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We have developed four hypotheses to think through the current
situation. Our opening position is that good times lie ahead

Air Cargo Industry Hypotheses
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Significant Exchange Rate Shifts
Reduction in Costs Will Drive Trade
Flows
Uncertainty And The Economic
Financing Problems Bounce Will Result in
Drive Need for Demand Exceeding

Flexibility Capacity
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Hypothesis 1: As a result of the drop in oil price and reduction in
airline growth, air cargo costs plummet resulting in more business

Cost Developments

Oil Price Impact Airline Growth Reduction Impact

= Globally, consumers once again have = Airline bankruptcies this year have
more money to spend as fuel prices released many aircraft into the
drop second hand market

= Fuel price drops will feed through into » The capacity tightness experienced in
the aviation industry somewhat later the past couple of years has eased

due to hedging policies
» |[ncreasing numbers of airframes will
» | ooking forward, air freight become available for freighter
customers can once again plan for conversion
reasonable rates and structure their
supply chains accordingly
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During the course of this year, the oil price spike had a massive
impact on air freight - it’s unsurprising that traffic fell back
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After several years of stability, prices
jumped dramatically in 2008

This coincided with slowing
economies and a reduction in
manufacturing

Adding a further 60% to fuel
surcharges, equivalent to around
15% increase in global freight rates,
will inevitably reduce demand for air
freight

The drop in sea freight rates further
provides pull to persuade shippers to
consider alternatives to air freight
However, airlines are now able to
offer the equivalent of a 20% rate
reduction due to lower fuel prices -
which will boost traffic




Hypothesis 2: Customer uncertainty and financing difficulties
makes air cargo much more attractive than sea freight

Uncertainty drives the need for flexibility

» |mporters are increasingly uncertain » Bank uncertainty is resulting in trade
about their markets finance becoming glued up

» Being stuck with large amounts of = Obtaining letters of credit is
stock does not suit struggling increasingly difficult, and requires
businesses more collateral

= However, lines which move well need = Air freight releases collateral much
to be restocked early to continue their faster than sea freight
contribution
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Hypothesis 3: The major exchange rate shifts in the past weeks
will result in a revitalisation of trade flows in 2009

The US$ and ¥ recovery, coupled with £ and € weakness, will shift trade advantages
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= Currencies are more balanced from a
PPP perspective than for many years
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= USA consumers will find imports
more affordable

= Germany and other Eurozone

Euro’s short-lived strength exporters more competitive
= Australian exports dramatically more
affordable to consumers in Asia
Australian dollar collapse = Airbus costs and revenues back into

balance
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Hypothesis 4: By 2010, the Economic Bounce will result in a
significant growth in demand, in excess of supply

Consensus Economics Malaysia GDP Forecasts
April 2008 and October 2008

GDP Growth (%) Economic Recovery from 2011

0 0,
2:2 | 5.6% ST%es” S.T%am? ¢ o 58% = Since April, the consensus forecast
50 - for Malaysian GDP has dropped
a5 significantly
0 = However, from 2011, forecast growth
3k - is now higher than expected 6
30 - months ago |
a5 = By the northern autumn of 2010, air
2'0 | cargo volumes should be picking up

significantly

» By then, shortages of aircraft due to
delivery delays from Boeing and
Airbus will further improve the
situation for those who have capacity

1.5 A
1.0 4
0.5
0.0 -

2009 2010 2011 2012 2013

Financial Year [l April 2008 estimate
[ October 2008 estimate

Source: Consensus Economics.
|

Booz & Company 6
5 November 2008 E Clayton - Air Cargo Forum 2008 vcs.ppt



Industry players who can effectively respond to these signs of
improvement will be the winners in the next upturn

Cost improvements

Responding to the challenges

Customer
Responsiveness

Trade Balance

Economic Bounce

» Take advantage of
natural cost
improvements

= Lock in longer term
improvements by
negotiating deals
whilst suppliers are
less busy

= Work with customers
to provide certainty of
delivery times

= Develop innovative
financing solutions for
trade facilitation

» Engage to provide
additional

= Review how trade is
likely to change as a
result of the new
exchange rate
realities

= Position yourself to
benefit from the new
trade flows

Be prepared
— Capacity
— Partners
— Staff

Take the marathon

perspective

— Ensure enough
stamina (cash) to
see you through
until the good times

— Plan ahead to take
advantage of the
first signs of
recovery
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