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Letter to Shareholders
January - June 2004

The Austrian Airlines Group at a glance

1-6 /2004 1-6/2003  +/-%

Revenue EURm 1,047.8 9413 113
EBITDAR adjusted * EURm 128.8 85.1 51.4
EBITDAR EURm 105.9 1834 -42.3
EBIT adjusted * EURm -85 -52.5 83.8
EBIT EURm -18.9 -233 18.9
Profit before tax adjusted * EURm -18.3 -60.0 69.5
Profit before tax EURm -215 -28.6 3.8
Cash flows from operating activities EURm 146.1 149.0 -1.9
Passengers carried 4417130 3,846,193 14.8
Passenger load factor (scheduled services) % 71.2 65.9 5.3P.

1 Adjusted for profits from the disposal of assets and for exchange rate valuations at the reporting date.
2 Adjusted for profits from the disposal of assets, other disposal costs of aircraft, exchange rate valuations
at the reporting date and revaluations of aircraft.
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Highlights

Strong recovery in demand: passenger volume up by 14.8 %

Passenger load factor (scheduled services) rises by 5.3 percentage points to 71.2 %
EBIT increases from EUR -23.3m to EUR -18.9m

EBIT adjusted: up from EUR -52.5m to EUR -8.5m

Profit before tax rises from EUR -28.6m to EUR -27.5m

Profit before tax adjusted: up from EUR -60.0m to EUR -18.3m

Unit costs down by 6.4 % on previous year

Further strategic fleet adjustment: order placed for nine Fokker 100 and one Boeing
737-800, gradual retirement of remaining MD-80 aircraft and entire Boeing 737-300
and 737-400 fleet

= Focus East®: massive offensive in Central and Eastern Europe

= Drastically increased and persistently high oil price necessitates introduction of a
fuel surcharge
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Dear shareholders,

The upturn in international air traffic,
which began to gather momentum in the
final months of last year, continued strongly
in the first half-year of 2004. Passenger
volume improved considerably, and the
average load factor rose markedly.
Following the total relaunch of the pro-
duct concept and the new brand presence
in the autumn of last year, the Austrian Air-
lines Group is benefiting from this positive
market trend at an above-average rate
and gaining market share.

The beginning of this year’s summer flight
schedule saw the launch of the broadest
offensive that the Group has ever con-
ducted in a single geographical region.
We are increasing our frequencies to Cen-
tral and Eastern Europe by no fewer than
102 flights per week; when our 30 additio-
nal frequencies to Western Europe and
the increase in our long haul programme
by a further 26 flights are taken into
account, we are now producing a total of
158 extra flights per week. Our new offen-
sive programme, Focus East, is a rapidly
and consistently implemented framework
for our specialisation in Central and
Eastern Europe, designed to coincide with
the expansion of the European Union into
that region. In addition to this, we laun-
ched our daily programme of direct flights
from Bratislava to London, Paris and Brus-
sels on 1 May this year. By operating services
to no fewer than 38 destinations, we are
both developing our position of market
leadership to and from Central and
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A Word from the Board of Management

Eastern Europe and expanding the
powerful advantage we already hold over
the competitors in this, our specialist
region.

In Asia, too, we have recently achieved a
noteworthy market position; following the
merger of Air France and KLM, the Austrian
Airlines Group has risen to become the
European no. 4 in terms of traffic to/from
Asia.

Our earnings and the result from opera-
ting activities of EUR -18.9m (adjusted to
account for exceptionals: EUR -8.5m) pro-
ceeded according to plan in the first half-
year. Due to the drastic increase in crude
oil prices, the price of jet fuel rose accor-
dingly. As it is not possible, due to the
intense level of competition that currently
characterises the market, to incorporate
such high fuel prices into ticket prices, the
Austrian Airlines Group has been forced
to introduce a fuel surcharge of EUR 6.00
per flight on all scheduled flight tickets.

Yields continue to come under pressure.
For 2004 as a whole, we expect to see a
fall adjusted for structural effects (assu-
ming similar growth in short, medium and
long haul routes) of approximately 7 %,
which will be offset by an increased load
factor and further cost reductions.

The harmonisation of the fleet also conti-
nues apace. Following our order for nine
value-for-money Fokker 100 aircraft,
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which will now be operated with the Fok-
ker 70 model within the Tyrolean Airways
fleet family, we will gradually be able to
retire the MD-80 fleet. With our order for
an additional Boeing 737-800, the sale of
two Boeing 737-400 and the retirement of
one Boeing 737-300, the Boeing 737 fleet
will be standardised by 2005.
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The Star Alliance continues to build upon
its position as the world’s largest airline
alliance, and will take on two new partner
airlines, the Portuguese national carrier
TAP and South African Airways, in the
near future.

Ul e A R et

Vagn Soerensen Walter Bock

Josef Burger Thomas Kleibl
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Business Trends

The present interim financial statement
has been prepared according to the
same accounting methods as the annual
financial statements as at 31 December
2003.

Increase in revenue

Stronger levels of demand meant that
flight revenue in the first half-year rose by
12.0 %, from EUR 8771m to EUR 982.4m.
Other revenue fell due to losses incurred
due to the reporting date valuation of lia-
bilities held in foreign currency. The
operating revenue of the Austrian Airlines
Group rose by 0.2 % or EUR 2.0m to reach
EUR 1,068.7m.

Expenses at same level as previous
year

Operating expenses in the reporting period
reached EUR 1,087.6m, which translates
into a reduction of 0.2 % or EUR 2.4m. This
reduction has been achieved despite a
disproportionate increase in fuel costs
(EUR +19.0m or +17.5 %) compared to the
rise in ASKs (+15.2 %).

When adjusted to account for reversals of
impairment losses according to IAS 36
(Impairment) amounting to EUR 18.2m,
operating expenditure rose by just 8.3 % in
the first six months of the year, despite
the fact that available seat kilometers
increased by 15.2 %. As a result, unit costs
fell by 6.4 % compared to the previous
year (full year 2003: -5,1 %, full year 2002:
-4,3 %).

Other disposal costs of aircraft resulted
from expenditure on technical modifica-
tions necessary for the orderly disposal of
aircraft in accordance with agreed con-
tractual conditions.
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Improvement in result

Compared to the figure for the compara-
ble period the previous year, the result for
the first half-year improved markedly. The
EBIT rose by EUR 44m to EUR -18.9m,
while the adjusted EBIT improved more
strongly still, rising from EUR -52.5m to
EUR -8.5m (EUR +44.0m). Profit before tax
reached EUR -27.5m, following a figure of
EUR -28.6m the previous year (adjusted:
EUR -18.3m, compared to EUR -60.0m
last year).

Cash flows from operating activities
stable

Cash flows from operating activities were
stable in the reporting period and
reached EUR 146.1m after EUR 149.0m last
year. Cash and cash equivalents fell due to
a transfer of securities according to IAS
7.7 from Current assets into Non-current
assets.

Strategic fleet adjustment
continued

Investments in tangible and intangible
assets in the first half-year of 2004 rose to
EUR 116.6m from EUR 55.9m last year. In
the first half-year, two modern Airbus
A319, one Canadair R] aircraft and five
Fokker 100 were newly incorporated into
the fleet. This means that, by 30 June,
almost two-thirds of total planned tangi-
ble investments for 2004 had already
been made. The third Airbus A319 was
integrated into the fleet in July.

The company took a number of important
steps in the report period designed to
achieve strategic fleet and business seg-
ment adjustment. To ensure that it is ide-
ally positioned to benefit from further
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growth in future, the Austrian Airlines
Group has decided to purchase nine rea-
sonably priced medium haul Fokker 100
jets, as well as taking out six further
options on the same type of aircraft. At
the same time, four MD-87 aircraft are to
be retired from service by the end of the
year. The Austrian Airlines Group has
already taken on five Fokker 100 aircraft;
these are currently being subjected to an
overhaul. The first of these Fokker 100 air-
craft had already entered regular schedu-
led service by the end of July. The remai-
ning four aircraft will be delivered bet-
ween September and December 2004.
Furthermore, an additional Boeing 737-
800 has been ordered for Lauda Air, with
delivery due in July 2005. Two Boeing 737-
400 have been sold and will be removed
from service with the company, together
with a Boeing 737-300, by the end of 2005.

As the Group continued to pursue its poli-
cy of reducing unnecessary capacity and
cutting down on idle costs, one Boeing
737, three Boeing 767, one Dash-8 (with
purchase agreement) and three Embraer
145 aircraft were leased out as at 30 June.

Segment Reporting

Under IFRS, the business segments of the
Austrian Airlines Group are divided into
the individual segments of scheduled,
charter and complementary services.

Capacity on scheduled services increased
strongly in the first half-year of 2004
compared to the previous year, when per-
formance was extremely weak due to the
Iraq conflict and the SARS outbreak. Avai-
lable seat kilometers rose by 18.5 %. Reve-
nue passenger kilometers - used as a
measure of demand - increased at the
disproportionate rate of 28.0 %. As a result
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of this trend, the passenger load factor
increased by 5.3 percentage points to 71.2
%. The number of passengers carried
increased by 15.4 % to 3,753,751. Total reve-
nue in the scheduled segment reached
EUR 875.1m, following EUR 768.9m the
previous year (+13.8 %). The unadjusted
EBIT rose from EUR -20.1m to EUR -10.2m.

In the charter services segment, the
company expanded levels of production
slightly, with available seat kilometers
rising by just 1.1 %. Revenue passenger
kilometers increased at an above-average
rate, by 2.6 %. The low level of increase is
the result of a shift away from the charter
to the scheduled service segment; since
the 2003 summer flight schedule, for
example, routes to Canada have been
categorised as scheduled business. Total
revenue in the charter segment was EUR
107.3m, compared to EUR 108.2m the pre-
vious year. The unadjusted EBIT fell to EUR
-10.9m from EUR -4.4m for the compara-
ble period in 2003.

The complementary service segment
(which includes catering, third party
handling and aircraft leasing) recorded
revenues of EUR 65.4m (+1.9 %) in the first
half-year. The unadjusted EBIT reached
EUR 2.2m, following EUR 1.2m for the
same period the previous year.

Taken by geographical segment, schedu-
led services demonstrated a significant
revival in demand. In the medium haul
segment, the Group reported a series of
clear increases, primarily on routes into
Central and South-Eastern Europe, Sou-
thern and Western Europe, Scandinavia,
Switzerland and the Middle East. When
adjusted to take structural route shifts
into account, Germany also reported
growth in passenger volume. On long haul
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routes to North America, the Far East and haul business was particularly successful
Australia, there was also clear growth on routes to Portugal, Ireland and Egypt.
compared to the previous year. The char- On long haul routes, traffic to Colombo
ter segment improved in the first half- and Male expanded especially sharply.

year of 2004. The expansion in medium
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Strong recovery in Austrian Airlines
share price

The share price of Austrian Airlines has
risen sharply since the beginning of
2004, reaching a level of EUR 13.60. In
January, a number of key investment
banks upgraded their recommendation
from ‘neutral’ to ‘buy’. In the second
quarter, uncertainty about the conti-
nued economic recovery and the possi-
bility of interest rate hikes in the USA, as
well as the rise in crude oil prices, led to
a consolidation on stock markets. Since
closing at the end of 2003 at EUR 6.52,
the Austrian Airlines share price has
recovered to reach EUR 11.79 as at 30

July.
Cancellation of dividend for 2003

The financial strategy of the Austrian Air-
lines Group aims to achieve lasting
restructuring of the result from operating
activities and a clear reduction in the debt
level and net gearing. Despite the signifi-
cant reductions achieved to date, the
level of net gearing at the Group conti-
nues to be too high.

Due to the lack of a balance sheet profit
at the parent company, moreover, it will
not be possible to pay a dividend. In the
medium term, however, the turnaround is
designed to benefit shareholders by pay-
ing appropriate dividends.

Financial Calender
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Austrian Airlines on the Capital Market

Investor Relations — comprehensive
information for the financial com-
munity

The Investor Relations strategy of the
Austrian Airlines Group is designed to
provide the financial community with a
wide range of information, openness and
clarity. Recently, management has directly
informed institutional investors, analysts
and private shareholders about the cor-
porate trend and perspectives of the
Austrian Airlines Group at a number of
national and international events. An
‘Investor Day’ was held in May, prompting
keen interest amongst analysts and inves-
tors from Austria and around the world.

The report period witnessed a number of
regroupings amongst free float sharehol-
ders. B & C Holding placed approximately
75 % of its shares in Austrian Airlines with
international institutional investors. This
widening in the shareholder structure
generated an increase in the liquidity of
AUA shares. The continuing broad distri-
bution of the shares is testimony to the
high levels of interest and confidence of
international investors in the Austrian Air-
lines Group as an acknowledgement of
the consistent reorganisation of the com-

pany.

Publication of Third Quarter Results

4. November 2004
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IFRS Consolidated Income Statement
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EURm 1-6/2004 1-6/2003 +/-% 4-6/2004 4-6/2003 +/-%
Flight revenue 9824 8771 12.0 5415 460.5 176
Other revenue 65.4 64.2 19 353 32.8 76

Revenue 1,047.8 941.3 113 576.8 493.3 16.9
Changes in inventories 0.3 2.0 -85.0 0.2 0.8 -75.0
Result from disposal of non-current assets -2.0 -0.6 - -0.9 0.1 -
Other operating income * 22.6 124.0 -81.8 279 63.0 -55.7

Operating revenue 1,068.7 1,066.7 0.2 604.0 557.2 8.4
Expenses for materials and services 621.1 569.7 9.0 338.9 2853 18.8
Personnel expenses 224.2 2074 8.1 114.6 102.9 114
Other operating expenses * 1175 106.2 10.6 60.9 48.6 25.3

EBITDAR 105.9 183.4 -42.3 89.6 120.4 -25.6

EBITDAR adjusted® 128.8 85.1 51.4 86.4 67.4 28.2
Depreciation and amortisation* 86.7 1777 -51.2 475 81.4 -41.6
Rentals 381 29.0 314 20.2 14.6 384

Operating expenses 1,087.6 1,090.0 -0.2 582.1 532.8 9.3

Result from operating activities (EBIT) -18.9 -233 18.9 21.9 24.4 -10.2

Result from operating activities (EBIT) adjusted® -85 -52.5 83.8 193 -1.6 -
Result from associates -01 0.5 - -0.2 0.5 -
Financial expenses -23.7 =213 13.2 -105 -11.2 6.2
Financial income 12.6 14.7 -143 6.8 70 -2.9
Profit from the disposal of financial assets 14 2.2 -36.4 11 0.4 -
Other financial expenses and income 12 4.6 -739 1.0 36 -722

Financial result -8.6 -53 -62.3 -1.8 0.3 -

Profit/Loss before tax -275 -28.6 38 20.1 247 -18.6

Profit/Loss before tax adjusted”® -183 -60.0 69.5 16.6 -17 -
Income taxes -13.0 0.6 - -13.0 0.7 -

Profit/Loss after tax -405 -28.0 -44.6 71 25.4 -72.0

Profit/Loss after tax adjusted® -11.4 -59.4 80.8 235 -1.0 -
Minority interests -05 0.1 - -0.2 0.1 -

Net profit / net loss for the period -41.0 -279 -470 6.9 255 -72.9

Earnings per share EUR -1.27 -0.86 -47.7 0.21 0.79 -73.4

Diluted earnings per share EUR -1.21 -0.82 -476 0.20 0.75 -733

Inclusive of profits/losses from exchange rate valuations at the reporting date (2004: EUR -20.9m, 2003: EUR 98.9m)
Inclusive of disposal costs aircraft (2004: EUR 5.7m, 2003: EUR 0.0m)
Adjusted for profits/losses from the disposal of assets and for exchange rate valuations at the reporting date
Inclusive of revaluations according to IAS 36, Impairment (2004: EUR -18.2m, 2003: EUR 69.1m)

Adjusted for profits/losses from the disposal of assets, for exchange rate valuations at the reporting date and revaluations of aircraft
Adjusted for profits/losses from the disposal of assets, for exchange rate valuations at the reporting date, revaluations of aircraft and changes in
corporate tax rates (from 34% to 25%, 2004: EUR 19,9m, 2003: EUR 0,0m)
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IFRS Consolidated Balance Sheet

Assets

EURm 30.6.2004 31.12.2003 +/-% 30.6.2003 +/-%
Intangible assets 26.0 29.4 -11.6 31.0 -16.1
Aircraft 2,503.7 2,468.7 14 2,511.5 -0.3
Other tangible assets 165.5 170.0 -2.6 1336 239
Investments in associates 17.3 174 -0.6 8.1 -
Other financial assets 241.2 2139 12.8 253.6 -49
Other non-current assets 76.0 69.1 10.0 92.8 -18.1
Deferred tax assets 115.8 128.8 -10.1 109.6 5.7

Non-current assets 31455 3,097.3 16 3,140.2 0.2
Inventories 48.3 51.3 -5.8 503 -4.0
Trade receivables 186.4 139.4 337 169.6 9.9
Other current assets 70.0 69.4 09 63.9 95
Short-term investments 295 52.1 -43.4 90.1 -67.3
Cash on hand and at bank 140.6 136.6 29 223.6 =371

Current assets 474.8 448.8 5.8 597.5 -20.5

Total assets 3,620.3 3,546.1 21 3,7377 -31

Shareholders' equity and liabilities

EURm 30.6.2004 31.12.2003 +/-% 30.6.2003 +/-%
Issued share capital 2472 2472 0.0 2472 0.0
Reserves 353.0 3115 133 309.8 139
Net profit / net loss for the period -41.0 45.8 - =219 -47.0

Shareholders' equity 559.2 604.5 -75 529.1 5.7

Minority interests 14 1.6 -12.5 35 -60.0
Provisions 4458 419.6 6.2 4033 105
Interest-bearing liabilities 1672.8 1,627.8 2.8 1,839.7 -9.1
Other liabilities 26.0 26.9 -33 573 -54.6

Non-current liabilities 2,144.6 2,074.3 34 2,300.3 -6.8
Provisions 375.8 378.2 -0.6 3805 -12
Interest-bearing liabilities 270.6 308.2 -122 311.0 -13.0
Income tax liabilities 45 4.6 -2.2 45 0.0
Other liabilities 264.2 174.7 51.2 208.8 265

Current liabilities 915.1 865.7 5.7 904.8 11

Total shareholders' equity and liabilities 3,620.3 3,546.1 2.1 3,737.7 -3.1

IFRS Statement of Changes in Shareholders’ Equity

EURm Issued share capital Capital Retained Total

reserves earnings incl.

Net loss for

the period
Shareholders' equity at 31.12.2001 2472 278.0 31.8 557.0
Net loss for the period =279 =279
as at 30.6.2003 2472 278.0 39 529.1
Shareholders' equity at 31.12.2003 2472 278.0 79.3 604.5
Other changes -43 -43
Net loss for the period -41.0 -41.0
as at 30.6.2004 2472 278.0 34.0 559.2
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IFRS Cash Flow Statement

EURm 1-6/2004 1-6/2003 +/-% 4-6/2004 4-6/2003 +/- %
Profit/Loss before tax =275 -28.6 3.8 20.1 24.7 -18.6
Depreciation of non-current assets 86.7 1777 -51.2 475 814 -416
Result from sale of non-current assets 2.0 15 33.3 0.9 0.8 12.5
Result from associates 0.1 -05 - 0.0 -05 -
Net interest 111 12.6 -11.9 37 42 -11.9
Income taxes paid -0.1 -0.1 - -0.1 0.0 -
Changes in inventories 3.0 -2.4 - -5.1 -89 42.7
Changes in assets =575 25.7 - -13.0 236 -
Changes in provisions 238 58.8 -59.5 -16.1 171 -
Changes in liabilities (excl. financial liabilities) 83.6 32 - 51.3 135 -
Other non-cash changes 20.9 -98.9 - -4.1 -53.6 92.4

Cash flows from operating activities 146.1 149.0 -1.9 85.1 102.3 -16.8
Investments in tangible and intangible assets -116.6 -55.9 - -35.1 -89 -
Increase in Other financial assets -243 0.0 - -243 0.0 -
Income from sale of non-current assets 0.8 201 -96.0 0.0 8.2 -
Financial income 12.6 14.7 -14.3 6.8 70 -2.9

Cash flows from investing activities -1275 -21.1 - -52.6 6.3 -
Change in interest-bearing liabilities -135 -22.0 38.6 -9.1 -21.1 56.9
Financial expenses =237 =213 13.2 -10.5 -11.2 6.2

Cash flows from financing activities -372 -49.3 245 -19.6 -32.3 39.3

Change in cash and cash equivalents -18.6 78.6 - 12.9 76.3 -83.1

Cash and cash equivalents at beginning of period 188.7 235.1 -19.7 157.2 2374 -33.8

Cash and cash equivalents at end of period 170.1 3137 -45.8 170.1 313.7 -45.8
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Employees 1-6/2004 1-6/2003 +/-% 4-6/2004 4-6/2003 +/-%
Average 7428 7174 35 7606 7110 70
End of period 7674 7099 81 - - -

Traffic Statistics ( Scheduled and Charter traffic)

Scheduled traffic 1-6/2004 1-6/2003 +/-% 4-6/2004 4-6/2003 +/-%
Passengers carried 3,753,751 3,252,733 154 2,049,871 1,721,816 19.1
Block hours 129,341 115,644 11.8 67,330 56,485 19.2
Revenue passenger kilometers (000) 8109142 6,337,599 280 4,411,833 3,232,405 36.5
Available seat kilometers (000) 11,394,448 9,618,240 185 6,162,076 4817681 279
Passenger load factor in % 71.2 65.9 5.3P 71.6 671 45P.
ATK (000) 1578517 1,322,125 194 855,084 663,301 289
RTK (000) 1,097,380 881,479 245 594,135 449,940 32.0
Overall load factor in % 69.5 66.7 2.8P. 69.5 67.8 17P
Freight tons 68,963 60,217 145 36,264 30,323 19.6

Charter traffic 1-6/2004 1-6/2003 +/-% 4-6/2004 4-6/2003 +/-%
Passengers carried 663,379 593,460 11.8 427,058 381,532 119
Block hours 19,773 18,955 43 11,130 10,367 74
Available seat kilometers (000) 2,228,345 2,204,838 11 1151489 1,038,688 10.9

Total 1-6/2004 1-6/2003 +/-% 4-6/2004 4-6/2003 +/-%
Passengers carried 4417130 3,846,193 148 2476929 2,103,348 17.8
ATK (000) 1839433 1,588,387 15.8 985,786 779,867 26.4
RTK (000) 1,268,337 1,058,221 19.9 680,349 523,671 29.9

Capita| market figures 1-6/2004 1-6/2003 +/-% 4-6/2004 4-6/2003 +/-%
Reuters code AUAV.VI
Share price High EUR 13.60 7.89 - 13.60 7.89 -
Share price Low EUR 6.57 5.71 - 9.98 5.75 -
Share price (end of period) EUR 12.21 6.85 - 12.21 6.85 -
Market capitalisation (end of period) EURm 4151 2329 - 4151 2329 -
Turnover on Vienna Stock Exchange EURm 292.8 33.6 - 93.1 193 -
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