacity ex Chinese Airports to Europe
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Routes to Europe remain highly focused on PEKand P VG

Capacity Shares of Chinese Airports on Services to Europe
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Only 31 % of the seat capacity on the routes to Europe 2
IS provided by Chinese Carriers (2007)

Capacity Share China - Europe by Carrier
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The China — Europe market will develop dynamicallya nd
continue to change its structure

With a continuous growth of origin/destination market sizes,
secondary European markets (like MAN, HAM or DUS)
will gain attractiveness for direct links to China (PEK & PVG)

New secondary Chinese airports  will gain attractiveness for direct services by
European hub-and-spoke carriers in parallel
(e.g. TAO, HRB, SHE, SzZX, XIY)

The frequency pattern is likely to increase between Alliance hubs
in co-ordination with new Chinese partner carriers

CA, FM — Star Alliance
CZ — SkyTeam
MU — Oneworld (?)
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Recent new route developments to Europe reflect the current

market trends

2
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CHN AP Destination Start date  A/C Freq.
London-LHR 04 /2007  A330/A340 up to7/7
Paris-CDG 12 /2007  B777 717
Moscow 02/2007 B767 1/7
Shanghai Zurich 03/2008 A340 717
St Petersburg 02 /2007 B767 1/7

Arramsazge Shanghai
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Driven by new direct services, 2
capacities to North America follow a steady growth pat h

Weekly Capacity ex Chinese Airports
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Primarily PEK benefited from the capacities of new route 2
developments to North America

Capacity Shares of Chinese Airports on Services to North America
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Chinese carriers lost their capacity leadership on 2
routes to North America (2007 share: 37 %)

Capacity Share China - North America by Carrier
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The China — North America market will continue to fu lly absorb any 2
new traffic right opportunity, thus spill can be el iminated

The new Air Service Agreement paves the way for stepwise new route
inaugurations until 2012

U.S. airlines will intensively compete for the additional three carrier
designations to operate to China (one in 2007, two in 2009).
These services will connect their hubs in the U.S.A. with PEK, PVG and CAN

Chinese carriers will use their reciprocal rights and have the opportunity to
serve the strong North American origin/destination markets from PEK, PVG
and CAN
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New route developments to North America reflect the traffic 2
right assignments by the two governments

CHN AP Destination Start date  A/C Freq.
J Beijing Washington-DFW 03 /2007 B777 717
q,.gm Shanghai New York-JFK 12 /2006  A340-600 af7

CHINA EASTERN

ADELTA Atlanta ??12007-08 ??7? 717
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Foreign airports have already started to target Chi  nese
carriers to achieve new route developments

As a consequence of the market growth perspectives,
predominantly European airports approach Chinese carriers

Many of these route development approaches do not sufficiently in tegrate
Chinese local market specifics , such as

Chinese airline network management structures & decision criteria
Influence of third parties (tour operators, politicians etc.)

Route market specifics (imbalances, yield structures, travel motivation, VISA
regulations, etc.)

Avalilability and reliability of traffic data sources

Based on the risk factors for Chinese carriers,

a quantitative route potential evaluation and

a route profitability analysis  are the key instruments
to jointly discuss route development opportunities
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Chinese airports can take an active role in influen  cing 3
airlines’ route development decisions

New air services are a key revenue development drivers for airports

A more liberal market environment will increase the choice of airlines to
select their preferred airport

A window of opportunities exists in the next years’ growth period to actively
enhance the airport

market position

—~———

Airports need to define
and implement route
development strategies

Standard route
development approach
by Lufthansa Consulting
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Thank you for your attention
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