FFP &ousory

Presentation

China: Winning in the world’s largest loyalty market

HE . £EREKMIROMIaRNTES

Passenger Loyalty China Summit IfZE2 REFESIERIX 2017
Shanghai Lti&

16 November 2017



Winning in the China Loyalty Market for airlines
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China witnessed phenomenal growth in the past
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Today, three carriers from China are in global top 20
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1 American Airlines 40,180
2 Delta Air Lines 39,639
3 United Continental 36,556
4 Lufthansa Group 34,912
5 Air France-KLM 27,398
6 FedEx 27,358
7 Emirates Group 25,779
8 IAG 24,885
9 Southwest Airlines 20,425
10 Air China 17,297
11 China Southern Airlines 17,272
12 ANA Holdings 16,298
13 China Eastern Airlines 15,679
14 Cathay Pacific Group 11,950
15 Japan Airlines 11,900
16 Qantas Group 11,777
17 Air Canada Group 11,094
18 Qatar Airways Group 10,816
19 Singapore Airlines 10,737
20 Korean Air 9,901



Future: China is set to outgrow other markets
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Introduction China airline landscape
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Market landscape: the main players
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Proportions of Total Transport Turnover by Airlines (Groups) in 2016

27.2% 20.5%
China National China Eastern Air
Aviation Holding Holding Group
Group

12.2%

Other Airlines

14.8% \ 25.3%

Hainan Airlines Group China Southern Air
Holding Group

Source: CAAC Statistical Bulletin of Civil Aviation Industry Development in 2016
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Milestones in Chinese civil aviation
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China domestic market: increasing competition
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Airline competition in each city by the market competition index (2012)

Regions
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[ ] Central region
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Competition level
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Assessing the current performance
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Measuring FFP performance - macro level
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Measuring FFP performance — micro level
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Share of wallet

Yield

Propensity for promotions
Tiering

Ancillaries

Co-branded credit card use
Partner usage

Individual breakage
Lifetime value

Dilution

Displacement

Cost avoidance

N

As the information is not

— publicly available, we will focus

on the available macro
indicators
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What macro indicators are available?
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basic advanced comprehensive
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# 1: Total membership size of select FFPs in China
BERERHUE
43 million2
29.2 million2 30.1 million?
10 million?

®)) Fortune Wings Club
) EHM AR

- ?/W/I/)’W%J"h

& mecwoen |9 R KD "

mhmamf%”



# 2: Co-branded credit card landscape
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#3: Award availability ranking
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Rank % Total Availability
1 100%
2 94.3%

90.7%
3

90.7%

90.0%
5 85.0%
6 82.9%

81.4%
7

81.4%
8 79.3%
9 75.7%

74.3%
10 74.3%

74.3%
11 71.4%
12 66.4%
13 65.0%
14 64.3%
15 62.9%

Airline

Southwest

JetBlue

airberlin
Lufthansa/SWISS/Austrian
Air Canada

China Southern Airlines
Hainan Airlines

Alaska Group

Qantas Group

Turkish Airlines

AirAsia Group

Air China

British Airways

Delta Air Lines

Korean Air

Qatar Airways

United Airlines
Emirates

Air France-KLM

Program Name
Rapid Rewards
TrueBlue
topbonus
Miles & More
Aeroplan

Sky Pearl Club
Fortune Wings Club
Mileage Plan
Frequent Flyer
Miles&Smiles
BIG
PhoenixMiles
Executive Club
SkyMiles
SkyPass
Privilege Club
MileagePlus

Skywards

Flying Blue




#4: Breakage: expiry policies
BRERER . BEIEAN

Q) Fortune Wings Club -m#‘
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Activity-based: Date-stamp: Date-stamp: Date-stamp:
24 months 36 months 36 months! 36 months

Airlines in China do not publish breakage rates, but based on current
restrictive expiry policies, breakage is expected to be high. This has
an impact on the customer value proposition

1The Redeemable Points accumulated after August 1st, 2006 will be valid till December 1st of the third calendar year.



#5: Other metrics
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Realizing growth in the future
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China will be the largest airline loyalty market
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: the world’s largest Largest FFP market
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FFP growth will pose some challenges
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Annual ASK Growth %
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Average load factor: 81.3%

FFPs growth rate outpaces ASK growth in China
EEREREBIASKREERE

e Ajr China

= China Southern
China Eastern
Hainan Airlines

= Xiamen Airlines

= Sichuan Airlines

= Shenzhen Airlines
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Successful FFPs will solve for three challenges:
AL TN R E B 1T X BERE R = o)t

Ability to recognize and
reward current and
future value behavior

Enter into sustainable Optimize yield and
and equitable agreement demonstrate value

Partners

Airline
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Key to success: realizing qualitative growth
EE?’L\%L HYNE=RRE LHAE

hight

Programs can grow by focusing
on attracting new members,
more partners or both. Once

the growth potential has been

fully utilized, incremental
growth can be generate from
distilling more value from

%

Growth b L L
prroovéramy Qualitative existing members and partners
recalibration growth through enhanced marketing.

Some FFPs have crossed the
boundaries of the traditional
model and started to explore

Partner . ;
All around enabled offering services and products
growth A\
growth to non-members (“break out

growth”.

Level of partnerships maturity

0ol

Level of membership maturity high
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Finding the right structure will be key
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EMBEDDED IN AIRLINE

AmericanAirlines \
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Concluding remarks
g 4%
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- China is set on a path to become the world’s largest loyalty
market FEEMFHANZIKEANIR D17

« The current model will face increasing pressure as FFP.
QFI‘O_IYVth outpaces growth of the airline BT EEIT XA RERER
MENF]AREEREE - BRNESEASXERE

« To be successful in the future, FFPs in_China need to solve
for three challenges: MBEMNEZF1ITXFEZE =KVl

1. Build equitable and sustainable FFP-airline agreements Zir's
it MM ELS ZEFFEARNEGFELR

2. Increase ability to demonstrate effectiveness to partners X1 &
BREFMELFIASR

3. DeveIoE_ capabilities to recognize and reward current and
future |§fh—value members — and stand out in a cluttered

market place XA xRS InsRBR A2 ]
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About the presenter & EiIH

Evert R. de Boer has researched and worked in airline loyalty strategy since 2000. He
has collaborated with more than 15 airlines globally on frequent flyer programs in
management and advisory roles, and has published humerous articles and white papers
on the subject. His latest publication, Strategy in Airline Loyalty, offers a comprehensive
overview of the airline loyalty landscape.

Following his Master of Science degree in Business Administration at the University of
Maastricht, Evert de Boer has completed executive education programs at a number of
institutions including the London Business School, the Walter A. Haas School of
Business at University of California, Berkeley, and the Desautels Faculty of Management
at McGill University.
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