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Welcome to the second edition of the newsletter, now named Pond Fly, from air transport industry
consultants Big Pond Aviation. As usual, we intend to bring you a broad selection of interesting and
thought-provoking news and analysis from around the world in each edition, with an occasional dash of
humour.
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The renaissance of the train threatens airlines and airports in China ¢ and it is a

global issue

I KAY Ll {2 dzi rCKaikdan, i Xiahidink hdsSvareed that emerging competition from China's expanding high-
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business, due to lower prices offered by rail. China is the latest country to see the rising threat from the renaissance

of the train. For airlines and airports alike it is a global issue.

According to Mr Xianmin, traffic maeyklyderaides while 88 ofitol60e t h an
domestic routes will compete directly with high-speed railway lines.
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China Southern Airlines is the country’ st whergitgsdidhds d o me :
some competitive edge, in anticipation of a high-speed rail network causing traffic to decline on about a quarter of its
internal routes. Mr Xianmin believes “It wil.l eventual



The new rail network, due to be completed by 2020, will offer a cheaper alternative on routes covering about 80% of
China's domestic aviation market, he stated. That
Airways Ltd on international services to offset dropping domestic demand.

China Southern’
rail link began operations and there was a 30% decline on Shanghai-Wuhan trips. China is scheduled to build more

than 18,000 km (11,185 miles) of high-s peed r ai | lines by 2020, a c-erenplahi n g
The country wil!l own mor e -spehdaatiways antlef thelfin, whithevill exmgand Ithd * s

total rail network to 120,000 km.

High-speed train tickets will be about 40% cheaper than current air tickets, according to estimates. A five hour rail trip
from Shanghai to Beijing, for instance, should be around CNY700 (USD103), or about 60% of the price demanded for
the two-hour flight. Train services may also be more convenient as stations in China, as they are in most countries, are
generally located downtown, while airports are on city outskirts. (There are also fewer security procedures, which
quickens boarding, although some countries are tightening up rail security in the light of terrorist attacks in Madrid
and London and the potential for more of the same). Thus the airline competitiveness that is expressed by time saving
could be lost. Moreover, Chinese higbpeed trains have not reported any fatal accident in more than four decades.
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A Bombardier high-speed train used by CRH — China Railways.
Source: Bombardier website

Taiwan, Korea and Japan already have high-speed rail

Neighbouring countries Taiwan and Korea emphasise the threat high-speed rail service presents to air services and
supportingairpor t s . Tai wan' speel milnigk openedain Decentber R0D6gchnnecting Taipei and the

southern city of Kaohsiung. Based on the Japanese

passengers and takes 90 minutes to cover the 345 km distance. This compares with 30-45 minutes for the actual flight
part of the air service. And the opening of a sophisticated high-speed domestic rail system in South Korea struck a
serious blow to the viability of regional airports and domestic air services in that country. Korea has a growing low cost
airline business, but they are all in tough competition with fast and efficient rail services. Therefore low cost airlines
are unlikely to influence airport development positively until cross-border operations win regulatory approval. This
fact is reflected in the decision of the Ministry of Construction and Transportation several years ago to delay the
construction of airports in provincial cities, owing to a sharp reduction in demand brought about by the introduction
of a new high-speed rail service.
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Advantages of rail over air

The Korea and Taiwan experience underlines the advantages rail can have over air. Both are relatively small countries
in which distances of 650 km or less connect the largest population centres. These trips, taking four hours or less, fall
into the time zone in which train service is competitive with —if not always preferable to — travel by air. Rail lines can
also permit greater capacity and frequency of service than what is possible with aircraft, and rail schedules find fewer
weather-related interruptions than do airline schedules; a vital distinction in some regions.

From the operator’s point of view, a s i nglydene howagddysn cC an
with short haul aircraft journeys and for the train, each station-to-st at i on jour nw®pocah’ betanép
itself with variable and attractive pricing. Csihsequen

journeys, increasing the potential market.

Japan, a smaller country than China but with a similar spread of population in big cities and towns, has long set the
standard. Japan’'s | ong established Sldwicostkidinestemakehraas b een
impact there, together with high airport charges and the lack of a substantial secondary airport network. Now the

Shinkansen network is being enlarged. An extension that will see these trains operating between east and west coasts

via Tokyo, on routes previously only operated by air, is causing concern to the airlines.
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In India the idea was that the evolution of low cost domestic air services since 2005, not only those between the major
conurbations but also those between secondary cities such as the original Air Deccan services, was going to make

huge inroads into India’s impressive rail servitee (i my
stateowned operator, transports 18 million passengers da
commercial enterprise.

However, the air transport sector’s wel/l documentt ed di
were too low to be sustainable then increased to unreasonable levels, and an inadequate airport infrastructure, mean

t hat I ndi passengRradividiowia stils the most preferred form of long distance transport in most of the
country. Now theexist i ng ‘superfast'’ Shat abdi and Rajdhani short

km per hour) are joined since Jul-2009 by the Duronto Express trains that will be the fastest to date. By North Asian
standards they are slow, but they offer frequent stops at major cities along the routes, except for the Durontos, which
are point-to-point expresses.

UK government fixated on replacing domestic air with rail

In Europe, the campaign to replace the airplane with the train on short (approximately 600 km or less) sectors, is

coordinated by the European Union and led with great vigor by the UK. As a quid pro quofor agreeing to a third

runway at London Heathrow (which may yet not be built), the UK Government plans to develop a high-speed rail

network to replace short-h a u | aviation on both domestic and Europear
aspect of the proposal lacks feasibility —there is only one Channel Tunnel and no plans to build another one —and the

domestic plans do not look to be a better proposition when one realises that large swathes of the countryside,

including the scenic English Lake District, would be ruined. But the government intends to press ahead and the likely
future (Conservative) govf@entnment's policy is not radic

INnAugust2 009 t he Tr ans p o ortreasGne of dcarboh @dudgtion antl widereedvironnerftal benefits, it
is manifestly in the public interest that we systematically replace short-haul aviation with high-speed rail. But we
would have to have, of course, the high-speed network before we can do it." It is quite possible this declaration is
disingenuous. Not long after, the Chancellor of the Exchequer (Treasury Chief) admitted that the Air Passenger Duty, a
tax that was increased by up to two times from 01 November 2009, did not go towards environmental protection, as
had been claimed, but simply to help pay down the spiralling national debt that is directly related to the bail out of
many of the major British banks.



There is still a long way to go before these plans come to fruition but with all political parties in favour the future for

trunk domestic air services at least looks grim, leaving viable only the thin cross country routes or the highly

specialised ones connected to the energy industries along the east coast and operated by the likes of Eastern Airways.

For airlines like Flybe, which has an extensive UK domestic operation, and the airports that support it, there are dark

times ahead unless it changes its business plan. Of course some airports might benefit. Birmingham Airport is
positioning itseltf to attract passengers from the sou
alternative to the need to buil d a t hmerintb the airport ant Heat
surrounding exhibition complex and the management hopes the line will be upgraded further and continue to serve

the airport rather than be diverted via the city centre.

One of the reasons the UK government has been so keen to build new, fast rail infrastructure is that the country lags
pathetically behind the developments in mainland Europe, which were in some cases initiated more than 40 years
ago.

High-speed rail in Continental Europe

Mainland European rail networks — notably those of France and Germany — have poured billions of Euros into their
systems to come up with some of the earth’s sl eekest
airlines, particularly on routes of up to 600 km, and with the advent of ever-faster trains from SNCF, Deutsche Bahn

and Thalys in particular rail travel has never looked more attractive. Some international routes, for example Paris to

Brussels, are particularly fast. In-train service is variable but overall is perceived to be of a much higher standard that

found on any air LCC or LCC-Hybrid carrier. Eurostar offers at-seat dining experience, deep, wide armchairs and a

frequent traveler scheme. Pan-European operator, Thalys also provides a high level of at-seat service. The exception is

Deutsche Bahn, which has focused on highly competitive business class fares at the expense of luxury.

France

A good example of rail services challenging air services is France, where the introduction of high-speed rail lines had a
dramatic effect on domestic air services on individual short routes, although it has had a relatively modest effect on
air traffic overall. The 1.5-hour journey, joint venture line (Thalys) between Paris and Brussels quickly claimed 95% of
the air route, prompting Air France to consider discontinuing it in favour of leased and branded coaches on the train.
Only recently has Air France stood back from the concept of operating other rail services from Paris, having talked
with the French company Veolia about potential routes to London and other cities. The French government already
built a TGV high-speed station at Charles de Gaulle airport thus removing the need for domestic air transfers to and
from many cities. Consequently, SNCF has been able to present itself as an alternative to air travel when it has wanted
to, or as an adjunct to it. This co-operation has been simpler in France while both the SNCF and the airports have been
government owned but airport privatisation is creeping into France and the cozy relationships of the past may soon
draw to a close.

French governments, way ahead of dithering British ones, have long subsidised what they considered to be the
transport backbone of the country and built 1500 km of TGV rail link between Paris and the major regional cities. SNCF
French Railways operates a direct Paris-Marseilles service — distance 661 km — that takes just 3 hours 15minutes
compared to a direct private operator service in the UK from London to Aberdeen — distance 857 km — that takes a
minute under 9 hours.

Germany
The German rail system is also highly developed and has been privatised. Domestic air traffic delays are commonplace,

with many of G eregiora im faitlyscloserpaokimity with rahkfurt at the centre. Development of the
air infrastructure did not keep pace with demand until the last few years and Deutsche Bahn was able to establish a

competitive advantage over Lufthansa unti/l Germany' s f
the shorter runs up to three hours in length, aided again, as with France, by having a rail station in situ at Frankfurt
I nternational airport. Comparative prices are not diss

ICE trains is perfectly acceptable to most business people. Many domestic air routes, such as those between Frankfurt
and Stuttgart, Cologne and Dusseldorf, were effectively replaced by rail services.
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Spain C air travel is gored by bullish rail developments

In Spain, the national rail operator, Renfe, turned around what was a below-par operation and now runs one of

Europe’s most punctual and hi-gpded irter-dtyn AVRserdces,rRenfe lofferie t wo r k
customer charter that refunds passengers if the train is more than a minute late at its destination. The last five years
havewi t nessed the much needed arrival of | -sepératedeigetanda i r tr

better airport infrastructure, financed by state operator AENA, to cater for it. But it is interesting to note that a large
part of the business plan for the privately financed Don Quijote airport near Ciudad Real, south of Madrid, was based
upon rapid access and egress from a wide area by the AVE line running between the capital (pop. 2.8 million) and
Seville (pop. 0.7 million), Spain’'s fourth | argest <cit

The AVE has also succeeded in emasculating the Madrid-Bar cel ona air rout e, once the w
movements, following the opening of the full Madrid-Zaragoza-Barcelona track in October 2008. The AVE handled

more passengers between Madrid and Barcelona in 3Q2009 than did the airlines, with 651,498 rail passengers, a 21%

year-on-year increase. Comparatively, 643,512 passenger travelled by airline, a 7.5% year-on-year reduction.

New ticketing procedures will facilitate multi-sector journeys

I f there is a flaw in the ambitions of Europe’ s igf ail o]
expensive. Despite the advent of promotional ‘pass’ schemes for protra
train travel as one might find in India"s overloaded b

deep discount offers in the USA, has never taken root in Europe. There were just too many borders and too much

government intervention for cost effective round-trip inter-city rail travel across Europe. On the positive side, the

stations are in the city, thereby saving time to and from airports to the city centre and luggage is not spirited away so

dependence on the system for retrieval is greatly reduced. So far, security is nothing near as tight as it is at airports

t hough that could change of <course. | fr fates) milocgn eetiossly r a i | z
challenge the dominance of air travel, apart from on specific domestic runs.

Until recently there was no ticket tailored to the demands of a businessman who wished to travel between countries.
He would have needed to purchase separate tickets for much of the journey at a total price that was unrealistic.

In contrast, the IATA ticketing system has enabled him to do that sort of journey by air on one (now electronic) ticket
in his own currency and with certain guarantees built in, for over half a century.

Then a group of European high-speed rail operators formed (July 2007) an alliance, called Railteam, to increase the
competitiveness and convenience of Europe’s internati
Eurostar, Germany's Deutsche Bahn and France’'s SNCF (
Belgian rail operators and high-speed subsidiaries Thalys, Railjet and TGV/Lyria.

From 2009, Railteam offers international travel on a single ticket and introduces a single online reservation system
that enables passengers to book international rail travel in the one location. There are caveats, such as that at least
part of the journey must be on a high-speed train. Five main hubs have been set up at Brussels, Lille, Cologne,
Stuttgart and Frankfurt. Existing frequent traveler benefits will be extended across all partners. Tickets may be
exchanged or modified at any part of the journey. Unlike most LCC air journeys, if a connection is missed, passengers
can simply take the next service without charge.

The system will enable timetables to be sent via text message and will include all information on prices and
timetabling options for all trains in France, Britain, Germany, Belgium, the Netherlands, Austria and Switzerland,
enabling the direct comparison of fares and improved accessibility of rail fare information. This significant change in
rail ticket distribution systems will cost EUR30 million to implement.

Railteam compares itself to an airline alliance rather than an individual carrier.



Chart: Projected Evolution of the high-speed rail network in Europe by 2020
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As Railteam was only being phased in during 2007/8/9 it is not possible to say yet exactly what effect it will have on
low cost air travel. Indeed, as of Nov-2009 it is still not possible to book a ticket online, or even get an idea what fare
would be charged. (You can, though, as the zeitgeist demands, check your carbon footprint for rail travel online in
compari son to an air or road journey). Railteam i
message, while the embattled aviation sector awaits its fate at Copenhagen (see Newsletter #1).

If Railteam can integrate this much wider network (the current service offers 5000 km of line, set to rise to 7600 km by
2010 and 15000 km by 2020 with a multiplication of cross-border interconnections) with the lower prices already on
offer in individual countries via Euro Domino, then it could pose a serious threat to the airlines and airports. Especially
so, if it can integrate frequent traveler miles that can be earned on one part of the network (e.g. France) and used in
another (e.g. Germany).

The above map gives some indication of the scope of rail connections in territory where European LCCs are strong. All

al

of them will offer many further local connectionsonnonhigh-s peed | i nesto-dmaki ngr adelorf eas

United States ¢ big vision, little money (until now)

In the US, Amtrak, created as a quasi-government agency in 1971 to coordinate and manage the private rail networks
operating at the time, still requires hefty government subsidies but has recently required less support than it has in
the past. Even so, it will need indefinite government subsidy. But ridership on Amtrak has jumped by 18% over the
past two years. It has been carrying record numbers of passengers —28.7 million in FY 2008.

If included with domestic airlines it would rank eighth largest with a 5% market share. The 21,000 mile inter-city
network encompasses 46 states, 500 destinations and 29 branded routes in specific corridors such as the California
Zephyr (Chicago-San Francisco), The Crescent (New York — New Orleans via Washington and Atlanta) and The Sunset
Limited (Los Angeles — Orlando). There are few coast-to-coast cross-country services and scheduled transit is mainly

through the main rail hub of Chicago, which together

Chicago the worltbs premier transport

\



High-speed rail services (Acela Express) have been launched between Washington and Boston via New York, alongside
the country’'s busiest airspeedeshame aamrenbtr eb&i aogmparea
several major cities, like Phoenix, Arizona (the fifth largest by population) and Las Vegas are not directly served.

Since the 2008 Presidential Election there has been a discernible and growing desire in the US to see high-speed rail

introduced in major urban corridors. The Pennsylvania Governor, speaking at the America 2050 conference in New

York CityinApril2 009 even made the dramatic plea “Let’s end air
sentiments in the EU.

Obama eulogises high-speed rail

That was | ust one day after President Obama announced
towns at speeds over 100 miles an hour, walking only a few steps to public transportation, and ending up just blocks

from your de ssysiem, aetsaidomould’reduSedravdl times, increase mobility, reduce congestion, boost

productivity, reduce destructive emissions, and create jobs. Obama’ s economic stimulus pa
billion for Amtrak and USD8 billion for high-speed and intercity rail projects. Support will be sustained with USD5

billion in state grants over five years. In October 2008 Congress re-authorised Amtrak for five years, and included

plans to advance intercity and high-speed passenger rail.

There are already over a dozen high-speed rail corridors designated (see map).
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There are, however, issues here such as:

T The <cost of any one project far exceeds the money
expected to cost USD40 billion in all. But the stimulus contains only USD8 billion for the whole country.

Many plans would make trains only relatively high-speed. A plan for the Chicago-St Louis line, for example,
would ‘speed up’ trains fr om cdsbingspdyuird tiains cormbvg motel O mp h .
slowly than in Europe. Adding to the problem, most passenger trains run on track owned by freight railways.
Congestion makes service less reliable.

T Some proposed lines make more sense than others. The social acceptability of high-speed rail can tempt
planners to look for a place to lay track, rather than for problems that fast trains might solve

9 Proponents of replacing short-haul airline service with inter-city rail are calling upon general taxpayers to
create and continually subsidise a transportation mode that is aimed at taking business away from
unsubsidised airlines The federal subsidy per passenger mile for inter-city rail was found to be an astonishing
31,000 timesas much as the subsidy per airline passenger mile.



This puts a very heavy burden of proof on passenger rail proponents to justify massively subsidising a mode of
transportation designed to take business away from essentially self-supporting, tax-paying airlines. But in the new era,
anything is possible.

Is rail-air cooperation the way forward?

One aspect of rail service that has not so far been considered is air-rail cooperation and it is here that it has been
shown that air and rail transport can work together. Some believe it is this sort of cooperation that holds the best
future for airlines, airports and rail operators. There is even an organisation, IARO, dedicated to the promotion of air-
rail inter-modality.

Examples include the Narita and Kansai rail links in Japan; the Heathrow Express in the UK and the Airport Express line
in Hong Kong.

Broadly, the types of air-rail service that exist presently or are planned can be broken down into the following
categories, with examples:

9 High-speed networks that connect the airport to the main centres of population and industry (TGV, ICE in
France, Germany);

9 Dedicated airport links, operating in isolation from the network as a stand-alone function (London Heathrow,
Stockholm Arlanda, Oslo Gardermoen, Moscow Sheremetyevo, Vienna, Hong Kong, Kuala Lumpur, Osaka
Kansai, plus those planned for, inter alia, Bangkok, Glasgow (cancelled at present), Washington Dulles,
Phoenix, Toronto, Hy der abad and Jakarta). Hong Kong’ s
passengers;

9 Rail services that combine high-speed connections with local and regional services, to varying degrees

Airpor

(London Gatwick and Stansted, Manchester, Birmingham, Amsterdam, Baltimore) . The *‘Stansted

inadequate asitis,c ar r i es 25 % onfilliortahneal passenggpgsp r t ' s 2 2
Metropolitan suburban rail services that connect directly or indirectly with one or more airports (Paris RER,

New York Subway, London Underground, Vancouver)s Candda’ ¢i Rieccadilly
service carries 20% adsetnhgeerai, r pnoarkti’'nsg 6i7tmi p d § inb I py

carrier, despite being in direct competition with the Heathrow Express heavy rail service;

9 Light rail transit including tram (Salt Lake City, Portland Oregon, London City, Bremen, Hamburg, Los Angeles
(proposed) and;

9 Links between airports (e.g. the proposed Dubai Airport — Al Maktoum airport link that will later form part of
the pan-Emirates high-speed railway

There are over 300 airports globally with a planned or existing rail link to them.

Fundamentally, these air-rail services exist to lessen the impact of motor vehicle congestion around an airport, but
may be extended to incorporate rail services that remove the need for some air routes, as for example at Paris and
Frankfurt.

The existence of a rail terminal at an airport will not reduce the value of the airport estate, and in many cases will
enhance it considerably. Cooperation between air and rail modes, rather than competition, will be the name of the
game in the future. So far there are few examples of such links to low cost airports, London Stansted being the most
notable exception. It wi || be interesting to see
base. The relatively low passenger volumes of LCAs usually make it difficult to agree who should fund these rail
projects.

Summary and conclusions

In many parts of the world rail services have begun seriously to challenge air services as they have become faster and
more reliable. The main differentiating factor has been the ticket prices that LCCs have been able to offer. Where rail
competes with legacy airlines point-to-point over short distances, it is usually the winner, gaining new passengers at
the airlines’ expense.

how B



Rail companies have rarely been able to operate sophisticated pricing, inventory and yield management systems and
often fail to cooperate with each other adequately to
mechanisms still often resemble those of the airlines prior to the advent of the LCCs in the 1990s. Now there are new
developments in pricing also, threatening the LCCs on key short-haul routes and the airports that support them.
Additionally, rail offers more comfort than LCCs and less stress in the stations compared to the airports.

Governments increasingly place greater environmental emphasis on rail over air and have been content to finance the
huge infrastructure costs of long high-speed lines from the public purse, though that option is at best deferred for
now in many countries. It is no surprise that the greatest long-term success of rail in competition with air has been in
France, where successive governments have espoused such principles and where government control over airport
infrastructure has until recently not opened them up to the privatisation that encourages real competition.

Listen to a Podcast on this subjéethttp://iagblog.podomatic.com/ (accurate at 06 November 2009)

This article was authored BBPA partner David Bentley and has appeared in other mpdiished by CAR#ecently
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2009 and commence operations on 10 November 2009. Hermes Airports assumed management and control of

Larnaka and Pafos airports under a 25-year build-operate-transfer concession agreement with the Cyprus
Government, signed in May 2006.

The Cyprus Civil Aviation Department, which previous oversaw the management of the airports, will act as the
regulatory and supervisory authority, responsible for the monitoring and control of all authorities active within the
airports. Approximately 50% of flights will use the new facility and remaining flights will transfer to the new terminal
on 17-Nov-2009.

The terminal, constructed by Fr ance’ s B 0 U lag thescapdigy ttoi hamalen 2.5 million passengers per
annum, with provision to expand capacity to nine million ppa. The terminal includes 67 check-in counters, eight check-
in kiosks, 14 airline ticket desks, 16 aerobridges, seven security points, five 15 aircraft baggage conveyor belts and
parking facilities for 2,450 cars. (See table, below).

The terminal was completed ahead of schedule, under the 25 year build-operate-transfer (BOT) agreement, 42
months after Hermes took over the operation of Cyprus Airports. An additional EUR52.9 million in facilities currently
being constructed include a transit cargo and parking facilities, and four gas stations. Hermes announced it has
submitted a proposal to the Government to construct a EUR200 million five storey hotel at the airport by the end of
2011.

Cyprus Airways and easylet operate the first services

Operations at the new Larnaka Airport will start on 10 November 2009 with flights of Cyprus Airways and Easyjet
exclusively. Other airlines will transfer their arrivals and departures to the new Terminal by 17 November.

Table: Comparison of technical specifications

Comparison of technical specifications

Technical features New Larnaka Airport Old Larnaka Airport

Total size of building installations 100.000 sg m 22.100 sq m
Passenger capacity (annually) 7.5m 3.2m
Check-in counters 67 52


http://iagblog.podomatic.com/

Airline ticket desks 14 3

Self Check-in kiosks 8 0
Air-Bridges 16 0

Security points 7 5

Baggage conveyor belts 5 (15 aircraft) 5 (5 aircraft)
Parking spaces 2.450 1.990
Facilities for passengers with reduced mobility Yes Yes

Leisure spaces, cafes and shops 10.000 sg m 3.000 sg m
CIP Lounge 2 1

CCTV Complete coverage Partial coverage
Immediate access to highways Yes No

Source: Airports’ website

As with the new (2008) Pafos International Airport at the southwest end of the country, the new Larnaka International
Airport in the south-central area and only 130 miles (208 km) from Beirut has been delivered on time and within
budget.
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Distances look short on the map but even with an advanced motorway network journey times can sometimes be
lengthy and there is no rail service since 1951. Larnaka has become the main airport and also serves Limassol, the
country’ s sieg@rmardport aad lgggesstduris resort. Tourism is well developed and parcelled up by
segment throughout Greek Cyprus, from the nature reserve of the Akamas Peninsula in the west via the Troodos
mountains to the hedonistic nightspots of Agia Napa and nearby towns in the east. Larnaka, Limassol and Pafos in
between cater mainly to middle class vacationers — Cyprus does not promote itself as a cheap and cheerful resort
island —and to expatriates and second homers.

The airport serving the capital, Nicosia, is Ercan, which is in Turkish Cyprus since 1974 and handles only domestic
traffic; all flights must touch down at a Turkish mainland airport before continuing to Ercan, and vice versa.
Discussions continue about international services, about expanding the airport, about a joint air/sea port operation
with the port of Famagusta, and about privatising the airport in a deal involving a consortium of US, Argentinean and
Italian interests, with a projected value of EUR40 million.
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Gateway airports

Becauseof Er can’ s i solation and despite it being a
airports and would probably remain that way for the whole island if and when reunification of Cyprus is achieved.
Many attempts to do so have foundered but they have picked up pace again since the 2008 Presidential Election and
in June 2009 a new border crossing was opened in northwest Cyprus; a small gesture perhaps but one that suggests
the peace process in on the right track. Reunificationistiedup wi th Tur key’ s attemp
which itself is gaining momentum since the Lisbon Treaty passed into law this month.

Pafos Airport’s new t er mi8hNavdmbeb2008.Thed 18)009 sq \it.asility iwith28Ickyeck
in counters, three luggage delivery belts and 800 parking places was built in 28 months and can accommodate 2.7
million passengers a year.

The terminal plan was developed by the Hermes Airport consortium which invested around EUR126 million in the
project. It contains around 1200 sq m of new retail space, managed by SSP. Aer Rianta International-Middle East, a
major player in airport retail, is a shareholder in the Hermes consortium, as well as joint-venture partner in the
airports retail business, and it has a stake in the F&B operation.

In 2008 Larnaka and Pafos Airports collectively served over seven million passengers and handled 63,800 aircraft
movements. Larnaka handled 5,478,000 (+4.0%), and Pafos 1,760,000 (+0.9%).

Value of the pound (GBP) influencing British vacationers

Both airports have been adversely affected by the economic downturn in 2009 with Cyprus in particular being
influenced by the collapse of the Pound Sterling (GBP) against the Euro (EUR), of which Cyprus is now a member. That
currency variation has been as much as 20 %, hi king
British consumers.

Larnaka airport reported less passengers in each month between Jan and Aug-09 compared to last year, varying from
0-7% (Jan) to -11.9% (Apr) with an average of -8 . 1 4 %. Paf os’' -3.9%o0(Jan$ to 20a7% {(Marfl with an
average of -11.18%.

Britain is a key market for Cyprus. Despite the currency exchange issues, in the first nine months of the year 2009
there were 890,000 UK visitors, almost all of whom would have arrived at Larnaka or Pafos airports, with Russia the

nearest ‘challenger’” with just 125, 761 visitors.

Table: Foreign tourist arrivals into Cyprus Jan to Sep-2009, top ten countries

Country of origin Tourist arrivals

UK 890,882
Russia 125,761
Greece 97, 249
Germany 95,417
Sweden 92,202
Norway 52,466
Switzerland 30,953
Finland 26,234
Denmark 25,787
Israel 25,765
Total (all countries) | 1,754,855

Source: Cyprus Tourism Authority

Clearly, the Scandinavian countries collectively are a major source of tourism into Cyprus also; these countries
traditionally supplying both sun seekers and younger tourists and having the attraction of English spoken almost
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universally throughout Cyprus.

Additionally, the influence of the military should not be overlooked. Britain retains bases at Dhekelia, east of Larnaka,
and Akrotiri/Episkopi, between Limassol and Pafos, with regular movements of troops and other personnel.

But possibly the most interesting statistic about Cyprus is the very high propensity to travel (ptt) within the population
—the number of trips taken per head of population. Small islands traditionally score highly in ptt statistics for various
reasons — the need to travel abroad to cut business deals and the desire to leave the island for family and cultural
reasons amongst them. Oftentimes there is no alternative to air travel.

Even so, it is surprising that of 36 European countries recently surveyed for airport passengers per head of population,
Cyprus came out first, with 9.11. (Malta, Ireland and Iceland also scored highly, coming in third, fourth and fifth
respectively). Passengers per head of population is not quite the same as indigenous propensity to travel as it includes
inbound tourists but it does suggest that the Hermes Consortium did its homework before it concluded the agreement
to manage and develop the Larnaka and Pafos airports, in the face of tough opposition from trades unions at the time,
and in the midst of the aftermath of the September 2001 terrorism.

Background:

Hermes Airports Ltd is a joint venture company with nine Cypriot and foreign shareholders: Bouygues
Batiment International (France) (22%), Egis Projects (France) (20%), Cyprus Trading Corporation Public
Limited (11.34%), Hellenic Mining (11.33%), Vancouver Airport Services (Canada) (11%), Aer Rianta
International (Ireland) (11%), lacovou Brothers Construction (5.665%), Charilaos Apostolides Public Limited
(5.665%) and Aeroport Nice Cote d' Azur Chambre de Commerce e t d’"Industrie (Fri

Return of the travel agent

Back in the mid-1980s | was a partner in a small travel agency chain —a couple of Main Street shops and a business
travel office. Our competitors were other privately owned SMEs in the neighbourhood as regards leisure and vacation
travel, together with the national chains. In the business travel segment we were up against global competition in the
form of Business Travel I nternational ' s Ulonlhandsa ch,
The sector was a hive of activity.

Hogg

Then, after I d left that busi ness, two things happene

they contributed to the demise of the retail travel trade. If | go into my local town centre today, where there used to
be up to 20 retail agents now there are only three or four — and only one independent business. Those in that
(independent) category that have survived are located in the more prosperous suburbs and make a living from selling
rail tickets just for cash-flow purposes (Internet rail bookings never really took off in the UK and paper/card tickets are
still used) and, at the other end of the scale, cruises and upmarket long haul packages - vacation experiences that
consumers still prefer to entrust to the travel agent. The bit in the middle —domestic vacations, the comparatively few
European package vacations that stil!l exi st LCC
most legacy airline bookings for that matter —are now firmly in the domain of the antichrist whose mark shall be the
letters of the Beast —www.

To a lesser degree the business travel specialists have found much the same happened to them as corporate travel
managers took advantage of the huge explosion in Internet-bookable budget airline services across Europe to satisfy
company diktats to reduce travel and expenses costs.

And it is not only the travel agents that have suffered from these twin demonic trends. Take for example the two
British airports that historically handled the majority of charter airline traffic between them — London Gatwick and
Manchester. As airports supporting no-frills airlines proliferated during the last decade it is no surprise that Gatwick
and Manchester have been amongst the worst performers in terms of traffic growth in 2008/9 — and having a knock-
on effect on the valuation of Gatwick that helped delay its sale.
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But the last few years have seen some subtle changes taking place that are slowly but surely shifting power back into
the hands of the agents. A primary factor has been the growing disillusionment of the public with some aspects of LCC
activity, coupledwi t h i ncreasing concern about the poweationaf

In the business travel sector, the British LCC easylet has led the way by switching its emphasis away from the Internet
as its primary reservation system towards the global distribution systems (GDS) over which travel agents can exercise
greater control. Easylet signed up with both the Amadeus and Galileo (Travelport) GDSs for distribution of fares and
schedules in 2007 and signed a global distribution agreement with Sabre Travel Network in February of this year. The
Sabre inventory will be trialled in February next year for a launch the following month.

So the airline's low cost content will now available across all three major UK GDSs. The decision is consistent with
recent moves by easylet to make things easier generally for business travellers. Other measures have included
introducing reservation change without fee, ‘“turn
and the previous flight still has seats available, fast track check-in (and even security clearance in some cases) and
business lounges. Easylet claims to have no plans to offer corporate deals, but that could change.

nt e

up a

But it isn’t only easyJet that 1is increasing -oriented coope

LCC, has also signed a deal with Travelport enablingt he L CC’' s f ul | content to be

first time via Galileo s di r ect C Oravdipercinsistsshe Heuelogmenn af its direct connect product is a
reflection of the demands of its travel agency customers to have the content available through the GDS channel. The
new direct connect participation option, which complements the traditional channel offering a further 60 low cost
carriers, has sparked considerable interest amongst the LCC community and Travelport expects to announce further
direct connect agreements over the coming weeks and months.

It is in the leisure sector where the most interesting developments are taking place and Jet2.com is again at the
forefront. The airline, now one of the largest in Britain with 30 aircraft, is based at Leeds Bradford airport in northern
England where it is confronted by a challenge from Ryanair, which will set up its own base there from next March. Part
of the Dart Group, it operates old, fuel thirsty airplanes with an average age of over 21 years. Some of the B757s have
seen better days with Mexican and Chinese airlines. The airline gained notoriety a couple of months ago when its CEO
publicly berated check-in staff at Manchester for their tardiness, in front of the passengers.

However, it does make a profit. Operating mainly within mainland Europe it has positioned i
the same manner as Southwest did in the US and kulula.com in South Africa. Any passenger on a Jet2.com flight to a

mad

tsel f

maj or Spanish vacation city I|like Malaga or Alicante wi

and those on its competing airlines. The most evident comparison is with Monarch Scheduled (another LCC), where
many of the passengersare r et i r,eftkn sécgnd Frmesoivners on the Spanish Costas. In stark contrast, on
Jet2.com, replete with its 18-30 age group, singles or young families, attached to iPods and MP3 players, the cabin
volume level is at least three times that on Monarch, often drowning out the noise from the engines. Put it another

way-1 f Monarch’'s <clients follow each other on Twitter (

Bebo.

More noticeable even than it s ueySaliugtPtoposiipnp that It rerhaimsoratag h

trade friendly. While it has a well-used (if sometimes inadequate) web booking system, and has now signed the GDS
agreement with Travelport, it also makes a lot of seat-only sales through travel agents (they do not receive a
commission but charge a fee; a practice that Jet.2com supports where some other airlines do not).

Moreover, Jet2.com turned back the clock in 2007 when it introduced Jet2.com Holidays, offering package vacations
that incorporate Jet2.com flights with private taxi transfers and hotel accommodation. Package holidays are now
offered from all six UK bases to over 25 destinations and may be booked on-line or through travel agents, who receive
traditional brochures for their racks and window display support. This remains, for now, a unique development

amongst British budget airlines and cuts right across

menu-driven extras — not formal all-in packages. Such has been the success of the product that it has influenced
British Airways, which is urgently enhancing its own vacation product as it steers away from a premium to economy
focus in the absence of any discernible premium product demand. We know that other airlines are watching very

closely. And they will intrigued by the fact that jet2.com Holidays counts for a sizeablesliceof t he company’ s
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Within the last week, the CEO of Germanwings, a fast-growing LCC that is a subsidiary of Lufthansa, has predicted the

eventual demise of the ultra low cost Ryanair-style model, due to its inability to attract the corporate market. He also
specificallycr i t i ci sed Ryanair’s aggressi ve aplhemoaRgahairflieeto ai r p o
a destination, the morethelos s es t aken by the airport, and the |l ocal t

He is quite possibly right, and ultra low cost is a direction Jet2.com could have taken. Instead it went for an innovative
approach, a U-turn in fact, that has already helped the much maligned retail travel sector recover some of its status.
We do not need surveys to tell us that many consumers have reached the limits of their tolerance of a system that
puts the onus on them to do everything for themselves, charges them beyond the basic fare for doing it (on-line
reservations, credit card payment and for not checking-in on-line), then for bags, sandwiches and coffee, expects
them to find all their own accommodation, transfers and tours, and then, if the airline fails, offers them no
recompense.

The traditional package tour and the advice of the travel agent are suddenly back in fashion, in the UK at least. (Also in
South Africa, c¢ heck Wethirkthdy will catdh an.elsewhere, sndsaod.b si t e) .

Another version of this #cle will appear in AV News Latin America & Caribbean, November 20@i#br D J Bentley

Introducing our Associates ¢ Brand:aviation
rANC:QVIQLIoN

Brand:aviation is part of the Brand:consult group, based in Liverpool, UK.

It has been working closely with a large variety of airport clients and tourism boards for over 16 years. Best known as
producers of top quality bespoke route development documents, competence also includes: stakeholder
management strategies; route development forums and marketing support schemes; catchment area analyses;
marketing collateral and a whole lot more.

Airport clients have included:

Allgdu Airport (Germany); Avinor (Norway); Finavia (Finland); Frankfurt Hahn Airport (Germany); Klagenfurt Airport
(Austria); Namibian Airports Company; Oslo Airport, Gardermoen (Norway); Rostock-Laage Airport (Germany); Lydd
(London Ashford) Airport (UK); Tampere-Pirkkala Airport (Finland); Lappeenranta Airport (Finland); Sandefjord Airport
Torp (Norway); Uppsala Airport (Sweden); and Kallax Cargo Airport, Sweden.

The parent organisation, Brand:consult, is active in other business segments apart from aviation, such as:
Architecture; Automotive; Mining; Pulp & Paper; Entertainment

www.brandaviation.com // www.brandconsult.co.uk. Members of the UK Investor Relations Society.

Thank you for reading this edition of our Newsletter. If you wish to register to receive future editions
please do so through the website.

Meet our partners! Big Pond Aviation intends to be present at the following events:

4+ The Second Airports Council International (ACl) Airport Economics & Finance Conference, London,
UK, 23-24 February 2010 (David Bentley, delegate)
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http://www.brandaviation.com/
http://www.brandconsult.co.uk/

= V Spanish Regional Airports Conference, Girona, Spain, 25-26 February 2010 (David Bentley,
speaker and delegate)

We have also prepared a paper on public-private-partnership airport transactions in Africa, which includes
an overview of airport financing and privatisation on the Continent, for the ACI Africa Annual Conference in
Harare, Zimbabwe, 10-12 December 2009. This paper is available free of charge on application

We specialise in airport financing and privatisation and have produced many management reports on the
subject. For further information please contact either of the addresses below.

All articles in this newsletter ©D J Bentley 2009, may be reprocardgevith permission
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