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Future Size and Shape

Profitability

Simplification

Competing with ‘No Frills’
Manpower

We Will Deliver



Future Size and Shape
Profitability

10% Operating margin
£650 million annual cost savings

Modest revenue growth



Future Size and Shape
Simplification/Shorthaul Proposition

Shorthaul

Gatwick - Fleet simplification



Future Size and Shape
Manpower

5,800 further manpower reductions

Over a third of overhead to go



Future Size and Shape
We Will Deliver

Gatwick
Shorthaul
Total costs down 8.5% in Q3

Manpower reduced by 5,800 in three months



Future Size and Shape
The End Result

Post future size and shape vs August 2001
* 9% less capacity

* 10% higher shorthaul utilisation

* 15% fewer destinations

e 49 fewer aircratft

o 40% fewer sub types

e 52% less capacity at Gatwick

» Total manpower reduction of 13,000



Future Size and Shape

Profitability

Simplification

Competing with ‘No Frills’
Manpower

We Will Deliver
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Background

 World economy

— Weak growth / recession

— Gradual recovery late 2002
 Alir traffic

— Leisure - recovering

— Business - slower to recover
 Yield

— Decline - competition; corporate purchasing power;
and discounting



Background

Competition
— More and stronger than ever

Deregulation - UK/US open skies not imminent

Consolidation
— Bankruptcy
— Asset acquisitions
— Few merger opportunities (legal/ political hurdles)

BA Financials

—|Losses
— Debt



Key Issues

 Profitability
o Simplification

e Compete with ‘No Frills’



Rejected options

e Close Gatwick
| _onghaul only (the “BOAC” option)

 Further significant down-sizing/ route
cancellations

* Going single class in shorthaul



Why rejected?

o Criteria
— Financial impact

— Deliverabllity

— Long term competitive position

» Rejected options failed on more than
one count

e No “silver bullet”



Fleet and network strategy



Fleet & network strategy

o Strategy unchanged but accelerated

« Smaller aircraft improve revenue mix and
support frequency to key business
destinations

e De-hubbing of Gatwick

e 21% reduction in capacity from 1999 peak



Size & shape changes

o Further trimming of London routes

» Greater and faster downsizing of Gatwick
o Simplification of regional operations

e Focus on fleet simplification

e Improved shorthaul aircraft utilisation



Network changes

* 14 route suspensions already since Sept
11th

* 10 more planned

e Route moves from LGW to LHR in S02

—four Eastern European routes

—four longhaul destinations



Gatwick’s role

* Proposals build on already planned
reduction and “de-hubbing” at Gatwick

o Strengthen London network

» Operate profitable services which do not fit
Heathrow

e Achieve an adeguate return



Gatwick Fleet and network

Summer 99 0]0 01 0} 03
Longhaul Aircraft 33 33 32 16 11
l o1l I
==
Shorthaul Aircraft 54 54 57 46 35
l Z I
Longhaul Destinations 48 44 41 19 15
| 126
1=9
Shorthaul Destinations 54 54 54 42 34
l ol I
=7
ASKs % vs 1999 - (5) (14) (46) (¢10))




UK Regions

 British Airways CitiExpress
» Largest regional airline in Europe

e Replace Airbus and 737 fleets with RJ100’s
from Gatwick

e Regional capacity cut by 5%
 Manx Airlines adopting the British Airways brand

e |sle of Man services move from Heathrow to
Gatwick



Longhaul subtypes at Heathrow
cut by 44%

Type Product Club Seats 2001 2003
744 NEY 102
New 70
N 38
Old 55
742 Old 76
177 NEY 48
Old 56
Old 70
777ER N 48
767 Old 36
9 5




Fleet simplification

Number of Sub-types by base

(aircraft type / configuration combinations)

S01 Future Change
LHR Longhaul 9 5 -44%
LGW Longhaul 6 3 -50%
LHR Shorthaul 5 4 -20%
LGW Shorthaul 4 2 -50%
UK Regions 9 6 -33%
Total 33 20 -40%




Shorthaul aircraft utilisation - up
109%

Through:
 Newer, smaller aircraft and simpler fleets
e Reducing turnaround times

* More off-peak flights



Fleet and network statistics - aircraft

Summer 99 0]0) 01 0) 03
Longhaul (RS 122 126 114 112
I 12 I
Shorthaul
London 138 140 142 129 122
UK Regions ~93 82 _ 78
235 211 200

35




Fleet and network statistics - destinations

Summer 99 0[0] 01 02 03
Longhaul 92 84 82 76 71
I 11 |
Shorthaul (London) 74 77 74 67 62
I 1 |
From UK Regions 51 48 48
I 3 |
ASKs % vs 1999 (1) (12) (21) (21)




Fleet and network summary

o Strategy accelerated
o Capacity reduced - especially Gatwick
o Simplification

o Utilisation
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Dispelling rumour and myth

* “BA Is to set up ‘No Frills’ carrier at Gatwick™
» “BA to close Gatwick”

e “BA abandons shorthaul”

INCORRECT!



AmsterDAM
good price!




Business travel
has changed...

have you?

It no longer makes sense to waste company
money on unnecessary frills for short journeys.
Low-cost business travel is the way forward...

Lendon Luton - 6 daily Lenden Gatwick - 4 daily

Liverpoaol - 5 daily Belfast, Edinburgh and Glasgow - 2 daily

All our fares are one way and you can change every flight for just £10
plus any difference in fare.

No ridiculous minimum two night stay for our lowest fares.

Best punctuality record of all Low Cost Airlines.  (CAA data - Aug 01)




‘No Frills’ Competition

‘No Frills’ now compete on 62% of BA's SH routes

300% growth in ‘No Frills” frequency in 3 years

— 5500 freqg in Feb ex UK compared with around 8000 on
BA

‘No Frills’ growing the market...but BA losing
leisure share on key routes

27% of low fares in UK sold through business
agents



Our response
o Strengthen and maintain our offering to the
business market

 Move the shorthaul economy offering closer
to ‘No Frills” model

o Cost and efficiency improvements across
our shorthaul business



Strong proposition for
business travellers

e Strong Club Europe offering

o Airport, schedule and frequency

e Speed and efficiency throughout the journey
* FFP

e Customer service and operational reliability

e Changes to the way we price and distribute



Adapting shorthaul economy

 Pricing
— New structure
— Inventory management
— Communication

— On-line booking
e Distribution costs

e Delivery costs



We are often price competitive

London - Amsterdam

Airline Web Price Price including Price with Total

Return other charges credit card extras
British Airways LHR £103.00 £98.00 £98.00 €29))
“No Frills” Carrier £96.18 £113.06 £116.06 £19.88

Prices quoted as at 8 February 2002 for last outbound flight on 14 February
returning around midday on 18 February for an eTicket, includes Saturday night
stay.




We are often price competitive

London - Barcelona

Airline Web Price Price including Price with Total

Return other charges credit card extras
British Airways LHR £169.00 £164.00 £164.00 (E5)
“No Frills™ Carrier £205.00 £208.30 £211.30 £6.30

Prices quoted as at 8 February 2002 for last outbound flight on 14 February
returning around midday on 19 February for an eTicket, includes Saturday night
stay.




Adapting inventory management

Price

Flight

NN/

Days to flight

Will Be

Price

Flight

Days to flight




Low fares — easy to find

Current booking engine searches by day and
flight

Very small chance of selecting right date/flight
combination to get our low fares

Absolutely key that customer sees the best fare
available and then makes trade up decisions
themselves



| ow fares on-line

Plan Your Trip

Leaving From
London (Heathrow)

Going To {city or airport)

Arnsterdamm

/-0 days
, I:I-El'ﬁ"

Cabin Class .o
J- 3 days

Econaory {lawest) - 7 days

Adults Children Infants
e uis) | ekl s Ve & s

o |- o - o =

one way, stopover, or  Miew a complete list of  Yiew Fare Tips =
returming to a different  our destinations =
alrpart =

Continue

Can select +/- search range to find best available fare



| ow fares on-line

Choose Your Departure Date ' Your Selections
January Passengers :
Mon Tue . Fri Sat S 2 adults, 0 children, 0
infamts
Cabin :
Econorny (Traveller)
Departing :
£100 £ 100 ' From :
Heathrow (London)
To :
armsterdam
Date Range :
Wied 9 Jan 2002 to
Wed 6 Feb 2002
Returning :
From :
armsterdam
To :
Heathrow (London)
Date Range :
Wed 16 Jan 2002 to
Wed 13 Feb 2002

£100 £ 100

£ 100 £ 100

See which day has best fare available



| ow fares on-line

Choose Your Return Date ' Your Selections
January Passengers :
Mon Tue wWed i S S 2 adults, 0 children, 0
Infamts
Cahin :
Economy (Traveller)
Departing :
From :
Heathrow (London)
To :
armsterdam
February On :
Mon : : Thu 10 Jan 2002
Returning :
From :
armsterdam
To
Heathrow (London)
Date Range :
Wed 16 Jan Z
Wed 13 Feb 2002

Choose a return date



| ow fares on-line

Choose Your Departure Flight 3 Your Selections
Passengers :
Thu 10 Jan 2002 From Heathrow (London) to Amsterdam 2 adults, 0 children, 0O
infarts
Time Airport Flight Operated By Cabin : ) lor:
Ne:40 Depart LHR e L Econome tTravelier)
Hp:f : AMS BAO426 British Airwaws Departing :
LHR 7 i From :
.ﬂ.f“ig BH 0423 El I'Itl‘.:h all E=| '!Ir:: HE'EIt"I [gnnll |:|_|:| N |j an :|

To :
LHR A B
AMS BAO434 British &irways Armsterd am

On !

Iﬁlr;lipé BAD438 British Airwaws Thu 10 Jan zZ00z
Returning :

LHR e

AMS BAD440 British Airways Fr-_:m T j

LHR e Armesterdam

g \FItls I S .
AMS BAD442 British Airwan

LHR o e hrow (London)
AMS BAD444 British Airwaws

an 200z
* Mgt day arriw

Airport Key
LHR. = Heathrow (London)
AME = Amsterdam

Time of day price differences show up clearly




| ow fares on-line

Choose Your Return Flight 3 Your Selections
Passengers :
2 adults, 0 children, 0

Price ime Airport Flight Dperated By Infants

: Cabin :
e AMS i m . ;
100 LHR BAD423 British &irwa W5 Econammy |:T|-'.E|'.I.'E:||E:r:|

- S ] Departing :
t:: BAD427 British Alrways From :
AMS T i Heathrow (London)
- KIS E .
LHR BEAD420 British firwan Tu-. .
AMS e Armsterdam
\Hp DA0431  British Airways On :

Fri 25 Jan z00Z From &msterdam to Heathrow (London)

F 100
E 100

: Thu 10 Jan 2002
AMS  Bn0435 British Airways Depart :

LHR J
AMS T 11:35
LHR BAD439 British Airways Ar{i"f_:
AMS e 3150
iyr  DAD443 British Airways Returning :
From :
g . Armsterdam
ext day arrival *# frrival two daws later To :" Eroam
Airport Key H:E!-Elthrl:l'."'.' I::L|:|r||:||:|r|:|
AMS = Annsterdarn on P
LHR. = Heathrow {[London) Fri 25 Jan 2002

Only one chance to get back at the best fare




Restructuring of Distribution — UK
Travel Trade

Routing/Ticket Type Current Payment Payment Change
(from June 02)

Per Sector

Domestic/ European Flexible £11 £5 \ 55%

Domestic/ European Restricted £6 £2.50 J 58%

Longhaul Premium £20 No change

Longhaul Non-Premium £11 No change




Reducing delivery costs

» Fleet simplification and aircraft utilisation
» Self-service and on-line

o Simplification on-board



What changes for the customer

New pricing proposition

Lowest advertised price on-line

Easier access to our fares through BA.com

Choice to use other channels still available

BA direct channels off-line will be £10 higher

Fares will be based on eTicket, £10 extra for paper

Better communications



Summary

e Maintaining our strong business offering
— Club Europe
— Network and schedule
—~FFP

 Competing more effectively with ‘No Frills’
— Pricing
— On-line
— Distribution savings
— Better communications
— Improving economy load factor and yield
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Financial targets

o Profit
—operating margin 10%
S GV positive
e Debt /equity toward 50%

e Cash flow positive



Profitability

Today Future
Shorthaul Unprofitable Profitable
Longhaul Profitable Profitable
Regional Unprofitable Profitable

Total 10% margin



Achieving our operating margin

10.0 %

4.1 %

(1.5) %

Year Ended
31/3/01

Rolling 12
months
31/12/01



Achieving our operating margin

10.0 %

4.1 %

2.6 pts Points Movement

(1.5) %
Year Ended Market
31/3/01 Recovery
Rolling 12
months

31/12/01



Achieving our operating margin

10.0 %

el B 2.6 pts

2.6 pts . Points Movement

(1.5) %
Year Ended Market
31/3/01 Recovery
Rolling 12 Network/
months Fleet

31/12/01 Utilisation



Achieving our operating margin

10.0 %

1.7 pts

el B 2.6 pts -

2.6 pts . Points Movement

(1.5) %
Year Ended Market Pricing
31/3/01 Recovery &
Distribution
Rolling 12 Network/
months Fleet

31/12/01 Utilisation



Achieving our operating margin

1.9 pts

s [
el B 2.6 pts -

2.6 pts . Points Movement

(1.5) %
Year Ended Market Pricing
31/3/01 Recovery &
Distribution
Rolling 12 Network/ Service
months Fleet Delivery

31/12/01 Utilisation Productivity

10.0 %



Achieving our operating margin

1.9 pts

1.9 pts .

s |
el B 2.6 pts -

2.6 pts . Points Movement

(1.5) %
Year Ended Market Pricing Reduced
31/3/01 Recovery & Overhead
Distribution Levels
Rolling 12 Network/ Service
months Fleet Delivery

31/12/01 Utilisation Productivity

10.0 %



Achieving our operating margin

0.8pts 10.0%

1.9 pts

1.9 pts .

s |
el B 2.6 pts -

2.6 pts . Points Movement

(1.5) %
Year Ended Market Pricing Reduced
31/3/01 Recovery & Overhead
Distribution Levels
Rolling 12 Network/ Service Procurement
months Fleet Delivery and IT

31/12/01 Utilisation Productivity



Cost reductions

e Distribution
e Procurement and IT

* Manpower

e Total

£m
100

100
450

U1
o



Sales Systems - Current

CRS etc Various (eCP and cBA Various QIK2, VDU, CUTE,
RS ES non eCP) (ACTIVATE, KANA et( Self Service

Channels

Third Party
Sales

Customer
Tteracton

RS13 (1A)

OCD -(7
CSX (14 Customer

Redenjption Cusyomer
Interagtion Dkals

4
Immediat®VM, ASTRID Cox (1A) Sys User Sys User (1A),

eCF (1+) Pho<nix, eCP
Banks & Payment & " et .
. Validate & Find
redlt Cards Validation COIleCt CUStom
Payment er Sys User (1A),
Revenue S

eCP bnoking engines
Product

Manage Selection
Booking

ISIS,
NT N Fizo (1A),

Service e .(1A)’ Schedule:
Delivery P AOETX SIS -> SITA,

DCS (1A) Dali
E
Airport Ege

Operations

~—
——
e o
TESS / +See*1* Fares:
Delivered Orders Ground ATPCO,

Resources .
for revenue luctPhoenix, FROG,
processing ‘ Ide Y

Financial

Administrative

Transmit Product,

Sys User (1A

OPAL ys User (1A)
Ticket & Price & Schedule
Other Changes

Booked, 3rd Party Distribute
Ticketed and Sales Booking =
efeeb Reti ASITRID, FROG, ATPCo

e OPAL, CTD cale - FLEXDOC, Phoenix, G*Specialist
*TQS, Returny rvice provid Group & Distribute
«Auto Changer, Specialist Information
*Bulk Selective Rebook, Srd Party BH4
*PNR Refresh

*Codeshare Reacc

Selling



Sales Systems - Future

Airport front end systems Selling Front Ends Legend

VoY BA Customer Direct systems

; Self- Partner/Alliance
(‘green . Contact Electronic -
' - Golee & CoreE Infrastructure
screen’) Centre Channels
Systems
within area

BA Operational
Systems

eCommerce
Platform

Product Server

E-ticket Server Amadeus System

User - -
S e bookings trickle-feed (batch feed for back- Message

Corporate

— B essag

bookings
(trickle-feed)

Order
Reconciliation

Orders
Operational Downstream
Datastore systems

BA Administrative
Systems

Amadeus

Customer Server
(~OW NGl NGI Seat Server

Customer Availability Seatplan

Amadeus Systems
(Community)



Manpower reductions

Number Per cent

reduction
Overhead 4,200 36%
Operational 8,800 20%
Total 13,000 23%

31 August ‘01 baseline



Manpower reductions

Number Per cent

reduction
March ‘03 10,000 80%
March ‘04 13,000 100%

against 31 August ‘01 baseline



Employee reductions by area

Cabin Services 3,400
Heathrow customer services 800
Gatwick customer services 550
Flight Operations 10]0)
Engineering 1,500
Cargo 300
World Sales 2,600
Other areas 2,950

Total 13,000



Liquidity

£ bn
«Cash 1.2
« Committed facilities 0.6
e [nvestments 0.4
* Other assets 1.2

e TOTAL £3.4bn




Debt

e No financial covenants

* No repayment spikes

e | ong term

* 89% aircraft/ property financing
e 11% unsecured

o Interest rates (approx 50% fixed, 50% floating)



Debt repayment profile as at 31 March 2002
(£000)

800,000 +

700,000 4
600,000 +
[ ]
— [ ]
500000 1 — .
400,000 4
300,000 +

200,000 +

100,000 +

0

2003 2004 2005 2006 2007 2008 2009

Aircraft Loans || Non-Aircraft Loans




Alrcraft

- Unencumbered 44 *
e Financed 183 **
e Extendible operating lease 42

e Operating lease 08
Total at 31/12/2001 367

* 22 are subject to finance facilities.
** 16 become unencumbered by 31/12/04



Operating commitments

Group Operating Lease Commitment Profile
asat 31 December 2001

£m [Total £651m]
200 +

150 +

100 +

50 +

2003 2004 2005 2006 2007



Aircraft spend 1998 - 2007

Allls \[I19US PATDUSE FeVATOUSH SEPAESH SGIAIDIS

ASAIUS

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007



Net capital expenditure

£m
1,800 -
1,500 -

1,200 A

900 A
600 -
300
(300) -

(600) -

2001 2002 2003 2004

M Capital Expenditure M Disposals Net



Target positive cashflow

]|||||//

1996 1997 1998 1999 2000 2001 2002 2003 2004

Il O perating cashflow Cash outflow N et Cashflow



Q4 Outlook

e Revenue

e Capacity down
e Costs down

e Unit costs

e Restructuring

e Debt/equity



Summary

Clear simple targets
—Margin
—Cash
—Gearing

Fast, decisive actions

Tough, internal disciplines
Leaner, less complex business
Committed to deliver
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