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Flying Cheaper and Cheaper

(ENE N /A, Mgm% \ ““.”0” "fl

eats from A
g g E@W -Mudg@ B REIR TS S

R’YANAIR Ly CHE‘APE’R

This case was prepared by Anne Julien, Professor of Marketing, and Raymond Quellet, Associate Professor of
Marketing, Reims Management School (RMS) with the assistance of Deirdre Mathelin, a participant in the
RMS Executive MBA programme. The case is intended to be used as a basis for class discussion rather than to
illustrate either effective or ineffective handling of an administrative situation. The information in this case has
been obtained from Ryanair Holdings Ple, public sources and industry reviews,

@g "p“{s Distributed by Tha Eurtpean Case Clearing Houso, England and USA,

¥ Worth America, phonat +1 781 239 5884, fax: +1 781 239 3885, a-mall: ECCHRabson@sol.com.

(B & Renofthe World, phonc: +44 (0)1234 750903, fix: M4 (0)1234 751123, e-mail: ECCH@cranfield stk
X  All righie reterved, Printed in UK and USA, Web Sira: hnp://www.ecch.crnnﬁcld.nc.uk_

3 ﬂ&‘:" .

&

%) M¥igy



072-04-08:00:37 : (43304 786 70 81 77 # 3/ 36

)

305-009-1

‘We bow down to nobody. We'll stuff every one of them in Europe, we
won't be second or third and saying “Didn’t we do well?”’

Michaet O’Leary, CEQ, Ryanair

In June 2004, Michael O’Leary, a ﬁery Irishman clad in his uniform plaid shirt, jeans and
tennis shoes, sat frustrated at his desk in his spa.rsely decorated office in Dublin airport. On
Jamuary 28", Ryanair had issued its first profit wammg since the company was founded 19
years carher an event that had jolted confidence in the low cost airline industry and caused
Ryanair’s shares to dive 30% in one day., Axound the same time, the European Commission
had released its probe into whether or not the airline received illegal state subsidies at its
Belgian hub in Charleroi. On June 1*, Ryanair announced results for 2004 (See Exhibit 11),
which while not as bad as the original warning promised, seemed to hint at a slowdown in the
phenomenal growth of Ryanair up to that time.

The Ryanair we know today started ot life in 1985 as en impoverished Irish airline compcting

with Aer Lingus, Ireland’s flagship carrier. By 2004, under Q’Leary’s leadership Ryanair had .

grown into Europe’s largest low cost airline, achieving a valuation higher than that of:British .-

Alrways. His main concern now was how he could meet his objective-of imaking; Ryanam*
© Europe’s largest international scheduled airline. Convinced that the regulatory battle about ~-»

Charleroi was a temporary obstacle, he was more concerned about issues such as seat capacity,

which was not expected to rise signiﬁcantly over the next year, and yield capacity, which was *

expected to take a hit with an increase in competition. Growing widespread concern about

rising oil prices did not help . '

History of Ryanair

Founded by Irish businessman Dr. Td'hy Ryan, Ryanair had started out in 1985 as a traditional
airline with a single 15-seat propeller aircraft that ran one daily flight between Waterford
airport in southeast Ireland and Gatwick airport in London.

Ryanair grew very rapidly from 1986 to 1990, originally sefting out to challenge Aer ngus
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years, a successmn of management changes was made and a number of CEQs took over for-.: .
short pcnods Ryanmr 'began o open tnany new routes, taking on new aircraft, and essentially "~
paying little attention to costs as Tony Ryan’s other business, Guinness Peat Aviation, was
generating considerable profits at the time, Aer Lingus and British Airways were competing
heavily with Ryanair during this period by offering cheap fares on common routes and
expensive ones on routes Ryanair did not fly,

Michael O’Leary joined Ryanair as financial director in 1988. However, it ig as deputy chief
executive officer, a post he assumed in 1991, that O’Leary is credited with tuvrning Ryanair
around in a period of two to three years. O’Leary believed that Ryanair could not compete
with Aer Lingus or British Afrways in terms of service and that the new strategy should be to
follow the low cost strategy pioneered by Southwest Airlines in the US. (See page 3 and
Exhibit 7)

Later, under O’Leary’s guidance, Ryanzir Holdings Ple was floated on the Dublin and New
York INASDAQ) Stock exchanges, joining the NASDAQ Top 100 in December 2002. In June
2004, Ryanair posted revenue of €1074.2 million for the year ending March 31" 2004,
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“Southwest Airlines, an Imitable Model

Today, we can see that low cost companies have invaded a multitude of industries (besides
airlines) and many different consumer market segments including groceries, on-line travel,
textiles, and distribution. While these firms are applying some form of “low cost model”, the
key point is their ability to provide a supplementary service to customers, snch as home
delivery or planes which depart on time, while at the same time achieving substantial
operating cost reductions that permit low prices to consurmers.

Southwest Airlines pioneered the concept for the US airline industry, developing a business
model. which was afterwards imitated in Europe, Asia and Australia and.by others in the US,
to varying degrees of precision and success. Created in 197] by Irish-American Herb Kelleher
and Rollin King, the company took advantage of deregulation to achieve a presence all over
the US. They set up a network of point-to-point destinations instead of the hub and spoke
gystem employed by traditional airlines. (See Exhibit 5) In 1990, Southwest exceeded the one

., billion dollar revenue mark. In 2002, it was.the only large. American airline company to

= e -

declare a profit (not benefiting from federal .aid-like.the other large airlines after Septernber
11) and by 2004, it was one of the largest Amencan au'lmes Wlth al2% share of the US

. -‘ L
A L Do e N ,;»...\,-., e

In 2004 Southwest had 33,000 employses and 400 planes allowmg it to transport 64 million
passengers to over 50 destmanons in 30 states,” The book written by the founder fracing the

- airline’s success story is called “Nuts® in reference to the paanuts given out during the flight

and the crazy atmosphere wnhm the company.

. While the opinion of analysts varied regarding the pofential of the low cost market, the success -

of Southwest had led to a lot of interest in Europe. According to a number of experts '
(including Mercer Management Consulting and the Bdgston Consulting Group),. low cost
airlines would dominate 25% of the European sky within ten years, compared to 2003’s figure
of about 9%. The penetration rate, nevertheless, differed from one country to another, Analysts
at JP Morgan felt that the fact that Southwest had taken fwenty years to cover the American
market without reaching the saturation point indicated that low cost airlines in Europe could
count on at least fifteen years of growth. Goodbody-Stockbrokers suggested that with a .
populanon density over:100% greater than that of the US, and a broader spread 'of larger cities, -
[Burope] was ideally suited for short-aul (oné hour) point-to-point services. According to
other experts, though, the European environment did not favour an expansion of European low
cost aitlines to the same degree as in the US.

Neveriheless, compared to the US, European pioncers were able to take advantage of the most
profitable routes and within Europe a clear advantage could be seen for those who were first.

Entrants: Average Operating Margin 1997-2001 as a % of revenues

Ryanair 25 Southwest 15
-5 Other BEU Low Cost . -2 Other US Low Cost
Companies Companies

Other Eurgpean Low Cost Componies: Buzz, easylet, Go and Virgin Express
Other US Low Cost Companies: Air Tran Airways, Frontier Alrlines, Jet Blue, Spirit Airlines

Source; Airlines Business, Association of Ewropean Airlines, US Department of Transportation, McKinsey
Analysis 2002
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The Political and Economic Environment

While deregulation of the air travel industry took place in the US in 1978, it was not until
April 1986 that deregulation oceurred in Europe. In both cases, the intent of the governments
was to end domestic monopolies and by liberalizing air travel, to encourage lower consumer
prices. In Europe, the deregulation was phased in over 5 years (1987-1992), beginning with
market access and relaxed price controls and ending with price setting by the airlines. The
airline sector of the travel industry has always been very reactive to economic changes: within
a favourable economic environment, the sector increases significantly. On the other hand, air
traffic decreases sharply when faccd with dramatic world events such as terrerism, the Iraq
war, and the SARs epidemic. (See Exhibit 1) In the aftermath of the events-of September 11"
2001, airlines were forced not only to evaluate the factors affecting consumer demand for air
travel, but also to increase the research into betfer management of travel costs and higher
secutity with a particular focus on how to reduce transaction costs. (See. Exhibits 3 and 4)

As a consequence, while traditional airlines suffered huge losses from cancelled flights and
excess capacity, the excellence in cost and operations manageroent.of low cost companies
provideéd them with high market cap1tal1satrons Still,"the challenge remains: whether they can

" maintain a strong market position-as their ‘succesy constantly attraéts .néw and aggresswe
'players'to the market, ready to engage m a pnc:e war for their p1ece of the: c:aLe

The Market and Low Cost Trends

In 2003, there were 38 low cost airlines operating in. Europe. They ¢overed 1,300 routes, a
figure which could be compared to the 25,000 destinations offered by traditional airlines.(1) A
year later that number had swelled to 65 as companies like Wizz: Air, GermanWings, and
Globespan joined the low cost ranks. They had succeeded in securing funds from banks,
venture capitalists or established airlines to challenge the hcge:mony of Ryanau- and easylet,
often replacmg low costs that had failed previously (2), .

In many instances, established airlines were also being forced to reinvent themselves in the
“low cost” mode or at least try to achieve lower costs. Aer Lingus, for cxample, the national
airline that the Irish government was not willing to support, went through wrenching change to
avoid bankruptcy Stealing a page from Ryanair’s playbook, Aer Lingus CEQ, Willie Walsh,
appointed one'month after September 11, 2001, refashioned the company as a budget carrier:
“Aer Lingus would have died. Sabena, vass:ur and Aer Lingus: We were the third airline
mentioned as the one that was neéxt to go.“(3) Im his first press conference after being
appointed he told reporters that he would be ruthless in cutting costs, “even selling the
paintings on the walls”.(4) Gone were the days of full-service: he removed business class from
European flights, cancelled offering free drinks for passengers, ceased short-haul cargo
services, and cut fares. He also fired staff (from 6000 employees in 2001, the company
expected less than half that number by 2007). “We make no apologies for focusing on profit”
said Walsh(5). Even though revenues decreased, load factors went up, operating margins
increased more than 10 percent and the operating loss of €52 million of 2001 was replaced by
an operating profit of nearly €100 million in 2004,

France also provides an excellent example of the consequences of the “low cost” phenomenon,
Exploding in 2002, the growth in strength of the low cost airlines in France was confirmed in
2003 with an increase from 5.55 million to 7.85 million passengers.

1



‘2

03-04-08;09:27 43304767081 77 & 6/ 3

305-00%-1

Low cost companigs already represented 29% of the total tmaffic from Nice, the third largest
French airport. Ryanair represented 80% of flights from Beauvais-Tillé airport. (See below)

lLow-cost consequences: Beauvais Airport (80 Km from Paris)
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In 2004, the largest charter airline company in France was Corsair whlch transported 751,000
charter passengers and 1,322,000 passengers by regular airline. Some low -cost companies

- ;'were attached to large tour operators like TUI with its Hapag Lloyd Express:.. In many.cases,
by simply shifting to scheduled operations a charter zirline:became classified as low-cost. This
- was ‘the case in Italy where Volare, in challenging Alitalia, ltaly’s national carrier, head-on

was aggravating Alitalia’s already weak financial performance. Charters continued to be
indispensable as long as 2 number of Buropean travel agencies were without their own airline.

The high speed train (TGV in France) also represented a significant competitor. The success of
these trains would only increase as the European network expanded, the trains became more
frequent, and the duration of the trips became shorter: for example, in 2003, thc London to

"Paris trip decreascd from three hours to two hours and 35 minutes.

IR RNV

w.According. to a survey by the Busmess Travel Coal:tlon conducted on tra.vel thanagers at over

one hundred American and Canadian companies, 76% of -companies gave ‘preference to low

" cost companies in 2004, 75% of these companies had accelerated their use of on-line

reservations, with the same number putting strategies in place to limit the amount of travel
required. According to another survey performed by American Express, 53% of American
business travellers and 35% of French would accept non-refundable tickets while 42% US and
21% French would be willing to make their reservations themselves,

In 2004 the business travel budget in France (50% of which was for air travel) was on the
decrease since 2000. Large companies spent 46% of the revenues on business travel, while
mediurm size companies and small companies spent.22% and 21% respectively.

Low cost airlines particularly target adult ¢ustomers who are very sensitive to price, expanding
to include the young who are well-educated and very fond of good internet websites, In fact,
the low cost phenomenon, with its attractive prices and point-to-point destinations had
succeeded in developing the air travel market by inducing new segments of travellers that
would never have considered flying before. In a 2003 survey sponsored by the Chamber of
Commierce of Reims/Epemay to study the London to Reims route opened in April 2003, the
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results showed that the majority of travellers were English or of Angla-8axon nationality. 35%
were French with fewer than 11% locals; 70% were under 40 years of age, while 55%
travelled alone or as a couple. A large majority booked return flights, being mostly students or
from high socio-professional classes. The average increase in passenger traffic for low cost
airlines for 2005 was expected to be 20%, whereas for other traditional operators, it was
expected to be between 3% and 4.5%.

Cost Control

Not all companies have the same approach to low cost. For example, easylet (See Exhibit 6)
had a higher seat ocdupancy rate than Ryanair but its cost per seat kilometre was as high as
traditional airlines. Ryanair’s operating margin was significantly higher than gasylet's (25%
compated to 11% in 2002, according to Morgan Stanley).

Nomnetheless basm cost control is central to the snccess of low cost European airlines and the

' followmg a;re some of the policies facilitating cost savings over tradmonal mrhnes

tv “_v

e Service oﬁ Boaf&-is not free and ground sérvice is at the. eﬁipehsé of 't'he'ajipoi-'t' authorities. -

The fact that service on board is pay-as-you-go reduces personnel costs as well as costs for
drinks, snacks and newspapers. The airline companies simply.- rcspect the secutity
standards. '

"-" Seats are sold direct and without tickets. Se:]lmg direct allows the alrlmes to avoid paying

‘agency commissions (around 8% of the price or on a large agency Teservation system,
around €3.50 per transaction). The low costs promote reservations by interet, even though

) there are also call centres. In some cases, there is a Supplement for reservations made by
phone. Travel is ticketless, i.c. passengers receive a rcscrvanon number which they cite on
arrival for check-in. -

* A minipum of information is maintained. Companies do not rccord any information on

their customers and in Europe they have not tried to establish expenswe onalty schemes.
This reduces large overheads in terms of data management.

+ .Secondary airports are generally used and a network is orgamsed na pomt to-point

. manner or around a base or a number of bases. The axrporr.s used are either close to capital

" citles or in small provincial towns, The airport charges are low and - stopovcrs'could be asg
short as 25 minutes. These airports have not always been modernised. For example, it
wasn’t until 2004 that the departure lounge in Beauvais was to be overhauled. Because the
low cost cornpany’s network is not organised around a hub as in the case of large
international companies, flight management is less complex and planes do not need to wait
for one auother as in the case of operators within the traditional SkyTeam, StarAlliance
and OneWorld alliances,

e The fleets at Jow cost companies are generally quite young and often with little variation in

the type of plane used. Planes are bought or leased depending on company policy. A fleet
of identical planes ensures low maintenance costs and reduces the cost of training pilots
and cabin staff. Because new planes are more fnel efficient, using new planes allow the
airlines to econoruse in terms of fuel costs. Seating can also be optimised, For example,
by introducing the new Boeing 737-800, each new Ryanair plane would provide 45% more
seating than the older 732-200 models, resulting in a 5% to 10% cost reduction.

* Low cost airlines’ planes have a faster turn around time than traditional companies. They

leave the tarmac as soon as possible, essentially spending rmore timme in the air. This
enables load factors for individual planes to be as high as possible.
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Fare structures are simple. Only one class is available and seats generally cannot be
reserved. Yield management is not very sophisticated, resulting in relatively low
Information Technology investment requirements, The low fare range of prices, due
essentially to a simplified yield on a given flight, means the low cost airlines generally
offer a maximum of about ten different fares. The more a customer books in advance, the
better chance they have of taking advantage of special offers, and the longer he/she waits,
the more the fare increases. In Burope there is no special inscription system and no loyalty
programs, The actual pricing system used depends on each company’s policy; Ryanair
prefers an American approach of €9.99. According to Michael O’Leary, Europeans think
in terms of tens of euros. For a €29 ticket, why not charge the extra 99 cents and make
them pay €29.99? On the other hand, it is more difficult to communicate four figures
instead of two as Buzz does. easyJet appears to prefer round figures such as €25.

Ryanair’s Strategy and Objectives ~

Ryanair’s goal is to become the mumber one international scheduled aicline by 2010, with 40

to 60 million passengers flown:from:around fifteen bases in Europe. Apart from the four bases - .
in Ireland and the UK (Dublin; Shaunon, London Stansted and Glasgow), the airline also had- .
key bases in.Frankfort-Hahn, -Germany, Brussels-Charleroi, Belgiym and Beauvais-Tillé; ..., ... .:

France, among others. Since 1998, Ryanair’s airport expansion has been phenomenal (See:
Exhibit 9) .- .

2 _Ifl 2003, Ryanair purchased-Buzz from KIM and significantly restructured it, reducing the .

1

. aumber of aircraft from. ten to. eight. They eliminated the CDG-Roissy, Marseille, Toulon,
% Tours, Bergerac, Caen, Dijon, and Chambéry routes. In total, only 13 of the original 24 routes
© swvived. Almost 400 employees were fired, leaving Buzz with a staff of 170. -

© Table2: A ]:ugh passenger growth rate
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The number of passengers transported by Ryanair from 1998 to 2004 progressed as shown in
Table 2 above. However, the strategy at the time of inereasing the nurmber of routes inhibited
the company from achieving the seat occupancy rate of the early 2000s. From October to
December, the number of travellers increased by 54%, but the average fare also decreased by
11%. Nonetheless, iy, 2004, Ryanair had 11 bases and 149 routes to cover 84 destinations
across 16 European countries, (See Exhibit 8)
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Communications Style

Ryaneir’s style of communications is very much in line with the personality of Michael
O’Leary (See Exhibit 10). Ryanair uses comparative advertising, 2 weapon rarely used in
Europe. For example, advertisements were published in Italy claiming that the fares they
offered were more than 90 percent cheaper than Alitalia, Italy’s competition authority rejected
Alitalia’s complaints.

Ryanair's provocative style has led to run-ing with Advertising Standards authorities, An

example was an advertisement featuring the Pope who whispers into the ear of a nun ‘Psst,
Ryanair.com guarantees the lowest fares’, This advertisement cost around €400 but *has the
international press talking about it which must be the equivalent of a budget of 5 million €’ Tow
according to O’Leary. .

In support of their new Belgian operation in 2001, Ryanair took out several ads in Belgian . .. -
national newspapers. One. ad. featured O’'Leary and three employees wearing Ryanair .. ©... .,
sweatshirts, Under the photo-wag the ‘caption: ‘Welcome Ryanair and teally lowest -.pi'iéé,s.-fl‘:?m
Goodbye Sabena.and -its really.expensive flights’, Ryanair also published.price compa’risons :
indicafing the vast differences between the two airlines’ one way fares. Sabena took its case to, .. -
cotrrt and won. O’Léary, claimed a v1ctory in terms of the vast “free’ publicity provided by the "

case. Like Richard Branson, the founder of Virgin Airlines, Michael O’Leary enjoys staging
ouirageous pubhcnty stunts. In 2003, dressed in military attire, he drove a World War II tank to "
Luton airport in London, and rouscd the crowds with ‘I’ve bcen told and it’s no lie, easylet’s .

fares are way too-high’. All sung, of course, to a well know m111tary tune. This was w1dsly L
relayed by the media and did not c.ost hlm very much. -

Ryanair also taunts other ~a1r11ncs by playmg on their slogans. For example, BA's “to make the | ..

sky the nicest place on earth’, became Ryanair’s claim to make the sky ‘the cheapest place on .
earth’, but this practice is a source of contention. Court cases and awards against Ryanair for.

false publicity are on the increase. Danish courts banned advertising fares without VAT or

airport taxes a5 illegal when a'complaint was filed by SAS. The airline was also condemned by

German courts which concluded that Ryanair was not entitled to claim-a route from London to
Ditsseldorf because planes-actually. landed in Niederrhein, 70 km away, Ryanatr was banned

ﬁ-om using the slogan ‘Lufthansa wants no competition’ by the German-court, .+ Lt ie o

The lowest fares are proxnoted on thc multilingnal website, with heavy promotions partlcularly
on the home page. In contrast to other companies which practise e-business, it is not possible
to reserve directly on the home page.

Fare Strategy

Ryanair can propose free places on their flights, though generally they offer fares which are up
to 50% cheaper than easyJet. However, customers cannot count on charitable help from the
company. In one¢ example that received heavy media attention, Ryanair was roundly criticised
for forcing a handicapped passenger to pay €26 for the use of a wheelchair at Stansted airport.
According to Ryanair, it was up to the airport authorities to provide that kind of service,

In addition, €6.50 is charged for every transaction carried out with a bank card. This practise is
forbidden by French legislation but is allowed in Great Britain where the sites are located. As
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of relatively recently, it is possible to change a ticket, for a fee of course. In a further effort to
reduce costs, in July 2004, the company announced that it was considering prohibiting large
luggage in the hold of its planes, thus limiting passengers to small carry-on bags.(6)

Ryanair also proposes a nurmber of sub-contracted services to their customers. For example,
British customers can purchase insurance, telephone cards and even pay in the form of a loan.
Other services, complementary to air transport, include hotels, cars, other means of transport,
and parking, However, the company remains clearly focussed on its core business, preferring
not to diversify in car rental or internet cafés as easyJet had done.

Government Aid e

. In general, low cost airlines expect rather substantial financial aid from airports and Chambers
" of Commerce. Acquiring favourable state aid in Ireland has been'a constant battle for Ryanair.
~ Mijchael O'Leary has had a number of run-ins with 'the Irish _government In an attermpt to
dclite” favourable long term deals fiom the state-owncd an‘port “a .onty ‘Aer Rianta, which
50 happens to own Aer Lingus. During this campmgn, “he ersda:iziﬂy ‘attacked the Irish
i ‘MJmster for Transpoit Mary O’Rourke- (1997-2002) by takmg ‘butia- ‘séries of newspaper
advertisements when she refused to break up the Aer Rianta monopoly. Since then, O Leary
. scaled back operations in Dublin, expanded first to London Stansted a1rport and afterwards, in
7001 to Charleroi, Belgium.

s

E To open a route, Ryanair demands a contribution of between €300,000 and €800,000 per year
" from the various authorities, which works out to around €235 per passenger, clalmmg to bring
y 100,000 passengers into the region. After negotiations, O’Leary generally receives between
\; €10 and €12 per person. He demands thiat the landing chdrges be minimal and the assistance
% charges, as low as possible. This was by and large the case when the Reims/London route was

" opened in April 2003, an agreement that was to last 15 years: Initially between 7300 and 8000
séats were offered per month. By August, the load factor had attained 76%, but without the
impulse of summer travel, this dipped to 62.5% in October. With oné month’s notice, Ryanair

" abruptly pulled the plug, ¢iting the lack of traffie, and the lack of commitment on the part of

* local authorities to upgrade the- runways at Reimis-Chamipagne airport to actept Boemg 737-
"800, the airliner that makes u the bulk of Ryanair’s fleet. Whéther'tHe termination was a bad
thiig for Reims is subject to debaté: the summer survey pointed ‘cut that the majority of -
passengers considered Reims simply an entry to Paris, while 20% didn’t anticipate spending -
any money in the region and 30% stated that their stay in the region lasted less than a day.

Nevertheless, in’ many cases, local authorities love to emphasize the increase in economic
activity provoked by a connection with England. In 2004, Limoges, France provided upwards
of €500,000 to Ryanair while more than 100,000 English residents were transported during
this period. These British travellers bought houses, food and pets and had medical treatments.
The benefit tothe area was estimated to be in the order of €100,000,000 at the time.

So, while the offer of air service and expected economic benefit were tantalizing, not all
airports accepted Ryanair’s proposals. Toulon, for example, refused. In Corsica, negotiations
never materialised due to a charge which all airlings serving the island have to pay. And,
Brussels-Charleroi became contentious becaunse Ryanair transported over 1.7 million
passengers in and out of Charieroi annually.



03-04-08:00: ; J+33 04 78 70 61 77 # 11/ 6

305-009-1

While heated debate was raging on both sides of the Channpel, O'Leary’s ingenious business
plan had succeeded in transforming cost centres (airport charges represent on average 20% of
traditional companies’ costs) into profit centres, thanks to local grants. An estimation was
made concerning the grants received by Ryanair as shown in Table 3 below:

Table 3 . Estimation of amounts received by Ryanair

il oo

Poitiers | (= . —f 20 euro
Tours = . —7 20 euro
Clermont- F , — ﬂ 15 euro.
Ferrand - —
- Limoges [ N e ﬂ 10 euro ; :
Reims* — J ‘Senro
N A Pau [ —) B8euro’

*only for a departw e from Rezms

Source : Le ﬂgm‘o Entrcprise 2003 . -

Ryanair and the European Commission

In February 2004, the European Commission ruled that Charleroi airport gave Ryanair illegal
subsidies and ordered the airline to pay back approximately €4 million in subsidies. The
Belgian authorities who offered the subsidies considered appealing the ruling because of the -
approximate €45 million the-airline brought to the area every year. The local Walloon .-

government hoped to-get around. the decision'and keep Ryanair by offering:the same subsidies.- - «.

to all airlines. The commission ratified ‘around.70% of the sum received by Charleroi airport . °
and the Walloon region. Start-up grants for launching a new route (including hotel charges and.
staff costs, recruitment expenses and training of pilots and crew) were authorised, but limited
to 50%. A contribution of €4 per person for advertising and publicity was also allowed, but
lirnited to five years and not fifteen as specified in the initial contract between Ryanair and
Charleroi, However, Ryanair was ordered to refund aid in the order of €1,000,000 for landing
fees and hetween €3,000,000 and €4,000,000 for reductions on charges for stopovers. The
impact was estimated at between €6 and €8 per person according to European Commissioner
Loyola de Palacio. This decision did not address one of the principal advantages accorded to
Ryanair, i.e. marketing and advertising grants. In France, these grants were judged illegal by
the French legal authorities whose decision forced the airline to suspend flights between
London and Strashourg, But the issue is far from resolved as the president of the Montpellier
Sl A dvereu S, suruuauea  xdaiin Wi BAe, gt SHR IS TL Y BEGIE JURSINCREPVERED
the company undoubtedly creates a new tourist influx’,

10
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Human Resources

As mentioned earlier, subcontracting of check-in and control of airport facilities is standard.
Ryanair uses external IT services provided by an American company called Navarque, an
outsourcing policy that results in the fact that only 2,300 people work directly for Ryanair.

In describing the carly days, not long after Michael O’Leary became CEQ, one employee was
quoted as saying “now Ryanair is known to be brutal to its custorners, but that wasn’t the case
back then, There was no rudeness. The place was very small and there was a very positive
atmosphere,” Former associates say O’Leary created a volatile atmosphere at the airline and
mstilled fear in the workforce, Many blamed O’Leary’s tough style on the high turnover of

senior and middle management over the years. Others say he was a great motivator, despite~

09:37 J433 04 76 70 81 77 #1273

1

sometimes appalling behaviour. Over the years, O’Leary’s aggressive management style
became increasingly adopted throughout the company as he and his managerment team became

more and more focused on their number one priority: to make Ryanair an efﬁclcnt an'lmc W’lth
flights which amved aud departed on time. e

|...‘ ’L(

Ryanalr s pﬂots work mo::e hours than pilots working for traditional mrhnes (eﬁg amund 800 . _
. hours compa.rcd 0 600 hours &t "Air France)., A significant part'of their. sa.lary 18, vamable.,:_:-. I

linked to produchon particularly to sales made dunng a flight, sofriething which is penmrted
by British and Irish authorities. e

e Unions are regarded very negaﬁvely O’Leary’s fough stance against costs has led fo run-ins
.. with a powerfu] Irish labour union which was not well received by the largely pro-labour Iish
* press. O’Leary has always maintained that Ryanair prefers to deal directly with employees.

Furthermore, he claims that all employees are highly paid and highly profitable. Each -

~employee, from in-flight staff to pilots to baggage handlers to telephone reservations staff

holds share options in Ryanair,

In 1998, he refused to recognise the airling’s baggage handler’s union and paid for it with
largely negative coverage, During megetiations, O’Leary became ‘unavailable’ when the Irish
Prime Minister Bertie Ahern tried to intervene. Ahern publicly attatked O’Leary and Ryanair
for practicing ‘tooth and claw capitalism’, Despite these apparent problems. with his .staff,
~O’Leary. is. kmown to play. soccer regularly with his baggage handlers;; pﬂots and- in-flight .
people. As seen in Table 4, Ryanair claims that their salary per cmploycc is-around 40%
higher than that of the largcst airlines. : :

Table 4
Ryanair Nc- b | for -?-taff salaries

1. Rvanalr F 50,552
=Z. @;mzyv.iot < 47,3534
3. Lurfthanaa < 41,377
. Awr Lingus = 38 8920
5. Britlsh Airvways © 37,802

. oy =ttt Mg et e )

P ¥ e Y LA ] © mmywwHE
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Customer Relations

To quote Keith Betton, Head of Corporate Affairs at the Association of British Travel Agents
(ABTA) “Both he (O'Leary) and his brand have demonstrated a clear'lack of regard for the
customer”. The whole issue of disregarding the customer complaints, too, is a dangerous
short-termn, view, There are a number of internal problems which are eroding customer service,
indicating that staff are not very happy.” O’Leary had his own interpretation of the Southwest
Airlines model. While he enthusiastically took on board the cost savings ideas, he ignored
their high regard for customers. Southwest Airlines is known for its customer orientation and

while employees can be trained to develop knowledge and ‘kmow how’, the same cannot be.

done to ensure a friendly, caring and gepnine attitude. O'Leary’s opinion on the other hand,

1

was that customaers were paying so little that they should just put up with the problems. There * -

were stories of people being stranded in isolated airports overnight (sven groups of teachers
with very young students) with little or no alternative solutions. Simon Calder, a journalist at
The Independent newspaper was quoted as saying, “T shall fly Ryanajr. despité, rather than
" because of, .its brand”. And, Kevin Thomson, President of Enterprise IG felt. “If, Ryanair’s

- -persopality is régularly seen as lousy, when rough times hit, O’Leary’s business model could
“i implode” Ryanair applied the letter of the law, even the small print; often appearing-inflexible

- in front of the customer. While Ryanair aclcnowlcdgad that customers/were. complaining, they
claimed, However, that they received ‘less than one’ complaint per thousand passengers and
that all c:omplamts were answered within seven days. IR

The Future o ot

As Michael O’Leary rewewed the financial results for'the year ended March 31% 2004, he was
pleased to note that Total Operating Revenues had increased 27.5% due largely to the growth
in Scheduled Revemies. Furthermore, having hedged the price of airline fuel thfough October,

he knew Ryanair could afford his ambitious price promotions planned for the fall, Still, he had

to be vigilant. Total Operating Expenses had grown 38.7% with 35.8 % alone coming from
increases in Fuel & Oil, despite his hedging strategy, Conflict in the Middle East continued to
compromise the region’s ability to supply world oil demand, most notably that of China. In
Europe, the economy was expected to grow modestly and competition was heating up.

Looking out from his office window, Michael OLeary tried to mlagme whut it would be like -

sﬂtmg atop Europe’s largest international scheduled airline.

12
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General Context in airline sector from 1993 to 2003

r [B Operating profit Morofit before taxation |

Geographlcal contrasts: Traf‘flc evolution between
Q1 2001 and’ Q1 2004 L

+421%

+6.5%

+3.2%

LB

- 2.8%

Moyen- Asie- Amériqgue Amérique
Orient Pacifigue  Europe duSud duNord Total

Saurce IATA ICAD
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Penetration of low cost airlines|

my [reland

al Belgiurm

5%  10% 15% . 20%  25% . 30%
Source: easyJet.com 2002 S
Tendencies in Europe

1988 2001 2007
passengers
M charter
Bregional
Cldomastlc
Wintermational
M low cost

305-009-1

Source: Airlines Business, Air Transport World, Association of European Airlines,
Civil Aviation Authority, European Regions Airlines Association, OAG, MC Kinsey

Analysis.
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Cost per available-seat kilometre (ASK)/cents 2003

Traditional Unit cost * Low-cost Unit cost *
EUROQOPE
British Airways 7,9 |Ryanair 4,4
KLM 83 | Go 55
Air France © 9,3 |easyJet 6,9
Lufthansa 10,5
ASIE ,
MAS 4,3 | Virgin Blue 3,8
Thai _
Singapore 5,1
Cathay 5,6 | Y
Qantas 585 | Ve
Korean Ajir 8,7
Jal 8,9
ETATS-UNIS el
Delta 6,1 Jet Blue 4,3
Northwest 6,4 |Southwest 4,5
Continental 6,4 |Frontier 5,7
United 6,9 |AirTran 58
American 7,0

*Source: Centre for Asia Pacific Aviation. 2003

EAE I

305-009-1

16

36



02-04-08;00:37 P33 4 76 0 61 77 # 15/
305-009-1
ICost per available-seat kilometre (ASK)/cents 2001|
3 MAJOR RYANAIR
International flight Flight
General Administrative 1.1 (0.5)
Sales, marketing, distribution 1.9 (1.7)
Passenger services 0.8 (0.8)
Crew costs 1.4 (0.6)
Maintenance 1.2
Fuel. 0.6
Ground handling 2.3
Airport charges, air traffic control 15 (2.6)
Aircraft ownership 1.2
Seat density (1.3)
12 12- (7,5)=4,5 o
Source Assomzmon of Europcan AJrhnes, Civil Aviation Authority, Mc Kinsew analysm By

‘Ryanair E.B.E.: calculations for the route: Stansted to E—rankfuri—‘f- *'

Hahn 2002
\ [ Products A
2| Ticket sales 6327.00 o
‘ Beverage... 505,50
%" | Total products 6832.50
% [Charges €
" I Crew costs 556.50
Ground handling 187.50
Depreciation 562,50
Fuel 72150
Maintenance . 355.50| .-
Sales, Marketing, dlstnbutlon 12600 -
Aircraft rentals 487.50
Air traffic control 487.50] -
Stansted miscellaneous charges 1030.50
Frankfurt-Hahn miscellaneous costs 00.00
QOthers 514.50
Total charges 5029.50
E.B.E. 1803.00
Source: Financial Mail on Sunday 15 December 2002
Costs/ask/2003
| Ryanaid ] B.Scentd | leasylet 6 cents |

Source: Ryanair results
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Structure of Low Costs versus Flag Carriers|

Low Cost: Point-to-Point Network:

‘Traditional: Hub and Spoke System: ' N

18
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About easyJed

Stelios Haji-Ioannou founded easylet, and the family remains the major shareholder (41%),

Since its first flight in November 1995, the airline has grown from a Luton base offering two routes
from Luton to Glasgow and Edinburgh, served by two Boeing 737 aircraft. Its merger with Go (another
low cost operating out of the Netherlands) in August 2002 boosted the phenomenal growth of easyJet.

The growth of Passengers ('od0)

Full year Annual totalﬂ

11995 .30 ¢ ..

11996 . 420 °

11997 - 1,140

1998 . 1,880 .

995 a0 L

12000 ¢ 5,996 ;o

;{20015 - 7,664

o025 400, ._ :
»2003"3.'. 20,300

.Currently, the company has 45 Boemg 737-300 aircraft and 19 Bocmg Next Generation 737-700s, w1th

an additional 24 Boeing 737-300 aireraft in the Go fleet. In October 2002, the airline signed a deal’ 10
purchase 120 Airbus jets, which w111 facilitate thc airline's ongoing growth strategy.

Dm'mg the financial year to 30 September 2003, the company reported pre-tax profits of £52.0 nn]hon
on fa turnover of £932 million and carried 20.3 million passengers. The airline's shares were formally
admitted to the London Stock Exchange on 22 November 2000 at a price of 310 pence per ordinary
share. Currently, however, due to the growing cost of airline fuel and the arrival of numerous low cost
compaties, the share is trading at about 145 pence.

. BasyJet, combined with Go, employs 2,870 pe0p1e ‘

EasyJ et offers. 158 routes bctwcen 44 key Europ ean aupcmts (see below)

" A total of six new routes, to sta.rt ‘with Krakow anid Warsaw, are being added to the easyJet network

This will bring to 17 the number of casyJet routes serving Eastern Europe, including seven- from
Budapest alone. In total, well over 2 million passengers will fly with easyJet to/from the region in the
coming 12 months starting from 31 October 2004.

19
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Latest passenger statistics: L
Month ending =~ o ' b .
June 2604 2241 252: p‘asseugers Load Factor 86% - Change +28% . .
June 2003 1751 860 passengers  Load Factor 86%
Rolling 12 month
June 2004 22 877710 passengers  Load Factor 84% Change +21%
June 2003 18 939 545  passenpgers  Load Factor 84%
Source; easyJet.com
. 20
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About Southwest Airlines|

In 1971, Rollin King and Hetb Kelleher decided to start a new kind of airline based in Dallas.
The pohcy was (and still is):
The lowest possible fares

- Good time doing it

- Ontime

- Destinations where passengers want to go

- Short haul, high-frequency

- Point-to-point

MILESTONES '

1977 Southwest carries its five millionth passenger, and Southwest stock is listed .on the New York
Stock Exchange -

1979 Self-ticketing machines are introduced in 10 cities :

1984 Southwest is ranked mumber one in Customer Satisfaction for the. fourth consecunvc ycar
'1987-Weekend Fun Packs, which include roundtrip airfare and hotel, arg, mﬁr:oduced w

1990 A b11110n do]la.r revepue mark, so Southwest becomes a "Major! a:n:lme Al iy

2000 Southwest introduces “SWABILZ” a tool that assists company travcl managers in boolcn.ug and
trackmg trips ‘made throngh its website, southwest.com : S

2002t offers self-service check-in kiosks in nearly 250 airports -

2003 Air Transport World selected Southwest Airlines the Airline of the Year for 7003 and Southwest
Airlines’ ‘Rapid Rewards Program is honoured with first place awards -for Best Customer Service, Best
Bonus Promotion, and Best Award Redemption by Inside Flyer maga.zme ’s 152 annual Freddie Awards.
2004 Southwest Airlineg operates 2800 daily flights to 60 airports in 59 cities across the United States,
with 400 jets. (Boeing 737 aircrafts with an average age of 9.6 years). It’s the 31“ consecutive year of
profitability, It begins offering online boarding passes via southwest.corm .

th marg.m
. 1999 ' L 10:0.84,
2000 ) L 11.%
2001 . T 9.2%
2002 - 4.4 %
2003 7.4 %

The company was the first airline to win the Triple Crown for 2 Month- Best on-time Record, Best
Baggage Handling, and Fewest Customer Complaints- in 1988, Since then, they have won more than
thirty times. Southwest has one of the best overall Customer Service records. LUV is their stock
exchange symbol, selected to represent their home at Dallas Love Field, as well as the theme of their
Employee and Customer relationships.

Southwest also opérates a frequent flyer program, which gives credit for the number of trips taken and
not the number of miles flown. They also pioneered senior discounts.

21
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Homepage Southwest Airlines April 2004
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Ryanair Destinafions|

305-009-1

Place your mouse pointer over one of Ryanair's 84 destinations to show the
routes to and from that airport. Click on the airport to see more detailed
infarmation.

Source Ryanair website
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[Ryanair: Number of flight reservations in 2003

84%: - ). i

] =7

Passengers Seat Occupancy
- / Load Factor

2002 2003 12 month 2002 2003 12 month

_ Rolling Rolling

January - | 807.828 [1.251.641] 14.931.825 | 2% | 76% 85%

February | $86.320 |1.292.057| 15.337.562 | 82% | B81% 85%

March 1.016.170 | 1,415.544 | 15.736.936 | 79% | 78% 85%

April 1.103.201 | 1.474338] 16.108.073 | 80% | 79% 85% -

May L.192.977 | 1.828,454| 16743550 | 83% | 77% .

June 1245416 | 1.829.602] 17.327.826 | 88% | 79% .| 83%:.::.:
[ Taly 1456.771 [2.038.806 | 17.000.951 | 93% | 83% | 8a% - | -7
- August 1.487.976 (2,141,664 | 18.563.639 | 05% | 90% 82%
‘September | 1.355,423 [2.024.572| 19.232,788 | 89% 85%. 82%.

October | 1.379.292°(2.067.612| 19.921.108° | 89% | 84%. 82%

November | 1.249.186 |2.001.077 | 20.672.999 | 84% | 83%. 82%

December | 1.307.452 | 2.006.544 | 21.372.091 | 85% | 83% 82% - ¢}
‘Source ; Ryanair website

e . Rolling
| -, 2003 2004 Rolling 2003 2004 |12 - -
e 12 months : months -

January 1,251,641 | 1,705,954 (21,862,404 | 76 % 71 % 81 %

February | 1,292,057 |1,876,946 (22,411,293 81 % 77 % 81%

March 1,415,544 |2,137,187(23,132,936] 78 % 78 % 81 %

April 1,474,338 12,142,545 123,801,143 79 % 82% | 81%

May 1,828,454 12,170,381 |24,143,070| 77 % 81 % 81 %

SO

305-009-1
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Aggressive communication|
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Ryanair Financial Resultg|
- Ryanair Holdings plc and Subsidiaries
Consolidated Profit and Loss Accounts in accordance
with UK and Irish GAAP (unaudited)
~ Year Year
ended ended
Mareh 31, March 31,
2004 2003
£000 €000
Operating Revenunes
Scheduled revenues 924,566 731,951
Ancillary revennes - 149,658 113,557
Total operating revenues -continuing operations 1,074,224 342,508
Operating cxpenses
Staff costs : . 123624 93,073
Depregiation end amortisation g e 98,130 76,865
Other operating expanses ;
Fuel & Ol . 174,991 128,842 ,
Mmfmer;ancc, materiels and repairs 43,420 29,709
Marketing and distribution costs 16,141 14,623
Adrcraft rentnls 11,541 -
Route charges 110,271 68,406
Airport and Handling charges b 147,221 107,994
Other ' o 78.034 59,522
Tatal aperating expcnscs' ' 803,373 579,034
Operating profit before non-recurring ltems, and’ : L
Goodwill ' @
Aircraft ratirament costs «(16,582) -
Buzz re-organisation costs (3,012) -
Amortisation of goodwill A (2.34%) -
(21.906) -
Operating profit after non-recurring items, and ’
Goodwill ’ . 248,945 . 263474
Other income/(expenses) .
Foreign exchange gains . 3,217 628
(Loss) en disposal of fixed assets . ()] 29
Interest receivable and similar income 23,891 31,363
Interest payable and similar charges 47,564) 30,886
Total other income/(expenses) {20,465), 1,076
Proflt hefore taxation 228,480 264,550
Tax on profit on ordinary activities (21,869) (25,152)
Profit for the yeay 206,611 | 239,398
Earnings per ordinary share e '
-Basic (Euro cant) 27.28 3rmn
-Diluted (Euro cent} 27.00 31.24
Adjusted ecarnlngs par ordinary sharp®
~Basie (Euro cant) 29.91 317
-Diluted (Euro cant) 29.61 31.24
Number of ordinary shares (in 000's)
-Basie 757,447 755,055
~Diluted 765,131 766,279

* Calculated on Profit for the year before non-recurring Items (net of tax) and Goodwill,
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Ryanair Holdings plc and Subsidiaries
Consolidated Balance Shecets in accordance with
UK and Irish GAAP (unaudited)
‘ ' Mareh 31, March 31,
2004 2003
€'000 €000
Fixed assets
Tangible assets ) 1,576,526 1,352,361
Intangible assets 44,499 -
Total fixed assets 1,621,025 .. 1,352,361

Current assets =
Cash and liquid resonrces 1,257,350 C . 1,060,218

Accounts receivable 14,932 . 14,970
Other assets oo 19,251 16,370
Inventories : . 26,440 B 22,788
Total current assets : . 1,317,973 1,114,346
Taotal assets a : 2,938,998 2,466,707
Current liabilities .
Agcounts payable 67,936 61,604
Akcrued expenses and other liabilities _ 338,208 251,328
_ Current maturities of long term debt 67,986 63,291
Short term borrowings 345 1,316
Total current liabilitics 474,475 377,539
Other liabilities R
Provisions for 1ia||3ilities and charges " 94,192 . . 67,833
Qther creditors . 30,047 3673
Long term debt 884996 “ 773,934
Total other liabilities . 1,009,235 347,440
Shareholders’ funds - equity
Called - up share capital 9,643 9,588
Share premium accovat o : _ 560,406 553,512
Profit and loss account ' 885,239 678,628
Shareholders’ funds - equity o 1,455,288 1,241,728
Total liabilities and shareholders' funds 2.938=998 2,466,707
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Ryanair Holdings plec and Subsidiaries
Consalidate tatements in accordance
with UK and Irish GAAP (unaudited)
Year ended Year ended
March 31, March 31,
2004 2003
€000 €000
Net cash inflow from operating activities 462,063 351,003
Returns on investments and servicing of finance {20,313) 608
Taxation (2,056) (3,410)
" Capitel expenditure (including aircraft deposits) (331,599) {469,847)
Acquisitions and disposals (32,697) : -
Net cash inflow/(outflow) before financing
and management.of liquid resources 75,398, e {121,646)
Finaneing = = = I : 122,705 086,778
(Iicrease) in liquit resources o (249220) - - . L. _ (166,329)
(Decrease) in ¢ash ' ' (5L117) o (1,197}
Analysis of movement in liquid resources B
At beginming of year 982,352 816,023
Increase in year 249,220 166,328
Atendofyear 1,231,572 - 982,352
Analysis of movement in cosh
At beginning of year 76,550 77,747
Net cash (outflow) during year (51,117) : (L1597}
At end of year 25,435 76,550
R _—
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Ryanair Holdings plc and Subsidiaries
Consolidared Statement of Changes in Shareholders' Funds - equity
in accordance with UK and Irish GAAP (unqudited)
Share Profit
Ordinary  premium  anhd loss
shares account  account Total
€000 €'000 €009 €'000
Balanee at April 1, 2003 ' 9,588 353,512 678,628 1,241,728
Issue of ordinary equity shares 33 6,894 - 6,949
Profit for the yaar . - - 200,611 206,611
Balance at March 31, 2004 9,643 560,406 885239 1,455,288
Reconciliation of adjusted earnings per share (unaudited)
. Year Year
ended ended
March 31, March 31,-
2004 2003
€000 €000
Profit for the year under UK and Irish GAAP 206,611 239,398
Adjustments
Adreraft retirement costs -Depresiation 3,261 -
~Lease costs 13,291 -
16,552 -
Buzz re-organisation costs 3,012 -
Amortisation of goodwill . 2,342 -
Taxgtion adjustment for above (1,967) -
Adjusted profit under UK and Erish GAAP 226,550, 239,398
Number of ordinary shares (in 000'5) g :
-Basie 757,447 755,055
-Diluted 765,131 766,279
Adjusted earnings per ordinary share
-Basic (€ cent) 29.91 31.71
-Diluted (€ cent) 29.61 31.24
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INTERNATIONAL

Herald @ribune
Ryanair sues France, seeks EU help in hope of overturning French labor law

The Associated Press
Wednesday, January 3, 2007

DUBLIN, Ireland

Ryanair Holdings PLC announced a lawsuit Wednesday against the French government, arguing that newly
imposed Iabor taxes are iilegaily hampering the budget airline's operations.

Ryanair sald #t also has petitioned European Union competition autharities in Brussels, Belgium, in hopes of
overturning the application of tax and other French labar standards on Ryanalr employees based in France,

Jim Callaghan, Ryanair's director of regulatory affalrs, said Franee "tries fo force foreign airlines to apply
French labor laws when they base aircraft in France.”

"This is contrary to European laws on free movemnent of labor and zervices and the freedom of
establishment, and is also contrary to the liberalized air transport markel,” Callaghan said. "This decrae is
clearly designed to discourage foreign airlines from establishing a base of operations in France in order ta
tompete with the high~fare monopoly, Air France."

Dublin-based Ryanair, which Is the fastest-growing alfiine in Europa, said It had filed its suit in the Councll of
State, France's highest admlinistrative court.

Last month rival budget airline easyJet PLC filed Its own challenge to the tax in the same court. EasyJet
spokesman Toby Nicol said the airfine ook its action shartly before French prosecutors opened a prabe into
the alleged employrnent of 130 easyJet staff under British labor contracts at Orly Alrport south of Paris,

Ryanalr runs sefvices to and from 18 French aimonts, and last year opened its first French hub in Marseliles
that operates routes to 14 European destinatians, Ryanalr previously has ¢laimed France was saeking to
hamper Ryanair's expansion on French soll, an accusation refected by French authorities.

A French government spokesman did not immediately return ¢alls Wednesday seeklng comment on the
Ryanair riova,

Ryanalr's lawsuit takes issue with a Nov, 23 government decree requiring foreign airliines to pay French
{abor taxes on employees warking inside the country.

A spokeswoman for Air France-KLM, Veranique Brachet, refused to comment on Ryanair's claims or on its
lawsult,

But she said CityJet, an Irish-based carrier ownaed by Air France-KLM, soon would begln paying full labor
taxes an its French staff ta compiy with the law.

Ryat?air shares fell 1.4 percent to €10.50 (US$13.90) in broadly negative trading on the Irish Stock
Exchange. )

D ——

AP Business Writer Laurence Frost in Paris contributed to this report.
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INTERNATIONAL

Herald Tribune
Ryanair moves to take over Aer Lingus
The Assoclated Press
TRURSDAY, OCTOBER 5, 2006

DUBLIN Ryanair Holdings, Europe’s largest discount airline, launched a takeover bid Thursday for its lrish
rival, Aer Lingus Group, In a deal that would value the formerly state-owned carrler at €1.48 billion, or $1.88
billion,

Ryanair's chief executlve, Michael Q'Leary, said his company had bought more than 18 percént of Aer
Lingus over the past week and wanted to buy the rest at €2.80 each, a8 27 percent premium over Aer
Lingus' Sept. 27 1RO price of €2.20.

Aer Lingus shares soared 12Apercent to €2.81 in frenetic trading on the Irish Stock Exchange, while Ryanair
slid 2,9 percent to €8.45,

O'Leary pledged to keep Aer Lingus running as a separate company and to respect the powerful role of
labor unions in the Dubfin-based operation. He said Ryanalr's offer, if accepted, would mean more than
€220 miflion in profit for an Aer Lingus employee share-ownership trust - or more than €50,000 per

amployaea.

"Wa believe it's a unique opportunity to put the two leading Irlsh airiines together into one strong group that
wollld be able to compete with Europe and the world," O'Leary said in an interview, He sald the combination
would carry mere than 50 million passengers annually and, through Aer Lingus' existing trans-Atlantic
routes, expand the range and guallty of its services to the Unifed States. .

O'Leary said he wanted to buy 100 percent of the company if passible and had mare than €2 billion in cash
reserves to make it happen.

He said he had already telephoned senior lrish Cabinet ministers to bid for the government's remaining 28
percent stake. But he said acquiring 50.1 percent would be sufficient for Ryanair to forge a new aviation
alliance with Aer Lingus.

Aer Lingus refusad to comment. The Irish government immediately ruled out a deal with Ryanair,

FInance Minister Brian Cowen ang Transport Ministar Martin Cullen said in a statement that the government
“remains fully and firmly commitied to competition in aviation markets. If will not sell its shares in Aer
Lingus.”

The govarnment has previously said It will retain its stake to safequard Irish economic interests.

O'Leary said a Ryanair-controlied Aer Lingus would ¢ut its short-haul fares 10 percent within four years;
retain its slots at Heathrow - the only major London airport that Ryanair does not use - and upgrade Aer
Lingus' long-haul fleet serving 1.3, routes.

Labor leaders in Ireland denounced Ryanair's gambit and said they didn't believe Q'Leary's promise to
retain the Aer Lingus brand, .

“Mr, Q'leary is daing what comes naturally to him - taking out the enly real competitor on his main (Irish)
routes as well as acquiring the very valuable slats at Heathrow," said Jack Q'Cannor of treland's largast

union, SIPTU.

O'lL.eary said he expected that it would be European competition regulators that would rule on the deal and
did not envisage a probtem.

Aer Lingus came close to bankruptcy in 2002 because of 3 bloated payroll and lost business following the
Sept. 11 terrorist attacks In the United States, traditionally its key profit-making destination. But it managed
a swift turnaround by sfashing statf and maving to a low- frills model emphasizing European routes -
essentlally emulating Ryanair's formula.

Aer Lingus, which in Gaelic means "air fieet,” was founded by the government In 1936. The alrline initially

N



offered flights only to England but now conneats Ireland to mare than 50 European citles: directly to the
U.S. cities of Baston, Chicago, Los Angeles and New York: and to the Middle-East amirate of Dubai,
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The US/EU deal
to free up aviation
across the Atfantic
Opens up new
oppottunities for
Air France-KLM,
writes Kevin Done
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Low-cost airlines

Fare game
Fab 15th 2007 .
From The Econemist print edition

Budget airlines take on long-haul routes

Get articie hackground

EXACTLY 25 years have passed since the final grounding of Skytrain, Freddie Laker's populist
attempt to bring low-cost travel to transatlantlc flights. Since then, low-cost carrlers hava
taken a big share of the short- and medium-haul markets In America, Europe and, increasingly,
Asia. But few have dared to follow Mr Laker's flightpath to confront the established carriers on
scheduled long-haul routes.

Now a group of new low-cost airlines, many of them based in Asia, is targeting the market for
long-haul flights—those lasting more than six hours. Oasis Hong Kong Alrlines started a dally
service between Hong Kong and London in October and is planning to launch flights to America
this summer, Prices on Oasis start from £75 ($145) for a ane-way trip in economy class and
£470 in business. Zoom operates flights from Canada to destinations In Britaln and France.
AlrAsia X, an offshoot of a successful Malaysian low-cost carrier, Is to launch cut-price services
te Europe and distant parts of Asia in July.

Part of the formula is familiar: flylng one type of aircraft to reduce maintenance costs, landing
at second-division alrpotts, vigorous outsourcing and so on, But translating the low-cost model
to long-haul markets is hard. Airliners are already in the air much of the time, reducing the
scope to work them harder. Rules on night flights and rest periods for eabin crew stretch
turnaround times. And passengers enduring a 12-hour flight are less willing to skimp on food
and legroom.

Setting up a long-haul network also takes tiresome negotiations with aviation authorities in
many countries. Oasis's inaugural flight was cancelied because It did not have rights to fly over
Russian airspace. Most long-haul routes still rely on connecting traffic to fill seats, whereas
low-cost airlines offer point-to-point routes.

High-paylng business-class passengers at the front of the alrcraft enable established carriers to
compete fiercely on bargains at the back. According to Nigel Dennis of the University of
Westminster, the best that low-cost airlines can hope for on an all-economy long-haul service
is a slender 20% price advantage over the established carriers.

"We ran the numbers for an economy service and they didn't add up,” agrees Stephen Miller,
chief executive of Oasis. His answer is to combine a low-cost approach with a continued focus
on high-margin actlvities where there Is more fat to trim. Oasis's business-class service
accounts for just over one-fifth of seat capacity and 60% of revenues. Cargo, traditionally
disregarded by low-cost carriers in short~haul markets, brings in another 15-20%.

Other alrlines have stripped economy passengers out of the equation altogether. Silverjet,
MAXjet, Eos Alrlines and I'Avion, all recent entrants to the transatlantlc market, have filled
thelr planes with business-class seats, which they offer at lower prices than established rivals
do.

For bigger carriers, the new entrants are not yet much of a threat. The most profitable
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business-class travellers will be loth to give up either frequent-flyer miles or the convenience of
a full timetable. But the cheaper long-haul alternatives Inject more urgency into the big
carrlers’ efforts to cut costs, Mr Laker would surely have been pleased by that.
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