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AACO'’s Vision

To stand out globally as THE
association that serves with
dedication the Arab airlines
and to be instrumental in
dealing with an evolving
aviation industry.
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AACO’s Mission

‘ To serve the Arab airlines, represent their common
interests and facilitate, in a manner consistent with
L Vo all applicable competition and other laws their

> PEEIEREETIN - : - :
) cooperation so as to improve their operational

efficiencies and better serve the travelling public.

Strategy
To initiate and implement Specific, Measurable, Attainable, Relevant,
and Time-bound (SMART) synergistic targets that serve its objectives.

AACO'’s Objectives

o To support the Arab airlines' quest for highest safety and security standards.

o To support the Arab airlines' quest for developing their environmental policies for processes in
harmony with the environment.

o To actively contribute in the development of human resources.

o To interact with the regulatory bodies to support and protect the interests of the Arab airlines.

o To launch joint projects between member airlines with the objective of achieving efficiencies
that will lower their costs in a manner consistent with all applicable competition and other laws
and that enhance members' best practices.

o To provide forums for members and for industry partners to enhance the knowledge base.

o To reflect the positive image of The Arab Airlines Globally.
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To assist members in enhancing the safety of their
operations through advocating the adoption of
safety culture, contributing to capacity building,
and fostering collaboration among airlines in
emergency response planning.

SECURITY - - ----- .
To provide a platform
to share information
and risk assessments,
address emerging
threats, contribute to
capacity building, and
promote and support
collaboration among
all  stakeholders in
aviation security.

To advocate for policies
and regulatory principles
that are clear and
balanced and that are
adopted through
transparent methods that
include adequate consul-
tations with the relevant
stakeholders.

cosT .- ______ .
To assist member airlines in optimizing their
operational environment, promote best practices
while rationalizing their cost through cooperative
activities, within the boundaries of competition
laws.

-

AACO’S
PRIORITIES

-CUSTOMER

To assist airlines in finding solutions that harness
the technological advancements to enhance the
customer travel experience in all touch channels
and increase customer satisfaction.

- - - - AIRSPACE
INFRASTRUCTURE

To promote and support
enhancing the region’s
airspace infrastructure
through enhancing the air
route network, advocating
civil/military collaboration,
fostering Performance
Based Navigation imple-
mentation, and supporting
the implementation of a
regional Air Traffic Flow
Management mechanism.

CLIMATE CHANGE

To mitigate the impact
of international aviation’s
emissions  on  climate
change through supporting
ICAQ'’s efforts to ensure the
successful  implementation
of its global scheme and to

join efforts to improve
operational  performance
and promote R&D in alterna-

|
|
|
I
: tive fuel.
I
|
|
I

AWARENESS AND CAPACITY

BUILDING

To provide the highest quality, cost effective
training that covers aspects of the air transport
industry to maximize the performance of the
human capital in the Arab region, and to provide
networking opportunities through specialized
forums  about the latest air  transport
developments.



Arab Market: 10-Year Evolution
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Passenger Numbers
3452 M
2245 M
135.4 M

) 46.6 M 879} 329M 55.0 M

[] - 824 _ | II |
To/From  Within Arab World Trans-Arab To/From  Within Arab World Trans-Arab To/From  Within Arab World Trans-Arab

‘ Pax (millions)  Pax (millions)  Pax (millions) |  Pax (millions)  Pax (millions)  Pax (millions) Pax (millions)  Pax (millions)  Pax (millions)
Environmental
Efficiency! & Fleet**
1,292 RTKs/Ton of CO2 1,471 RTKs/Ton of CO2 1,675 RTKs/Ton of CO2
(AACO Members) 706 (AACO Members) 1,406 (AACO Members) 2,000
Aircraft

Aircraft Aircraft
869 RTKs/Ton of 948 RTKs/Ton of 1,034 RTKs/Ton
CO2 (Industry) Avg. Seats CO2 (Industry) Avg. Seats of CO2 (Industry) Avg. Seats

per Aircraft per Aircraft per Aircraft
213.7 255.3 261.5
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Connectivity
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443 119 585 133 620 150
‘ Destinations Countries Destinations Countries Destinations Countries
Airport Operations
b b b
L\\ 192.2 Million Pax L\\ 378.5 Million Pax k\ 589.1 Million Pax
‘ I 4.8 Million Tons of Cargo x 9.0 Million Tons of Cargo ‘ I 11.4 Million Tons of Cargo
i*i 1.8 Million A/C Movements ii'\i 2.7 Million A/C Movements 3.3 Million A/C Movements
*Based on medium-growth forecast (available on page 5) Source: IATA, ICAO, Fleets Analyzer, SRS Analyser, AACO

**AACO Members' Fleet Numbers
TEmissions data does not take CORSIA into account



Arab Market International Passenger
Demand Forecast until 2028

. 5.8%, 178.0 M . 2.9%, 134.8 M 2.0%, 123.2 M

5.5%, 6.5%,
159 M 1954 M
4.0% ol e °
. Within The Arab World Int'| 5.7%,
13.8 M - e Arab World 180.3 M
5.9%, 4.4%, 2.6%,
1071 M 929 M 777 M
2.4%, 3.3%,
11.8 M - 143.6 M
. 6.0%, 18.5 M . 4.7%, 16.3 M 2.7%, 13.5 M

High-growth
forecast

Medium-growth
forecast

Current sensitivities
continue at the same
intensity (trade and

Threats receding or
resolved.

economic sensitivities,
geopolitical tensions,
and unchanged
liberalization policies).

Growth rates are on average per annum

Source: IATA, AACO



e Global Air Transport Market and

Tourism .............................. 7
The e Arab Air Transport Market and

Tourism .............................. 12

|I1dUS|'I‘y e AACOMembers ...................... 15

eAirports ... 17

>

eSafety ... 19
e Aviation Security ............. ... ..., 20

e Aeropolitical Affairs .............. ... 21

AdVOCGCY/, e Climate Change ..................... 25

// e Airspace Infrastructure ............... 27

Table S o

Contentis e odetFuel . 2
4 Effective e Business Technology.................. 28
Vi . | @ Cooperation at Outstations.......... 28
V Cooperation 4 v\ charts............. . 28
e Security Information.............. ... 28
e Emergency Response Planning.... .. 28
o e MRO Project......................... 28
e Human Resources.................... 29
@
Awareness o AACO’s Community, Partners,
& ‘ Forums, and Relations ................ 30
Networki ng Vi e Publications ...................... ... 31



The Industry
Global Air Transport Market and Tourism

The global economy expanded . Lo
at a slower pace in 2018 after a Global RPKs, GDP Growth, and the Air Travel Multiplier*
notable performance in 2017, 9%
reflecting the escalation of 8%
trade tensions between the U.S. 7%
and China, the modest
. . 6%
economic performance in the
Euro area, and macroeconomic 5%
imbalances across emerging 4%
and developing economies. 3%
Global GDP grew by 3.6% in 2%
2018, down from 3.8% in
2017. The global economy's 1%
growth is expected to 0%

' 2014 2015 2016 2017 2018
weaken further in 2019 to = GDP Ch = RPKe Ch Molfiolier
. ange ange ultiph
increase by 3.3% over 2018, g 9 P

i *The multiplier is calculated based di
as the same faclors will from disposable income on travel | Source: IATA, AACO
continue to depress the global
performance.
108.93 Half Yearly Average Spot Price of Brent Free on Board (USD/Barrel)

89.11

70.65 71.47
66.05 67

57.81 56.82
51.68
46.90 47.48

39.61

H1 2014 H22014 H12015 H22015 H12016 H22016 H12017 H22017 H12018 H22018 H12019 H22019*

*Estimated by HSBC in June 2019 Source: U.S. Energy Information Administration, AACO

Brent crude oil price averaged at 71 $/barrel in 2018. It is anticipated that Brent will average at 66.5 $/barrel in
2019. While many speculate that crude oil price will average in the 60s or 70s in 2020, it is important to look at the
factors shaping the crude price. The existing forecasts for Brent could be easily scrapped if the trade war
between the US and China further escalates. On the other hand, ongoing sanctions on Iranian and Venezuelan
oil, and political instability in some oil-producing countries and geopolitical tensions that could easily disrupt
production or trading lines are also factors that could cause great spikes in crude prices. Looking at refined products,
IMO 2020 regulation that limits sulfur content on all marine fuels will be sending shockwaves in the
refined-product markets; yet, it is still to be known how much margins and differentials will increase in the
short-term.



Looking at air travel demand, global scheduled Revenue Passenger Kilometers (RPKs) grew by 7.4% in 2018
compared to 2017, which represents a 0.7 percentage point (pp) slowdown (8.1% RPKs growth recorded in 2017
over 2016). Rising fuel and labor costs and a weaker economic growth were the main factors affecting the globall
demand. In addition, the air travel multiplier fell to 1:2.1, affected by the the slowdown in travel growth. Air
travel demand is expected to slowdown further in 2019 to grow by 5.0% in terms of RPKs, which may put
more pressure on the air travel multiplier.

Air Freight Versus Global Trade of Merchandise

year-on-year % change

12%
10%
8%

6%

o | |

——

2% T

0%
2014 2015 2016 2017 2018

e World Trade of Merchandise (volume)* FTKs Growth

Source: WTO Estimates, IATA, AACO

Air freight performance was weak in 2018 as it follows a year of very strong growth. The Aviation Industry’s
Freight Ton Kilometers (FTKs) increased by 3.4% in 2018 over 2017, down from 9.7% registered in 2017
over 2016, affected by the moderation in global trade resulting from heightened trade tensions between the U.S.
and China, the uncertainty over Brexit, and weaker global demand for manufactured goods. However, air freight
sectors related to e-commerce and pharmaceuticals continued to perform well.



Global Commercial Air Transport at a Glance in 2018

Passenger Numbers

Global number of passengers grew by 6.9% in 2018 over 2017 to reach around 4.4
billion, up from 4.1 in 2017. Growth is expected to continue in 2019, yet at a slower
pace mainly affected by a weaker economy and global geopolitical tensions.

Operational Performance

Global scheduled RPKs increased by 7.4% in 2018 over 2017, while global scheduled
ASKs increased by 6.9%, driving the global PLF to reach 81.9% (+0.4 pp compared to
2017).

Financials

The global airline industry generated USD 30 billion in net profits, representing a
decline of 20.2% compared to USD 37.6 billion recorded in 2017. The profits in 2018
represent a net margin of 3.7% compared to 5.0% net margin recorded in 2017. The
decline is mainly attributed to the rise in labor and fuel costs.

Fleet & Capacity

Global fleet count reached 32,707 aircraft, with an additional 10,260 aircraft on order
as at June 2019. Total narrow-body aircraft's number of seats offered increased by
6.9% in 2018 over 2017, followed by propellers' at 5.9%, and finally wide-body’s
number of seats increased by 2.7%.

World Scheduled Passenger Traffic and Market Share per Region in 2018

Asia-Pacific continued to lead the
global growth in 2018 with the total
number of passengers to, from and within
the region reaching 1.62 billion; a growth
of 9.2% over 2017. This has increased
the region’s market share of the global
market by 0.8 pp, reaching 37.1% in
2018.

1,623.0 M, 37.1%

1,146.9 M, 26.2%

On the other hand, the market share of
The Americas decreased by 0.5 pp in
2018 compared to 2017 reaching 29.5%
of the global market, followed by the
Middle East decreasing by 0.2 pp to
reach 5.1% in market share, and finally
Europe and Africa’s respective market
shares declined by 0.1 pp each to reach
26.2% and 2.1% respectively.

Middle East

Source: IATA, AACO



The Aviation Market Center of Gravity is Shifting East

2008 2018

Americas and Europe Market
Share of Global Traffic

68.7% 56.8% v

31.3% 43.2%

Asia and the Arab World
Market Share of Global Traffic

2028*

52.4% 47.6%

Source: IATA, AACO

In 1965, The Americas and Europe represented around 90% of the global traffic in terms of passenger numbers,
while the rest of the world represented the remaining 10%. Since then, the center of gravity of aviation has been
moving eastwards, supported by the exponential growth of air transport in emerging and developing countries in
the Arab world and Asia. As a result, it is expected that the latter markets will generate almost half the global traffic

by 2028.
Economic Impact of Travel and Tourism
Travel and Tourism (T&T): Economic Impact 2018
Global GDP Growth Versus Growth in T&T Breakdown of Global T&T Spending

Contribution to Global GDP (2018/2017)

7 International

Domestic

3.9%, Travel & Tourism 71%
29% Q
3.6%, Global GDP

m Business

m leisure

Source: WTTC, AACO

Despite the challenging global
economic situation, interna-
tional tourist arrivals grew by
5.6% in 2018 over 2017 to
reach 1,403 million tourists.
Similarly, international
tourism receipts grew by
7.6% in 2018 over 2017 to
reach USD 1,448 billion. On
the same front, international
tourists traveling by air are
expected to have spent USD
850 billion, an increase of
more than 10% over 2017.

Accordingly, the total contribution of travel and tourism to global GDP, as reported by the World Travel and
Tourism Council, grew by 3.9% in 2018 over 2017 to reach USD 8.8 trillion, which represents 10.4% of the
global GDP. In addition, travel and tourism added a total of 6 million jobs in 2018 over 2017 numbers with
total jobs supported by travel and tourism reaching 319 million jobs (an increase of 1.9% compared to 2017).
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On the other hand, taxes and Charges are a down force on travel and tourism. In general, they increase the
cost of travel which in return affects the demand for air transport. Many studies discussed the impact of taxes and
charges on demand for air travel and on the wider economy, proving that the benefit from lowering taxes and
charges on the economy outpaces the revenues generated from those taxes. For example, a study conducted by IATA
in 2017 stated that if airport charges remained constant in Europe between 2006 and 2016, passengers would have
paid 17 euros less on average per one-way trip, which could have generated an additional 50 million passengers,
unlocking 50 billion Euros in European GDP and creating 238,000 jobs.

Economic Impact of Liberalization*

On Average,

city-pairs are expect-
ed to increase by 20%
o under liberalization
.+20/? compared to 4% in
City-Pairs [psmes prrves Also,
airfares are expected
to decline by an
average of 34%.

Passenger
traffic growth
+12% to BRULELECUE AL
35% Iiber:alizqtion of air
services agreements
Pax between countries
Traffic BT CZ G
between 12% and
35%.

g@

+ USD 1.3 (o]} Average,
- liberalization
Billion

is expected
Tourism to generate
Receipts, [RalRBIIELRY

+155,510 tourism receipts
and create around

Jobs 155,510 new jobs. : :
A 10% increase in

international ASAs
+10% RCEEERUR-KRorAr
, increase in GDP. Total
LU offect of liberalization
ASAs, --> UK IRV
between USD 3.1 to
' A ZALI 5 1 billion (including,
1K<l 1.2 aviation, tourism, and
other related
industries).

Note: ASAs (Air Services Agreements)
* benefits are expected to materialize after one year Source: InterVISTAS, IATA, AACO
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Arab Air Transport Market and Tourism

Arab World Economic Indicators
9.8%

6.9%

6.2%

4.9%

4.5%

2.6% 2.9%

Avg. 2000-2015

2016 2018
GDP Growth
Inflation (yearly growth)
Current Account Balance (% of GDP)
*Estimated -5.6% Source: IMF, AACO

The Arab world economy performed well in 2018, with its GDP growing by 2.6%, up from 1.4% in 2017.
The acceleration of growth was supported by the recovery of oil prices which helped major oil-exporting economies
emerge from recession. On the other hand, most oil-importing economies witnessed a decline in GDP growth,
affected by geopolitical tensions and rising debt. The Arab region is expected to continue its general positive
performance in 2019, supported by stable oil prices and better fiscal policies, yet market confidence remains fragile
amid prolonged geopolitical tensions and weak domestic demand, which might hinder the region’s growth.

Most Arab Countries’ GDP at Current Prices (USD) and Contribution of Travel and Tourism thereinl

$782.48 b 31925
Saudi Arabia $424.64 b

United Arab 9.56b  $192.45b ¢180.44b

Emirates Qatar Algeria

$141.05b $118.31b $82.24b $56.41b

Jordan Tunisia Bahrain

I:I GDP at Current Prices C) Travel and Tourism Total Contribution to GDP-Billions
1 Data reflects 2018 Figures Source: IMF, WTTC, AACO
12



Arab Air Transport Market Passenger Traffic & Growth
< 350 7 8%
>
c
2 . 4 7%
g 300 (
o
5
2 1 6%
3 250
1 5%
200
1 4%
150
1 3%
100
T 2%
50 1 1%
0 0%
2014 2015 2016 2017 2018
[ Total International Traffic (LHS) N Domestic Traffic (LHS) Total Arab Market Growth (RHS)
Source: IATA, AACO

The Arab air transport market fared well in 2018 despite the slowdown in the global economy, rising fuel costs,
and geopolitical tensions. The direct air transport market (to, from, and within the Arab world) grew by 5.6%
over 2017 in terms of passenger numbers, reaching around 313 million passengers. Passenger traffic on
international routes increased by 5.9% to 284.8 million passengers, whereas traffic on domestic routes grew by 2.0%
to 27.6 million passengers.

Tourism Activity in the Arab World

20.0 150 10.0 50 0.0 00 50 100 150 20.0
so I o/
15.3_SaudiArabia_12-0

0o I coypr I

8.3— Tunisia 7

2l  Jordan [ 52

24l oman | RE

2.0- Lebanon _8.0

1.8. Qatar -5.6

International Tourist Arrivals (Millions) International Tourism Receipts (Billion USD)
*Dubai Only

Source: UNWTQ AACO

International tourist arrivals to the Arab world increased by 5.5% in 2018 over 2017 to reach around 83.8
million tourists. Similarly, international tourism receipts increased by 6.4% during the same period to reach
around USD 83.3 billion. The UAE was the most visited destination in 2018, while Egypt and Tunisia recorded the
highest growth rates in terms of international tourist arrivals, growing by 36.8% and 17.7% respectively. On the other
hand, only two Arab countries witnessed a decline in their total number of tourists.
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The Importance of Travel and Tourism in the Arab world

Employs around 11.2
million persons (9.9%
of total employment)

Economic multiplier of
travel and tourism is
1:4

Contribution to GDP is
around USD 244 billion
(10.4% of total GDP)

Source: IMF, WTTC, World Bank, AACO

Taxes and charges are also a hindrance to travel and tourism growth in the Arab world. Analysis indicates
that an increase of 10% in taxes and charges results in 0.5% decrease in demand for air travel in the Arab market
(equivalent to 1.6 million passengers), and reduces tourism spending by USD 2.3 billion, which is equivalent to 0.1%
of the Arab world’s GDP. In contrast, if taxes and charges are removed, it would result in an additional 1% demand
for air travel (3.1 million passengers), and generate around USD 4.7 billion into the Arab world’s GDP (0.2% of
GDP).
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AACO Members

All figures reflect 2018 numbers, while all growth rates are 2018 over 2017.

Passenger Operations

:221 Million Passengers

150-
II II

135-
2014

120~
105-
I Int'l Pax

+4.6%
RPKs A

+5.5%

ASKs A

90-
75-
60-
45-
30-
15-

2015 2016

Domestic Pax

2017 2018

Bl Transit Pax

Cargo Operations

FTKs Growth AACO FTKs Growth Industry

Members Scheduled Scheduled
A +4.1% A +3.4%
WV -2.6pp drop WV -6.3pp drop
2018/2017 2018/2017
Fleet Development
AACO Members Industry

32,702 Aircraft in
Fleet, up from 31,717
in 2017 (a growth of

3.1%)

1,406 Aircraft in
Fleet, up from 1,361
in 2017 (a growth of

3.3%)

Financials and Productivity

AACO Members Industry

Operating Operating Cost, Operating Operating Cost,
Revenue, +5.1%, +8.6%, Revenue, +7.6%, +9.6%,
USD 67.8 Billion ~ USD 68.7 Billion USD 812.2 Billion USD 765.2 Billion

Asd

Operating Margin
5.8%, -1.7 pp over
Operating Margin 2017

-1.4%, -3.3 pp over 2017

AACO Members Scheduled

Industry Scheduled

+7.4%

PLF
RPKs A -

+0.4pp

A 81.9%
+6.9%

ASKs A

RTKs Growth Industry Vs. AACO Members

+6.2%, Industry Scheduled

+4.4%, AACO
Members Scheduled

Fleet Age

AACO Members
Average Age per
Unit Aircraft 7.49

Industry
Average Age per
Unit Aircraft, 12.84

years in years in
2018,+2.4% over 2018,+0.5% over
2017 2017

Employees Productivity

AACO Members
Scheduled

Industry
Scheduled

o H - .oot;
395 Thousand
RTKs/Employee, +4.0%

572 Thousand
ATKs/Employee, +4.7%

Theee aeaes ca
o H - P00

1

555 Thousand
RTKs/Employee, +5.0%
863 Thousand
ATKs/Employee, +5.6%

Source: IATA, ICAQO, Fleets Analyzer, AACO
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Passenger Demand Analysis

AACO member airlines expanded their operations in 2018 despite several pressure points affecting their
performance. AACO member airlines’ passenger traffic on international routes (to/from) grew by 2.0%,
transit traffic by 7.4%, and domestic traffic by 2.0% in 2018 over 2017.

Fleet Analysis

AACO members increased their fleet count by 3.3% in 2018 over 2017 to 1,406 aircraft, through acquiring
146 aircraft with an average age of 4.6 years per unit aircraft and phasing out 101 aircraft with an average age of
13.3 years per unit aircraft. Accordingly, members' average fleet age reached 7.49 years. AACO members’
order book as at 3 July 2019 anticipates the delivery of 1,412 new aircraft until 2035.

AACO Members' Major Aircraft Types Count and Average Age
(as at 2 Jan 2019)
Number of A/C Years
350
300
250
200
150
100
A '\ ) ~ L WP\ T T WP B B B S SN NI . S S )
A > ) v '\ W A N o O U & 0 N N o W
A A ’b > ’\ > A CAIAN > A 9 Q Gl &) &) > A N
@v%vv%‘r\»\;\ %{Q\K*Q« Ll AP VU SR LU B S SR S RPN
Q/:\ ¥
u Number of Aircraft Average Age
Source: Fleets Analyzer, AACO

rr:n;:::ls?li\::éys::embers, Financial Results of AACO Members

operating costs’ increase USD Billion

outpaced that of operating 3.0 5%
revenues, mainly affected by 2.5 © 83 2.02 4%
the increase in fuel prices and 2.0 1.64 — SN L7 -
slowdown in demand for air 1.5 .

travel. 1.0 0.91 2%
As a result, AACO members 0.0 .
recorded an operating loss of 05 &'0'13 .
USD 0.93 billion, and a net loss 1.0 -0.93 '
of USD 0.18 billion, represent- 1.5 14 2015 016 2017 . 2%
ing a -1.4% and -0.26% in

operoﬁng and net morgins mmm Operating Result (Left) mmm Net Result (Left) Operating Margin (Right) Net Margin (Right)
respectively. Source: AACO
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Airports

Airports' Developments

Worldwide airport passenger operations recorded a growth of 6.0% in 2018 over 2017 to reach 8.8 billion
passengers. On the other hand, the air cargo market grew by 3.2% in 2018 over 2017, reflecting the global
slowdown in trade activity and weaker global demand. Similarly, aircraft movements recorded a shy growth of 2.9%
in 2018 over 2017.

Worldwide Airports Traffic Growth - 2018/2017
9% 8.5% 8.4%

8%
7.0%

7% 6.6% 6.2%

6% 5.3% 5.1% 5.0%
5%

4%

3% 5 0% . 2.1%

2%

1% 0.3%

0%
Africa Asia-Pacific Europe Middle East

m Pax Growth m Cargo Growth A/C Movements Growth
Source: ACI, AACO

In spite of the growth in the number of passengers crossing global airports, several risks continue to
depress the outlook in the near future, including capacity constraints, delays at airports, and infrastructure
challenges. Looking at capacity constraints, major airports are falling into capacity shortages as passenger demand
soars year on year. The below graphs illustrate the best practice infrastructure development strategy implemented by
one airport (Airport 1, left chart) to match capacity and demand growth versus the lack of proper infrastructure
planning resulting in many years of capacity shortage in Airport 2 (right chart).

Airport 1 Passenger Traffic and Capacity Airport 2 Passenger Traffic and Capacity
Evolution Evolution
" 100
c 2 100
g 90 - 5
= 80 b3 80 Operations exceeded full capacity until 2019
70
70
60
60
50
50
40 40
30 30 Full Capacity
20 20
10 10
0 0
¥ I g 883882222 O o ¥ ©w @ o ~ ¥ v
22222 &8 ezr s 8 8 8 8 5 © © o o
N o~ o~ N o~ o~ o~ N o~ o~
mm Capacity Increase === Passenger Traffic mm Capacity Increase === Passenger Traffic
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As for delays, in air travel markets such as the U.S., the European Union, and China, major delays were due to airline
operations, air traffic problems, reactionary delays (delays caused by the late arrival of aircraft, crew, passengers or
load), and finally traffic growth. Delays caused by air traffic problems have been increasing exponentially during past
years. In the U.S. the length of delays caused by air-traffic control problems soared by 69% between 2012 and 2017.
In China, the average delay per domestic flight spiked by 50% in 2017 and remained at an average of 15 minutes
per flight. In Europe, the length of delays due to en-route air-traffic-flow problems grew by 104%. Over 60% of those
delays were because of a lack of capacity or staff, 25% were weather-related, and 14% caused by strikes by
controllers and others. Looking at the Arab world 40% of passengers had been impacted by flight disruptions caused
by one of the above reasons. Studies estimate that airlines in the Middle East region lose around USD 2.76 billion in
revenues each year due to delayed or cancelled flights.

Passenger Traffic at Most Arab Airports and Growth
400 5.6% 5.3%
5 350 8.9% 7%

2 300
250
200
150
100
50
0

2014 2015 2016 2017 2018

% labels are year-on-year growth Source: ACI, AACO

Arab Airports Traffic

Arab airports generally performed well in 2018, with the total number of passengers growing by 5.3% in 2018
over 2017 to reach 378.5 million passengers. On the other hand, cargo traffic and aircraft movements recorded
modest growth rates of 2.0% and 1.5% respectively in 2018 over 2017, recording 9.0 million tons and 2.7 million
movements.

Cargo and Aircraft Movements Numbers at Most Arab Airports
and Growth
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Safety
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e Safety remains AACO members’ as well as the industry’s number one priority.

e On the global level, and in spite of the relative deterioration of safety performance in 2018 compared to 2017
(which is the safest year for commercial air transport on record), overall performance remains better than
the five-year and ten-year averages, and air fransport remains the safest form of long-distance travel with a
fatal accident rate of 0.24 accidents per million sectors flown (1 fatal accident per 4.2 million flights).

e AACO members maintained their clean safety record for the second year in a row, and for the fourth
year in the past five. In 2018, AACO members recorded one accident related to ground damage. This highlights
AACO members’ focus on safety and their efforts to continuously enhance it.

Source: IATA Safety Report, AACO

Acknowledging the importance of collaboration in safety development, AACO members continue to
work under AACO umbrella to enhance the safety of their operations through the following initiatives:

Raise awareness on new
concepts and technologies
that support enhancing
operational safety, such as:
- Developments in flight
charts, tracking, and
weather solutions.
- Predictive safety and
maintenance solutions
using big data analysis.

- Mutual support
between members in
responding to crises.

- Sharing information &
best practices.

- Enhancing collabora-
tion between members
in hubs and outstations.

- Conducting workshops
and training sessions.

19

AACQO, in collaboration
with ACI and the Associa-
tion of Asia Pacific Airlines,
launched the second
edition of the safety culture
survey which targets all
aviation stakeholders, and
aims at measuring safety
culture progress and
formulating enhancement
recommendations to
regional bodies.

AACOQO, through the
AACO Regional Training
Center — RTC, works with
member airlines to
continuously identify
members’ training
requirements and offer
best quality and
cost-effective training
packages that contribute
to enhancing the safety
of members’ operations.




Securify

e Security remains very high on AACO members’ agendas. The multitude of threats and risks facing the air
transport industry (conflict zones, geopolitical risks, socio-economic risks, terrorism, civil unrest, cybersecurity,
insider threats, etc...) dictates the highest levels of vigilance among all aviation stakeholders.

e AACO members continue to address security matters through AACO AVSEC Advisory Group, which focuses
on the following issues that support the regional and global aviation security development:

e Members continue to share security information through the
information sharing network established by AACO to
enhance awareness and risk management.

Security e Members also continuously seek reliable information sources

Information to identify threats, assess their impact, and mitigate them.

e Collaboration is key to address security matters.

e AACO and member airlines continue to support the
development and implementation of the Middle East

Regional and Regional Aviation Security & Facilitation Plan, as well as
"GLobul work with all stakeholders on the global level to support

Colla oration‘ effective and efficient security regulations and processes.

Cybersecurity is an emerging threat that is getting traction by the
day.

The risks associated with cyber-attacks are many and affect the
whole aviation landscape.

AACO continues to raise awareness on cyber threats and on
the need for regional and global collaboration to address
them.

g\)\:‘ N IATA reported more than 8,700 occurrences of unruly
\)“ —— behavior on-board aircraft in 2018.
i \ AACO continues to support advocacy efforts for the

endorsement and ratification of Montreal Protocol 2014;
an instrument that would allow states and stakeholders to better

\». - address on-board unruly behavior.
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Aeropolitical Affairs

Air Transport Relations

The Chicago Convention of 1944 and the bilateral air services system Unilateral initiatives by

established principles that formulated the global air transport network. It is states imposing their terms on

essential that states around the world abide by the principles stipulated in the other states have a negative

Convention and bilateral agreements, especially states’ jurisdiction over effect on the sustainable
1- their airspace development of international
2- air traffic rights given to other states air transport.

3- all issues related to their own air transport activities.

AACO continues to advocate for the above principles and for aveiding protectionism in air transport while

encouraging the opening of markets and basing that on studies involving all elements and entities of air
transport including the infrastructure, airlines, regulatory environment, and the impact on the wider economy.

Some Arab Countries’ Relations with the European Union

A Euro-Mediterranean Aviation
Agreement was signed on 15 December
2010 between the EU and Jordan.

First Euro-Mediterranean % % % EU - Qatar: Negotiations were finalized in
Aviation agreement was signed " \ 3% February 2018 and the droft EU-Qatar
between the EU and Morocco in 2006. - Comprehensive Air Transport Agreement was
initialed and presented to the Council.
Comprehensive Euro-Mediterranean In October 2018, the EC obtained a mandate
agreement between the EU and from the EU Council to negotiate EU-level
Tunisia has been initialed on comprehensive aviation agreement with Oman.
11 December 2017. Since then, two rounds of negotiations have
taken place.
EU — Bahrain, Kuwait, and Saudi Arabia: In 2016, the EC obtained a mandate to
EC requested the Council to authorize negotiate EU-level comprehensive aviation
the negotiation of an EU-level aviation agreement with the UAE.

agreement with each of these countries.

Relations with Other Regions

Bilateral air services agreements govern the relation of
Arab states with other regions including some open skies
agreements such as the ones between the United States
and each of Bahrain, Jordan, Kuwait, Oman, Qatar,
Saudi Arabia, the UAE, and Yemen.

Intra- Arab Air Transport Relations
Governed by bilateral air services agreements mainly
covering 3rd and 4th freedoms of the air. Some

States have unilaterally adopted open skies policies
such as Bahrain, Kuwait, Lebanon, and the UAE.

It is important that all states work together to ensure that the opening of market access between some Arab
states and the European Union is as well reflected in the relations amongst those Arab states in order

to guarantee fair operational rights for Arab airlines between the Arab states vis-a-vis their EU counterparts.




Competition in Air Transport

In 2019, the European Union adopted regulation 712/2019 on RESSEXCINIliTaWAVIPIO) RN oI Te SYete
safeguarding competition in air transport which repeals Regulation [EEIeRNTSIR-V Yol YY1 LITTe] MRV YU (oSO V)
(EC) 868/2004. The new regulation gives the European I I R RIR R Ittt Relale RS
Commission (under EU law) the right to conduct investigations [lleJe=teRETaRNI I IN-Yelelolelas I ToMN oTel 1Tl MeTYe!
on practices by third-country entities affecting the competitiveness [EeIalelIEStelale (ee NeTa MR ey T o1 LR LaTel}
of EU airlines and to adopt redressive measures against third country [N stey SN oT=Yel=t1 e a1\ VAR s ol {- SN (o112
airlines benefiting from such practices. standards.

Over the course of 6 years, AACO has engaged with the European institutions to change some crucial

clauses that would have caused serious disputes with other states.

Possible Adverse Effects of Investigations under EU Regulation 712/2019

Tension in the air transport relations between non-EU and EU states.

Negative effect on the parinerships between EU and non-EU airlines as a result of
investigations that would affect connectivity provided to the consumers.

to the regulatory approach to air transport by non-EU states while
that do not
necessarily reflect the standards in the non-EU states.

between EU and non-EU states that might not fall to the benefit of the consumer.

Potential retaliatory measures by non-EU states.

on non-EU airlines under investigation.

Negative effect on the image of airlines under investigation.

QORPIOR

Dialogue and consultations remain the best approach for agreeing on any issues related to air transport services.

Passenger Rights

o There’s a global wave of adopting burdensome air passenger rights regulations that in most cases do not
take into consideration that on many occasions the cause of the inconvenience is not within airlines’ control.

e Most of the regulations adopted in 2019 have extraterritoriality in their scope such as in Canada, Malaysia, and
Ghana, in addition to extraterritoriality in the latest European court rulings interpreting EU regulation 261/2004
where the scope covers flights that do not touch European airspace.
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e In 2019, the Arab Civil Aviation Organization adopted guidelines for Arab states on air passenger rights.
AACO believes that those guidelines need to be revisited as they lack a number of key principles for
proportional and balanced consumer protection regulations.

e AACO's Safety Nets Document for passenger rights regulations is available for use in consultations with
governments. It provides a model regulation based on airlines’ best practices in serving passengers.

Montreal Convention 1999

The total number of parties to MC99 is now 136, representing just over 97% of passenger traffic.
The convention is applicable in 13 Arab states.

Benefits: better protection for passengers, ease of operations for air cargo shippers, and greater
certainty for airlines.

New liability limits under the convention have been adopted in 2019 following a periodic review conducted
by ICAO that considers inflation and other economic factors.

Passenger Rights Sustainable Air Services

Consultations

Proportionality

. Massive
Compaditibility Disruptions
Respect of Clarity
- Jurisdictions  consistent Service
Joint Liabilitiy with Treaties differentiation

Montreal Protocol 2014

MP14 is a legal deterrent to unruly and disruptive behavior onboard.
During the past year six additional states ratified the protocol, bringing the total number to 21 states.
One more state is needed to ratify so the protocol comes into force.
In the Arab world, Bahrain, Egypt, Jordan, and recently Kuwait ratified the Protocol.

AACO continues its advocacy efforts with governments in the region to ratify the Protocol.

MP14 gives states a legal tool to deal with unruly passengers and hold them accountable to their
misbehavior. This is ultimately beneficial for passengers, airlines, and states alike.

Taxation

e In 2019, airlines and customers are
forecast to generate USD 136 billion in
tax revenues for governments’ treasur-
ies, according to IATA figures. Taxes in
various forms are introduced on air
transport with many applied under the
environment banner.

e A number of governments are also
removing air transport exemptions
from VATs and GSTs.

Revised Tunis Convention: Arab Convention for the Mutual

Exemption of Taxes and Charges for Arab Airlines

e Based on a suggestion by AACO, the revised Convention was
approved by all relevant bodies of the League of Arab States
and adopted by the Council of the League. The Convention has

however not moved forward and has not been opened for
ratification by Arab states.

e AACO continues to support the work of the Secretariat
General of the League of Arab States to open the revised
Convention for ratification.
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It is essential for aviation to continue to be able to meet demand and drive economic
growth.

Taxation on Air Transport should be fair

Governments to Tax revenues to
avoid double be reinvested in

taxation the sector
itself

User Charges

As for user charges, ICAO Doc 9082 is guidance for governments when reviewing levels of airport and air
navigation charges whereby the document calls for adopting a number of principles in that regard, most
importantly:

1. To conduct consultations with operators

2. Levels of charges to reflect the cost of provided services and facilities

3. Changes to charges to be introduced on gradual basis

User Charges should reflect the services provided. Governments need to exercise economic regulatory

oversight over the setting of user charges in order to promote transparency, consultation, and productivity.
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Climate Change

Air transport is an innovative and environmentally responsible industry that drives economic and social development.

Aviation provides the only network for global and speedy transportation,
which makes it essential for global business and tourism. It plays a vital role

in facilitating economic growth, particularly in developing countries. By

facilitating tourism, air transport also helps generate economic growth

and alleviate poverty while providing employment opportunities.

Moreover, air transport facilitates world trade and tourism, and boosts productivity across the global economy, as
well as improves the efficiency of the supply chain. It is an enabler of investment both into and out of countries and
regions. Furthermore, and most importantly, air transport provides consumer welfare benefits to individuals in
terms of the increased availability of travel connections.

On top of that, air transport has been responsibly reducing its environmental impact throughout the years.
Aircraft entering in service today are much quieter and more fuel-efficient than previous generation aircraft.

Yet the industry didn’t stop there: The air transport industry recognizes the need to address
the increasing global challenge of climate change and has adopted an action plan to
mitigate its CO2 emissions:

2009 - 2020 2020 - 2035 2050- onwards

An average improvement A cap on net aviation A reduction in net aviation
in fuel efficiency of 2% CO2 emissions CO2 emissions of 50%,
per year relative to 2005 levels

The above plan is in line with the Paris Agreement goal of keeping
global temperature rise below 2°C over pre-industrial levels. However, in
order to achieve that, a strong commitment is required from all stakeholders
across the world to work together to improve technology, including the
deployment of sustainable low-carbon fuels, more efficient aircraft
operations and infrastructure (including modernized air traffic management

systems, airspace availability and flight procedures), and a carbon offsetting

and reduction scheme for international aviation emissions (CORSIA).

On the other hand, public concern over environmental issues and their impact on climate change has increased
worldwide. This has been reflected through the rise of environmentalists and activists’ voices shaming those who
travel by air and pressuring governments to find ways to cut down demand on air travel. Those groups are also
calling upon European governments to end aviation’s fuel tax exemption. In response, those governments,
specifically in Europe, have started to call for an EU-wide aviation eco-tax.
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The air transport’s infrastructure is financed by user charges and the industry pays taxes to national treasuries.
Therefore, it is totally misleading to suggest that aviation enjoys tax privileges. In fact, air transport is the only
transportation mode that pays both user charges and taxes. Combating the impact of international aviation
emissions on climate change can only be done through the medium goal commitment of offsetting
the increase in the net emissions above 2020 levels and a long-term goal towards the development of
sustainable aviation fuels.

In that regard, governments have a role to play and hence instead of adopting taxation policies that raise
general governmental revenues and are not re-invested in aviation enhancements, a global harmonized and
balanced approach is needed to remove barriers on the take up of sustainable aviation fuels and support
investments in this vital sector.
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Airspace Infrastructure

AACO, in collaboration with regional and international partners, continues to advocate for Air Traffic
Management (ATM) reform in the region through the priorities identified by its member airlines: Enhancement of
air routes and Flexible Use of Airspace (FUA), implementation of Performance Based Navigation (PBN), and the
implementation of a regional/sub-regional Air Traffic Flow Management (ATFM) mechanism.

However, ATM modernization is becoming a crucial matter that threatens the sustainability of aviation, not only
in the region however on the global level.

Case of European ATM

In 2018, delays in Europe accredited to ATC increased by 104% over 2017 to 19.1 million minutes,
mainly due to:
m Lack of airspace capacity offered by Air Navigation Service Providers (ANSPs).

= Shortage of ATC personnel aggravated by the multitude of ATC strikes.

= Adverse weather conditions.
Between January and June 2019, around 1,000 flights per day were moved from optimal routes to
avoid ATC bottlenecks. This has resulted in 30% longer flights and 27% increase in fuel burn and
environmental footprint for those flights.

Source: EuroControl, A4E

In the Arab world, many ANSPs continue to
introduce airspace enhancements in terms of air
routes and operational improvements. One of the

noticeable achievements was the completion of the
UAE Air Space Restructuring Project (ASRP), which
made the UAE Airspace the first full PBN airspace
in the world.

However, conflict zones and geopolitical tensions in the region and in states at the interface with the
Arab world are restricting airspace availability in the region, which is already at crucial levels, and
necessitating the implementation of several contingency measures to ensure the safety of air transport. Being
reactionary by definition, those contingency measures, which are implemented in several places at different times,
are leading to the concentration of traffic over few air corridors.

This, along with other airspace infrastructure constraints, is creating several bottlenecks at the interface of
the region as well as in high traffic en-route corridors within the region such as at the Turkey/Iraq,
Oman/Pakistan, and Oman/India interfaces, as well as the Arabian Gulf corridor. Those bottlenecks result in
increased unpredictability and delays to AACO member airlines which disrupt planning processes and
sometimes forces airlines to fly non-optimal routes and carry unnecessary additional fuel, hence increasing their
cost and environmental footprint.
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Fuel Project

AACQO's Fuel Project, which includes the Fuel Steering Board (FSB) and the
Aviation Fuel Advisory Group (AFAG), provides a platform for member airlines
and the jet fuel industry stakeholders to raise awareness and ensure a safe, sustainable, and competitive
aviation fuel industry in the world in general and in the Arab world in particular.

Business
Technology

As part of its mission and objectives, AACO continues to provide a platform for
its member airlines to enhance the knowledge base and raise awareness on all
technological advancements and innovative solutions, as well as allowing the partners and 3rd party
providers to present their advanced technological solutions that go in line with members’ vision to provide
the customer with added value and up to date services.

In line with its objective to promote and increase the level of cooperation

| between member airlines at outstations, the Ground Handling Steering Board

(GHSB) provides the framework that allows member airlines to enhance the services they provide to their
customers, and raise awareness on new technologies, services, and regulations.

AACO has an MoU with Jeppesen which covers paper-based flight charts. The
MoU was complemented in 2018 by the Electronic Flight Charts Project which
comprised discussions with major electronic charts providers that aim at facilitating members’ adoption
of latest technologies, sharing experience and best practices, and enhancing flight efficiency.

Security

Information Following the conclusion of the Security Information Project, AACO signed an

MoU with MedAire that facilitates members’ cooperation and access to relevant
and timely information affecting their operations.

Emergency

Response Planning &/ Steering Board continues to work on the objectives of the ERP Project as

follows: Coordinate support between members, share experience and best
practices, and promote cooperation between all stakeholders involved in emergency response planning.
Members have also started exercising the activation of the Mutual Assistance Agreement and are looking
at cooperation opportunities in adopting new technologies that facilitate ERP training.

MRO Project

The project continues to provide benefits to members in the engineering and
maintenance domains as well as enhance their collaboration and facilitate sharing
of experience and best practices amongst them. Membership in the project reached 10 member airlines
with the accession of flynas and Tassili Airlines. Members also kicked-off in 2019 a new collaboration
initiative aimed at mutual support between AACO member airlines in Aircraft On Ground (AOG) situations.
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Human Resources

AACO Regional Training Center
in 2018

AACO Regional Training Center

until June 2019

91 courses conducted which were attended
by 1,120 trainees.

Significant savings achieved in training
costs to AACO members estimated at
USD 1,137,745.

137 scholarships provided to member
airlines.

7 free courses conducted for member
airlines. Five courses were conducted in
Cairo and two in Amman. Those courses
were attended by 97 participants.

7 scholarships  secured to Toulouse
Business School from the European aircraft
manufacturer ATR.

44 courses held; an increase of 10%
compared to the same period in 2018. The
courses were attended by 607 trainees.

Important savings achieved in training
costs to AACO member airlines estimated
at USD 707,763.

65 scholarships provided to member
airlines.

4 free courses conducted which were
attended by 67 participants.
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Awareness & Networking

AACO’s Community, Partners, Forums, and Relations

In addition to work conducted under AACO joint projects included in the Effective Cooperation section, AACO
works through Task Forces and Working Groups on issues of importance to member airlines, cooperates with
regional and international bodies, non-Arab airlines, manufacturers and service providers, and other air
transport stakeholders, offering a broad framework of cooperation for all concerned.

* Aeropolitical Watch Group
« AVSEC Advisory Group TaskForces
* Environmental Policy Group

n

» Comprises 53 Partners
‘ * Provides a platform for suppliers & providers
sl to cooperate with AACO members Indus"y Partners

: * It also provides a platform for networking

* Includes regional & int'l organizations,
governmental and non-governmental bodies
» Aims at providing a framework of coopera-
Q tion and protection of members' interests

Stakeholders

« Comprises 2 non-Arab airlines

* It provides a platform for cooperation with
AACO members through joint projects and
other initiatives

Partner Airlines

AGM Business Technology Forum
Highest authority in AACO (In collaboration with AFRAA and IATA)
Sets the strategies and Covers commercial, distribution,
roadmap of AACO and IT issues

Aeropolitical Technical Forum
Affairs Forum (In collaboration with IATA)
(In collaboration with IATA) Addresses the latest
Addresses global & Arab developments in flight
regulatory affairs operations, MRO,

Aviation Fuel Forum safety, and security

Covers all fuel
related issues
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