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Qantas transformation program: Qantas transformation program
the driving force behind the turnaround e

The Qantas Group’s FY15 results marked the strongest profit since before the
Global Financial Crisis and one of the most significant turnarounds in Australian
corporate history. All segments of the Group produced returns above their cost
of capital.

While supported by the favourable operating environment of lower fuel prices and
the repeal of the carbon tax, the Group’s turnaround was driven by the Qantas

transformation program. This unique transformation strategy of synchronised @ Revenue 576
innovation, right-sizing and growth delivered a total of $894 million of benefits for @ Fuel efficiency
this year.
_ _ Non-fuel
When the program was announced in December 2013, the Group committed expenditure
to drive a permanent shift in cost base targeting $2 billion of gross benefits by reduction

the end of FY17, including an ex-fuel expenditure reduction of 10 per cent and a
Qantas Domestic unit cost gap to competitor at under 5 per cent. More than 18
months into the program, the Group achieved over $1.1 billion of cost and revenue
benefits, with ex-fuel expenditure reduced by 6 per cent and the cost gap to The breakdown
domestic competitor minimised to 11 per cent.

> Qantas Domestic reported an

While heavily focusing on eliminating cost, the Group committed to disciplined underlying profit of $480 million —
investment and growth in markets of strategic importance. The Qantas Group an improvement of $450 million for
has launched and announced many new the year — and realised $302 million
international destinations including of transformation benefits.
Vancouver, San Francisco, Wuhan, Tokyo > Qantas International’s underlying
(Haneda), four destinations in regional profit of $267 million included
New Zealand and the Cook Islands. New $408 million of cost and revenue
codeshare agreements have enabled benefits from transformation.
Qantas passengers to code on flights to > Qantas Freight reported a record
Brazil, Peru, the Solomon Islands and profit of $114 million, with
Myanmar. The expansion of key partnerships with American Airlines and China $38 million of transformation
Eastern will allow for stronger presence in these key markets, whilst offering benefits.
these partner airlines the ability to access the Group’s unrivalled domestic > Qantas Loyalty underlying profit
network. of $315 million was a consecutive
The decision to acquire eight B787 Dreamliners for Qantas International is record.
representative of the turnaround and of the intention to continue modernising, > Jetstar Group reported an
with the Group announcing its expectation to realise a further $450 million of underlying profit of $230 million,
benefitsin FY16. up from a loss of $116 million
in FY14.

The success of Qantas’ transformation program was recently acknowledged by
CAPA Centre for Aviation. Qantas was named the Turnaround Airline of the Year,
and CEO Alan Joyce was named Airline CEO of the Year
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“[Jetstar’s Gold Coast to Wuhan flights]
will drive tourism into the regions and
help local tourism and hospitality
operators take full advantage of the
influx of tourists” — Senator the Hon
Richard Colbeck, Minister for Tourism and
International Education

“Our deepened relationship with China
Eastern supports our successful strategy
to work with key partners around the
world to offer the most comprehensive
network and world class travel
experiences for our customers”

— Alan Joyce, CEO Qantas Airways

Chinese tourism in Australia

9501000

Visitor arrivals FY14-15 (T2 per cent)

Up tol$1BB

Potential to be worth by 2020

$5|'7B

Total spend FY14-15 (19 per cent)

Qantas Carbon emissions
reduction”

-5%

Million

1"

FY12 FY15

10
* From aviation fuel. Emissions figures

calculated using approved Australian
Government methodology.
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Qantas and China:
expanding ties

In August, Qantas and China Eastern
welcomed the Australian Competition
and Consumer Commission’s (ACCC)
authorisation of their joint business for a
period of five years.

With the rapid growth of China’s middle
class and opportunities afforded in the
China—Australia Free Trade Agreement,
the partnership will provide more convenient travel options for the many
customers travelling between Australia and China. The partnership will build a
sustainable platform for future growth in this important market.

Chairman of China Eastern Liu Shaoyong and
Qantas CEO Alan Joyce.

The Qantas and China Eastern partnership will deliver Qantas customers
significantly reduced connection times in Shanghai and a codeshare offering of
8 new intra-china markets and several international destinations.

The partnership received significant stakeholder endorsement, including key
government and tourism bodies, which supported the highly competitive landscape
and the wider economic benefits which would flow from the partnership, including
stimulating inbound tourism and increased trade and investment.

The relationship between the Qantas Group and the Chinese market was further
enhanced in September, with the arrival of the first Jetstar flight from Gold Coast
to Wuhan. This non-stop, twice-weekly service from China’s seventh largest city
into Queensland will support economic growth and development and will improve
connectivity for people and freight between the two regions.

The China—Australia Free Trade Agreement will allow greater opportunities for
investment for Australian and Chinese businesses, and enable the Qantas Group
to build upon its partnership with China Eastern. Visa reform will be an important
part of this, with recent UK changes a leading example.

Qantas also has a joint application with American Airlines before the ACCC for
authorisation of an expanded partnership.

World to converge on Paris
for climate talks

In December this year, parties to the United Nations Framework Convention

on Climate Change (UNFCCC) will meet in Paris with the aim of agreeing on an
outcome that will stabilise greenhouse gas concentrations post 2020 at a level
that will prevent dangerous climate change. An outcome in Paris will be a positive
first step in the International Civil Aviation Organization’s (ICAQ) aviation related
discussions at the 39th ICAO Assembly to be held in September 2016.

The Qantas Group has a strong commitment to environmental sustainability and
will continue to set high environmental standards into the future. The Qantas
Group will work collaboratively with the Federal Government, including Minister
for the Environment the Hon Greg Hunt MP and Minister for Foreign Affairs the
Hon Julie Bishop MP, to secure the best outcome for Australian airlines and a
sustainable global aviation industry.
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Government travel — a genuinely
competitive and viable arrangement?

The Australian Government is currently assessing proposals for the future of air
travel services, seeking to establish a new panel of airlines to provide domestic

and international travel for Government from May 2016. The RFT should provide
an equitable opportunity for all participants (domestic and foreign) to compete

on a level playing field for business.

How does an airline ticket contribute to the Australian economy?

While party to trade and procurement regulations, we encourage the Government
to consider the wider economic contribution of Australia’s airlines in conjunction
with value for money in its procurement of air travel. A forthcoming report by
Deloitte Access Economics shows that Qantas is a key facilitator of economic
activity in Australia with a total contribution of over $11 billion in FY15 — just
under 1 per cent of Australia’s entire economy. Over 90 per cent of Qantas’ 28,000
employees reside and work in Australia, whereas foreign carriers typically have
limited employment presence in Australia. A separate piece of analysis of the
economic benefit that flows from aviation found that the Australian economy
retains 48 cents in every dollar spent with an Australian based carrier, whereas
the retention for foreign carriers is only 17 cents in every dollar. Australian
carriers provide a significant opportunity for the Australian economy of up to 31
centsinevery dollar spent, plus economic multipliers that flow from both up and

downstream investment, further domestic consumption and associated taxation.

Levelling the playing field

The current Best Fare of the Day regime allows non-panel carriers to provide
travel services for the Government without any requirement to comply with the
mandated conditions, offering opportunistic and irrational pricing to undercut
panel airlines who, bound by the conditions of the tender, have no flexibility to
respond. Most countries have policies which preference or mandate exclusive
use of their national and local carriers as suppliers of services for government
travel. Notably, in the United States (US), the Fly America Act requires all federal
travellers to use US airlines for all travel services funded by the US Government.

Getting the balance right

As the single largest procurer of travel services, the Australian Government
isin a unique position to extract economies of scale in their purchasing and
simultaneously support a viable aviation industry which employs 55,000
Australians. Qantas believes that panel participants must not be constrained in
their ability to compete for domestic and international Government business.

Retention in the Australian
economy

$1

75c¢

50c

25c¢

17¢

Aus airline Foreign airline

difference in
retention between
Australian airlines
and foreign airlines

31 CENTS
)

PER
DOLLAR

$11 BIIl_LION*

Economic Contribution of the
Qantas Group (direct and indirect)

58,000|+ FTES®

Total Employment
(direct and indirect)

“Source: Deloitte Access Economics 2015 report.

Operational costs for flag carriers by country relative to AUS*

AUS MYS UAE SIN HKG
Airport charges Low Low Low Low
Fees Air traffic control charges Low Low Low Low
Aviation security charges Low Low Low Low
Taxes Low None Low Low
Labour protections Yes No No No No
Labour market o
Minimum wage Yes No No No No

“Source: Qantas internal analysis.
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Long-term investment in Queensland and \Western Australia

QantasLink has announced its rebranding of Network
Aviation’s F100 aircraft, while Jetstar has announced
the rebranding of Bombardier Q300s, both of which
will support communities and investment in regional
Queensland and Western Australia.

This decision will generate jobs in the Townsville region,
with F100 and Q300 aircraft being rebranded by Flying
Colours Aviation at Townsville Airport — a locally owned
and operated business.

This move strengthens Qantas’ presence in Northern
Australia and emphasises its commitment to these
communities.

Rebranding Network Aviation’s F100s is part of Qantas’
long-term investment in regional Western Australia. As the
Western Australian market changes, Qantas is adapting to
areduction in FIFO flights and a shift of capacity to regular
public transport (RPT) services. This is an opportunity to
provide a consistent brand across the state.

QantasLink’s operation of Network Aviation’s aircraft will
enable greater utilisation of the fleet and simultaneously
continue the frequency of services to the regional
communities of Western Australia — part of the Group’s
sustainable and measured investment in the state.

Flying Colours in Townsville will also be painting a B737

in retro livery as part of celebrations marking the national
carrier’s 95th birthday. It will join the first Retro Roo
painted in iconic 1970s livery that was introduced last
November.

0 A N TA S Employees (August 2015)
G R 0 U P Fleet

Fleet age
FACTS International destinations

Domestic destinations

28,600 Codeshare partners 26

299 Passengers carried in FY15 49.2m
7.2 years Total spend on goods and services in FY15  $14.6b
28 Suppliers 13,877
65 Qantas Frequent Flyer members 1m

Qantas Group expansion in Tasmania

From March 2016, QantasLink will operate 46
return services per week from Hobart to Sydney
and Melbourne (up from 35 services currently).

The additional 11 return services per week add
an extra 2,420 seats to and from Hobart on the
two-class B717.

Qantas’ investment in Tasmania has also
recently grown with the addition of 10 pilot
and 15 cabin crew positions to the Hobart
base, almost doubling the current Tasmanian
workforce.

This will offer more choice, better connectivity,
reliable and regular access to and from Tasmania

for leisure and business travellers alike. Premier of Tasmania, the Hon Will Hodgman with Qantas Group Executive Associated
Airlines and Services John Gissing and QantasLink Cabin Crew.
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