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The beginning of each year marks the
opening of another chapter in a corporation’s
life. It is time to pause and reflect on our
achievements in the past year, and to take
stock of the challenges that we may face
in the new year.

2009 will be a very challenging year for the
aviation industry. The brewing global
financial crisis has already shown signs of
a serious knock-on impact on the
whole aviation industry. Airports are not
spared. The declining global air traffic
has resulted in a drop in airport revenues,
due to lower passenger and aircraft
movements, as well as reduced passenger
spending at airport shops. Survey
data collected by the Airports Council
International (ACI)l confirm that in
response to the slowdown, airports are
focusing on controlling costs. However,
the continued rise in capital expenditure
indicates that airports are still making
preparations for future growth when the
global economy recovers. ACI is still
positive about the aviation outlook in the
medium term and even forecasts
resurgence in demand within two years. ACI
forecasts doubling of traffic in the
world’s airports by 2027. Airports remain
the key facilitators in the re-emergence
of global economic growth and together
with airlines, they should therefore
continue to prepare for the eventual upswing.

This year, Changi Airports International (CAl)
will continue to strive to enhance
our position in our strategic markets. In
2008, the company secured its biggest
overseas contract to date — a six-year
management contract with Saudi Arabia’s
King Fahd International Airport (KFIA). This
landmark deal signalled a strategic
strengthening of our presence in the Middle
East. Over the next six years, we

—O

aim to raise KFIA's standards of operations,
boost the airport’s passenger numbers and
improve its financial performance. We hope
to bring the Changi Experience to KFIA and
to help the airport achieve its vision of
becoming an important gateway to Saudi
Arabia.

CAIl has also extended its footprint into
Western Europe. We were recently
appointed by Aeroporti di Roma S.p.A. (ADR)
for the development and modernization of
the airport system in Rome and the Lazio
Region. CAI will help define the roles and
positioning of ADR’s three airports -
Fiumicino, Ciampino and Viterbo Airport,
and recommend a development strategy for
these airports.

To each airport that CAl manages or invests
in, we aim to deliver high standards
of service and to bring about impactful
developments to the airport in a
meaningful way. Our challenge is to introduce
the Changi Experience in a customized
manner so as to help each airport realize
its potential. Our goal is to transform the
airports that have come under our wings
into an asset class which delivers values to
its stakeholders over a long term.

On behalf of CAI, | convey our new year
greetings to all. We look forward to
seizing new opportunities and meeting new
challenges with you in the coming year.

WONG Woon Liong
Chief Executive Officer

* Source : Airport Economics Survey 2008 (ACI)
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CAl's first foray into Western Europe

Changi Airports International (CAl) has been appointed
by Aeroporti di Roma S.p.A. (ADR) for the development
and modernization of the airport system in Rome and

the Lazio Region.

ADR currently manages two airports:
“Leonardo da Vinci” Intercontinental Airport
at Fiumicino (Fiumicino Airport) and “Giovan
Battista Pastine” Airport at Ciampino
(Ciampino Airport). ADR will also manage
a third airport that will be developed at
Viterbo in the future. This is CAl’s first
consultancy agreement in Western Europe.

CAl will prepare a long-term airport
development strategy plan to help define
the roles and positioning of ADR’s three
airports: Fiumicino, Ciampino and Viterbo
Airport, to form a dynamic airport system
that will effectively serve Rome and the entire
Lazio Region.

CAl will also formulate a route development
strategy for ADR to help realize its potential
as a gateway-hub to Italy. CAl's team of
experts will project and analyse the traffic
flows, review the current and future
catchment areas of the three airports, as

well as the infrastructure planning of the
airports and its vicinity.

A team of experienced engineers and airport
planners from Changi Airport Planners and
Engineers, CAl's masterplanning arm, will
review the master plan of Fiumicino Airport
and propose a short-term strategy to resolve
the airport’s current problems and allow for
a cost-effective expansion of the airport.
The proposal prepared will also be flexible
to dovetail with the development of the future
long-term master plan. CAl will assist ADR
to review the technical requirements in the
tender documents for the long-term master
plan, taking into account important factors
like the provision for an increase in airport
capacity and the architectural design of
Fiumicino Airport.

The project is expected to be completed in
February 2009.

In 2007, both Fiumicino and
Ciampino Airport attracted
over 38 million passengers.
There are 140 airlines
operating in the two airports,
serving more than 210
destinations worldwide.

Fiumicino Airport is the "hub" airport
for the domestic, international, and
intercontinental scheduled and charter

flights. In recent years, international
flights have mostly supported the
development of this airport, which
attracted about 33 million passengers
in 2007, up 9% versus the previous
year.

Ciampino Airport mainly serves
low cost carries, express-courier
services and General Aviation
flights. In 2007 Ciampino Airport
attracted approximately 5.4 million
passengers, an increase of 10%
from the previous year.
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Changi Airports Intemational commences
ts first largest airport management
contract in Saudi Arabia

18 November 2008 marked
an important chapter in
Changi Airports International
(CAIl)’s presence in the
Middle East when it signed
a S$65 million contract with

the General Authority of
Civil Aviation (GACA) of
Saudi Arabia to provide
management services at the
King Fahd International
Airport (KFIA), Dammam.

The contract was signed by His Royal
Highness Crown Prince Sultan bin Abdul
Aziz, Deputy Prime Minister and Minister of
Defence and Aviation of Kingdom of Saudi
Arabia, and CAl Chairman Lim Chin Beng
at Al-Mathar Palace. The signing ceremony
was witnessed by Singapore Ambassador
V P Hirubalan, CAl Chief Executive Officer
Wong Woon Liong and KFIA Project
Managing Director Khong Teck Kim.

The six-year management contract set a
new milestone as the largest management
contract clinched to date by CAl in terms
of size and length of contract. Engineer
Khalid K. Aimzel, Director General of KFIA,

welcomed the arrival of Changi as
Management Service Provider for KFIA and
said, “Changi is here as agents of change,
to transform and help raise the profile of
KFIA with their best practices and industry
know-how.”

“It is a landmark deal for CAIl. We are indeed
privileged to be given this opportunity to
help transform KFIA into a commercially and
service oriented premier international airport.
We are confident of achieving this by bringing
about impactful developments for the
airport, through leveraging on the Changi
Experience.” said Mr. Wong Woon Liong,
CAI Chief Executive Officer. He added, “This
is the first time a foreign airport operator
has been tasked to manage KFIA, in line
with the Saudi Arabian government’s
decision to give the state-owned civil aviation
sector greater autonomy. It shows that CAl’s
business model and airport management
philosophies are recognised to be relevant
and suitable for KFIA.”



Under the terms of the six-year contract,
an experienced team of six Changi personnel
would be stationed in Dammam to assist in
the management and development of KFIA.
The resident team will be supported by
visiting experts in project implementations
covering various areas. This include
passenger and cargo terminal operations,
safety, security, airport emergency services,
regulatory consultations, commercial and
route developments, administrative systems,
airport development, strategic planning and
human capital development. The team is
currently working closely with the airport
management team led by Director General
Engineer Khalid K. Almzel to achieve GACA’'s
objectives for KFIA as the preferred
gateway to the Eastern Province in a
competitive landscape.

The contract is executed in two phases.
The Changi team and the airport
management team at KFIA will work together
on the Baselining Phase to deliver various
key reports which diagnose and recommend
improvements in the airport. Concurrently,
both teams will help to transform KFIA as
a commercially oriented and service focused
airport during the Management Service
Phase. In the pipelines are also a series of
quick wins to bring impactful yet cost
effective changes to the airport. During the
first month of deployment, the Changi team
has assimilated seamlessly with the KFIA
counterparts through induction workshops
and executive committee meetings.

KFIA is the gateway to the Eastern Province
of the Kingdom of Saudi Arabia. It is
the largest airport in the world in terms of
area, covering 776km?. Completed in 1999,
KFIA is the third major international airport
in Saudi Arabia. The airport mainly serves
Dammam, Dhahran, Khobar, Qatif, Ras,
Tanura and Jubail. It is currently served by
23 passenger airlines. Passenger throughput
grew by 14% year-on-year to 4.4 million in
2007. This represented about 9% of the
kingdom'’s total passenger traffic.

KFIA has also won numerous accolades.
These include the “Eastern Province
Governor / Government Excellence Award”
in 2005, the “Best Emerging Airport in
the Middle East” by Middle East Logistics
Award (MELA) in 2006, and the “Highly
Commended Certificate Award” by OAG
during the Stockholm Routes Conference
2007, for airports below 5mppa.

Eric Tan
Vice President, CAI
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FINANCIAL CRISIS
PORT

AND A

:%

What'’s A Financial Crisis?

When a financial crisis strikes out of the
blue, it shakes, challenges, and changes
people’s trust and confidence in institutions
and market arrangements. It causes fear,
even panic. Economic growth started
slowing in 2007-08 and turned negative in
Europe, USA, and Singapore after the
financial crumble turned into a financial
tsunami. Unemployment started rising in
2008. Stock markets took the heaviest falls
in October 2008. The Singapore Straits
Times Index (STI) reached a high of 3,831
on 11 October 2007. Recently, it dropped
to a low point of 1,474 — down 61.5 % from
its peak in just one year — an extraordinarily
high negative return for an index. The STI
is a trustometer not only for future profit
outlook in listed companies, but also for the
overall economy. It can be also used as a
gauge of market confidence. Some say that
only when the STl makes a new high, will
this crisis be over.

What Shape Has A Crisis?

The consensus thinking among economists
is that most crises are brief and follow a V-
shape pattern. After months or even a year,
things will return to normal and stock
markets will recover. A textbook chart of the
US real GDP show a steady real GDP growth
trend after World War Il (although the
logarithmic scale may play tricks on us).
Two World Wars and the Great Depression
of the 1930s were the big exceptions that
scar the curve. However, Japan saw an L-
shaped recession from 1992 until today
(with anemic growth rate of 1 % p.a. for 16
years only due to pump-priming), so we

cannot rule out that something similar can
happen again in the most developed
economies of the world.

Prices in General and the
Price of Risk

In economic terms, values are expressed
by prices. Prices are drivers of change as
they signal relative scarcities and preferences
that people and businesses can relate to.
Therefore, economists tend to monitor prices
for evidence. The price of risk is especially
important and changes drastically during
this crisis. The root of the problem in this
current crisis is probably wide-spread
mispricing of risks. Financial institutions
traded risk instruments based on little
information and experience knowledge. The
risks turned out to be much bigger than
expected, and banks were swept away. The
main problem was that the markets for
risk vanished.

How Will Airports Be Affected By

The Financial Crisis?
The current financial crisis affects airports
in two ways:

1) It depresses prices through passengers’
willingness to fly and shop, and freight
companies’ ability to export/ import
goods by air.

2) It depresses prices through stock
markets’ valuation of airport assets.



In times of crisis, passenger
traffic in airports is affected
and prices come under
pressure.

In September 2008, The
International Air Transport

Association (IATA) reported
a 8% drop in premium
flights, indicating that
business and first class
travelers were hit the hardest
by the crisis.

Economy class travelers seem to have been
less affected by the crisis as the impact on
this group of travelers was less noticeable.
IATA reported a drop of 2.9 % in passenger
traffic within this group in September
2008, and 1.3% in October 2008. Future
retrenchments/ increasing unemployment
rates are expected to have further effects
on passenger flows. However, the falling oil
price (from a high of US $147 per barrel in
July to US $ 47 as at 2 December, 2008)
may have a mitigating effect. Aggressive fare
cutting from airlines will also help keep to
passenger numbers up for the time being.

Global charts indicate passenger
consolidation/ decline, and a sharper drop
in air cargo. Air Cargo Freight Tonnes
Kilometers (FTKs) dropped 7.7 % in
September and 7.9 % in October year-on-
year.

Airlines are one of those that are severely
affected by the crisis with more bankruptcies
expected. Restructuring of the aviation
industry has already begun, starting with
Europe, where 25 airlines are expected to
become bankrupt over the next couple of
years. During a crisis, the supply of available
seats will continue to remain pretty constant,
since cutting routes have limited effect and
may be picked up by competitors. However
the fall in passenger demand will cause
airlines to be severely affected by the lower
airfares, since a big portion of airlines’ costs
are fixed in the short run. This phenomenon
will lead to pressure for lower aeronautical
charges paid to airports.

Retail and F&B spending in airports may also
suffer, leading to pressure on non-
aeronautical revenue for the airports. This
revenue loss can be partly reduced by
marketing efforts, but this will still be largely
dependent on the passenger traffic numbers.

An airport is an infrastructure asset class,
which makes it relatively safe, limiting the
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effect of increased risk premiums. Therefore,
in times of a financial crisis, airports will do
relatively better than most other asset classes.
However, the lack of financing may be
an issue.

Airport/ aviation regulation is also a crucial
factor. It can work in either direction —
regulation can become more protectionist
which will hamper competition. On the other
hand, reduced regulation will increase
competition, which will lead to lower fares,
more routes, and increased choice for
consumers thereby increasing air
passenger numbers.

As part of a general trend to re-regulate,
authorities may take steps to reduce airport
revenue/ increase airport costs under various
political initiatives, and this may lead to
detrimental actions.

But — especially in Asia, a new round of Air
Service Agreements could help increase air
traffic. In Asia, the concept of Low Cost
Carriers (LCCs) have been around for a shorter
period of time than in the USA and Europe.
LCCs could become a vehicle of growth for
airports, but this will largely depend on the
policy-makers. In a time of crisis, it may be
an important mitigating step.

Conclusion

In conclusion, the financial crisis will have a
modest impact on airports. Airports are the
main infrastructures of the 21st century and
the current crisis actually offers opportunities
if strategic steps are taken. For example,
developing new initiatives to carve out new
market segments or grow the airport’s route
development potential. However, it will require
bold measures by the airports.

Hans Oddvar Elnan
Vice President, CAI
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Changi Airport’s
Signature Service Quality

To a significant extent, large global airport hubs depend
on a base of loyal connecting passengers to thrive. This
Is because connecting passengers have a choice of
which hubs they want to transit in when planning

their travel.

Factors like good connectivity (network of
airlines); seamless and efficient transfer
process; good airport facilities and services;
and a sufficiently “interesting” airport for
passengers to while their time away are
critical in swaying these passengers’ choice
of airport. Many of these attributing factors
can broadly be categorized as part of Airport
Service Quality (ASQ).

ASQ is not easily definable since both the
words “Service” and “Quality” are subjective
and are measured with different yardsticks;
depending on the individual. “Quality” is an
attribute which denotes high standards
which are consistently and reliably delivered.
Typically, good “Service” refers to the soft
skills rendered by a frontline staff. However,
a more holistic definition would also include
the provision of good facilities for the utmost
convenience of customers, anticipating and
catering to their needs.

At Changi Airport, we pride ourselves for
giving passengers a “Changi Experience".
The Changi signature differentiates the
airport from its competitors and it is the key
success factor to Changi Airport being
recognized as a world-class airport. Service
quality is an important pillar in the “Changi
Experience”.

Changi’'s ASQ framework is built upon a
clear airport mission, vision and values;
which serves as a foundation. And on this
foundation, the following factors form the
ASQ framework:

Visionary Leadership

Changi Airport is steered by visionary leaders
who provide a clear service vision and
strategy which is effectively communicated
to all organizations in the Changi Airport
community. This is crucial to ensure that
the diverse airport community align
themselves with a common airport mission,
vision and values.

A Partnership Approach

An airport manager and operator must
recognize the importance of working closely
with the various airport agencies to realize
the airport’s service vision. In Changi Airport,
platforms like the Quality Service
Management (QSM) Committee and task
force have been established to promote
regular dialogue sessions on ways to serve
its passengers better. By building a strong
relationship with its partners over the years,
Changi Airport has been able to weather
challenges like SARS, security threats to
the aviation industry and successfully
commenced operations at Changi Airport’s
new Terminal 3 in January 2008, without
any compromise to the levels of service
quality provided to its passengers.

Customer Focused

One of the hallmarks of Changi Airport’s
success in delivering quality service is its
relentless effort in listening to its customers
(mainly passengers). As a customer-centric
airport hub, Changi Airport has to be able
to reach out to its diverse customer profiles



through various feedback channels within
the airport. The management team at Changi
leverages on the invaluable feedback to
improve the service delivery standards of
the airport. Changi Airport has established
a comprehensive feedback management
system to monitor, analyse and review
feedback trends and recurrent needs. More
importantly, Changi’s top management takes
a special interest in its customers by actively
participating in airport performance and
improvement meetings etc.

Service Training and

Awareness Creation

The greatest asset of any organization,
especially in a service industry, is its human
capital. A crucial success factor at Changi
Airport is its team of competent, dedicated
and committed staff. Orientation
programmes, customer service trainings
etc. are organized throughout the year for
the frontline staff to align themselves with
a common service mission and vision of the
airport. Specially designed training
programmes are offered to further hone their
skills to deliver the signature Changi service.

Changi Airport also organizes an annual
quality service campaign which aims to
heighten the service awareness and reinforce
service values in all frontline staff. Such
initiatives have a meaningful impact on the
service culture and mindset within

Changi Airport.

Performance Monitoring

As part of best practice, Changi Airport has
defined service standards, which are
communicated to all airport staff, to ensure
quality service delivery. The performance at
all customer service points are then
measured and monitored closely. A multi-
faceted performance monitoring system is
in place to objectively measure and reflect
the airport’s performance on a continuous
basis. To benchmark itself against other
international airports, Changi Airport also
participates in various international surveys
like Airports Council International (ACI)’s
ASQ survey, and Skytrax.

Recognition and Incentives
Part of Changi Airport’s ASQ framework is
to motivate and recognize the contributions
of the airport’s frontline staff for good service
rendered. Airport agencies and individuals
stand to benefit from an incentive scheme
which is given out every month for meeting
service standards. Every year, at Changi’s
Annual Airport Reception, service awards
for outstanding service personalities are
given out for the selfless acts of service
delivered by airport staff. This public
endorsement serves to motivate and inspire
other frontline staff to go the extra mile
for service.

Innovation

To stay ahead of the competition, Changi
is constantly coming up with new ways of
enhancing the passenger experience. Its
team of dedicated managers are constantly
raising the bar to develop new and innovative
initiatives which are not easily duplicated.
The “Changi Airport — Enjoy the Experience”
concept encapsulates what passengers can
expect — an airport that is efficient, hassle
free, welcoming, fun and one which caters
to the needs of its passengers. In true service
quality, passengers can expect this to be
experienced consistently at all times
whenever they pass through Changi Airport.

At CAl, we have successfully exported the
Changi customer centric and service
excellence philosophy overseas. CAl's ASQ
team has provided ASQ consultancy
services to various airports in the Middle
East, Africa, Russia etc. For example,
through CAl's 18 month Operations and
Management contract at Abu Dhabi
International Airport (ADIA), our team helped
set up the Customer Service operations
from scratch, established ADIA’'s ASQ
framework, set up the feedback
management system, prepared and
participated in ACI's ASQ surveys. ASQ
training programmes were also planned and
carried out for the airport staff. CAl played
a pivotal role in preparing ADIA for ACl’s
ASQ Assured audit. This led ADIA to obtain
the ASQ Assured certification in early 2008,
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being one of the first airports to do so. The
ACI ASQ Assured logo is viewed as an
industry seal of service quality.

With the increasing competition in the
aviation industry, and all airports vying to be
the preferred airport hub of the region, ASQ
can well be a differentiating factor in creating
the x factor which can influence passengers’
choice of hub airport.

Tricia Kat
Senior Manager, CAI
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CAAS Hosts ICAO Aerodrome Emergency
Planning Seminar for Asia Pacific Countries

The Civil Aviation Authority of Singapore
(CAAS) hosted a two and a half day seminar
on 20 October 2008, as a platform for the
aviation industry to share their expertise and
experience in the various areas of crisis
management and aerodrome emergency
planning.

Held at the Singapore Aviation Academy,
the International Civil Aviation Organization
(ICAO) Asia & Pacific Aerodrome Emergency
Planning Seminar was attended by 120
delegates from 30 countries, with expertise
in the areas of aircraft rescue and fire fighting,
medical support and emergency services
as well as airline and airport operations.

Issues covered at the seminar include the
operational, legal, security, as well as medical
and psychological aspects of dealing with
aerodrome emergencies.

In recent years, aviation security and safety
issues have played an increasingly important
role in the aviation industry. The seminar
underscores the need for the different parties
to work cohesively to mitigate the effects
of an aerodrome emergency. Mr Natarajan
C. Sekhar, Regional Officer, Aerodrome and
Ground Aids, ICAO from the Bangkok
Regional Office said “Responding
appropriately and in a timely fashion to an
emergency is one of the most critical
challenges facing aerodrome management.
This seminar will help the participants to
gain insights on how to respond in a
coordinated manner, with all the agencies
involved, during an actual emergency.”

Singapore Changi Airport sees increased flight
schedules despite Global Economic Slowdown

More flights are operating out of Singapore
Changi Airport this Northern Winter 2008
schedule season. The season commenced
on 26 October 2008 and ends on 28 March
2009. From 1 November 2008, Changi
Airport saw a record of 4,466 weekly
scheduled flights, representing an increase

of 152 weekly flights, or 3.5 per cent, as
compared to the levels recorded at the start
of this year. From 1 December 2008, the
number of weekly scheduled flights is
expected to exceed 4,700 to register an
approximate increase of 8.9 per cent over
January 2008's figure.

One major factor contributing to the increase
was the recent liberalisation of the air
services agreement between Singapore and
Malaysia which lead to increased flights by
budget airlines. The full liberalisation of the
Singapore- Kuala Lumpur route saw an
increase of 180 new weekly flights.

Intra-Asian sectors such as Bangkok,
Phuket, Hong Kong, Manila, Denpasar, Ho
Chi Minh City, and the Middle East sectors
such as Riyadh and Dubai also saw
increased new flights.
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SAA Launches Innovative Aviation
Safety and Security Training
Programmes through new school

The Singapore Aviation
Academy (SAA), the training
arm of the Civil Aviation
Authority of Singapore
(CAAS), opened the School
of Civil Aviation Safety and
Security on 17 November
2008. The new school will
develop and conduct
innovative aviation safety
and security training
programmes to meet the
industry’s training needs.
This is SAA’s fourth
specialised aviation training
school.

The other three schools are:
School of Aviation Management,
School of Air Traffic Services and

School of Airport Emergency
Services.

The new school has sixteen specialised
aviation safety and security programmes
tailored for both local and overseas
participants. The programmes are designed
to address current topical subjects such as
safety oversight, safety management system,
aircraft accident investigation and, aviation
security and risk management. With the
International Civil Aviation Organisation's
(ICAOQ) efforts to promote aviation safety
and security and an increased training
demand in these areas, the launch of the
new school is timely.

Concurrently, SAA also inked a
Memorandum of Understanding (MOU)
with the Singapore Aeromedical Centre
to provide a platform to share, exchange
expertise and collaborate on new training
programmes in the areas of aviation
medicine and aviation safety. During this
period, CAAS also concluded a MOU
with the Flight Safety Foundation to
collaborate on the promotion of aviation
safety through sharing of expertise and
training.
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Changi extends S$130 million relief
package to airlines and airport partners

In the wake of the global economic crisis,
the Civil Aviation Authority of Singapore
(CAAS), the owner-operator of Singapore’s
Changi Airport is extending a series of
enhanced incentives and relief packages to
airlines and airport partners at Singapore
Changi Airport and Seletar Airport, under
the Air Hub Development Fund (AHDF).

The AHDF was established in 2003 for a
three year period to help airlines and the
aviation industry tide over the uncertainty
faced by the global aviation industry then,
and to further strengthen Singapore's
position as an aviation hub in the region. It
was then extended for another 3 years till
31 December 2008, with an enhanced
S$300 million incentive package.

CAAS has extended the AHDF for another
year until 31 December 2009, with an
expanded budget of S$130 million. As a
one-time economic relief measure, under
the extended 2009 package, the landing
fee rebate was increased from 15% to 25%

for airlines operating flights at Singapore
Changi Airport and Seletar Airport.

To help airlines and other airport business
partners such as ground handlers, airport
concessionaires and freight forwarders,
CAAS offered an across-the-board rental
rebate of 15% to offices tenants, airline
lounges and warehouses at Changi Airport
and Seletar Airport.

The extended AHDF will also support the
various ongoing incentive schemes to
encourage airlines to look for growth
opportunities, extend their network and
capacity, or drive traffic to and through
Changi Airport.

Air traffic management initiatives were also
implemented by CAAS to help airlines reduce
their operating costs. Most notably, CAAS
worked with the International Civil Aviation
Organization (ICAO) to implement a regional
air traffic management system to regulate
Europe-bound air traffic over the Bay of

Bengal, to reduce air traffic congestion,
which in turn reduces delays and operating
costs for airlines.

CAAS will continue to stay in close touch
with its airline and business partners at
Changi and Seletar airports and the Changi
Airfreight Centre, to help them tide over the
downturn.



