The State of the North American Passenger Airline

Industry—And What's on the Horizon

Figure 1| Slow Growth in Domestic Economies
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Source: BEA, The Wall Street Journal Economic Forecasting Survey, and Statistics Canada

Figure 2 | Weak Global Economic Growth
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United States 24% 24% 22% 25%
Canada 25% 11% 14% 21%
Euro Area 09% 17% 16% 14%
United Kingdom 31% 22% 17% 13%
Japan 0.0% 0.5% 03% 01%
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Developing Asia 6.8% 6.6% 6.4% 63%
Sub-Saharan Africa 51% 33% 16% 33%
Commonwealth of Independent States 1% -28% -0.6% 15%
Middle East/North Africa 27% 23% 3.4% 33%
Latin America & Caribbean 13% 0.0% -0.4% 16%
Central & Eastern Europe 28% 36% 35% 32%

Source: IMF World Economic Outlook Update (luly 2016)

Figure 3 | Low Jet Fuel Prices Benefit Industry
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Source: Energy Information Administration and ALPA E&FA analysis

Figure 4 | Shareholders Demanding Larger Payouts
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Source: Company documents and ALPA E&FA analysis

Figure 5| Mainline Carriers Generate Record Profits

Corporate Pretax Margins 1H2016 1H2015 Pts. Chg.
Alaska 251% 22.5% 26
Spirit 213% 21.9% -0.6
Southwest 20.6% 19.2% 14
JetBlue 18.8% 151% 37
Frontier 18.4% 17.7% 0.7
Delta 16.5% M1% 5.4
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Hawaiian 15.3% 91% 6.2
American 14.2% 15.0% -0.8
Virgin America 12.3% 10.4% 19
United 1.6% 10.0% 1.6
Westlet 8.9% 13.9% -5.0
Air Canada 4.2% 5.8% -1.6

Source: Corporate press releases and SEC filings, ALPA E&FA analysis, and BTS Form 41, Excludes special items (other than fuel hedg-
ing settled in current period)

Figure 6 | Revenue Weakness Permeates Industry

Mainline PRASM, SSL Adjusted 1H2016 1H2015 % Chg.
Hawaiian mn19 1.04 1.4%
Southwest 9.58 9.76 -1.9%
Delta 12.38 13.04 -51%
Virgin America 10.43 11.08 -5.9%
Alaska 9.93 10.58 -6.2%
American 1.51 12.32 -6.6%
JetBlue 10.41 1n.31 -7.9%
United 1317 14.32 -8.0%
Spirit 3.93 4.98 -21.0%
Frontier 512 6.83 -251%
Air Canada 13.90 15.00 -7.3%
WestlJet 13.80 15.00 -8.0%

Industry average includes U.S. carriers only, SSL adjusted
Air Canada and WestJet PRASM is reported in CADS and not SSL adjusted

Source: Corporate press releases and SEC filings, OAG, ALPA E&FA analysis, and BTS Form 41
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Figure 7| Low Fuel Costs Offset Revenue Weakness

Mainline Average Fuel Cost ($/gal) 1H2016 1H2015 % Chg.
American 1.31 1.86 -29.6%
JetBlue 1.31 210 -37.6%
Spirit 1.35 2.02 -33.2%
Frontier 137 1.93 -28.8%
Alaska 1.40 2.05 -31.7%
United 142 212 -33.0%
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Hawaiian 154 2.22 -30.6%
Virgin America 1.55 232 -33.2%
Delta 174 278 -37.4%
Southwest 1.80 2.01 -10.4%
Air Canada 1.84 2.54 -27.6%
WestJet 1.90 2.54 -25.2%

Industry average includes US. cariers only
Air Canada and WestJet fuel costs are CAD$/gal and include fuel costs for third-party carriers
Delta fuel price includes impact of fuel hedge losses realized in 1H2016 (approximately $0.28/gal)

Source: Corporate press releases and SEC filings (excludes out-of-period hedges) and BTS Form 41

Figure 8 | Airline Capital Expenditures More Than Triples
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Source: Company documents and ALPA E&FA analysis

Figure 9| U.S. Airline Industry Pretax Margins Peaking?

Actual and Projected Industry Pretax Margins
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Source: ALPA E&FA analysis

Figure 10 | Factors Affecting FFD Flying Today
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® Low profit margins & larger jets
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m After consolidation,
large number of
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leading to demand for
pilots

Figure 11| FFD Block Hours Declining

Block Hours (2000-2015)
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Source: BTS Form 41and ALPA E&FA analysis

Figure 12 | Regional Aircraft Fleet Favoring Larger Aircraft

M Fewer than 50 Seats B More than 50 Seats Total Regional Turbojets
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0
2008 2009 2010 201 2012 2013 2014 2015 Current
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Total Regional Turbojet Aircraft
1,906 ‘ 1,874 1,849 1,928 1,747 1,698 ‘ 1,671 ‘ 1,682 ‘ 1,584 ‘
YOY% Change
<50 Seats -6% -4% 4% -15% -2% ‘ -12% ‘ -12% ‘ -20% ‘
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Source: Regional Airline Association Annual Reports and ALPA E&FA analysis
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Figure 13 | Age 65 Retirements at Large-Jet Carriers
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Source: ALPA membership data and ALPA E&FA research for non-ALPA pilots

Figure 14 | FFD Carriers Rely on Bonuses to Attract/Retain Pilots
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Source: Company reports and ALPA E&FA analysis

Figure 15 | Weakened Canadian Dollar vs. U.S. Dollar
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Source: ALPA membership data and ALPA E&FA research for non-ALPA pilots

Figure 16 | Airline Profit Cycle

N—

Recovery Expansion Contraction

www.alpa.org | Figures from October 2016 A/r Line Pilot




