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PP P MESSAGE FROM THE
ADMINISTRATOR

Aviation is the safest it's ever been. It’s also an industry that has challenges
headed its way.

As the market stands now, trends suggest an industry continuing to change over the next several years
with international markets growing twice as fast as domestic markets. In addition, we expect the num-

bers of larger regional jets flying to increase while many smaller regional jets are retired. There will be

increases in corporate jet flights, fractional ownership, and very light jets. Finally, airline operations are
expected to return to traditional levels at most "hub-and-spoke" airports.

In 2008, we expect minimal gains in domestic capacity, with larger gains coming in international mar-
kets, especially in the Atlantic, as the US-EU open skies accord is implemented. The size of aircraft in
domestic markets will fall slightly as airlines continue to adjust their operations to better match demand.

The business climate in which aviation finds itself in could not have been anticipated a decade ago.
Record oil prices, congestion and the environment are changing and challenging the entire industry.
Commercial aviation demand at FAA facilities is growing as the number of regional jet operations contin-
ues to expand. The demand for general aviation products and services is increasing, and with products
like VLJs, it is expected to continue to increase in the future.

The FAA is constantly at work to make sure the system can keep pace with growth that continues to set
records. We’re taking new approaches to airspace, deploying new and better technology, and using
advanced procedures to keep things moving. In short, we are taking the lessons of the summers of
2000 and 2007 to heart.

This year marks the FAA's 33rd annual Aviation Forecast Conference. Your continued participation will
make it a success. | look forward to hearing from you.

y 24

Bobby Sturgel
Acting Administrator
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P PP FORECAST HIGHLIGHTS
2008-2025

The 2008 forecast for commercial aviation calls for significant continued growth over time. System
capacity in available seat miles (ASMs) — the overall yardstick for how busy aviation is both domestically
and internationally — will increase 2.7 percent this year, following last year’s increase of 2.6 percent.

In domestic markets, capacity increases only 0.6 percent, with mainline carrier capacity up just 0.3 per-
cent as low-cost carrier! growth slows and network carrier2 capacity discipline continues. Regional car-
rier capacity, which depends in large part on feed from the network carriers, is forecast to increase 2.5
percent. Commercial carrier revenue passenger miles (RPMs) and enplanements are forecast to
increase 0.6 and 1.0 percent, respectively.

The average size of domestic aircraft is expected to decline by 0.1 seats in FY 2008 to 120.3 seats.
Mainline carrier average seats per aircraft is projected to fall by 0.7 seats as network carriers continue
to reconfigure their domestic fleets and low-cost carriers with relatively smaller aircraft sizes are reigning
in their growth. While demand for 70-90 seat aircraft continues to increase, we expect the number of 50
seat regional jets in service will fall, increasing the average regional aircraft size in 2008 by 0.9 seats to
50.5 seats per mile. Largely because of the impacts of capacity realignment, passenger trip length in
domestic markets will decrease this year by 3.2 miles.

High fuel prices and concerns about the economy are dampening the near-term prospects for the gen-
eral aviation industry, but the long-term outlook remains favorable. We see a strong growth in business
aviation demand continuing driven by a growing U.S. and world economy, as well as a growing fleet of
very light jets (VLJs). VLJs, with their relatively inexpensive operating costs, may redefine “on-demand”
air taxi service. Next year, we project that 400 units will join the fleet, with that figure growing to 450-
500 a year through 2025. Partly because of the influx of new VLJs, the number of general aviation
hours flown is projected to increase an average of 3.0 percent a year through 2025.

The FAA continues to be optimistic about the future. Since 2000, U.S. airlines have dealt with the
impacts of 9/11, heightened concerns about pandemics, the bankruptcy of four network carriers, and
record high fuel prices. In spite of these challenges, the number of passengers traveling has grown,
demonstrating the value of air transportation to the public. Last year, that number was a record 765 mil-
lion. U.S. commercial aviation is on track to carry one billion passengers by 2016. In addition, interna-
tional traffic is growing at much faster rates than domestic traffic.

For the first time since the 1990’s, the industry enjoyed consecutive years of profitability as rising load
factors coupled with fare increases offset the impact from high fuel prices. In the long run, we see a
healthy, competitive, and profitable industry buoyed by increasing demand for air travel coupled with
inexpensive tickets. The combination of a competitive industry and inexpensive tickets should bode well
for consumers.

1 Allegiant Air, American Trans Air, America West Airlines, AirTran Airways, Frontier Airlines, JetBlue Airways, Skybus Airlines,
Southwest Airlines, Spirit Airlines, USA3000, and Virgin America Airlines.

2 Alaska Airlines, American Airlines, Continental Airlines, Delta Air Lines, Northwest Airlines, United Airlines, and US Airways.
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P P» REVIEW OF 2007

In 20073, passenger demand growth on U.S. airlines rebounded from a weak year in 2006. System rev-
enue passenger miles (RPMs) and enplanements grew 3.9 and 3.3 percent, respectively. Commercial
air carrier domestic enplanements increased 3.1 percent while international enplanements grew 5.1 per-
cent to a record 75.5 million. The system-wide load factor increased to an all-time high of just below 80
percent (79.9 percent) and coupled with a 2.3 percent increase in yield resulted in an industry-wide
operating profit for the second year in a row.

For the first time since 1995, regional carrier domestic market share declined. The market share for
low-cost carriers grew while their network carrier counterparts remained flat. In 2007 the domestic
enplanement market share for the regional and low-cost carriers increased 1.4 points to 49.7 percent,
up from a 30 percent share in 2000. Vigorous competition is spurring carriers to continue to cut costs
and prices in an increasing number of markets. This is good news for the flying public.

Despite continued high fuel prices, the turnaround in airline industry finances continued, with the indus-
try posting a $5.8 billion net profit in 2007, the first since 2000. The performance of the network carriers
was the most visible demonstration of the financial turnaround. Both Delta and Northwest came out
from bankruptcy protection, and after losing $3.2 billion in 2006, network carriers recorded their first
annual net profit since 2000, earning $4.4 billion in 2007. However continued high fuel prices and con-
cerns about the economy are altering the carrier plans, as carriers have deferred deliveries of new air-
craft and trimmed growth plans to sustain profitability. Cargo carriers continued to report strong results
with net profits of $1.4 billion.

The market for general aviation products and services showed mixed results in 2007. Although total
shipments and billings were up 4.2 and 15.2 percent respectively compared to 2006, piston aircraft ship-
ments by U.S. manufacturers were down 4.9 percent. The increase in shipments and billings seen in
the jet fleet was stimulated by growth in the U.S. and world economy. Despite the higher shipments and
billings, general aviation activity rose a scant 0.1 percent in 2007.

Total aviation activity remained flat as increases in air carrier operations were offset by declines in com-
muter/air taxi and military operations. Total operations at FAA and contract towers were unchanged
from FY 2006 and remained at their lowest levels in 20 years. Although the number of flights remained
steady, FAA’s workload didn’t. As the fleet mix changes with more regional and business jets in the
nation’s skies and carriers consolidate their operations in their large hubs, the complexity of the airspace
continues to grow, increasing our workload.

3 All stated years and quarters for U.S. economic and U.S. air carrier traffic and financial data and forecasts are on a fiscal year (FY)
basis (October 1 through September 30). All stated years and quarters for international economic and world traffic and financial data
are on a calendar year (CY) basis, unless otherwise stated.
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U.S. Economic ACTIVITY

After a solid performance in fiscal years 2005 and 2006, growth in U.S. Gross Domestic Product (GDP)
slowed in fiscal year 2007, up just 2.2 percent. In FY 2007, seasonally adjusted quarterly growth fluctu-
ated between 0.6 percent (2Q) to 4.8 percent (4Q).

U.S. GROSS DOMESTIC PRODUCT
SEASONALLY ADJUSTED ANNUAL GROWTH
FY 2006 AND 2007 BY QUARTER
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According to the consumer price index (CPl), prices rose 2.3 percent in FY 2007, 1.4 percentage points
lower than in FY 2006, despite record high gasoline and oil prices.

Oil prices, as measured by the U.S. Refiners’ Acquisition Cost, rose just 1.4 percent in FY 2007, follow-
ing increases of 40.5 and 26.8 percent, respectively, in FY 2005 and 2006. Higher prices were spurred
by strong global demand for oil and concerns about potential supply disruptions.
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WoRLD EconoMIC ACTIVITY

As the world’s largest economy, the U.S continues to have a prominent role in world economic growth.
In calendar year 2007, as has been the case since 2000, U.S. GDP growth lagged that of the rest of the
world with U.S. and world economic growth reaching 2.2 and 3.6 percent, respectively. GDP growth in
the rest of the world outside the U.S. was driven by the growth in Asian and Latin American markets.

U.S. AND WORLD GDP
CALENDAR YEARS 2000 - 2007
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On a calendar year basis, Canadian GDP growth surpassed the U.S. in 2007 after lagging in 2005 and
2006, with growth of 2.6 percent. The combined economies of the Asian and Far East nations grew by
5.1 percent in 2007, up from 5.0 percent a year earlier. This region includes the world’s second largest
economy, Japan (up 1.9 percent), and the world’s most vibrant economy, China (up 11.5 percent). The
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combined economies of the Europe/Middle East/Africa nations rose by 3.3 percent in 2007, as rapid
growth in Eastern Europe (up 6.8 percent) offset the slower growth in Eurozone# countries (up 2.7 per-
cent). GDP in Latin America and Mexico grew by 5.2 percent, down slightly from 5.5 percent in 2006.

COMMERCIAL AVIATION

Commercial aviation was a study in contrasts in 2007. High jet fuel prices continued to plague carriers
throughout the world but demand remained robust. The global industry, including the U.S., was able to
record its first net profit since 2000. Airlines in the U.S. maintained capacity discipline in domestic mar-
kets, increased their international flying, and raised fares modestly. World airlines were not as affected
by the high fuel prices because a relatively strong world economy and a weakening dollar allowed inter-
national carriers to pass on increased fuel costs to the traveling public through higher fares without
dampening demand. In the U.S., higher load factors and modestly higher fares resulted in the first profit
for the industry since 2000. Outside the U.S., the story was even better as world airlines made an esti-
mated $2.9 billion buoyed by strong demand.5

World Travel Demand

Based on data compiled by the International Civil Aviation Organization (ICAQO), world air carriers trans-
ported 2.1 billion passengers (up 5.3 percent) a total of 3.9 trillion revenue passenger kilometers (RPKs)
(up 5.9 percent) in CY 2006. Although worldwide traffic results are not available for full year 2007, signs
are the demand for world aviation services continued to grow in 2007. In December 2007, ICAO esti-
mated that worldwide RPKs increased 6.6 percent and passengers increased about 6.0 percent in
2007.6

WORLD PASSENGER DEMAND
CALENDAR YEARS 2000 - 2007
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4 Austria, Belgium, Finland, France, Germany, Greece, Ireland, ltaly, Luxembourg, Netherlands, Portugal, and Spain.
5 |ATA Financial Forecast, December 2007.
6 ICAO News Release, December 21, 2007.
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Statistics from the Association of European Airlines (AEA) show that passengers and RPKs increased
4.3 percent and 5.1 percent, respectively, during the first 11 months of 2007. Capacity, as measured by
available seat kilometers (ASKs), was up 4.1 percent. With double-digit growth, AEA carrier traffic was
strongest in the South Atlantic (12.0 percent) and Middle East regions (9.9 percent). The North Atlantic
region posted modest results with a 4.3 percent increase in traffic.

EUROPEAN CARRIERS
CAPACITY AND TRAFFIC
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The Association of Asia Pacific Airlines (AAPA) reported increases of 4.8 percent in RPKs and 2.3 per-
cent in ASKs for the first 11 months of 2007. Passengers increased 4.6 percent during the same period.

ASIA PACIFIC CARRIERS
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In CY 2007, U.S. and foreign flag carriers will transport an estimated 147.1 million passengers between
the United States and the rest of the world, a 2.9 percent increase over 2006. The strongest growth
occurred in the Atlantic market (up 5.1 percent) while growth in the Asia/Pacific markets (up 3.3 percent)
and Canadian transborder market (up 2.2 percent) was more modest. Latin America markets had mini-
mal growth (up 0.8 percent) following four years of strong growth. In 2007 passenger levels in the
Asia/Pacific and Canadian transborder regions returned to pre-9/11 levels, leaving the Atlantic region as
the only region that has yet to have passenger levels return to pre-9/11 levels.

TOTAL PASSENGERS TO/FROM THE UNITED STATES
U.S. AND FOREIGN FLAG CARRIERS
CALENDAR YEARS 2000 - 2007
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Worldwide air cargo demand rebounded in 2006 following slow growth in 2005. According to ICAO sta-
tistics, worldwide freight tonnes and freight ton kilometers (FTKs) were up 5.1 and 5.5 percent, respec-
tively. Indications are that cargo demand growth in 2007 was slower than in 2006. AEA and AAPA sta-
tistics show that their member carriers’ FTKs were up 2.7 and 3.1 percent, respectively, during the
January to November 2007 time period. ICAO estimated that member cargo carrier traffic increased
about 3.5 percent in 2007.7

WORLD AIR CARGO DEMAND
CALENDAR YEARS 2000 - 2007
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Based on financial data compiled by ICAO, world air carriers (including U.S. airlines) reported an oper-
ating profit of $12.9 billion but a net loss of $0.5 billion in 2006. Between 2000 and 2006, world airlines
produced cumulative operating profits of $13 billion but net losses of $37.5 billion. Continued demand
growth, restrained capacity growth and modestly higher fares led to improved financial results in 2007
despite higher fuel prices. In December, the International Air Transport Association (IATA) estimated
that global airline industry profits would be $5.6 billion in 2007.8

WORLD AIR CARRIER PROFIT/LOSS
CALENDAR YEARS 2000 - 2007
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U.S. Travel Demand

The U.S. commercial aviation industry consists of 36 mainline air carriers that use large passenger jets
(over 90 seats) and 84 regional carriers that use smaller piston, turboprop, and regional jet aircraft (up
to 90 seats) to provide connecting passengers to the larger carriers. Mainline and regional carriers pro-
vide both domestic and international passenger service between the U.S. and foreign destinations,
although regional carrier international service is confined to border markets in Canada, Mexico, and the
Caribbean. An additional 27 all-cargo carriers provide domestic and/or international air cargo service.

Three distinct trends have occurred over the past several years that have helped shape today’s U.S.
commercial air carrier industry: (1) major restructuring and shrinking by the mainline network carriers;
(2) rapid growth by low-cost carriers, particularly in nontraditional long-distance transcontinental mar-
kets; and (3) exceptional growth among regional carriers.

Commercial Air Carriers—Passengers

After a pause in growth in 2006, U.S. commercial air carriers in 2007 posted modest gains in capacity
and traffic. In 2007, system (the sum of domestic plus international) capacity rose by 2.6 percent to
1.03 trillion ASMs. Passenger demand, despite higher fares and growing concerns about the economy,
grew modestly with enplanements up 3.3 percent to 764.7 million while RPMs increased 3.9 percent to

8 IATA Financial Forecast, December 2007.
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821.4 billion. Mainline carrier demand rebounded from the slowdown in 2006 but regional carrier
demand growth slowed. Domestic demand grew in line with U.S. economic growth, while demand
growth in international markets exceeded 5 percent for the fourth consecutive year.

System load factor and trip length climbed in 2007, while seats per aircraft mile increased for the sec-
ond consecutive year. Load factor increased 0.9 points to 79.9 percent, an all-time high, and trip length
grew 5.3 miles to 1,074.1 miles. For the second year in a row, seats per aircraft mile increased (0.8
seats) to 136.6 seats per aircraft mile. Legacy carriers continued to shift wide-body flying from domestic
to international markets and regional carriers began to phase out some smaller regional jet (50 seats
and below) operations.

U.S. COMMERCIAL AIR CARRIERS
SYSTEM ASMS & AIRCRAFT OPERATIONS
FISCAL YEARS 2000 - 2007
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U.S. COMMERCIAL AIR CARRIERS
SYSTEM RPMS AND ENPLANEMENTS
FISCAL YEARS 2000 - 2007
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Domestic Passenger Markets

Domestic capacity (50 states, Puerto Rico, and the U.S. Virgin Islands) was up 1.6 percent in 2007 fol-
lowing a 2.0 percent decline in 2006, and departures increased by 0.6 percent. ASM growth was higher
in the second half of the year (up 1.9 percent) compared with the first half of the year (up 1.2 percent).
Mainline carrier capacity grew 1.8 percent while regional carrier capacity was up just 0.5 percent. At the
end of 2007, domestic ASMs were 3.5 percent above pre-9/11 levels while departures remained 5 per-
cent below.

U.S. COMMERCIAL CARRIERS
DOMESTIC CAPACITY
FISCAL YEAR 2007
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Domestic passenger enplanements and RPMs grew at a faster rate than ASMs in 2007. Mainline carri-
er enplanements were up 3.4 percent while regional carrier enplanements were up 2.3 percent, the first
time in twelve years that mainline enplanement growth exceeded that of the regional carriers.
Enplanement growth was sharply higher in the second half of the year, up 4.3 percent, more than dou-
ble the 1.9 percent rate recorded during the first half of the year.

U.S. COMMERCIAL CARRIERS
DOMESTIC TRAFFIC
FISCAL YEAR 2007
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Similar to passengers, domestic RPMs grew faster than ASMs with domestic RPMs up 3.0 percent.
After growing at a 2 percent rate during the first half of the year, traffic growth speeded up to 3 percent
and 5 percent, respectively, during the 3rd and 4th quarters. Mainline carrier RPM growth (up 3.1 per-
cent) outpaced regional carrier growth (up 2.4 percent) for the first time since 1995.

13
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Domestic carrier load factor increased for the sixth consecutive year to reach an all-time high of 79.8
percent in 2007, 1.1 points above 2006. Mainline carrier load factor exceeded 80 percent for the first
time and regional carrier load factor increased 1.5 points to 75.6 percent, an all-time high.

Since 2000, total domestic capacity has increased by only 3.5 percent. Mainline carriers have shrunk
their domestic capacity by 4.2 percent with cutbacks by network carriers more than offseting the growth
of low-cost carriers. Making up the shortfall from cuts in network carrier capacity, regional carriers dur-
ing this time have massively increased capacity (up 142.4 percent). Mainline carrier RPMs have
increased by 8.2 percent despite cutting capacity although enplanements have declined by 4.9 percent

During this same time period, regional carrier RPMs and enplanements have increased 207.6 and 95.4
percent, respectively. As a result, mainline carriers’ share of domestic capacity has fallen from 94.7 per-
cent in 2000 to 87.6 percent in 2007 while their share of RPMs has dropped from 95.5 to 88.3 percent.
In 2007, regional carriers accounted for 22.6 percent of domestic commercial enplanements, up from
12.4 percent in 2000.

U.S. COMMERCIAL AIR CARRIERS
DOMESTIC ENPLANEMENTS BY CARRIER GROUP
FISCAL YEARS 2000 —2007
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International Passenger Markets

U.S. carriers posted a fourth consecutive year of strong gains in international capacity and traffic in
2007. U.S. carrier ASMs and departures were up 5.6 and 0.7 percent, respectively, in 2007. ASM
growth was higher in the first half of the year (up 6.1 percent) and then moderated a bit during the sec-
ond half of the year (up 5.2 percent). ASMs increased in all world travel regions—up 9.4, 4.9, and 0.5
percent, respectively, in Atlantic, Latin American, and Asia/Pacific markets.

14
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U.S. COMMERCIAL CARRIERS
INTERNATIONAL CAPACITY
FISCAL YEAR 2007
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International RPMs and passenger enplanements were up 6.1 and 5.1 percent, respectively, in 2007
with faster growth recorded in the first half of the year. Atlantic markets posted the strongest gains, with
RPMs up 8.8 percent and enplanements up 7 percent, respectively. RPMs and enplanements grew 7.7
and 6.8 percent, respectively, in Latin American markets while RPMs were up 0.6 percent as enplane-
ments fell by 2.2 percent in Pacific markets.

U.S. COMMERCIAL CARRIERS
INTERNATIONAL TRAFFIC
FISCAL YEAR 2007
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The international load factor climbed 0.4 percentage points over 2006 levels to an all-time high of 80.2
percent in 2007. Load factor increased in Latin American markets (up 1.9 points to 76.7 percent) and
Pacific markets (up 0.1 points to 82.9 percent) but fell slightly in North Atlantic markets (down 0.4 points
to 80.7 percent).
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In 2007, 50 percent of the passengers flying abroad on U.S. flag carriers traveled to the Latin American
markets. The remaining 50 percent of international passengers was split between the Atlantic markets
(32 percent) and the Pacific markets (18 percent).

Commercial Air Carriers—Cargo

Air cargo traffic contains both domestic and international revenue freight/express and mail. The demand
for air cargo is a derived demand resulting from economic activity. Cargo moves in the bellies of passen-
ger aircraft and in dedicated all-cargo aircraft, on both scheduled and nonscheduled service.

U.S. air carriers flew 40.1 billion revenue ton miles (RTMs) in 2007, up 1.0 percent from 2006, with
domestic cargo RTMs (15.8 billion) increasing by 0.7 percent while international RTMs (24.3 billion)
increased by 1.2 percent. The slow growth in both domestic RTMs and international RTMs reflects many
factors including a sluggish U.S. economy, strong price competition from alternative shipping modes, and
record high oil prices.

U.S. COMMERCIAL AIR CARRIERS
CARGO REVENUE TON MILES
FISCAL YEARS 2000 - 2007 *
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Air cargo RTMs flown by all-cargo carriers were 72.3 percent of total RTMs in 2007, with passenger car-
riers flying the rest, or 27.7 percent of the total. Total RTMs flown by all-cargo carriers increased 3.6
percent in 2007, from 28.0 billion to 29.0 billion. Total RTMs flown by passenger carriers were 11.1 bil-
lion in 2007 (down 5.1 percent).

On August 3, 2007, “Recommendations of the 9/11 Commission Act of 2007” was signed into law.
Section 1602 of this Act states that air cargo placed on passenger aircraft will receive the same level of
screening as passenger-checked baggage. To this end, the legislation calls for establishing a system
within three years which requires 100 percent inspection of cargo transported on passenger aircraft. It
is anticipated the law will lead to increased cost and time requirements for shipment of cargo on pas-
senger air carriers.
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U.S. Commercial Air Carriers 2007 Financial Results

Financial results for the U.S. commercial airline industry (including regional carriers) continued to
improve in 2007, despite record high oil prices. In FY 2007, U.S. commercial airlines reported an oper-
ating profit of $9.7 billion and a net profit of $5.8 billion, the first since 2000. Between 2001 and 2006,
the industry posted cumulative operating and net losses of $15.7 and $37.7 billion, respectively.

U.S. COMMERCIAL AIR CARRIERS
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Operating revenues (passenger and cargo) were up 3.6 percent in 2007, reflecting higher fares and
increased cargo demand. Operating expenses were up only 1.0 percent in 2007, as jet fuel prices fell
0.5 percent from $1.98 to $1.97 per gallon.

In 2007, passenger carriers reported operating profits of $7.1 billion and net profits of $4.3 billion,
respectively, while air cargo carriers, reported operating and net profits of $2.7 billion and $1.4 billion,
respectively. Passenger carriers generated an operating profit ($3.6 billion) in domestic markets for the
second consecutive year as international operations remained profitable ($3.5 billion). For the first time
since 2000, passenger carriers reported a net profit ($990 million) in domestic markets, while posting a
$3.3 billion net profit in international markets. In international markets, air cargo carriers reported oper-
ating and net profits of $1.5 billion and $840.6 million. Domestic markets were profitable for cargo carri-
ers who posted operating and net profits of $1.2 billion and $584.0 million, respectively.

The industry’s financial improvement is largely because of the dramatic swing in network carrier finan-
cial performance. After losing $3.2 billion in FY 2006, the seven network carriers reported a $4.4 billion
net profit in FY 2007, a swing of $7.6 billion. Most of the improvement occurred in domestic markets.
These seven carriers accounted for 57.5 percent of domestic capacity and transported 48.2 percent of
all domestic passengers in 2007. Between 2000 and 2006, the domestic operations of the network car-
riers reported combined operating and net losses of $27.9 and $36.2 billion, respectively. In 2007,
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buoyed by record load factors and falling expenses, the network carriers’ domestic operations reported
operating and net profits of $2.4 billion and $1.1 billion, respectively. The eleven low-cost carriers
reported combined operating and net profits of $1.0 billion and $510.8 million, respectively, in 2007.
Strong competition from the network carriers and high fuel prices hurt many low-cost carriers’ profits.
Despite a drop in capacity by the network carriers, increases in mainline carrier passenger yield were
modest. After increasing by 8.5 percent in 2006, mainline carrier passenger yield rose just 1.0 percent
in 2007, reflecting fierce competition between network and low-cost carriers but also among the low-cost
carriers themselves.

U.S. COMMERCIAL AIR CARRIERS
DOMESTIC PASSENGER YIELDS
FISCAL YEARS 2000 —2007
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In 2007, regional carriers reported operating profits of $326.9 million, but a net loss of $517.6 million,
largely because of losses at Comair and Atlantic Southeast Airlines. The future of regional carriers is
closely tied to the fortunes of the larger network carriers for whom they provide feed at major air carrier
airports. Similar to the mainline carrier yield, regional carrier domestic passenger yield increased a mod-
est 0.5 percent in 2007, but reflecting the changing nature of the industry, is down 34.9 percent since
2000.
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U.S. Commercial Air Carriers 2007 Aircraft Fleets

The total number of aircraft in the U.S. commercial fleet (including regional carriers) is estimated at
7,816 for 2007, an increase of 113 aircraft from 2006. This includes 3,972 mainline air carrier passen-
ger aircraft (over 90 seats), 1,008 mainline air carrier cargo aircraft, and 2,836 regional carrier aircraft
(jets, turboprops, and pistons).

U.S. COMMERCIAL AIR CARRIERS
AIRCRAFT FLEETS
CALENDAR YEARS 2000 - 2007
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The mainline carriers’ passenger jet fleet increased by 63 aircraft in 2007 as increases in low-cost carri-
ers offset cuts in the network carrier fleet. Even with the increase in the fleet in 2007, the mainline carri-
er fleet remains 11.5 percent below (516 aircraft) the level it was in 2000.

The mainline carrier cargo fleet remained essentially flat in 2007, falling by just 2 aircraft to 1,008. After
falling in 2006 the regional carrier fleet grew by 52 aircraft in 2007 as declines in turboprop and piston
aircraft were offset by an increase in regional jets. Since 2000, a total of 1,233 regional jets have come
into the regional carriers’ fleet while the number of turboprops and pistons has declined by 671 aircraft.

GENERAL AVIATION

According to numbers released by the General Aviation Manufacturers Association (GAMA), U.S. manu-
facturers of general aviation aircraft delivered 3,279 aircraft in CY 2007, 4.2 percent higher than in CY
2006. The 4.2 percent increase in shipments was the smallest increase in four years. The turbine cate-
gories, turbojets and turboprops, were up 34.9 and 13.3 percent, respectively. Both piston categories,
single-engine and multi-engine, were down with single-engine down 5.0 percent and multi-engine down
2.5 percent. Billings in CY 2007 totaled $11.9 billion, up 15.2 percent compared with 2006.
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GENERAL AVIATION
U.S. MANUFACTURERS
SHIPMENTS AND BILLINGS
CALENDAR YEARS 1997 - 2007
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General aviation activity at FAA air traffic facilities was essentially unchanged in 2007. Operations at
combined FAA and contract towers rose just 0.1 percent in 2007, the first increase since 1999, as
increases in contract tower activity offset a decline in FAA tower activity. General aviation instrument
activity (IFR) at combined FAA towers fell in 2007, down 1.5 percent, but the number of general aviation
aircraft handled at FAA en route centers increased by 1.2 percent.

The FAA uses estimates of fleet size, hours flown and utilization from the General Aviation and Air Taxi
Activity and Avionics Survey (GA Survey) as baseline figures upon which assumed growth rates can be
applied. This survey has been conducted annually since 1977. Beginning with the CY 2004 Survey
there were significant improvements to the survey methodology. These improvements included con-
ducting 100 percent samples for turboprops and turbojets, all rotorcraft, all aircraft in Alaska and all air-
craft operating on-demand under Part 135. In addition, the sample design was revised to stratify by air-
craft type (19 categories), FAA region (9 categories), and whether the aircraft was owned by an entity
certified to fly Part 135 operations (2 categories). Furthermore, a large fleet reporting form was incorpo-
rated to allow owners/operators of multiple aircraft to report aggregate data for their entire fleet on a sin-
gle form. In 2005 an additional aircraft category (Light Sport Aircraft) was added. The result of these
changes was the sample size nearly doubled. Between 2003 and 2005 large changes in both the num-
ber of aircraft (turbojets up by 22.8 percent, total rotorcraft up by 33.7 percent) and hours (single-engine
piston down by 17.6 percent) in many categories occurred. The results of the 2006 Survey are consis-
tent with the results of the 2004 and 2005 Surveys. This reinforces our belief the methodological
improvements have resulted in superior estimates relative to those in the past and they are used as the
basis for our forecast.

Based on the latest FAA assumptions about fleet attrition and aircraft utilization and GAMA aircraft ship-
ment statistics, the active general aviation fleet is estimated to have increased 1.4 percent in 2007, to
225,007. General aviation flight hours are estimated to have increased 0.6 percent in 2007 to 27.7 mil-
lion.
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Student pilots are important to general aviation and the aviation industry as a whole. In 2007, according
to statistics compiled by the FAA’s Mike Monroney Aeronautical Center, the number of student pilots
decreased by 0.6 percent. This is the third consecutive year of decline in this important pilot category.
The industry has, over the past several years, maintained several industry-wide programs designed to
attract new pilots to general aviation. The industry is trying to stimulate interest in flying, but the data
suggest that more may need to be done.

FAA WORKLOAD

During the late 1990’s, the demand for both commercial and general aviation expanded significantly
resulting in the delays that plagued many U.S. commercial airports in 2000 and 2001. Passenger
demand and activity at FAA air traffic facilities declined significantly following the events of 9/11.
However, passenger levels have recovered and the combination of the recovery in passenger demand
plus the shift in activity from larger aircraft to smaller regional jets has resulted in increased activity and
delays at some U.S. airports during 2007.

Total activity at combined FAA and contract tower airports totaled 61.1 million operations in 2007,
unchanged from 2006 but 11.0 percent below the peak activity level recorded in 2000. Commercial
activity (the sum of air carrier and commuter/air taxi) increased by just 0.2 percent in 2007. Air carrier
operations increased by 2.7 percent, offsetting a decline in commuter/air taxi operations (down 2.5 per-
cent). Commercial operations as a whole are lower than their peak in 2005.

Non-commercial activity (the sum of general aviation and military) at combined FAA and contract towers
fell by 0.1 percent in 2007, with general aviation activity (33.1 million) up 0.1 percent while military activ-
ity (2.7 million) fell 2.0 percent. The 0.1 percent increase in general aviation activity was the first
increase since 1999. At the end of 2007, non-commercial aircraft activity was 16.1 percent below the
activity in 2000, having declined each year since 2002.

AIRCRAFT ACTIVITY AT
COMBINED FAA AND CONTRACT TOWERS
FISCAL YEARS 2000 - 2007
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The FAA pays close attention to the trends occurring at the 35 Operational Evolution Partnership (OEP)
airports. These airports are the top 35 airports in the country in terms of passenger activity and account
for about 75 percent of commercial passengers. Although commercial activity at the OEP airports
exceeded pre-9/11 peak activity levels in 2005, subsequent industry restructuring has resulted in a drop
in combined commercial activity at these airports since. In 2007, commercial activity at the OEP air-
ports rose by 0.3 percent but remains 2.2 percent below pre-9/11 activity levels. Increases were record-
ed at 20 of the 35 airports with the highest rates of growth at New York Kennedy (up 21.2 percent) and
Chicago Midway (up 4.4 percent). The largest declines occurred at St. Louis (down 10.7 percent) and
Cincinnati (down 9.8 percent). As a result, only eighteen airports exceeded 2000 peak activity levels
during fiscal year 2007, unchanged from the previous year.

18 OEP AIRPORTS EXCEEDED
PRE-SEPTEMBER 11 ™ LEVELS DURING FY 2007
FY 2007 VS. FY 2000 COMMERCIAL ACTIVITY

150

PERCENT OF FY 2000 OPS

Reflecting the continuing shift in demand to low-cost and regional carriers, commercial operations at Las
Vegas (up 41.3 percent), Houston (up 29.1 percent), and New York Kennedy (up 28.1 percent), are up
the greatest relative to their pre-September 11th activity levels. Commercial operations at Pittsburgh
(down 52.4 percent) and St. Louis (down 50.3 percent) show the largest declines from pre-9/11 levels.
These activity level shifts reflect the impact of the restructuring of the airline industry. American’s acqui-
sition of TWA resulted in a consolidation of operations away from TWA’s St. Louis hub, while the merger
of US Airways and America West has led to a dramatic shrinking of US Airways’ operations in
Pittsburgh.
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17 OEP AIRPORTS
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During 2007, total activity at FAA en route centers (46.8 million) rose 1.2 percent from the previous year.
Commercial activity was up 2.4 percent, with air carrier and commuter/air taxi aircraft handled up 2.5
and 2.3 percent, respectively. Non-commercial activity was down 2.0 percent in 2007 as an 8.3 percent
fall in military activity more than offset a 1.2 percent increase in general aviation activity. In 2007, air
carrier aircraft handled surpassed their 2000 activity levels while aircraft handled for the general aviation
and military user groups were 5.1 and 9.3 percent below their 2000 activity levels, respectively.
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PP P FAA AEROSPACE FORECASTS
FISCAL YEARS 2008-2025

Developing forecasts of aviation demand and activity levels continues to be challenging as the aviation
industry evolves and previous relationships are changing. Nevertheless, the FAA has developed a set
of assumptions and forecasts consistent with the emerging trends and structural changes currently tak-
ing place within the aviation industry.

The main assumption in developing this year’s forecasts is that there will not be a major disruption
caused by terrorism against either U.S. or world aviation. Also, the forecasts do not assume further
major contractions of the industry through bankruptcy, consolidation, or liquidation.

The commercial aviation forecasts and assumptions are developed from econometric models that
explain and incorporate emerging trends for the different segments of the industry. In addition the com-
mercial aviation forecasts are considered unconstrained in that they assume there will be sufficient infra-
structure to handle the projected levels of activity.

The commercial aviation forecast methodology is a blended methodology. It relies on published sched-
ule information and current monthly trends to drive the short-term (one year out) forecasts and then
bases the medium and long-term (2009-2025) forecasts on the results of econometric models. The
starting point for developing the commercial aviation forecasts (air carriers and regionals) is the future
schedules published in the Official Airline Guide (OAG). Using monthly schedules allows FAA forecast-
ers to develop monthly capacity and demand forecasts for both mainline and regional carriers for fiscal
and calendar year 2008.

The general aviation forecasts rely heavily on the discussions with industry experts that occurred at the
October 2006 FAA/Transportation Research Board (TRB) Workshop on General Aviation. The assump-
tions have been updated by FAA analysts to reflect more recent data and developing trends, as well as
further information from industry experts.

FAA also presents the forecasts and assumptions to industry staff and aviation associations, who are
asked to comment on the reasonableness of the assumptions and forecasts. Their comments and/or
suggestions have been incorporated into the forecasts as appropriate.

25



FAA Aerospace Forecast Fiscal Years 2008-2025

EconNomiCc FORECASTS

The FAA uses economic forecasts developed by the Executive Office of the President, Office of
Management and Budget (OMB) to project domestic aviation demand. The FAA uses the world and
individual country economic projections provided by Global Insight, Inc. to forecast the demand for inter-
national aviation services. Annual historical data and economic forecasts are presented in tabular form
in Tables 1 through 4. OMB projections are presented on a U.S. government fiscal year (October
through September) basis. International forecasts are presented on a calendar year basis.

OMB forecasts a slowdown in U.S. economic growth in FY 2008 followed by a rebound to more historic
rates for the balance of the forecast. On a quarter-by-quarter basis for the next two years OMB projects
U.S. economic growth at 1.7 to 3.1 percent through FY 2009. The slowdown in 2008 could result in
some difficulties for the U.S. commercial aviation industry, but the return to historic rates after that
should allow the industry to continue its growth.

U.S. GROSS DOMESTIC PRODUCT
SEASONALLY ADJUSTED ANNUAL GROWTH
FY 2008 AND 2009 BY QUARTER
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Over the forecast period 2008 through 2025, U.S. economic growth is expected to remain moderate
with rates ranging between 2.7 and 3.0 percent through 2018 and then slowing to around 2.5 percent
for the balance of the forecast period. According to Global Insight, Inc. the long-term stability of the U.S.
economic growth is dependent on continued growth in the workforce, the capital stock, and improved
productivity. A major risk to continued U.S. economic growth is the upward pressure on commodity
prices, including the price of oil worldwide. These inflationary pressures, if unchecked, could force up
inflation and bond yields and lessen domestic demand.
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OMB projects the price of oil, as measured by Refiners’ Acquisition Cost, to increase by 42.1 percent in
2008 after more than doubling over the past 3 years. Oil prices are then projected to decline steadily to
2014 and then increase slightly less than inflation for the balance of the forecast period.
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The inflation rate (as measured by the CPI) is expected to be 3.1 percent in 2008, up substantially from
the 2.3 percent rise in 2007. The increase in the rate of inflation in 2008 is mostly attributed to the
expected rise of energy prices. Consumer price inflation is expected to rise in 2009 by 2.1 percent and
then level off at 2.3 percent a year for the balance of the forecast.
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World Economy

Worldwide economic activity is predicted by Global Insight to expand by 3.4 and 3.6 percent in 2008
and 2009, respectively, and average 3.2 percent over the forecast period.
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Latin America and the Asia/Pacific region will continue to have the world’s highest economic growth
rates. These regions are expected to see their economic activity grow at annual rates of 4.1 percent
over the forecast period. In Asia, China, with a population of 1.3 billion, is forecast to expand by 7.3
percent a year, becoming the world’s second largest economy. India, with a population of 1.1 billion, is
projected to see its GDP triple in size, growing at an average rate of 6.8 percent a year during the fore-
cast period. GDP growth in Canada and the Europe/Middle East/Africa nations is anticipated to rise at
more moderate rates of 2.4 and 2.5 percent a year, respectively, over the forecast period.

AVIATION TRAFFIC AND ACTIVITY FORECASTS

Total traffic and activity forecasts for commercial air carriers (the sum of mainline and regional carriers)
are contained in Tables 5 through 9. These tables contain year-to-year historical data and forecasts.

Mainline air carrier traffic and activity forecasts and the forecast assumptions are contained in Tables 10
through 18, 20, and 22. These tables contain year-to-year historical data and forecasts.

Regional carrier forecasts and assumptions are found in Tables 23 through 26. These tables provide
year-to-year historical and forecast data.

Table 19 provides year-to-year historical and forecast data for cargo activity. Table 21 provides year-to-
year historical and forecast data for the cargo jet fleet.
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General aviation forecasts are found in Tables 27 through 30. These tables provide year-to-year histori-
cal data and forecasts.

Tables 31 through 33 provide forecasts of aircraft activity at FAA and contract facilities.

Commercial Aviation Forecasts

While capacity is forecast to grow in 2008 about the same rate as in 2007, demand growth in 2008 is
forecast to be slower than 2007 rates. Capacity is projected to grow 2.7 percent as mainline carrier
domestic market capacity increases slowly (0.3 percent) while regional carrier capacity growth remains
modest. International markets continue to see healthy growth in capacity, especially the Atlantic,
spurred on by the anticipation of the new U.S. — E.U. open skies treaty. Mainline carrier system capaci-
ty is projected to increase 2.7 percent while regional carrier capacity rises 2.5 percent.

Passenger demand growth slows in 2008 with system RPMs forecast to increase 2.9 percent (up 2.8
percent and 3.1 percent for mainline and regional carriers, respectively) while passenger enplanements
rise 1.5 percent. Growth is projected to speed up in 2009 as system RPMs and passengers increase
4.7 and 3.8 percent, respectively, while capacity increases 4.6 percent. For the overall forecast period,
system capacity is projected to increase an average of 4.1 percent a year. Supported by a growing U.S.
economy and falling real yields, system RPMs are projected to increase 4.2 percent a year, with region-
al carriers (6.0 percent a year) growing faster than mainline carriers (4.0 percent a year). System pas-
sengers are projected to increase an average of 3.0 percent a year, with regional carriers growing faster
than mainline carriers (3.8 vs. 2.8 percent a year). By 2025, U.S. commercial air carriers are projected
to fly 2.1 trillion ASMs and transport 1.3 billion enplaned passengers a total of 1.7 trillion passenger
miles. Planes will remain crowded, as load factor is projected to continue to increase to 81.7 percent by
2025. Passenger trip length is also forecast to increase by more than 250 miles over the forecast to
1,325.5 miles (up 14.0 miles annually). The growth in passenger trip length reflects the faster growth in
the relatively longer international trips and longer domestic trips resulting from increased point-to-point
service.

U.S. COMMERCIAL AIR CARRIERS
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Domestic Markets

After a modest rebound in FY 2007, following the significant capacity decline of the prior year, domestic
capacity growth in FY 2008 is projected to be 0.6 percent. Mainline carrier capacity is forecast to rise
just 0.3 percent following the 1.8 percent increase in 2007 as network carriers continue to shrink and
low-cost carriers temper their growth because of continuing record high fuel prices. Regional carrier
capacity is forecast to grow 2.5 percent in FY 2008 as increasing numbers of 70 and 90-seat regional
jets enter service, while the number of smaller regional jets (50 seats or less) shrinks. Domestic com-
mercial carrier capacity growth quickens in 2009 to 3.3 percent as mainline carriers grow 2.7 percent
while regional carriers grow 7.8 percent. For the entire forecast period (2008—2025), domestic capacity
is projected to increase at an average annual rate of 3.6 percent, slightly faster than economic growth,
with mainline carrier growth lower (3.2 percent) than the regional carriers (5.9 percent).

U.S. COMMERCIAL AIR CARRIERS
DOMESTIC ASMS
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Sluggish economic growth and high energy prices restrain domestic RPM growth in 2008 (up 0.6 per-
cent) as industry capacity and demand move more into balance. Mainline carrier RPM growth is pro-
jected to grow less than one percent (0.3 percent) for the second time in 3 years. As U.S. economic
growth rebounds, traffic growth picks up in 2009 (3.4 percent) driven by higher incomes and spending.
For the overall forecast period (2008-2025) domestic RPMs are projected to grow an average of 3.7
percent a year driven by continued economic growth and falling real yields. Mainline carriers throughout
the forecast period are projected to grow more slowly than regional carriers (3.3 and 6.1 percent a year
on average, respectively).

Following a 0.2 percent decline in 2006, passenger enplanement growth rebounded in 2007, up 3.1 per-
cent. Similar to RPMs, passenger volume is expected to grow slowly in 2008 (up 1.0 percent) and
speed up in 2009 (up 3.5 percent). During the entire forecast period, domestic enplanements are pro-
jected to grow at an average annual rate of 2.8 percent with mainline carriers growing slower than
regional carriers (2.5 and 3.8 percent a year, respectively).
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On the heels of an 8.5 percent increase (4.7 percent in real terms) in 2006, nominal mainline carrier
domestic passenger yield rose just 1.0 percent (1.3 percent decline in real terms) in 2007. Demand
weakness in the 2nd and 3rd quarters resulted in year-over-year declines in nominal yield. Demand
firmed up during the 4th quarter and modest year-over-year increases in yield returned. Despite indus-
try supply and demand more in balance and skyrocketing fuel prices, yield increases are expected to
remain moderate. Newer entrant low-cost carriers (Skybus and Virgin America) will continue to put
pressure on fares while the more established low-cost carriers resort to discounting in the face of slower
demand. For FY 2008, nominal mainline carrier domestic passenger yield is projected to increase 3.6
percent (0.4 percent increase in real terms). For the entire forecast period, increases in nominal yields
are projected to grow at a rate of 1.6 percent a year, while in real terms they are projected to decline an
average of 0.7 percent a year. The decline in real yields over the forecast period assumes that
increased competition from low-cost carriers will continue and exert pressure on the network carriers to
match the lower fares on competitive routes. Competition in domestic markets will come from estab-
lished low-cost carriers such as Southwest, AirTran, Frontier, and JetBlue, as well as newer entrant car-
riers.

Domestic commercial carrier activity (departures) at FAA air traffic facilities is projected to grow slower
than passenger traffic growth over the forecast period (2.7 percent per year for departures versus 3.7
percent for RPMs). This reflects increased carrier efficiencies in three operational measures—aircraft
size, load factor, and trip length.

For the first time since 1998, domestic aircraft size® increased in 2007 by 0.1 seats to 120.3 seats. The
increase was driven by an 0.8 seat increase in network carrier aircraft size which offset declines in low-
cost carrier and regional carrier aircraft size. Domestic aircraft size falls slightly in 2008 to 120.2 seats
as mainline carrier aircraft size falls for the first time since 2001. Domestic aircraft size is projected to
decrease through 2018 to 118.1 seats, then increase slowly through the balance of the forecast to 118.6
seats by 2025.

9 Defined as seats per mile flown and computed by dividing ASMs by miles flown.
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The FAA’s projection of domestic carrier average aircraft size is greatly influenced by carrier fleet plans,
publicly known aircraft order books and FAA’s expectations of the changing domestic competitive land-
scape. In the short-term time frame (through 2011), the forecast incorporates several network carrier
assumptions: 1) network carrier desire to constrain ASM capacity growth; 2) network carrier “own metal”
service on longer-haul routes; 3) the retirement of older inefficient aircraft (many of which are narrow-
body); and 4) the shifting of wide-body and larger narrow-body aircraft to international services.

In the longer-term, network carriers will replace their wide-body and larger narrow-body aircraft in their
domestic route networks with smaller narrow-body aircraft. In addition, some carriers, such as JetBlue,
are turning to smaller aircraft, like the 100-seat Embraer 190, to supplement their network structure.
The use of smaller narrow-body aircraft allows mainline carriers to better serve their customers by
boosting frequency, as well as improve profitability by more closely matching supply (the number of
seats) with demand (the number of passengers).

Mainline carrier domestic aircraft size increased in 2007 by 0.3 seats to 150.6 seats, but is projected to
fall in 2008 by 0.7 seats. The overall average for the mainline group will continue to decrease at a slow
rate throughout the forecast period. By 2025, mainline carrier domestic aircraft size is forecast to be
147.7 seats as an increasing share of domestic capacity will be flown by aircraft with 160 or fewer
seats.

While mainline carriers have been reducing the size of aircraft flown domestically, regional carriers have
been increasing the size of their aircraft. The most visible example of this trend is the wave of 70-90
seat regional jet aircraft that are entering the fleet. Regional carriers are better able to support opera-
tions of their mainline partners when they can provide capacity that complements market demand. The
greater number of the larger 70 and 90-seat regional jets in the fleet coupled with 50-seat jet retire-
ments increases the average seating capacity of the regional fleet — from 49.6 seats in 2007 to 50.5
seats in 2008 up to 63.0 seats in 2025. The changing aircraft fleet mix is narrowing the gap between
the size and aircraft types operated by the mainline and regional carriers.

Commercial carrier domestic load factor increased 1.1 points in 2007 to 79.8 percent. The increase in
load factor was heavily weighted by the results of the network carriers whose load factor grew 1.9 points
to a record 82.5 percent. In 2008, domestic load factor is forecast to remain flat at 79.8 percent as
mainline carriers remain essentially flat. After 2008 load factor is projected to increase between 0.1 to
0.2 points a year, reaching 81.6 percent by 2025.

Passenger trip length is forecast to decrease until 2009. In 2007 domestic passenger trip length fell by
0.9 miles to 870.5 miles, the first decline since 1994, as mainline carrier passenger trip length fell by 2.6
miles. Domestic passenger trip length is forecast to decline in 2008 and 2009 by 3.2 and 0.7 miles,
respectively, as network carriers continue to restructure their networks and realign capacity. After 2009,
trip length is projected to increase steadily for the balance of the forecast, reaching 1,007.8 miles by
2025. The increase in trip length reflects increases in both mainline carrier and regional carrier trip
length. Mainline carrier trip lengths are increasing mainly because shorter length routes are continuing
to be transferred to regional partner carriers and because of increased point-to-point service. Regional
carrier trip lengths increase because the introduction and use of the larger 70 and 90-seat regional jets
allow these carriers to service longer haul markets.
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Another key factor in predicting aviation activity relative to passenger demand is the level of connecting
versus non-stop (origin-destination) traffic. In total, it appears that the number of direct flights by carri-
ers (both network and low-cost) is increasing. However, as the current cycle of U.S. airline industry
restructuring unfolds and hub structures change, the impact on local communities and airport activity
levels can vary significantly.

The FAA analyzes the ratio of passenger enplanements to origin-destination (O&D) passengers over
time to identify changes in connecting versus non-stop traffic. This ratio is an indicator of the tendency
of the average passenger to connect during a typical journey. The closer the ratio is to 1.0, the more
passengers fly on a point-to-point routing. As the chart below shows, the overall ratio for the U.S.
domestic industry varied within a narrow band between 1995 and 2002, but has been decreasing since
then. Disaggregating the industry average into network and low-cost carrier segments reveals that
while the network carrier trend has mirrored the national average, the low-cost carrier sector has
reversed its trend in 2004, and has been increasing since. In FY 2007, the respective connectivity
ratios of the network and low-cost carriers were the closest to each other since FY 1999. The FAA’s
forecast recognizes the changing pattern of domestic traffic connectivity and the relative mix of network
versus low-cost carrier traffic volumes. These trends are captured in the forecast’s passenger enplane-
ment totals.

U.S. COMMERCIAL CARRIERS
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International Markets

U.S. and Foreign Flag Carriers

FAA provides forecasts of total international passenger demand (the sum of U.S. and foreign flag carri-
ers) for travel between the United States and three world travel areas--Atlantic, Latin America (including
Mexico and the Caribbean), and Asia/Pacific--as well as for U.S./Canadian transborder traffic. These
forecasts are based on historical passenger statistics from the United States Immigration and
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Naturalization Services (INS) and Transport Canada, and on regional world historical data and econom-
ic projections from Global Insight, Inc.

Total passenger traffic between the United States and the rest of the world is estimated to total 147.1
million in CY 2007, 2.9 percent higher than in 2006. Economic growth in both the U.S. and the rest of
the world drives international passengers up 5.5 and 6.1 percent, respectively, in 2008 and 2009. For
the balance of the forecast, average annual U.S. and world economic growth of 2.6 and 3.1 percent,
respectively, leads to international passenger growth averaging 4.5 percent a year, and totaling 331.5
million in 2025.

Over the entire forecast period (2007-2025), high economic growth in the Asia-Pacific market drives
passenger growth averaging 6.1 percent a year for this region. China, Taiwan, and India (passenger
growth of 11.0, 8.5, and 8.4 percent a year, respectively) are forecast to be the fastest growing markets
in the region. Growth in the Japan market (the largest and most mature in the region) is projected to
be below the regional average at 4.3 percent a year.

In the Atlantic region, “open skies” between the European Union and the United States fuels passenger
growth of 4.6 percent a year over the forecast period. The impact from “open skies” will be strongest
during the first four years of the forecast, with passenger growth averaging 7.0 percent a year. After
2011, growth in the Atlantic market returns to a slower pace, averaging 3.9 percent a year. Growth is
projected to be highest in Ireland (5.9 percent a year), the United Kingdom (5.2 percent a year), and the
Netherlands (4.6 percent a year). The markets of Spain, France and Germany (averaging 4.0, 3.9, and
3.8 percent a year, respectively) are projected to grow slower than the region as a whole.

In the Latin America region, passenger growth between 2007 and 2025 is forecast to average 4.2 per-
cent a year. The highest growth is projected for Brazil (average annual growth of 5.5 percent) while the
largest market in the region, Mexico, grows at an average of 4.3 percent a year. The slowest rates of
growth are projected to occur in the Bahamian, Dominican Republic, and Jamaica markets (averaging
growth of 0.8, 2.3, and 2.0 percent a year, respectively).

Growth in the Canadian transborder market is forecast to be close to that of the domestic U.S. market,
averaging 3.3 percent a year over the forecast period.
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PASSENGERS TO/FROM THE U.S.
2007-2025

8.0

6.1
6.0

12
4.0 1

33

2.0 A

ANNUAL PERCENT GROWTH

0.0 -

Atlantic Latin America Asia/Pacific Canada
Transborder

34



FAA Aerospace Forecast Fiscal Years 2008-2025

U.S. Flag Air Carriers

In 2007, U.S. commercial air carrier international capacity grew 5.6 percent. Capacity is forecast to
increase 8.3 percent in 2008, buoyed by growth in the Atlantic markets of 14.5 percent because of
“open skies.” Capacity growth remains robust at 7.7 percent in 2009, and averages 5.2 percent a year
for the balance of the forecast. Strong growth throughout the forecast reflects favorable U.S. and world
economic activity, the realization by U.S. mainline carriers that international markets are a source of
profitable operations, and the implementation of “open skies.”
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U.S. commercial air carrier international RPMs increased 6.1 percent in 2007 and enplanements
increased 5.1 percent. RPM growth is projected to quicken in 2008 to 8.9 percent, reflecting in part the
impact of “open skies.” In 2009, continued strong growth in the Pacific market results in total U.S. carri-
er international RPMs growing 7.8 percent. For the balance of the forecast, RPM growth is forecast to
average 5.2 percent a year with the fastest growth in the Pacific region. A similar pattern is forecast for
enplanement growth. International enplanement growth is projected to speed up in 2008, to 6.6 per-
cent, and then drop to 6.0 percent in 2009. Over the balance of the forecast period, enplanements are
forecast to increase an average of 4.6 percent a year with the fastest growth in Pacific markets.
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The similar growth in U.S. carrier international passengers (4.7 percent a year) compared to total inter-
national passengers (4.9 percent a year) reflects stabilization in market share for U.S. airlines.
Forecasts of international demand assume U.S. carriers will benefit from the favorable economic activity
in both the United States and world markets.

International load factor for U.S. commercial carriers was 80.2 percent in 2007. Load factor is expected
to rise to 80.6 percent in 2008 as capacity increases in the Atlantic and Latin markets are surpassed by
the growth in traffic. International load factor is then projected to grow slightly to 80.8 percent in 2009,
and then increase by just under 0.1 percentage points a year to 81.9 percent in 2025.

International passenger real yields for mainline carriers were up 4.2 percent in 2007. The largest
increase was in the Pacific market (up 5.7 percent), and followed by the Atlantic (up 4.4 percent) and
Latin markets (up 1.8 percent), reflecting strong demand for travel in the international regions.
International yields are expected to increase by 6.4 percent in 2008 and increase an average 1.2 per-
cent a year over the balance of the forecast. In real terms, international yields are forecast to increase
3.2 percent in 2008, and then decline at an annual rate of 1.0 percent over the forecast. The decline in
real yields assumes competitive pressures will continue to exert pressure on carriers to hold the line on
fare increases. In international markets, this takes the form of expanded open sky agreements and new
and existing global alliances.

Air Cargo

Historically, air cargo activity has moved in synch with GDP. Additional factors that have affected the
growth in air cargo traffic include declining real yields, improved productivity, and globalization.
Significant structural changes have occurred in the air cargo industry. Among these changes are the
following: air cargo security regulations by the FAA and TSA; market maturation of the domestic express
market; modal shift from air to other modes (especially truck); increases in fuel surcharges; growth in
international trade from open skies agreements; use of all-cargo carriers (e.g., FedEx) by the U.S.
Postal Service to transport mail; and increased use of mail substitutes (e.g., e-mail).

36



FAA Aerospace Forecast Fiscal Years 2008-2025

The forecasts of Revenue Ton Miles (RTMs) are based on several assumptions specific to the cargo
industry. First, security restrictions on air cargo transportation will remain in place. Second, most of the
shift from air to ground transportation has occurred. Finally, long-term cargo activity will be tied to eco-
nomic growth.

The forecasts of RTMs were based mainly on models that link cargo activity to GDP. Forecasts of
domestic cargo RTMs were developed with real U.S. GDP as the primary driver. Projections of interna-
tional cargo RTMs were based on growth in world GDP, adjusted for inflation. The distribution of RTMs
between passenger carriers and all-cargo carriers was forecast based on an analysis of historic trends
in shares; changes in industry structure and market assumptions.

Total RTMs are forecast to increase 2.8 percent in 2008 and 6.1 percent in 2009. For the balance of
the forecast period, total RTMs are forecast to increase at an average annual rate of 5.1 percent, based
mainly on economic growth. The forecast of 96.5 billion RTMs in 2025 represents an average annual
increase of 5.0 percent over the entire forecast period.

Domestic cargo RTMs are forecast to increase 2.8 percent in 2008 and 4.4 percent in 2009 driven by
growth in the U.S. economy. Between 2009 and 2025, domestic cargo RTMs are forecast to increase at
an average annual rate of 2.9 percent, based on projected U.S. economic growth. The forecast of 26.7
billion RTMs in 2025 represents an average annual increase of 3.0 percent over the entire forecast peri-
od.

The freight/express segment of domestic air cargo is highly correlated with capital spending. Thus, the
growth of this segment in the future will be tied to growth in the economy. The mail segment of domes-
tic air cargo will be affected by overall mail volume.

The all-cargo carriers have increased their share of domestic cargo RTMs flown from 65.4 percent in
1997 to 80.9 percent in 2007. This is because of significant growth in express service by FedEx and
United Parcel Service coupled with a lack of growth of domestic freight/express business for passenger
carriers. There are several recent factors that account for the relative growth of the all-cargo sector.
One was the October 2001 FAA security directive that strengthened security standards for transporting
cargo on passenger flights. Another factor was the inclusion of Airborne Express into the cargo data
reported to the Department of Transportation beginning in 2003. In addition, with passenger load fac-
tors at record levels, there is less space available for belly cargo. The all-cargo share is forecast to
increase to 84.4 percent by 2025 based on increases in wide-body capacity for all-cargo carriers and
security considerations.
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International cargo RTMs are forecast to increase 2.7 percent in 2008 and 7.3 percent in 2009 with
growth of the world economy and expansion in trade with open skies agreements. For the balance of
the forecast period, international cargo RTMs are forecast to increase an average of 6.2 percent a year
based on projected growth in world GDP. The forecast 69.7 billion RTMs in 2025 represents an aver-
age annual increase of 6.0 percent over the entire forecast period.

All-cargo carriers increased their share of international cargo RTMs flown from 54.5 percent in 1997 to
66.7 percent in 2007. This increase has resulted from the demand for expedited service, activity from
the war in Irag, and the change in reporting of contract services. The all-cargo share is forecast to
increase to 72.0 percent by 2025 based on increased capacity.

Commercial Aircraft Fleet

The number of commercial aircraft is forecast to grow from 7,816 in 2007 to 12,202 in 2025, an average
annual growth rate of 2.5 percent or 244 aircraft annually. The commercial fleet grows by a net 92 air-
craft in 2008 and 80 aircraft in 2009; however, most of this growth occurs in low-cost carriers.
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The number of passenger jets in the mainline carrier fleet increased by 63 aircraft in 2007 and is
expected to increase by 60 aircraft in 2008 and 103 aircraft in 2009. The mainline air carrier passenger
fleet increases by an average of 162 aircraft a year between 2008 and 2025, totaling 6,783 aircraft in
2025. The narrow-body fleet (including E-190’s at JetBlue and US Airways) is projected to grow by 117
aircraft annually over the forecast period; the wide-body fleet grows by 40 aircraft a year as the Boeing
787 and Airbus A350’s enter the fleet.

The regional carrier passenger fleet is forecast to increase by 6 aircraft in 2008. After 2008, the region-
al carrier fleet is expected to increase by an average of 37 aircraft (1.2 percent) over the remaining
years of the forecast period, reaching 3,469 aircraft in 2025. The number of regional jets (90 seats or
fewer) at regional carriers is projected to grow from 1,803 in 2007 to 3,114 in 2025, an average annual
increase of 3.1 percent. All the growth in regional jets over the forecast period occurs in the larger 70
and 90-seat aircraft. During the forecast period, more than 1,000 regional jets of 50 or less seats are
removed from the fleet, reflecting the relaxation of scope clauses. The turboprop/piston fleet is expect-
ed to decline from 1,033 in 2007 to 355 in 2025. Turboprop/piston aircraft are expected to account for
just 10.2 percent of the regional fleet in 2025, down from a 36.4 percent share in 2007.

Cargo large jet aircraft are forecast to increase by 52 aircraft over the next 2 years (from 1,008 to 1,060
aircraft in 2009), and total 1,950 aircraft in 2025. The narrow-body jet fleet is projected to decline by 14
aircraft a year over the 17-year forecast period. The wide-body jet fleet is projected to increase by 40
aircraft yearly.

39



FAA Aerospace Forecast Fiscal Years 2008-2025

General Aviation

The FAA forecasts the fleet and hours flown for single-engine piston aircraft, multi-engine piston, turbo-
props, turbojets, rotorcraft (piston, turbine), sport, experiment and other (glider, balloon). The FAA fore-
casts “active aircraft,”10 not total aircraft. The FAA uses estimates of fleet size, hours flown, and utiliza-
tion from the General Aviation and Air Taxi Activity and Avionics Survey (GA Survey) as baseline figures
upon which assumed growth rates can be applied. Beginning with the 2004 GA Survey there were sig-
nificant improvements to the survey methodology. At the same time the survey methodology changed,
large changes in both the number of aircraft and hours in many categories occurred. The results of the
2006 Survey are consistent with the results of the 2004 and 2005 Surveys reinforcing our belief that the
methodological improvements have resulted in superior estimates relative to those in the past. Thus,
they are used as the basis for our forecast. Because the Survey is on a calendar year basis, the 2006
statistics are the latest available. Figures for 2007 are estimated based on other activity indicators and
the forecasts of activity begin in 2008 and continue through 2025.

As the demand for business jets has grown over the past several years, the current forecast assumes
that business use of general aviation aircraft will expand at a more rapid pace than that for
personal/sport use. The business/corporate side of general aviation should also continue to benefit from
a growing market for new very light jets (VLJs). In addition, corporate safety/security concerns for cor-
porate staff, combined with increasing flight delays at some U.S. airports have made fractional, corpo-
rate, and on-demand charter flights practical alternatives to travel on commercial flights.

The active general aviation fleet is projected to increase at an average annual rate of 1.3 percent over
the 18-year forecast period, growing from an estimated 225,007 in 2007 to 286,500 aircraft by 2025.
The more expensive and sophisticated turbine-powered fleet (including rotorcraft) is projected to grow at
an average of 3.7 percent a year over the forecast period with the turbine jet fleet increasing at 5.6 per-
cent a year.
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10" an active aircratt is one that flies at least one hour during the year.
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At the October 2006 TRB/FAA workshop, industry experts suggested the market for new VLJs could add
500 aircraft a year to the active fleet by 2010. The relatively inexpensive twin-engine VLJs (priced
between $1 and $2 million) are believed by many to have the potential to redefine the business jet seg-
ment by expanding business jet flying and offering performance that could support a true on-demand
air-taxi business service. The actual number of VLJ deliveries in 2007 fell short of our assumption in
last years forecast (143 vs 350). However, the current forecast assumes that they will continue to enter
the active fleet at a rate of 400 to 500 aircraft a year, reaching 8,145 aircraft by 2025.

The number of active piston-powered aircraft (including rotorcraft) is projected to decrease from the
2006 total of 167,008 through 2008 and then increase gradually to 181,345 by 2025. Over the forecast
period, the average annual increase in piston-powered aircraft is 0.5 percent. Although piston rotorcraft
are projected to increase rapidly (4.7 percent a year) they are a relatively small part of this segment of
general aviation aircraft. Single-engine fixed-wing piston aircraft, which are much more numerous, are
projected to grow at much slower rates (0.5 percent respectively) while multi-engine fixed wing piston
aircraft are projected to decline 0.9 percent a year. In addition, it is assumed that relatively inexpensive
VLJs and new light sport aircraft could erode the replacement market for traditional piston aircraft at the
high and low ends of the market respectively.

Starting in 2005, a new category of aircraft (previously not included in the FAA's aircraft registry counts)
was created: "light sport" aircraft. At the end of 2006 a total of 1,273 aircraft were estimated to be in
this category. The forecast assumes registration of 5,600 aircraft over a 5-year period beginning in
2005 including both newly built aircraft and conversions from ultralight trainers. By 2025 a total of
14,700 light sport aircraft are projected to be in the fleet.

The number of general aviation hours flown is projected to increase by 3.0 percent yearly over the fore-
cast period. Much of the increase reflects increased flying by business and corporate aircraft as well as
steady if relatively small annual percentage increases in utilization rates for piston aircraft. Hours flown
by turbine aircraft (including rotorcraft) are forecast to increase 5.3 percent yearly over the forecast peri-
od, compared with 1.1 percent for piston-powered aircraft. Jet aircraft are forecast to account for most
of the increase, with hours flown expanding at an average annual rate of 7.7 percent over the forecast
period. The large increases in jet hours result mainly from the introduction of VLJs, as well as increases
in the fractional ownership fleet and its activity levels. Fractional ownership aircraft fly about 1,200
hours annually compared to approximately 350 hours for all business jets in all applications.

Very light jets (VLJs) are expected to be used much differently than traditional turbojets. Because of
this, FAA has made separate assumptions for traditional turbojets and VLJs. The assumptions underly-
ing the VLJ forecast are vital for both fleet and hours flown. Assumptions are made for the entire VLJ
fleet and also for the distribution of that fleet among air taxi use, private use and shared ownership use.
For the various uses, assumptions are made about utilization rates which, along with fleet sizes, deter-
mine hours flown. Utilization rates for VLJs will vary by mission. VLJ air taxis are expected to average
approximately 1,500 hours per year, shared ownership users about 525 and private use 375. By 2025
the annual utilization rate for all VLJs is forecast to be 1,014 hours. Traditional (non-VLJ) turbojets are
expected to average approximately 397 hours per year by 2025, as VLJs are expected to have a
greater share of their use in on-demand air taxi than the traditional turbojets.
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The number of active general aviation pilots (excluding air transport pilots) is projected to be 507,930 in
2025, an increase of almost 61,000 (up 0.7 percent yearly) over the forecast period. Commercial pilots
are projected to increase from 115,127 in 2007 to 126,150 in 2025, an average annual increase of 0.5
percent. The number of student pilots is forecast to increase at an average annual rate of 1.0 percent
over the forecast period, growing from 84,339 in 2007 to 100,200 in 2025. In addition, FAA is projecting
that 20,600 new sport pilots will be certified during the forecast period. As of December 31, 2007, the
number of sport pilot certificates issued was 2,031 reflecting a growing interest in this new “entry level”
pilot certificate that was only created in 2005. The number of private pilots is projected to increase an
average of 0.2 percent a year over the forecast period to total 220,550 in 2025.

FAA Workload Forecasts

There were 499 towered airports at the end of September 2007--264 FAA towers and 235 contract tow-
ers. While the number of FAA towers is expected to remain constant at 264 in 2008, the number of FAA
contract towered airports is forecast to increase by 9 to 244. In 2007, aircraft activity at these 9 airports
totaled roughly 1.06 million operations, with general aviation accounting for 93.7 percent of the total
activity.

FAA and Contract Towers

Activity at the combined FAA and contract towers totaled 61.1 million operations in 2007, essentially the
same as in 2006. Activity is projected to increase only 0.4 percent in 2008, as commercial operations
remain flat. Growth in activity picks up in 2009 (2.3 percent) as commercial activity rises 2.6 percent.
For the balance of the forecast activity growth varies between 1.8 and 1.9 percent per year, reaching
84.0 million operations in 2025.

Most of the growth over the forecast period results from increased commercial aircraft activity (up 2.5
percent annually). Air carrier activity is projected to increase 1.1 percent in 2008 as carriers slowly add
capacity in an environment of record high fuel prices and slowing economic growth. In 2009, air carrier
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activity is projected to increase 2.6 percent as airline capacity increases, and rises an average of 2.3
percent a year over the forecast period. Commuter/air taxi operations are forecast to fall 1.4 percent in
2008 then rise 2.7 percent in 2009 as increased air taxi activity is expected to stimulate growth in this
user category. Over the entire duration of the forecast, commuter/air taxi operations are projected to
increase 2.7 percent a year.

In 2007 general aviation activity increased for the first time since 1999 (up 0.1 percent) and is forecast
to increase 0.9 percent in 2008 and 2.3 percent in 2009. For the forecast period, general aviation activi-
ty at towered airports is projected to increase an average of 1.3 percent a year, to 41.9 million opera-
tions in 2025. Much of the total growth in 2008 and 2009 results from the extra activity at the 9 new
contract towers that was not in the previous database. General aviation activity at combined FAA/con-
tract towers grows in line with the modest increase forecast for general aviation piston hours already
cited. Most operations at the smaller towers are piston in nature, while those at the largest airports tend
to be turbine operations.

Military activity, which fell 2 percent in 2007, is forecast to fall 0.5 percent in 2008. We do not forecast
military operations but instead assume a constant level of activity over the forecast period.

Instrument operations!! at FAA towered airports (45.4 million) in 2007 fell (0.8 percent) for the third year
in a row. They are projected to fall slightly (down 0.1 percent) in 2008 as increases in air carrier activity
are offset by declines in commuter/air taxi and general aviation activity. Instrument activity is then fore-
cast to rise 1.4 percent in 2009 as all non-military categories see an increase. For the entire forecast
period, instrument operations grow an average of 2.3 percent a year, totaling 68.0 million in 2025.
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Over the forecast period, commercial aircraft instrument operations are forecast to increase at 2.5 per-
cent per year with increases in commuter/air taxi activity surpassing air carrier activity. General aviation
instrument operations are projected to grow 2.1 percent a year, reflecting in part the expected impact of
the introduction of VLJs to the general aviation fleet. Military activity is expected to fall slightly in 2008
(down 0.8 percent) and remain at its 2008 level (2.5 million) of activity throughout the forecast period.

1 Instrument operations are defined as arrivals or departures of an aircraft in accordance with an IFR flight plan or special VFR

procedures or an operation where IFR separation between aircratt is provided by the terminal control facility.
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En Route Centers

The number of IFR aircraft handled at FAA en route traffic control centers increased 1.2 percent to 46.8
million in 2007, as all user groups except military posted increases in activity. Activity at en route cen-
ters is forecast to increase by 1.8 percent in 2008 and 1.9 percent in 2009, respectively, with increases
in air carrier and general aviation activity. After 2010 through the balance of the forecast period, en
route activity increases by more than 3 percent annually, reaching 78.0 million aircraft handled in 2025.
Over the entire forecast period, commercial activity is projected to increase at an average annual rate of
3.1 percent, reflecting increases in the commercial fleet and aircraft stage lengths. During the same
period, general aviation activity is projected to grow almost as fast, 2.9 percent a year, reflecting the
expected impact of VLJs and additional business aviation activity. Military activity is held constant at the
2007 activity level throughout the forecast period.

IFR AIRCRAFT HANDLED
AT FAA EN ROUTE CENTERS
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Activity at FAA en route centers is growing faster than at FAA towered airports because more of the
activity in en route centers is from the faster growing commercial sector and high-end (mainly turbine)
general aviation flying. Much of general aviation activity at FAA towered airports, which is growing more
slowly, is local in nature, and does not impact the centers.
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P PP COMMERCIAL SPACE
TRANSPORTATION

The Federal Aviation Administration (FAA) licenses and regulates U.S. commercial space launch activity
including launch vehicles and non-federal launch sites authorized by Executive Order 12465 and 49 US
Code, Subtitle IX, Chapter 701 (formerly the Commercial Space Launch Act). Title 49 and the Executive
Order also direct the Department of Transportation (carried out by the FAA) to encourage, facilitate, and
promote commercial launches. The FAA works with its industry advisory committee, the Commercial
Space Transportation Advisory Committee (COMSTAC) to project global commercial space launch
demand.

OVERVIEW

Commercial space transportation generally consists of the launch of satellites into orbit for either com-
mercial or government customers by private, non-government entities, called launch services providers.
Commercial space transportation also covers suborbital launches, where a payload is launched on a
trajectory that briefly goes into space but returns to Earth rather than going into orbit, as well as the
reentry of objects from space to Earth.

The FAA licenses several expendable vehicles used for commercial orbital launches. These include the
Pegasus and Taurus, two small vehicles built and operated by Orbital Sciences Corporation; the Delta
IV, a heavy-class vehicle and the Delta Il, a medium-class vehicle, both built by United Launch Alliance
(ULA), a joint venture between Boeing and Lockheed Martin, and marketed by Boeing Launch Services
(BLS); the Zenit-3SL, a heavy-class vehicle built by the Ukrainian company KB Yuzhnoye for the multi-
national Sea Launch venture; and the Atlas 5, a heavy-class vehicle built by ULA and marketed by
Lockheed Martin Commercial Launch Services. Commercial vehicles under development include the
Falcon family of boosters by SpaceX. The FAA has also previously licensed small suborbital expendable
vehicles. From 1989 through the end of 2007, DOT/FAA has licensed 184 orbital and suborbital com-
mercial launches.

Experimental Permits, for suborbital reusable vehicle development and test flights, were first granted by
FAA in 2006 to Blue Origin and Armadillo Aerospace. Some permits have been granted for vehicles par-
ticipating in the Lunar Lander Challenge, a competition to demonstrate technologies potentially applica-
ble to both future lunar spacecraft and commercial suborbital vehicles, with $2 million in prizes offered
by NASA’s Centennial Challenges program. There were six permitted launches in 2006 and nine in
2007.

Six commercial spaceports, located in Alaska, California (Vandenberg Air Force Base and Mojave
Airport), Florida, Oklahoma, and Virginia currently have FAA launch site operator licenses. Several
other commercial spaceports are under active development, including sites in New Mexico and Texas.
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REvVIEW oF 2007

There were four FAA-licensed launches, all orbital, in 2007, down from seven in 2006. BLS carried out
three Delta 2 launches from Vandenberg Air Force Base, carrying one commercial and two ltalian gov-
ernment remote sensing satellites. Sea Launch conducted one Zenit-3SL launch, which failed because
of a problem with the vehicle’s first-stage engine. The Zenit-3SL is expected to return to flight in early
2008. There were also nine suborbital permit flights during 2007.

FAA Licensed Launches, 2006-2008
2007 2008

Forecast
Licensed 7% 4 8-12
Launches

Worldwide there were 23 orbital commercial launches in 2007, compared to 21 in 2006. In addition to
the four FAA-licensed launches, Europe performed six commercial launches of its Ariane 5, Russia con-
ducted 12 launches of various vehicles, and India performed one commercial launch, its first ever, using
its PSLV. There were 68 total worldwide commercial, civil, and military launches in 2007, with commer-
cial launches representing about 34 percent of the total. For more details, see the Year in Review report
available from the FAA website at:
http://www.faa.gov/about/office_org/headquarters_offices/ast/reports_studies/year_review/.

GLOBAL FORECAST

In May 2007, the FAA and COMSTAC published their annual global forecast for commercial launch
demand, the 2007 Commercial Space Transportation Forecasts. The report forecasts an average of
23.4 commercial orbital launches per year of geosynchronous orbit (GSO) and non-geosynchronous
orbit (NGSO) payloads through 2016. That annual average includes 15.3 launches of medium-to-heavy
vehicles to deploy GSO satellites, 4.9 launches of medium-to-heavy vehicles to NGSO, and 3.2 launch-
es to NGSO by small vehicles.
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Commercial Orbital Launch Forecast (1993-2016)
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Commercial GSO launches are used for communications satellites with masses ranging from 2,000 to
over 6,000 kilograms; satellite masses have tended to grow over time although there is still interest in

satellites at the low end of the mass spectrum. Demand for commercial NGSO launches spans a num-
ber of markets, including commercial remote sensing, science and technology demonstration missions
(often for nations without an indigenous launch capability), and the replenishment and replacement of

low Earth orbit communications satellite systems first launched in the late 1990s.

The GSO and NGSO forecasts are not a prediction of what will actually be launched but instead repre-
sent the expected demand for launch services, based on a variety of inputs. The complete forecast
report is available at:
http://www.faa.gov/about/office_org/headquarters_offices/ast/reports_studies/forecasts/
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PP P RISKS TO THE FORECAST

The FAA is confident that its current outlook for aviation demand and activity can be achieved, as shown
by the resiliency of the demand for air transportation in the face of challenges. As has been the case
for the past several years, terrorism remains the greatest risk to achieving the forecasts. Tighter securi-
ty measures have restored the public’s confidence in the integrity of U.S. and world aviation security
systems. However, because of aviation’s high visibility and global reach, concerns remain about inter-
national terrorism. Any terrorist incident aimed at aviation would have an immediate and significant
impact on the demand for aviation services. In addition, there has been much discussion about a world-
wide pandemic such as influenza. Should such an event occur, it is likely that severe limits on aviation
would be enacted and would have a significant impact on the demand for aviation services.

Terrorist and pandemic concerns notwithstanding, this year’s forecast is driven, at least in the short-
term, by the financial health of the commercial aviation industry, which, in turn, is tied to the price of jet
fuel and the health of the U.S. economy.

During most of FY 2007 oil prices ranged between $50 and $65 per barrel and similar to the prior year,
prices moved up after June, reaching $78/barrel in mid-August. But prices didn't fall back as they had
in the previous two years after the peak summer season, but instead kept on rising, breaking $80/barrel
in mid-September and $90/barrel in late October. Oil prices in the spot market approached $100/barrel
in mid-November 2007 before falling back to around $90/barrel at the end of December. However, in
early January 2008, oil prices topped $100/barrel for the first time before retreating. The dramatic
increase in the price of oil has led many analysts to revise their long-term oil price projections upward.
While last year’s forecast had long-term oil prices in the $55-$65/barrel range, current projections now
have oil prices in the $70-$80/barrel range over the next several years.

Although the fuel bill for U.S. commercial air carriers was essentially unchanged in FY 2007, the recent
sharp increase in fuel prices threatens the continued profitability of the industry. Given FY 2007 con-
sumption levels, a one-cent increase in the price of jet fuel costs the industry $195 million annually.
Thus, the $15-$20/barrel increase in the price of oil could add $7 billion to $9 billion to the industry’s
annual fuel bill, an amount equal to the FY 2007 operating profit of the 10 largest passenger carriers.
This year’s forecast assumes $86/barrel oil in 2008, up from $60/barrel in 2007, and then gradually falls
back to $73/barrel in 2015. Already, carriers have announced capacity reductions and service cutbacks
because of high fuel prices which threaten to increase passenger inconvenience and reduce passenger
demand and competition in many markets. Should oil prices reach $100/barrel on a sustained basis,
carriers have said that further restructuring, including consolidation and/or further contraction of carrier
route structures, would be in order. Under this scenario, several large U.S. airports could lose their
major service provider. Efforts to develop alternative aviation fuels may mitigate this risk by increasing
supplies and availability and reliability; this benefit would be realized whether or not the fuels are target-
ed to aviation.
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Although FAA uses economic projections from OMB to derive the forecasts of aviation demand, an
important part of the FAA forecast process is to compare the OMB forecasts with other economic fore-
casts. FAA typically compares OMB economic forecasts to those of Global Insight, Inc., a leading eco-
nomic consulting firm. Unlike prior forecasts, Global Insight’s current U.S. GDP forecast is lower than
OMB’s. While OMB is projecting U.S. GDP growth to average 2.9 percent a year between 2007 and
2010, Global Insight is forecasting U.S. GDP growth to average 2.5 percent during the same period. In
addition, Global Insight regularly provides alternative forecasts and assigns a likelihood of their occur-
rence; along with the likelihood of the baseline forecast occurring. In December 2007, Global Insight
was assigning a 50 percent likelihood of their baseline forecast. An optimistic scenario—higher eco-
nomic growth in the rest of the world, lower oil prices, and a continuation of the high worker productivity
rates of the late 1990’s—that results in higher U.S. economic growth was assigned only a 10 percent
likelihood by Global Insight. Higher economic growth would lead to increased demand for aviation serv-
ices and speed the industry’s return to profitability.

However, Global Insight’s pessimistic scenario—a weaker dollar, rising oil prices, higher inflation, a
deeper housing downturn, and rising unemployment—that results in a recession in the U.S. was
assigned a 40 percent likelihood. We used the pessimistic scenario as inputs to our domestic traffic
industry model to quantify the impact of a recession on US airline industry traffic and capacity growth.
The results were as expected but the magnitude was surprising. In 2008, domestic passengers in the
pessimistic scenario would be 2.2 percent lower than in our base forecast with RPMs down even further.
The difference between the base forecast and the pessimistic scenario widens over the next 2 years so
that by 2010, domestic passenger enplanements would be 7.7 percent lower than in the base forecast
and RPMs would be 9.5 percent lower. Industry passenger revenue was 6.9 percent lower, hampering
the industry’s drive for sustained profitability and balance sheet improvement.

Low-cost carriers are forecast to continue to increase their share of domestic traffic over the forecast
period through a large increase in their fleet. However the 2007 financial performance of these carriers
was, at best, mixed. There is a good deal of doubt about whether the low-cost carriers, with their pres-
ent business models, can profitably use all of the aircraft they are scheduled to take in the next few
years. Although most of the current low-cost carriers appear to have greater financial stability and
access to funding than previous start-ups, continued high fuel prices, a prolonged slump in travel
demand, and/or a prolonged fare war could cause these carriers to scale back planned growth and/or
cease operations. In addition, low-cost carriers have a significantly smaller percentage of their future
fuel needs hedged. If jet fuel prices go higher than are forecast, the cost gap between low-cost carriers
and the network carriers should narrow, further reducing the competitive advantage that many of the
low-cost carriers currently enjoy. Any loss of competition could lead to higher fares and a loss of pas-
senger demand.

Also, the forecast assumes the addition of sizable numbers of regional jets into the fleet of regional car-
riers. However, the regional carriers’ future is closely linked to those of the larger network carriers.
Should one or more of these large carriers cease to exist (because of financial difficulties or merger),
certain regional carriers could find themselves either saddled with excess capacity or lack of sufficient
capacity, or lack of feed traffic. The recent experience of the Delta and Northwest bankruptcies saw
opportunities for regional flying substantially reduced.
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Despite last year’s failed attempt by US Airways to acquire Delta, there is still considerable interest in
consolidation within the industry. Some carriers, particularly United and US Airways, have made it clear
that they believe consolidation is necessary for the long-term stability/profitability of the industry. Other
carriers, who in the past have been less vocal in their views on consolidation, have recently admitted
that they have been evaluating their options if a large merger is announced. While proponents of con-
solidation argue that consolidation can lead to more rational capacity decision making and enhance the
financial stability of the industry, the reality is that in any consolidation scenario there would be fewer
carriers and less domestic competition. Less competition could lead to higher fares for the flying public
and thus reduce travel demand.

Some weakness began to appear in global economic performance in 2007, although many regions
recorded strong gains. While the current forecast calls for continuing high growth rates throughout the
forecast period, there are many downside risks inherent in these forecasts. In the near term, the
largest risk is the global credit crunch. Although the credit crunch in the U.S. and in Europe has not
severely impacted Asia, should U.S. consumer spending falter as a result, Asian exporters and Asian
economic growth could suffer. In addition, sustained high ($95 - $100/barrel) oil prices pose a risk to
economic growth in oil importing nations (namely the U.S., Eurozone, and Japan). Many regions are
counting on strong export growth to the United States as a major contributor to their future economic
growth. If economic growth in the U.S. slows as a result of sustained high oil prices, strong U.S. import
growth is unlikely to occur, diminishing global economic growth prospects.

Furthermore, much of the growth that is currently occurring is concentrated in a relatively few countries
such as China and India. Because so much of the current growth is concentrated in a few countries,
the risk that a local event could quickly have widespread effects increases. One scenario is that China
suffers a “hard landing” in which economic growth slows dramatically from current levels. Global Insight
assigns about a 30-35% probability of such a scenario occurring. In such a scenario, Global Insight
estimates that global economic growth would be reduced by 1 percent. In addition, there are potential
geopolitical risks that could slow global economic growth, i.e., the uncertain political situations in several
major oil exporting countries. Doubts remain over the strength of demand in both Japan and the
Eurozone as these areas continue to be constrained by structural economic problems, institutional con-
straints, and the authorities’ reluctance to take decisive action. The current forecasts assume strong
passenger growth for travel between the United States and other world regions. Any slowing of global
economic activity could seriously inhibit the growth in world passenger demand.

On the other hand, loosening of international regulatory constraints could drive growth higher than what
is projected. Historically, international markets have been subject to a series of bilateral agreements
that have, for the most part, severely restricted competition. It remains to be seen if the “open skies”
agreement between the U.S. and the European Union will prove to be a catalyst for reaching other
agreements throughout the world, especially in large markets like China and Japan. If it does, more
U.S. carriers could gain access to new markets throughout the world and introduce new competition.
Greater competition could lead to lower fares and higher growth in these markets.

The demand for general aviation products and services, especially business jets, appears to be expand-
ing. While the high end of the industry (business and corporate jets) is growing, the lower end of the
business (piston aircraft) is showing signs of a slowdown. How long the industry expansion continues
depends, in large part, on the strength of the market for business jets and VLJs. The market for busi-
ness jets is largely dependent upon the growth in the economy and corporate profits and it is unknown
how well this market will fare as the U.S. economy and corporate profit growth slows. The current fore-

51



FAA Aerospace Forecast Fiscal Years 2008-2025

cast assumes that 400-500 VLJs will enter the fleet a year, with the U.S. market growing to 8,145 by
2025. This is in the middle of a fairly wide range of industry estimates. The key driver of the VLJ mar-
ket is the on-demand air taxi industry. Those who believe the time has come for the air taxi industry
tend to have higher fleet forecasts. Those who are less sanguine about the prospects for the on-
demand air taxi industry tend to have more conservative fleet forecasts. If the on-demand air taxi
industry does gain widespread acceptance, it will spur the demand for VLJs and the general aviation
active jet fleet and hours flown could be higher than forecast.

The mix of aircraft operating at most large hubs is also expected to become increasingly complex over
the forecast period. The expected large increases in the numbers of regional jets and VLJs will
increase the complexities of the national airspace system and make the FAA’s job more challenging.
The increased complexity of the mix of aircraft serves to compound the increases in workload strictly
due to the increasing demand for aviation services projected over the forecast period.

High levels of delays occurred at many U.S. airports in 2007 and could become a critical limit to growth
over the forecast period. FAA’s forecasts of both demand and workload are unconstrained in that they
assume that there will be sufficient infrastructure to handle the projected levels of activity. Should the
infrastructure be inadequate and result in even more congestion and delays, it is likely that the forecasts
of both demand and workload would not be achieved. The Department of Transportation is considering
the use of market-based measures to manage congestion. New market forces from these measures
could have an impact on the aviation industry, but the specific measures to be implemented and there-
fore their impact are unknown at this time. In addition, should industry consolidation become a reality,
the impacts on congestion are unclear. Some current hubs would likely be downsized in the event of
consolidation resulting in less congestion, but other hubs might experience greater levels of activity that
could lead to rising congestion at those specific airports.

Environmental concerns also pose a risk to the forecast. Concerns about aviation’s impact on the envi-
ronment, which have accompanied its growth, could potentially restrict the ability of the aviation system
to grow to meet national economic and mobility needs. Airport expansion or new construction is often a
contentious issue because of noise, air quality, and water quality concerns. Although aviation only cur-
rently contributes 2 to 3 percent of anthropogenic greenhouse gases, emissions from the sector are
expected to grow in absolute terms, and concerns about the climate impacts of these emissions are
also growing. All of these concerns could have a negative impact on the ability of the aviation system to
meet the mobility needs of the traveling public in the future unless systematically addressed as laid out
in the Next Generation Air Transportation Plan.
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PP p APPENDIX |
FORECAST ACCURACY

Forecasts, by their nature, have a degree of uncertainty incorporated in them. They involve not only
statistical analyses and various scientific methods, but also judgment, and reliance on industry knowl-
edge and the forecaster’s experience to incorporate industry trends not yet reflected in recent results.
The FAA’'s annual Aerospace Forecast is no exception. Given the volatile nature of the U.S. airline
industry, it is not surprising that each year’s forecast would contain a certain degree of forecast vari-
ance. Therefore, FAA forecasters have tried to build forecast models that give a consistent and pre-
dictable pattern of results. Analysts relying on the forecasts produced by the models would then be able
to adjust for the predictable variance from actual results.

The table below presents an analysis of the variance from historical results for five key forecast metrics
during the FY 2003—-FY 2007 forecast period. Although this brief period has experienced industry
upheaval, FAA’s forecast methodology remained consistent during this time. For these reasons, inclu-
sion of prior periods in an analysis of forecast variance might lead to inconclusive, or inaccurate, impli-
cations about the accuracy of FAA’s current forecast methodology.

The table contains the weighted average forecast errors expressed in percentage terms of the projected
values versus the eventual results for U.S. carriers’ domestic operations. Each metric has five values
showing the relative forecast variance by the number of years in advance the preparation of the forecast
took place. For example, the 3 Years column for ASM shows the average forecast error was 6.0 per-
cent for ASM forecasts prepared 3 years in advance. For the period under examination, preparation of
the forecasts for FY 2005, FY 2006 and FY 2007 occurred in FY 2003, FY 2004 and FY 2005, respec-
tively.1

! It should be noted that the first forecasted year for each respective fiscal year is that very same year. Therefore, FY 2003’s first

forecasted year is FY 2003, and the third forecasted year is FY 2005. This also means that the 5 Years column in the table
above consists of only one observation point, while the 4 Years column is based upon two observations.
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U.S. AIR CARRIERS
DOMESTIC SCHEDULED PASSENGER OPERATIONS
FORECAST EVALUATION
Forecast Percent Error (Combined FY 2003 - FY 2007)
Forecast (Forecast Greater/Less than Actual)
Variable Forecast Performed Years Prior to Actual
1 Year 2 Years 3 Years 4 Years 5 Years

ASM 0.2% 2.9% 6.0% 7.8% 6.1%
RPM -1.5% -1.5% -1.5% -2.0% -4.7%
Pax Enplanement -0.4% 0.5% 1.5% 3.1% 1.7%
Mainline Pax Yield 0.2% 1.5% 2.5% 4.5% 8.4%
IFR Aircraft Handled -0.1% 1.1% 2.4% 3.2% 2.7%

Presenting forecast variances in such a manner simplifies a review of longer-term trends. Typically, one
would expect the variances to decline as the forecast year draws closer to the year the forecast is pre-
pared. In addition, presenting forecast variance in this way allows an examination of changes in the rel-
ative variances by time horizon, signaling when dramatic shifts in accuracy occur. Finally, it also shows
whether forecast values are greater or lower than actual results.

Examination of the forecast variance reveals several noteworthy items. First, all the metrics examined
show declining variances as the forecast time horizon decreases, as expected. For both Yield and
ASMs there are steady declines in variance from Year 4 through Year 1. The largest decreases come in
the Year 3 and Year 1 periods for Yield, and in the Year 2 and Year 1 periods for ASMs. Second, the
FAA’s forecast model produces relatively small variances for both of the passenger traffic metrics,
Enplanements and RPMs, as well as IFR aircraft handled (less than 3.5 percent for any forecast time
horizon examined except for the 5-Year time horizon for RPMs).

Third, there is no improvement in forecast accuracy for RPMs within the Year 3 time horizon. Fourth,
the relative divergence in forecast variances between RPM and Enplanements, and between RPMs and
ASMs, suggests errors in forecasting both passenger trip lengths and load factor.

The examination of the forecast variances over time suggests three primary implications. First, added
focus on passenger trip length in the forecasting process — as passenger trip length is the linchpin
between RPM and Enplanements — might help improve the forecast model’s robustness. Specifically,
by directly incorporating trip length estimation into its forecast model FAA believes a reduction in the
divergence in annual variations between RPM and Enplanements can occur.

Second, additional focus on load factor might improve the model. Currently, load factor is calculated by

dividing the forecast RPMs by forecast ASMs. The large difference between the RPM forecast variance
and ASM forecast variance indicates a consistent underestimation of load factor, one of the critical ele-

ments in converting passenger demand into aviation activity. All other things being equal, a consistent

underestimation of load factor will lead to long-term forecasts of aviation activity that are too high.
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Furthermore, ASMs are becoming increasingly difficult to forecast beyond a relatively short time horizon,
as carriers often react to changing market conditions. The consistent overestimation of ASMs suggests
that carriers have reacted by pulling down capacity. Such capacity reductions can be identified in the
short term by using advance schedule information. However, FAA’s longer-term forecasts rely on antici-
pated aircraft deliveries and retirements as well as historic relationships between economic activity and
capacity deployed. Given the volatile nature of many of the factors that may influence longer term ASM

forecasts, a simpler approach, such as RPMs divided by load factor, may improve the long run accuracy
of the ASM forecasts.
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FORECAST TABLES
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