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1. Project Overview & Scope

Overview

In coordination with the Missouri Department of Transportation, Boyd Group
International was retained by the communities of Cape Girardeau, Columbia,
Joplin, Kirksville, and Waynesville, Missourito prepare an Air Service Study.

State of Missouri Air Service Study
Airports Included in Analyses & Discussions

° Kirksville Regional Airport

Kansas City

International Airport @ Columbia Regional Airport

v Lambert -St. Louis
International Airport

Waynesville St Robert Regional
Forney Field Airport (Fort Leanard Wood)

Joplin Regional Airport @ Cape Girardeau
@ Regional Airport

Branson Airport @

The overriding objective of the analyses completed for this study is to
provide an overview of the state of the U.S. domestic airline industry as it
relates to small community air service and the Essential Air Service (EAS)
program that supports air service in the five Missouri communities, and to
detail options for fut ure air service improvements. Additionally, the study
revi ews t he changing air service patterns
Missouri T St. Louis and Kansas Cityi as well the potential for air service
development at the new, privately-owned Branson Airport, and attempts to
ascertain how these may impact not only the specific local market of each
but also air service at Cape Girardeau, Columbia, Joplin, Kirksville, and
Waynesville

Summary of Analyses Conducted

To achieve the stated study objectives, Boyd Group International conducted
the following research and analysis:
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1 A review of each of the five Missouri communities including, but not
limited to, determination of reasonable catchment area, economic base
driving air service demand, current and histor ical air service, connectivity
with national air transportation system, competitiveness of pricing, and
estimates of traffic leakage to other airports.

1 Analysis of the U.S. airline industry that includes how macro-level issues
are, and will, trickle down to smaller communities such as the five that
are the focus of this study. This included, but was not limited to, impacts
of consolidation, changing business models, capacity reductions, cost
reduction initiatives, and the increasing importance of global al liances.

1 A comprehensive review of the Essential Air Service (EAS) program,
including origins, structure, challenges, and an assessment of the future
of the program. Included as part of this review was an assessment of
the airlines that either are, or pot entially could, provide EAS subsidized
service in the five Missouri communities that are the focus of this study.

9 Air service trends at Lambert-St. Louis International Airport and Kansas
City International which, in addition to representing major sources of
traffic leakage, are the primary (although not exclusive) connecting
points with the national air transportation system for the five small
Missouri airports that are the focus of this study.

1 An assessment of the new privately-owned Branson Airport, including its
potential to develop sustainable air service and what, if any, impact this
could have on air service at Cape Girardeau, Columbia, Joplin, Kirksville,
and Waynesuville,

1 Review of potential future options related to air service at the five
Missauri communities, both within and outside of the EAS program, as
applicable.

In addition to this document, Boyd Group International will visit each of the
five communities included in this study to review the results and discuss
future air service options, as well as prepare a concise summary of the
report for presentation to the U.S. Department of Transportation, EAS and
Domestic Analysis Division. As needed, Boyd Group International will also be
available to provide each community with assistance related to air service
development and recruitment, up to and including facilitating meetings with
prospective airlines.

Data Sources & Methodology

Boyd Group International has assisted numerous airports in development of
current market assessments, long-term strategic plans, air service
development strategies, applications for grants under the Small Community
Air Service Development (SCASD), and with a range of other projects. Client
airports range from large hub sites (i.e., Cincinnati-Northern Kentucky
International Airport, Charlotte-Douglas International, DFW International
Airport) to small markets, including EAS points, such as Paducah, Kentucky;
Latrobe, PA; Rhinelander, WI; and West Yellowstone, WY. With regard to the
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five Missouri airports that are the focus of this study, Boyd Group
International has in the past provided assistance to Joplin and Cape
Girardeau. Additionally, the firm has provided assistance to Springfield-
Branson National Airport.

Th e f iappméch to such projects is to develop extensive data on all
aspects of an air service market, put that data in the context of the current
and projected domestic air service environment, and overlay the experience
and insight of Boyd Group International professionals to provide conclusions
on what the data means and how it can be applied in developing solutions
with respect to air service retention and recruitment within the real world
context of airline industry.

A variety of data sources were utilized to conduct quantitative and qualitative
analyses in this study. Primary sources include but were not limited, to the
following:

Demographic & Economic Data

Demographic data for each of the five markets in this study was obtained
from Microsoft MapPoint. The primary data in MapPoint is U.S. Census
Bureau data, extrapolated by Applied Geographic Solutions based on a
number of variables to provide a reasonable representation of calendar year
2008. As appropriate and relative to traffic generation estimates, this data
was supplemented with recent key indicators of the U.S. economy such as
unemployment data.

Data on the economic base for the market was supplied by the airport
managers in each, and supplemented where needed by information in the
public domain from entities such as Chamber of Commerce, emnomic
development organizations, and local government.

Traffic & Fare Data

A very | arge percentage of the firmds
historical data with respect to traffic, fares paid, market share, and load
factors. As this data provides the basis for trend analysis that helps explain
evolving market conditions, as well as provide a basic foundation for future
projections, accuracy of such is data is critical.

A number of years ago, Boyd Group International recognized that traditi onal
sources of data 7 such as raw DOT reports i were highly unreliable and
riddled with errors. The main reason for this is that DOT reporting systems
and methodologies have not kept up with changes in the airline and aviation
industries. The firm addressed this challenge by developing Airports: USA
DataMinerE , a proprietary software and database system that scans the raw
data for errors and mis-reporting, and implements corrections. Using
Airports:USA® Dat a Mi, nhe rifth had traffic, fares, revenue, market,
airline financial, and schedule data available for use in the s t u dwpr&. §he

! Boyd Group International recognizes that historical data is not necessarily indicative of the
future. It is useful, however, in the context of indentifying trends and the impacts of specific
events, such as shifts in airline strategy, changes in service levels, and changes in the economic
base of a market, such as emergence or departure of a specific industry.
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data available in this system is comprehensive, going back to 1978 i the
year of airline deregulation.

Schedules & Capacity Data

Data for airline schedules, routes, market connectivity, routing circuity, and
capacity was obtained from Innovata, LLC and extracted using
Airports:USAR DataMinert .

Aircraft Operating Cost Data

Operating costs for aircraft operated in the Missouri markets was obtained
using data as reported on U.S. DOT Form 41 and Form 298C, filtered and
stage-length adjusted using Airports:USA® Dat a Mi. inethode instances
where cost data was not available from government databases, estimates
were developed using carrier EAS filings. While the latter is not a precise
methodology, it does, in the view of Boyd Group International, provide a
reasonable esimate of sector operating costs.

Other Data Sources

Additional information for this analysis was obtained from Boyd Group
International és |library, i ncl udiricarger
websites, and historical airline schedules.

Experience & Insight

The final resource applied in this study is the experience and insight of Boyd
Group International principals. Collectively, this group has over 70 years of
combined airline experience, most of it in management or senior
management positions, including a number of years at regional and
commuter airlines.
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2. Summary Conclusions

Although this is a comprehensive study, the overall findings and key
recommendations can be summarized into three key points:

The Airline Industry Is Under Going A Per manent
Restr ucturing

Airlines in the United States operate under five basic models, only two of
which - EAS Contract Carriers and Small Jet Providers can reasonably be
expected to serve communities such as Cape Girardeau, Columbia, Joplin,
Kirksville, and Waynesvile in the future.

The industry is currently in a contraction mode, responding to an overall
weak environment and bracing for potential volatility in oil prices. This makes
future market experimentation and development a less likely occurrence,
which does not bode well for development of rural air service. Equally
important, any expansion that is occurring tends to focus on the potential
contribution to global alliances, which are increasingly important to airlines.
This places communities such as those inMissouri which are the focus of this
study at a disadvantage when competing for limited airline resources with
communities elsewhere in the United States and across the globe.

A major component of the industry restructuring is the disappearance, for all
practical purposes, of the regional airline industry. The business model of
these carriers is less about providing small towns with connectivity to the
national air transportation system and more about providing feed to
Comprehensive Network Carriers from small and mid-size cities Moreover,
aircraft which these carriers formerly operated in small communities are
nearing the end of their useful life with no viable replacement on the
horizon.

The Essential Air Ser vice Program Needs to Be Fixed

While an important and well intentioned component of the Airline
Deregulation Act of 1978, the fact is that the structure of the Essential Air
Service program no longer fits within the realities of the current day air
transportation system in the United States.

Specifically, Boyd Group International has identified the following as needed
changesto the program:

1 Increased flexibility in determining minimum service levels, as well as
provisions to allow supplemental air service that meets specific
communities of interest;

91 Increasing the current two -year EAS contracts to five or seven years,
thereby encouraging more carriers to participate in the program;
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1 Provide incentives to carriers to actually market and develop EAS service,
rather than awarding contracts to lo w bidders that have included little
provision for advertising and promotion expenditures;

1 Require interline connectivity as a de facto service minimum, eliminating
those carriers from the program that dono:
national air transportation system by dropping passengers at an FBO and
not providing through ticketing and baggage check -in;

1 Require airports designated as medium and large hubs to provide a
secondary schedule of rates and chargesto help ensure that EAS service
can be operated in a cost-effective manner in main passenger terminals,
thereby easing connections with other airlines;

T Provide airlines with a #Afuel flexo in EA
risk and encouraging more carriers to participate in the program; and

1 Monitor the passenger levels in the limited number of regional jets in the
EAS program with the aim of determining whether they are able to
increase traffic capture rates at local airports and, over the long term,
reduce required subsidy levels despite their higher operating costs.

While it is understood that these are not changes which the State of Missouri
or any specific airport can unilaterally implement, it is the starting point for a
lobbying effort to Congress and the US Department of Transportation. For
such an effort to succeed, support from carriers and other EAScommunities
across the nation will be a requirement.

Impacts on Small Communities in Missouri Are Profound

As outlined throughout this document, each of the communities in this study
has been directly and negatively impacted either by changes in the airline
industry or lack of change in the EAS program. To summarize:

1 Cape Girardeau service is being restored after a period of dormancy
but the market needs to increase enplanements during the current EAS
cycle in order to maintain eligibility for the program.

1 A relatively strong traffic rebound at Columbia following introduction of
service by Delta Connection to Memphis demonstrates the value of
branded connections to a major airline hub. This improvement, however,
is risky given that Delta will retire the Saab 340 turboprop within the
next two years. As a result, it is recommended that COU begin dialogue
sooner rather than later both with Delta (possible upgrade of MEM
service to regional jet) or SkyWest (regional jet service to Chicago as
United Express).

1 Traffic at Joplin has been a free fall for much of the decade, having
virtually nothing to do with the local economic base but rather reflecting
declining quantity and quality of air s ervice. We believe that much of this
traffic could be restored with the right provider of EAS service and, like
Columbia, we recommend a dialogue be started immediately with
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potential operators to communicate the JLN story ahead of the next EAS
bid cycle.

1 Air service at Kirksvile can hardly be classified as providing
connectivity with the national air transportation system and this is
reflected in abysmal traffic levels. It is entirely possible that the market
could lose its eligibility for EAS subsidized flights in the next bid cycle,
but we nevertheless encourage the community to reach out to carrier s
that can provide quality air service with interline connections, such as
Cape Air.

1 Waynesville/Fort Leonard Wood generates a relatively high volume
of passenger traffic for a community of its size, but as a result of
unreliable air service from the current EAS provider and ease of traffic
leakage along Interstate 44, captures only a small percentage. Near-
term, we recommend the community attempt to work the EAS provider
to improve reliability and regain market confidence.

Each of these issues and recommended solutions is discussed in greater
detail over the following sections of this study.

November 2009 BoydGroup

INTERNATIONAL



State of Missouri
Air Service Study | 13

3. U.S. Airline Industry Economics&
Impacts on Rural Air Service

In this section of the study, we have outlined the current sta te of the airline
industry along with structural changes that are underway and which are
likely to change the complexion of the air service in the United States in the
future. How these changes will translate to air service in small communities,
and specifically the five in Missouri which are the focus of the study, is
analyzed and discussed.

Current Structure

The U.S. airline industry is effectively stratified into five different oper ator
groups, each of which impact air service in the State of Missouri. These
groups are illustrated on the pyramid graphic below, with the Comprehensive
Network Carriers at the bottom having access to the widest revenue streams.

Structure of U.S. Airline Industry
Stacked by Access to Revenue Streams

Capdcii  SEA?PORT

Contract L = @ YT s
Carriers i

: N3 @
Leisure allegiant  “8:suncountry
Carriers

Low - Cost Network so?ﬁr_uwesr dirlran jetBlue
Carriers ARLINES _

T s
EXPRESSIET ShkylNest

Small Jet Providers

Comprehensive Network Carriers uNITED
ADELTA

Each of these carrier groups and the role they play in Missouri air service is
described briefly below.
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Comprehensive Network Carriers

Comprehensive Network Carriers (CNCs) include airlines such as American,
Delta, Continental, US Airways, and Uhited. This is the group that some still
refer to as filecygse they shdulderédihighersoperating costs
associated with pension plans, diverse fleets, etc. With the restructuring that
has taken place in the airline industry over the past decade, these carriers
have been able to shed many of these costsi both in and out of bankruptcy
reorganization.

Characteristics of these carriers include:

1 Large route network with multiple hubs, typically one or more of which
also serves as an internationd gateway;

1 Mainline fleets ranging in capacity from 120-160 seats (i.e., 737, A320,
MD-80, etc.) to large 200-plus seat widebody aircraft with inter -
continental range (i.e., 767, 777, A330, 747, etc.);

9 Participation in global alliance, including amenities such as lounges,
premium cabins, reciprocal frequent flyer program benefits, etc.; and

1 Accesses revenue streams at small and midsize communities with small
jet providers (see below) using brands such as Delta Connection or
United Express, under a contractually negotiated agreement.

Small Jet Providers

Small Jet Providers (SJPs) are what used to be referred to as regional
airlines. These operators are effectively surrogates for the Comprehensive
Network Carriers in small and medium-sized communities across the United
States, and reaching into Canada, Mexico, and the Bahamas.

Included in this group of carriers are SkyWest Airlines, Trans States Airlines,
AMR Eagle, Mesaba Airlines, Pinnacle Airlines, Mesa Air Group, and Republic
Airways Holdings? Common characteristics of these carriers include:

1 Generally invisible to the public, operating under an affiliated brand of a
Comprehensive Network Carrier such as United Express, US Airways
Express, Delta Connection, America Eagle, etc.;

1 Either independent airline operating under a franchise agreement or a
wholly-owned subsidiary of the CNC;

1 Generally speaking, scheduling and pricing decisions are directed by the
planning departments of the CNC with the Small Jet Provider simply
providing the lift on the basis of contract (i.e., vendor);

2 Mesa Air Group and Republic Airways Holdings operate multiple carriers umler a holding
company structure.
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1 The CNC usually pays a negotiated fee b SJP for each block hour flown,
with certain indirect costs (i.e., reservations, commissions, marketing,
etc.) paid directly by the CNC;® and

1 Operate aircraft ranging from 30 -passenger Embraer Brasilia turboprops
to 70-plus seat jets, such as the CR3900 and Embraer 175.

As these carriers fly for the CNCs to small communities and, in some cases,
in markets that are in direct competition with other CNCs, they access a
relatively large breadth of revenue streams. Carriers such as SkyWest
generate annual revenues in excess of $3 billion annually.

Low Cost Network Carriers

What used to be referred to as fi n-foills, point-to-p oi nt 60 andwhich
had a limited footprint in th e United States market, today Low Cost Network
Carriers provide a relatively large percentage of domestic airline capacity in
large and mid-size markets. Due to the simplified fleet plan of one or two
aircraft types typical of these carriers, intercontinental and small domestic
markets are economically out of reach which in turn limits the revenue
streams these carriers can access.

Included in this group of airlines are carriers such as Southwest, AirTran,
jetBlue, Virgin America, Spirit, and Frontier. Shared characteristics of these
airlines include:

1 Mostly domestic route system, although increasingly pushing into
Mexico, Canada, and the Caribbean;

1 Route systems that increasingly reflect traditional hub-and-spoke
business models;

1 Simplified fleet plan with usually one or two aircraft types, and generally
do not engage in large-scale code sharing agreements;®

9 Pricing models intended to stimulate market demand and attract first -
time customers;

3 An excess number of regional jets in this sector is resulting in some CNCs and SJPs entering
agreements whereby the SJP effectively assumes the route, pays the CNC a franchise fee, keeps
all of the local revenue and a prorated share of the connecting passenger revenue. While this
represents a small percentage of overall SIP capacity, it is increasing.

4 It is important to note that the number turboprops operated by these carriers represents a
very small percentage of the overall fleet and is steadily declining. For example, and as will be
expanded upon later in this document, Delta Connection carrier Mesaba Airlines is terminating
leases on 10 Saab 340 turboprops.

5 Southwest Airlines has entered into code-sharing agreements with WestJet and Volaris of
Canada and Mexico, respectively, while jetBlue has limited codesharing with Cape Air at Boston.
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1 In many cases evoluton f r om-fiind | s0 t owhaskksuied novati on
in service superiority relative to the CNCs and intense brand loyalty (i.e.,
fleets of all new aircraft, leather seats, onboard television or satellite
radio, unique beverage or food offerings, and (in limited cases) a
business class cabin);

1 Younger workforce, typically with more flexible work rules and without a
defined pension plan; and

1 Business models focused on high asset utilization and, where feasible,
outsourcing of non-essential functions.

While none of these carriers serve the five Missouri airports that are the
focus of this study, they do impact the levels of air service that are able to
be supported. As will discussed later in this document, the presence of low
cost network carriers at airports such as Lambert-St. Louis International
Airport and Kansas City International Airport contributes to significant
amounts of traffic leakage from airports in Cape Girardeau, Columbia, Joplin,
Kirksville, and Waynesville

Leisure Carriers

A relatively new class of airline that has emerged in the United States in
recentyearsisil ei sure carrierso that target discr ¢
vacation destinations.

The primary carriers in this group are Allegiant Air, USA3000, and Sun
Country Airlines. In addition, there are a limited number of tour operators
targeting similar consumer spending, such as Direct Air & Tours, and which

of fer Apubl i c c h aparty eertificate hbltlecs wperating undeh i r d
Part 380 of the Code of Federal Regulations (CFR). Shared characteristics o
leisure carriers:

Leisure carriers focus on

providing low-cost access to
vacation destinations with ) ) ) ) )
business models that are highly 1 Typically, these carriers operate narrowbody jet aircraft seating from 100

dependent on ancillary revenues to 180 passengers, such as the 737, MD-80 or A320;
and packaging.
1 Target markets such as Orlando, Tampa/St. Petersburg, Gulfport/Biloxi,
Myrtle Beach, Palm Springs, Las Vegas etc., which generate large
number of inbound tourist visitors;

1 Generally operate lessthan-daily service, typically two to four times per
week on a given route;

1 Avoid head-to-head nonstop competition with Comprehensive Network
Carriers and LowCost Network Carriers, with an emphasis on service on
small and mid-size markets that cannot otherwise support service by
large aircraft;

® Recently, a failed attempt to launch such as service was made by an operator called Jet
America, which gained much national attention with $9 fares but an equal amount of attention
when service was cancelled before the first flight ever departed.

November 2009 BoydGroup

INTERNATIONAL



The number of airlines willing and
able to participate in the EAS
program is declining.

State of Missouri
Air Service Study 17

1 Although now replicated by many airlines, initiated the practice in the
u. sS. mar ket of Aunbundl ivaryJow aiafareaand ar es by
then charging for ancillary services, such as advance seat assignments,
early boarding, checked baggage, beverages and snacks, telephone
reservations, and onboard sales (domestic equivalent to duty-free sales);
and

1 Offering vacation packages (hotels, rental cars, attraction and show
tickets, etc.) on Internet distribution portal.

None of these carriers serve the five airports that are the focus of this study,
however Allegiant Air serves SpringfieldBranson National Airport and Sun
Country Airlines operates at the new, privately -owned Branson Airport.’

Essential Air Service(EAS) Carriers

Service to each of the five airports that are the primary focus of this study -

Cape Girardeau, Columbia, Joplin, Kirksville, and Waynesvillei are all
supported by the Essential Air Service (EAS) program, which is discussed in
detail in the next section of this document. The challenging economic
environment and fluctuating fuel prices has created significant challenges for

providers of Essential Air Service and the communities that depend on them

for connectivity to the national (and global) air transportation system. The

depth of the challenges have been so deep that some carriers (i.e., Air

Midwest and Big Sky Airlines) have exited the businessaltogether.

Airlines remaining that provide EAS subsidized flights include Great Lakes
Aviation, Gulfstream International Airlines, SeaPort Airlines, Air Choice One,
Cape Air, Mesaba Airlines, and SkyWest Airlines. General characteristics of
these carriers include:

1 Provides servicein EASdesigned markets that are subsidized by the US
Department of Transportation following a competitive bid process,
offering a determined minimum level of service;

1 Fleets are generally comprised of propeller-driven aircraft (and in most
cases turboprops rather than piston engines) seating from nine to 30 -
passengers, however a limited number of 50-seat regional jets are now
serving some EAS markets;

1 While the percentage of overall flights operated under EAS contracts are
limited at SkyWest and Mesaba, for the remainder of these carriers EAS
flights represents a significant 1 if not the majority i percentage of their
revenue streams; and

9 Virtually all of the carriers have industry standard interline ticketing and
baggage agreements, while some participate either in limited or full -
fledged code-sharing agreements.

7 See discussion later in this document.

8 There is also a large sub-set of providers flying EAS-subsidized service to rural communities
throughout Alaska.
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Industry Transition and Restructuring

To put it bluntly, the first decade of the 21 % century for the US airline
industry has been nothing short of traumatic. B etween 2001 and 2005, the
industry as a whole had a net loss of approximately 42 billion dollars, wiping
out all accumulated profits since the end of World War Il. Losses during this
period were the result of a confluence of multiple factors, including:

1 The terrorist attacks of September 11 which, in addition to financial
hardships associated with the national grounding in the days
immediately following and significantly reduced demand in the weeks
following, continues to impact airlines in the form of hig her costs and
reduced demand due to hassle factors following formation of the
Transportation Security Administration (TSA);

1 A minor recession during 2000 and 2001 resulting in a reduction in
business travel, and which was increased both in terms of durati on and
intensity as a result of the September 11" terrorist attacks;

1 Growth by low-fare airlines from niche operators to Low-Cost Network
Carriers during the period, substantially increasing the number of
markets impacted yield by erosion resulting from lower fares;®

1 Emergence of the Internet as a i if not the 1 primary method of
distribution, effectively democratizing the buying and selling of air travel
by providing consumers with real-time and comparative information on
schedules and fares; and

1 A spike in the cost of oil during 2004 and 2005, followed by a
subsequent fAsuper spikedo during 2008 (see

The above factors resulted in significant losses during the first half of the
decade with marginal profitability return ing to the airline industry during
2006. This, however, was short-lived.

Fuel Prices

Jet fuel prices, which are closely tied to the price of crude oil, started to
increase during 2006 and reached a peak in late 2008 when oil prices hit
$150 a barrel and jet fuel exceeded four-dollars per gallon. While prices
have, at the time of this report , dropped to approximately $80 a barrel and
$2.40 a gallon, the instability in fuel prices has created a significant
economic challenge for airlines on a global basis®

° It is also noteworthy that as Low -Cost Network Carriers expanded beyond specific
geographical niches, they increasingly found themselves competing not only with
Comprehensive Network Carriers but also among themselves. This hypercompetitive
environment pushed average fares lower, resulting in negative results not only for the CNCs but
also for the low-cost providers.

% The run-up in crude oil, and concurrently jet fuel, prices that occurred during 2008 is
generally attributable to speculators in the commodities markets. More recent increases (i.e., fall
2009) are being attributed to weakness in the US dollar (on which oil prices are pegged) relative
to other currencies.
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Jet A Fuel Price Trend
NY Harbor Spot Market Prices: Jan 2000 -Sep2009
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The illustrated spike in fuel costs during the first half of 2008 is a perfect
example. This run-up crushed any hopes of a profitable 2008 and triggered a
massive shedding of capacity in the U.S. domestic market, including over
500 aircraft, 3,000 daily departures, and 250,000 daily seats being
eliminated during the fourth quarter of 2008.

To further illustrate this point, an airline often sells a leisure traveler their

ticket weeks, if not months, prior to the departure date. The challen ge in
doing so, however, is the cost of fuel on the day the customer actually
travels. This puts airlines in the unenviable position of not knowing the true
cost of providing the product at the time it is sold. This challenge applies not
only to ticket purchases but also impacts entire markets. As will be outlined
in the next section, certainty over fuel prices makes it difficult for airline s to
accurately project the required level of subsidy necessary to profitably serve
EAS markets.

Airline Reorganizations & Restructurings

Since the September 11 terrorist attacks, eight large or mid-sized airlines
(Delta, Aloha, Hawaiian, Northwest, United, ATA, Frontier, and US Airways)
have entered bankruptcy re-organization, with US Airways seeking court
protection twice during the period. Smaller airlines were unable to ride out
the upheaval and carriers such as Southeast, TransMeridian Airlines
Independence Air, Midway, National, and Vanguard ceased all operations
and simply disappeared from the scene.
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Virtually every major airline in the
United States has undergone
significant restructuring during
the current decade, and many
have done so under the
protection of the bankruptcy
code.
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Other carriers narrowly averted bankruptcy but nevertheless underwent
significant restructurings, including some that were facilitated by loans from
the federal government that were not unlike the recent loans to the financial

and automotive industries. ™

With the aforementioned spike in fuel prices that occurred during 2008,
there was secondary rash of airline shutdowns. This resulted in the
disappearance of established airline brands such asAloha, American Trans
Air (ATA), and Champion Air, and the failure of start-up airlines with
significant financial backing including SkyBusand Hooters Air.*

It is relevant to note that financial challenges were not limited to large
airlines and that the shutdowns did filter down to regional airlines and rural
markets. During the same period that jet airlines were shutting down,
regional airlines such as RegionsAir, Big Sky, Skyway, and Air Midwestalso
ceased operation. In some instances, these failures directly impacted
scheduled air service at the Missouri communities of Cape Girardeau,
Columbia, Joplin, Kirksville, and Waynesville. The economic challenges facing
regional airlines, and particularly those associated with the Essential Air
Service program, are discussed later in this section, as well as in the next
section of this Study.

The reorganizations and restructurings, whether in or out of bankruptcy,
resulted in significant financial pain shared among airline employees,
customers, vendors, and airports, including:

I For the those employees who still have jobs, wages and benefits have
been cut, pensions have been cancelled and, more recently, health
insurance for retirees is being rescinded,;

1 For customers, the cutbacks range from obvious (i.e., elimination of
meal service), less obvious (i.e., increased intervals bet we e n
cabin cleanings and reduced number of flights attendants), to new
charges for services that formerly were included in the base price of a
ticket (i.e., ba ggage checkin and advance seat assignments);

I For airline vendors (ranging from aircraft manufacturers to ground
handling agents to caterers to suppliers of onboard soap), contracts
have been cancelled or renegotiated as airlines downsize and adjust
business models; and

9 For airports, both large and small, pain has come in the form of airlines
walking away from lease agreements while in bankruptcy, or reduced or
eliminated service, which results in underutilized facilities and lower than
projected non-airline revenues (i.e., car rentals, parking, concessions,
etc.).

™ Trans World Airlines was on the brink of bankruptcy during this period acquired by American
Airlines. Subsequently, American has closed the St. Louis hub of the former which impacts
service at rural communities in Missouri and is discussed in greater detail later in this study.

2 To illustrate this point, SkyBus Airlines started with over $160 million in capital (a record in
the United States) and lasted a mere nine months before going out of business.
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To summarize the situation, a combination of uncertainty over fuel prices,
weak economic environment, and geo-political instabilities has put the U.S.
airline industry in a retrenchment mode with a limited appetite for risk, as
well as limited ability to capitalize on opportunities. This will make
recruitment of air service to the five Missouri airports that are the focus of
this study exceptionally difficult, if not impossible, for the foreseeable future.

The Big Non-Event: Mergers and Consolidation

Since the September 11" terrorist attacks, the US airline industry has
witnessed three major mergers:

1 America West and US Airways, to form the present day US Airways;
1 American and TWA, to form the current American Airlines; and
9 Delta and Northwest, to form the current Delta Air Lines.

While the calls have been tempered in recent months due to constraints in
the financial markets, there are those that argue the US airline industry
would benefit from greater consolidation. The primary logic behind such calls
is that fewer players would be better positioned to cope in a mature, low-
growth segment of the economy or withstand economic downturns, shocks
like terrorist attacks, and fuel price spikes. On paper, combinations can
appear compelling but reality shows that airline mergers are inherently
complex and the industry is littered with examples of mergers gone bad.

The driving forces behind the call for consolidation are typically airline
managements, law firms, hedge firms, and merger & acquisition/advisory
firms, and stock analysts. All of these parties stand to make handsome short-
term profits from consolidation, regardless of whether a particular merger
has positive impacts on the resultant company, employees, and communities
that depend on it for air service. Boyd Group International believes that
virtually all of the potential merger combinations would result in less air
service, higher fares, reduced competition, less employment, and a lowered
drive to foster innovation. Simply put, absent the short-term gains for the
dealmaker s, t hereds | i tt |femibdusirgdonsdlidation. be real i z

As noted, current economic weakness and tightness in credit markets has,
for the time being reduced the volume of cries for mergers . It is not,
therefore, a foregone conclusion that a merger will occur in the U.S. airline
industry during the next 12 to 18 months. The major exception could be a
merger forced by creditors or vendors to avoid a Chapter 11 filing by a weak
carrier.® This said, it is very likely that during the next few years the
AiCaptains of | ndust ry ailinecohdolidatienffew t heir cri

3 While it is not believed that the bankruptcy filing is imminent, recent transactions by United
Airlines to increase liquidity by accepting loans from vendors (i.e., small jet capacity providers
and credit card processer) and at sub-prime interest rates indicate that this carrier could be such
a candidate for a forced merger.

1 |t is noted that the new president o f Continental Airlines publicly stated he would be receptive
to possible combination with United Airlines under specific conditions, not the least of which
would be Delta Air Lines demonstrating some economic benefits of its merger with Northwest.
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As the communities which are the focus of this study are participants in the
Essential Air Service program and, as a result, have service from only one
carrier they would be unlikely to experience direct, near-term effects from
any consolidation that might occur in the industry. That being said,
consolidation and the likely resultant contraction would eventually reach into
these communities, as illustrated by the recent announcement to close the
STL hub by American Airlines.

Emerging Role of Global Alliances

While mergers are not viewed as a solution to challenges that airlines
currently i or possibly in the future - face, global alliances are emerging asa
increasingly important tool to increase the breadth of network service.

Airline Global Alliance Memberships

As of October 2009
SkyTeam oneWorld Star Alliance
AEROFLOT —_—
~i= Russian Airlines BRITISH AIRWAYS
A5 AEROMEXICO.
AIRFRANCE #
Zllicalia

@ CHINA SOUTHERN

'g czecH
AIRLINES

QANTAS

In many ways, alliances can be an effective surrogate for a merger, offering

airlines cost reductions from sharing of sales offices, maintenance facilities,
operational facilities (e.g. catering or computer systems), staff (e.g. ground

handling personnel, at check-in and boarding desks), and consolidated
purchasing power. Benefits to travelers can include lower tickets prices due
to lowered operational costs for a given route, increased departure times to
choose from on a given route, more destinations within reach via a single
ticket and baggage check, shorter travel times due to optimized schedules,
and faster mileage rewards by earning miles for a single account on several
different carriers.
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