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Freight Market Outlook Europe — 2010

Dear Reader,

In the aftermath of the worldwide economic crisis, the air cargo business
has been severely affected by the slump in worldwide trade volumes. The
North American demand for Asian and European goods dropped on
average by 20 to 30% in 2009 as compared to 2008 volumes. For the near
future, there is no significant recovery to former levels of foreign trade
demand to be expected, as the credit crunch prevails for both, investment
and private consumption. North American demand in particular will stay
limited due to the already over-indebtedness of the private consumers. Not
before the private financial situation is improving, air freight demand will

return to former levels.

Economies that were not as exposed to turbulences of the financial sector,
where consumers still uphold values such as thriftiness rather than
purchasing on credit, were the only ones that held steady in the crisis. Both,
Africa and South America were even able to generate some small growth.
But, due to their comparatively small volumes, these markets were not able
to absorb the nascent capacities of the major trade lanes among North
America, Europe and Asia. The market still is marked by overcapacities,
but there appears a silver lining on the horizon: China’s demand for foreign
goods will be the driving force to recovery in 2010. On this major trade lane,
a capacity shortage seems to develop, which can be observed by the
latest, relatively strong increase in charter traffic.
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With our Freight Market Outlook 2010, we hope to give you valuable
insights into the market and some aspects to consider in your network
routes and capacity planning. If we can help you with more detailed market

analysis do not hesitate to contact us.

Best regards,

Dirk Steiger
Principal & Managing Director
aviainform GmbH
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About aviainform

aviainform is a highly specialized firm for the provision, analysis and
interpretation of information and market data in international air transport.
We provide services to air carriers, cargo agents and intermediaries,
airports and amongst other interested parties such as airframe
manufacturers, government officials, etc.

Our mission and main focus encompass the preparation of raw data
sources to enhance our clients’ market insight and market intelligence. By
purpose, aviainform maintains a large collection of air transport relevant
data enabling us to distinctively and transparently present market changes
and developments. This facilitates our clients to benefit from significantly
improved opportunities and risks assessment. Additionally, aviainform
offers forecasts and projections about future air transport market demand.
As a further plus we visualize true capacity development on city-pair level
through the extensive use of schedule data.

To maximize outcome, aviainform uses purpose-build analysis-software
allowing us to e.g. simulate “what if" situations. Consequently we lead our
clients to substantial above average income at radically lower costs of sale
with the result of lastingly financial returns.

Business Focus : Data-driven analysis and forecasting of
demand and competition in the global air
transportation industry.

Business Services Market Reports and Reviews

Performance Benchmarking
Consulting Studies

Expert Witness Testimonies
Enterprise Performance Management
Software Solutions

Data Warehouse solutions for the Air
Transport Industry

Business Facts: Founded in 2002, aviainform employs about
10 people and is owned and managed by Dirk
Steiger and Dr. Uwe Schomaecker. The firm is
a Germany legal entity and registered at
Frankfurt Airport. Its data processing centre is
located nearby Braunschweig, Germany.

Business References : We serve major Air Carriers, Intermediaries
and infrastructure providers around the globe.
References are available at any time upon
request.
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Industry Insights

After years of strong growth, the air freight industry is catching its breath.
2010 will very likely be a year of recovery and market consolidation. Due to
the economic crisis, the major trade lanes were most strongly affected from
the decline in foreign trade and related demand for air freight. While in
previous years, North America was the largest air freight trade partner of
Europe by total volume, the trade-flows and traditional volume distribution
have shifted in 2009 and will remain this way throughout 2010 and perhaps
even as long as the next three or four years. In 2010, North America will
only be Europe’s Number 3 trade partner in exports, after Asia and Middle
East and Africa. However, in total volume (imports and exports) North

America still holds second rank by 1.5% market share.

After the recession in 2009, we expect to see a first recovery in air freight
over the coming years. On a global scale, it is unlikely demand for air cargo
will return to 2007/2008 volumes in 2010. Yet, some of the Europe-
Asia/Pacific trade lanes may even surpass former all-time highs. On most
major trade lanes we expect competition to intensify, especially due to the
financial autonomy and strength of some carriers from the Persian Gulf.
Also, over-capacities still can be witnessed near and far. However, this may
not necessarily lead to a decrease in air freight rates, as the average
shipment-size (or weight) is lower with reduced demand, and smaller

shipments in general generate higher rates.

The relative strength of the European currency adds pressure to the air
freight sector. While, on the one hand, jet fuel becomes slightly cheaper for
European carriers, on the other hand, trade flow shifts from export to
import, as demand for dear European products is hampered, while demand
for cheap North American and even cheaper Asian products in Europe
grows. Especially demand for Far Eastern consumer electronics may grow
in the near future. In order to help the European exports, government
officials seek to intervene and persuade the Chinese central bank and

government to uncouple the Renminbi from the US-Dollar.
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The economic crisis proves to be a litmus test for the airline industry. Only
the financially soundest carriers prevail in this environment. Many Asian
carriers had to receive government financing to survive the drop in demand.
Signs are pointing to further market consolidation. In 2009, again many
mid-sized carriers already merged, are planning to merge, or were acquired

by the larger market players, such as Lufthansa.

Air Cargo will see a further concentration of freight flows on a limited
number of cargo gateways. The share of TOP 30 airports in regard to
worldwide handling volume of air freight, accounting for already 56% in
2008, will further increase. The consolidation trend is intensified by the
recent recession. Declining demand and yield forced carriers to optimise
their networks in regard to capacity and cost. Reducing Off-Hub capacities
where load factors are lower is first choice for cutbacks as they are less
important for a working network. Their discontinuation will only hurt
operation marginally, but may significantly reduce cost. A further bundling
of freight flows will generate economies of density and scale yielding lower
cost per unit. Due to decreasing Off-Hub operation and an increasing
bundling of cargo flows even more freight will be channelled through cargo
gateways.

After soaring crude-oil and jet-fuel prices in 2008, prices have come down
significantly in 2009. However, with China’s economy gathering momentum
and industrial production slowly increasing, we expect oil-prices to increase
again. As demand for oil comes mostly from China in 2010, we expect
crude oil prices to rise up to 120 USD per barrel. Once the global economy
reaches 2007/2008 levels, we expect prices to reach again and perhaps
even surpass the 150 USD per barrel marker. As a consequence, we

expect the popular Fuel-surcharges to increase next year.
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Figure 1 - Major Trade lanes

Regions and Industries

After years of continuous growth in worldwide air cargo, markets weakened
beginning in September 2008 due to the economic crisis caused by the
collapse of financial markets. After steady growth during the first half year,
European economies declined sharply. Full-year GDP growth of EU27 went
down to 0.8% in 2008 compared to 2.9% in 2007. In 2009, the downturn
held on so far, yielding an expected GDP decline of 4.0% over the full year.
2010 will see a slow recovery of European economies with EU27 GDP
almost constant, as a marginal decline of 0.1% is forecasted. Although
economies worldwide were hit by the downturn, its impact and persistence
varied. While some economies such as North America still struggle, other
regions such as South East Asia have returned on its growth path almost

unaffected by the global development.

Corresponding to the global downturn, European trade contracted in the
second half of 2008. Full year figures showed growth of only 1.0%
compared to 2.8% in 2007. While export figures still increased indicating
Europe’s export strength, import decreased due to sharply declining
demand in Europe. With declining GDP the trade continues to fall
throughout 2009 showing a decrease of 20% in the first half year. Even with

a slow recovery, no significant improvement will be seen until end of 2010.
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In 2010 the export market share of Perishable goods from Europe to
North America increases its market share by 0.4% compared to the
previous year to 10.0%. The air cargo volume in export from Europe to
North America will increase by 1.9% to a total volume of about 83,935
MTO. The increase in import volumes of perishables is on the same level
as in the export sector. With a growth rate of 1.0% in the next year, the
share of perishable goods of all imports from North America increases by
0.1% to 12.0%. The total amount of perishables transported by air freight
from North America to Europe will be approx. 89,485 MTO.

In the coming year, the export of Live Animals to North America is
expected to remain relatively constant with a slight increase of 1.0%. The
airfreight export market share of this sector remains at 0.3%. Our forecast
shows a total of 2,381 MTO of live animals exported in the next year, while
the import volume from North America is estimated to reach 1.892 MTO.
For imports of live animals there will be no change in market share. It
remains at 0.1%. Over all, this category has the smallest share in airfreight,
both in export and import.

Africa and Middle East

The AMEC region gains importance in European air trade. While traditional
strong ties with Europe exist, air trade between Europe and AMEC further
increased during the global economic downturn. In particular, Middle East
as Transport Bridge between Europe and Asia and near-sourcing location
is a strong trading partner. The diversity of economies in AMEC is large,
covering oil-exporters and —importers with different economic premises and
a wide range of wealth. While Middle East has, with its oil-driven
expansion, gained economic importance in the past, Africa is continuously
catching up and improving its economic conditions. In particular, ongoing
political stabilisation and extensive availability of raw commodities, e.g. oil
and minerals, strengthen the African economy. Recent oil discoveries in
Africa further improved prospects. Additionally, in Europe the idea has been

put forward to reduce carbon oxide emission by sourcing solar energy
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Latin America

After six years of continuous economic growth, the economic downturn has
also left its mark in South America, but the economies accelerate again,
albeit slowly. The individual situation differs between the countries. While
some countries entered a phase of recovery (Brazil, Chile, Colombia and
Peru) others remain in a recession (Argentina, Bolivia, Ecuador, Paraguay,
Uruguay and Venezuela). Brazil and Chile are the leading economies on
the continent and show an increasing domestic demand, followed by
Argentina. The quick and solid recovery of Brazil supports also the

economy of Argentina.

The medium-term prospects for the Brazilian economy are positive
regarding the stable domestic and foreign trade, a balanced economy, and
development policies despite temporary turbulences. The awarding of the
soccer world cup 2014 and the Olympic Games 2016 will have economic
impact for the whole region. Massive infrastructural investments and the
required equipment are on the way in the next years. Brazil will spend over
600 billion Euros in infrastructure, industry, construction and agriculture
projects till 2011. Mainly private holdings strengthen their financial
investments. In previous years, investments were focused on mining and
agriculture, now the value added chain will be in the centre of interest. It will
help Brazil to catch up with the emerging countries of the Far East, which
have a higher investment quota at the moment, and to become a
developed country.
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Trends and Outlook 2010

Oil Price and Fuel-surcharge Development

The expectation of a positive economic development heightens speculation
on rising oil prices. Oil prices, below USD 40 during the downturn,
increased already during summer peaking at almost USD 75 per barrel.
Hence, the downward trend of Fuel Surcharges imposed by airlines
stopped. As in previous recoveries, oil prices have rebound very early in
contrast to other commodity prices. Sustained economic growth in China
and signs of a turnaround in other Asian countries continue to fuel
expectations of growing world oil consumption. With the economic
recovery, prospected world oil consumption has adjusted upward by more
than 70 million barrel per year from end 2009 on. However, with an
accommodating increase of supply, oil price projections are not revised
upwards. Although OPEC countries would appreciate a rising price level,
remaining high inventories and spare capacities set certain limits. The
spare production capacity currently exceeds 5.4 million barrels per day.
Furthermore, high prices could jeopardize economic recovery and instead
hurt industry customers, e.g. cargo airlines, and hence oil sales. However,
oil prices may remain very volatile reflecting market participants'
adjustments to new information and to their expectations in regard to

physical energy markets and/or energy-related financial derivatives.

The moderate oil price development corresponds with price expectations by
IMF, which anticipates average oil price to increase by 24.6% to USD 76.5
per barrel on average in 2010. Due to accelerating economic growth, this
prospect may be at the lower-end and higher prices more likely. Signing of
oil contracts despite high oil reserves by an increasing number of market
participants are in line with this assessment. To safeguard against
increasing fuel cost, volumes required are hedged by means of futures

contracts.
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Yield Development in 2010

Yields were very volatile since beginning 2008, showing a downward trend
due to the global crisis and persistent overcapacities. Against the trend,
rates on the Europe to Asia/Pacific (APAC) trade lane peaked after an
intermediate decline in 3Q 2008 and 4Q 2008, in the early phase of the
global downturn, and rates on intra-European trade showed a short climb in
2Q 2009 to levels not reached before. Still only moderately growing
volumes on the Europe to APAC trade lane, long-term volume contracts
agreed upon prior to the crisis, and decreasing average shipment size led
to higher average rates per tonne and raised yields for a short period.
However, in the beginning of 2009, rates from Europe to APAC started to
fall, too. While Intra-European yields declined again in summer 2009, rates

to the Americas increased at a level below that of early 2008.

The cutback was substantial, yielding only non-sustainable rate levels;
Lufthansa Cargo took initiative to announce an increase of rates throughout
the market by an average 25%. Other carriers, such as Air France/KLM,
Delta, SIA, Cathay Pacific, Cargolux, Nippon Cargo Airlines and JAL,
followed thus contributing to a successful placement on markets and a
stabilisation of rates on a higher level. However, a further capacity
reduction is required to strengthen rates on that level in the short-term and
provide preconditions for a mid-term rise. Growing demand yields upward
potential. The softening of competition by parallel price adjustments would
likely not last in the long-term, for declining volumes force carriers to
undercut competitors in price to acquire more business. The price
competition will become tougher, even under improving market conditions,
but with rates on a more healthy level. Current schedule and fleet
development prospect a substantial cutback in capacity supply, which might
further decrease when weakening carriers remove aircraft from their fleets
or even cease operation. Furthermore, growing demand gives positive

impulse on the Europe to APAC trade lane in particular.
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Winners and Losers of the Economic Crisis

The entire world’s supply chain has been grievously damaged by the
effects of the economic crisis. Air cargo is but a small part by volume, but
makes up about 40% by value. Thus, whenever and wherever goods of
relative value need a reliable and quick mode of transport, air freight is the
mode of choice. As overcapacity persists and price competition to fill up
capacities continues, only the competitors with the deepest war chest and
those which provide innovative routes and services will stand to benefit

from the crisis in the mid- to long-term.

The aftermath of the financial crisis is only starting to show its teeth. The
immediate effect was easily recognizable: reduction in demand for
international air freight. An industry not prone to contingency-planning, but
rather spoilt by stable market growth and intensifying trade throughout the
world, all of a sudden needed to face multiple problems at once. Over-
capacity, fuel-price hedging, credit-squeeze and drop in cash-flow are just a

few of the dire effects to be taken into account and dealt with.

Many airlines underestimated the extent and duration of the economic
crisis, thus not adjusting their capacities appropriately. To make things
worse, a ruinous price-war was begun on some routes as airlines tried to fill
up their capacities and an increasing number of forwarders switched from
block space agreements to spot-rates. This development requires a deeper
understanding of the airline’s individual cost-structure from the sales-
agents. The agent needs to know the threshold minimum rate per weight
unit, i.e. the variable cost incurred on a specific trade lane, depending on
the aircraft used, staffing, handling cost and other fees. You may find that in
some instances airlines will offer competitive rates lower than their variable
cost, and only by means of surcharges are able to generate positive yields.
Opportunist airlines, often following aggressive growth strategy, even
increase capacities in times of crises, thus adding to the dilemma
competitors are facing. With increasing capacity and stalling demand the

rates will drop, if suddenly demand even declines rates will drop even
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crunch, investment in industry and technology is postponed, which is
negatively affecting cargo demand. Due to increasing unemployment rates
in high-income countries and lower available income, demand for high-
value consumer goods is likely to remain comparatively low throughout
2010. Except for a few major trade lanes, especially to and from Asia,
where investment and accelerating economic growth further technology
transfer and demand for air cargo imports, air cargo is prone to see
increasing price-competition unless capacities are reduced even further to

match the lower demand-level.

What does the airline landscape look like after
tomorrow?

The air traffic industry is in a downturn — across all regions and categories,
from the low-price airline to the leading premium carrier. Even the past
success stories are little more than whispers or wiped out completely;

Ambitious plans, such as Cargo B or Aeroflot Cargo.

The first half of 2008 seemed marked by success stories after a few years
of struggle, but in the end it turned into a Survival game in the second half
of the year. As bad as the problems were 12 months ago — led by soaring
oil prices — they pale compared to the slump in demand airlines are

battling these days.

Reflecting on the changing nature of air carrier challenges, there is a strong
emphasis on liquidity. It is the decisive factor that will best determine which
airlines make it through the current downturn least scathed. But liquidity
alone will not be enough: An appropriate investment strategy will play an
equally important role. While risky, expansion through acquisition can still
work if it is done with the right timing. Best example is Deutsche Lufthansa:
Its business and network strategy and intelligent acquisitions of bmi,
Brussel Airlines and Austrian enabled the German Crane to become the
leading European airline, ahead of Air France-KLM, setting it up for future

challenges.
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To face the coming challenges, the development shows that the old story of
the big caught the little one is not true today. This time, the quickest will
win. Intelligent investments or taking a chance on investments when there
is calculable risk involved. This naturally requires a healthy financial
situation to react quickly enough. A key factor to success is an economic
fleet and an effective cost structure. There is no doubt that the fuel price will
be rising again in the mid-term. The rising economies of China, India and

South America will take care of it. An economic young fleet may help.

Air cargo goes green

If nothing else before did, the first ever green tender of air freight in 2009
made it clear, that air cargo industry is required to go green. On behalf of a
customer one of the top 10 global forwarders offered air freight business
from Asia to Europe and the United States predominantly on the basis of
supplier's environmental credentials. With growing environmental
awareness green tenders are expected to become common in the future for
the air cargo industry, although cost will continue to be main factor. Overall,
in the economy the environmental awareness grows steadily and industry
respects that consumers demand environmentally-friendly products. The
aviation industry has already continuously improved its environmental
account in the past. Despite the mitigation efforts so far, air cargo and air
transport overall are forced by international governments to become

greener.

In particular, environmental concern exists in regard to aviation's CO2
emission. Like other industries CO2 emission of aviation contributes to
climate change. The interdependency is rather complex, as not the volume
of aviation’s emission is the main factor. It accounts for only 2% of overall
CO2 emission and even remains a minor share after the rapid growth of air
transport. In fact, the warming of atmosphere by CO2 emission and
aviation-induced cirrus clouds is considered as problematic. However, no
certain knowledge exists on the so-called radioactive forcing impact.

According to estimations of the Intergovernmental Panel on Climate
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Aviation in the EU Emissions Trading System

Dr. Jurgen Landgrebe
Dr. Olaf Holzer Schopohl

German Emissions Trading Authority (DEHST)
Federal Environment Agency

Berlin, 09/10/2009

Introduction

Combating climate change is one of the most challenging tasks for
mankind. The challenge and opportunity is to emerge into a highly energy-
efficient and low greenhouse gas-emitting economy. Emissions trading
offers the chance of achieving CO2 emission reduction targets in an
economically efficient way, by providing enterprises with all necessary
flexibility and enabling them to take the most cost-effective measures in

each case.

Legal Requirements

To mitigate the impacts of aviation's fast-growing contribution to climate
change, the European Union has introduced legislation to include aviation
in the EU Emissions Trading System (EU ETS). According to the EU
Directive 2008/101/EC of 19/11/2008 amending the Emissions Trading
Directive 2003/87/EC so as to include aviation activities in the EU ETS
(ETD), from 2012 on air carriers have to surrender allowances for every ton
of CO2 emitted. Included in emissions trading are basically all aircraft
operators (airlines, air cargo and carriers of business jets) carrying out
flights with aircrafts above 5.7t MTOW in Europe or continental flights to
and from the EU.

Annex | of the ETD specifies which flights are exempted from emissions

trading (e.g. search and rescue flights, humanitarian flights, VFR flights,
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police flights). Commercial aircraft operators that, for remuneration, provide
transport services (carriage of passengers, freight and mail) for the public
are exempted when they either perform less than 243 flights per period in
three consecutive four-month periods (basically two flights per day) or emit
less than 10,000 MTO per year.

Every aircraft operator will be administered by one EU Member State. For
operators with a European operating licence this will be the Member State
which granted the operating licence. Where this is not the case, operators
will be assigned to the Member State with the greatest estimated attributed
emissions from flights in the base year (mostly 2006). A list of aircraft
operators and their administering Member States was published as a
Commission Regulation (EC) No 748/2009 on 22/08/2009 in the Official
Journal of the European Union and was announced in the German Federal
Bulletin (Bundesanzeiger) on 08/09/2009. The aircraft operators assigned
to Germany as competent EU Member State are shown separately in the
annex of the Regulation (EC) No 748/2009 (OJ L 219 of 22/08/2009, pages
7-15).

Monitoring & Reporting

Although aviation emissions trading will start officially in 2012, there are
new tasks approaching already in 2009, both for the air carriers and
competent authorities. Basically, all air carriers with planes departing from
or arriving in the European Union have to present their so called monitoring
plans already this year. These plans describe how the CO2 emissions of
airplanes are determined and outline the processes, responsibilities and
data flows for monitoring. The monitoring plans have to be approved by the
competent authority of their administering Member State in advance of the

monitoring period.

In the monitoring period, aircraft operators will have to monitor their
emissions of carbon dioxide according to the monitoring plans and report
these to the competent authority of their administering Member State by 31
March each year, starting in 2011 for the reporting year 2010. The reports
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must be verified by independent third party verifiers to make sure that they

are accurate.

The monitoring plans and reports have to comply with the provisions of the
EU-wide Monitoring and Reporting Guidelines (Commission Decision
2009/339/EC of 16/04/2009 amending Decision 2007/589/EC as regards

the inclusion of monitoring and reporting guidelines for aviation activities?).

Monitoring, reporting and verification of emissions are fundamental to any
functioning emissions trading scheme. Therefore, these have to be done
according to principles for monitoring and reporting of emissions, which are
well established within the existing EU ETS legislation. These are
completeness, consistency, transparency, trueness, cost-effectiveness,
faithfulness, and improvement of performance in monitoring and reporting
emissions.

Member States must ensure that emissions are monitored and reported in

accordance with these guidelines and principles.

Institutional set up in Germany

In Germany, the ETD is implemented into national law by the Greenhouse
Gas Emissions Trading Act (Treibhausgas-Emissionshandelsgesetz —
TEHG) and the Ordinance on the collection of data for the inclusion of
aviation and additional activities in the emissions trading scheme (Data
Collection Ordinance 2020 — DEV 2020), both — as all documents cited
here — to be found on the website of the German Emissions Trading

Authority (DEHSt) at the Federal Environment Agency.

The DEHS is the national authority entrusted with the implementation of
emissions trading and project-based mechanisms of the Kyoto protocol in
Germany. The institutional set up of the DEHSt has been strictly orientated

to the goal of achieving an implementation of emission trading that is

2 Of relevance for aircraft operators are the Annexes | (general guidance), XIV
(aviation emissions) and XV (tonne-kilometre data). The other Annexes of the
MRG are largely aimed at process emissions from the activities of specific sectors
other than aviation.
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optimally targeted and as unbureaucratic as possible. DEHSt
communicates with all different actors on the national level (operators,
independent verifiers, traders) on the basis of electronic data exchange
(“paperless administration“) and has already achieved a high level of
customer-centred implementation of all its functions. The tasks of the
DEHSt are multiple: to allocate and to issue emission allowances, to control
operator's Monitoring Reports, to impose sanctions (freezing accounts,
collecting payments), to operate the registry, to draft national and
international reports to the EU and UNFCCC, and to support the integration

of the Kyoto-Mechanisms (CDM/JI) on the national level.

DEHSt support for aviation operators

After the German Government announced DEHSt as the competent
authority for the enforcement procedures for aviation in the ETS, we

immediately began to prepare the implementation in Germany.

We ...

work closely together with other EU member states competent
authorities to ensure a uniform interpretation of the Directive and
harmonised administration of the ETS.

contact all aircraft operators Germany has to administrate and inform
them about the next steps,

have already organised several stakeholder meetings and we will
organise several more.

have published Guidelines for developing monitoring plans and
applications,

have published example monitoring plans,
have published answers to Frequently Asked Questions (FAQSs),
send periodic mailings with important news,

have developed the software for the electronic submission of the
monitoring plans (Formular Management System — FMS — and Virtual
Post Office — VPS).

All relevant information is published on our website: www.dehst.de
Our costumer services (Hotline) will support you with all your questions,
Phone: ++49.30.8903.5050
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What are the operators’ to do’s?

To secure free allowances in future, it's high time for aircraft operators to
act. If they haven't done so already, they have to develop and to finalize
monitoring plans for emissions and tonne-kilometre data immediately. If
they are assigned to the DEHSt, they have to fill in the data in the FMS and
submit their FMS monitoring plans electronically via the VPS to the DEHSt
as soon as possible. Aircraft operators must be aware that the first draft of
their monitoring plan might possibly not be approved and DEHSt could ask
for changes to be made. Consequently, modifications in the organisational
procedures of the particular company might become necessary.

In 2010, aircraft operators have to monitor their emissions and payload
data according to the monitoring plan. In the second half of the year,
DEHSt recommends that aircraft operators start to look for accredited
verifiers. The verifiers will be in charge of validating the report, which is a
prerequisite for submitting the annual emissions report and allocation
application (tonne-kilometre report) in Mach 2011. DEHSt will publish lists
naming accredited verifiers and will organise stakeholder information

meetings in 2010.
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Selected Country Profiles

Austria

In Austria 208.000 MTO were handled in 2008. Since 2004, the volume
increased by 25.3%.

The largest share of air freight is shipped to Asia and North America. On
country-level, the United States account for 21.7%. Other countries with
shares above 5.0% are China, Korea and Japan.

Air freight volume is expected to decrease by 17.8% in 2009. North
America and Asia trade is impacted most strongly with an expected decline
of up to 25.0%. Export volume to Africa is expected to decrease by 30.0%.
Even larger is the contraction of export volume to North America. Despite
the economic downturn, South American trade and imports from Africa are
expected to increase.

In the first quarter of 2009 air freight rates to Asia were back on previous
year’'s level. After an increase throughout 2008, rates declined by almost
20.0% compared to the previous quarter. Rates to North America fell
already before, showing a decline of more than 25.0% in the first quarter
2009 year-over-year.

Leading carrier is Lufthansa Cargo. Although Flag Carrier Austrian Airlines
is not operating dedicated cargo flights, it ranks number two, while Air
France/KLM comes in third. With the takeover of economically lopsided
Austrian Airlines, Lufthansa further strengthens its position in the market.
After approval by the European Commission, the cargo activities are further
integrated.

In the first quarter of 2009, Austrian Airlines’ loss grew by 45.9% year-over-
year to EUR 88m. Its cargo volume dropped by 24.1% to 35,000 MTO.

Vienna Airport offers good connections to Korea with up to nine scheduled
weekly freighter flights. Korean enterprises use Vienna as gateway to
Eastern Europe due to its geographical proximity to a wide range of
destinations.

Vienna Airport handles about 97.0% of Austrian air freight volume. Among
regional airports, Linz and Salzburg show the largest shares at 2.5% and
0.2%, respectively.

DB Schenker is the top air freight forwarder with a market share of 17.2%,
followed by Deutsche Post World Net and Gebrueder Weiss.

Since 2005, Vienna Airport invested EUR 60m in cargo facilities.
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Appendix

Definition of Trade Regions

North America:
United States of America (USA) including Alaska, Hawaii and

Pacific Territories, Canada and Mexico

Latin America:
Central America, South America and all Carribean, including Puerto

Rico and European or US territories

Europe:
Western European Countries (EEU15) and Eastern European
Countries, e.g. Turkey, Cyprus, Gibraltar and Malta, as well as
former Soviet Republic, i.e. Russia, the Ukraine, Uzbekistan,
Kazakhstan, etc. Overseas Territories of, for instance, Great Britain

are included in the respective geographic region

Middle East and Africa:

All African, Near East and Middle East Countries, including Israel

Asia/Pacific:
Indian Subcontinent, South East Asia, East Asia, Japan, Korea,
South West Pacific and Australia
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