—

e

|
Y 06 é
BEST AVAILABLE COoP g i

\

MICROFICHE| CONTROL LABEL
|

R#GI;TRANT'S u;ﬁs i (TgixAp?%D\dbﬂyﬂp@b

*CURRENT ADDRESS

i

“A - i :
‘APR‘! i 2006

**FORMER NAME ' : ’ . ;41ngmmﬂ1NL
| : —IFINANCIAL

" ««NEW ADDRESS

|
l

FILE NO. 82~ f’{f(()q;i | : - ‘FISCAL YEAR Ag/ "Oé

. Complm far ‘tnitial submissions only ** Please mote name ul address chanxe:

W ;

- \l . /
12G3-2B (INITIAL FILING) ] AR/S (ANNUAL REPORT) d
12G32BR (REINSTATEMENT) | STPPL (oéﬂzx) J

DEF 14A (PROXY) [jj
| | : ozcr/sy lﬁj}iﬂ)
MR




Witk

Lufthansa Annual Report 2005

Advance copy
- Excerpt -

Embargo: 23 March 2006, 10:00 hrs a. m.

k)
M“‘

anpo

Ly e
bl

HONERC SN g
SO0V F v o
1 /";575,:_3';'.5(‘?”

Ty



Key data

Lufthansa Group overview*

2004 Change in %
';;venue £m 16965 4 B85
of which traffic revenue €m 80 ?
EBITDA em 264
Operating resulls £€m 507 4
Net profit/ioss for the period £m 12;@ :
Capital expenditure £m ( 286
Cashfiow from S g :
operating activities £m 1881 . . . 4.0
Total assets &m 8o 87
Net indebtedness £m -418 ; : L
Empioyees as of B
31 December number Q0 673 & 218
Staff costs ém ag3 08
Result per share € 094 e o7 Co B3
Dividend proposal per share € 030 667

* This Annual Report covering the period from 1 January to 31 December 2005 was drawn up in accordance with Infernational
Financial Reporting Standards (IFRS) and the standards applicable since 1 January 2005, Last year's key data have been
adjusted. This may lead to deviations from the results published a year ago.

Datle of disclosure: 23 March 2008
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Letter to the shareholders

L@u% ool Q“L&wm,

Lufthansa is flying towards success. The results of the year 2005 confirm our
strategy: Lufthansa is growing, Lufthansa is increasing its profitability, Lufthansa
is investing in sustainable projects, and Lufthansa is very pleased with its
extraordinary level of customer loyalty. The cornerstones of this success are
built on a clear strategic orientation for the Group coupled with the customer-
oriented efficiency of our highly professional employees and executives in all

business segments. We have been able to demonstrate renewed strength even

in the difficult environment of 2005, and despite the high oil price and a weak

economy in our homemarket, we increased operating profit by 50.7 per cent to -

€577m. Therewith we were able to again expand our solid financial basis. We
can continue to invest in products and quality.

The Supervisory Board and Executive Board are pleased to share the groups
success with you, our shareholders, by proposing a per share d|V|dend of
EUR 0.50 at the Annual General Meeting in May

The objectives we set forth are thus achieved. This holds not only true for the
business results, but also for the strategic measures and the quality develop-
ment of the Group. Lufthansa is innovative. Lufthansa has been awarded for
this with various quality and innovation prizes. The strategy of focusing on the
respective core competencies becomes apparent in all business segments.
Thereby our Passenger Airlines are the core and engine of the Group, with a
positive pull effect for all other parts of the Group. We are continuing to work
on our portfolio and the attractiveness of our products. The Lufthansa Private
Jet Service completes our a la carte flight offerings. The customer satisfaction
index is at a record level, Our strategy is clear: individual offers, individual
service, precisely tailored for any occasion.

We acquired a very important partner in SWISS, which opens up new markets
for profitable growth. Another strategic step for strengthening our core business
was our investment in Frapor, the infrastructure operator at the Frankfurt hub.

The other business segments have also worked hard.

+ Lufthansa Cargo has become more efficient and improved quality. As
the first foreign company, it founded the freight airline “Jade Cargo
International” with a local partner in a joint venture. Jade is based in the
growth market of China.
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+ Lufthansa Technik in the field of engine maintenance is ven:turing into new
model series with a promising future. The joint venture with Rolls-Royce
(N3 Engine Overhaul Services) is being set up in Thuringi‘a

» LSG Sky Chefs initiated the reversal of the economic trend and achieved
significant sets of goals on the path toward sustainable proﬂtabrlrty

» Thomas Cook completed the turnaround in 2005. The reorgamsatlon is
complete; the company has returned to the profit zone and is once again
economically on solid ground. ‘

« Lufthansa Systems wins new customers in the attractive global nhiche
market Aviation IT through customised solutions and mnovatlons such
as the “paperless cockpit”.

Lufthansa is on a good course. The dlrectron is right, but we ‘stlll need to

Wolfgang Mayrhuber (center)
Chairman of the Executive Board and
CEO, born 1947, engineer, Board Mem-
ber-since 2001, Chairman since 2003,
appointed until 31 December 2010, with
Lufthansa since 1970

Dr. Karl-Ludwig Kley (right)

Member of the Executive Board, Chief
Financial Officer, born 1951, lawyer,
Board Member since 1998, appointed
until 31 August 2008, with Lufthansa
since 1998

Stefan Lauer (Ieft) ‘

Member of the Executive Board, Chief
Officer Aviation Services and Human
Resources, born 1955, lawyer, Board
Member since 2000, appointed until

30 April 2010, with Lufthansa since 1990

accelerate. And we want to be on the safe side: our earnings were burdened

in 2005 by higher fuel costs of €843m. A reversal of this trend is not in sight.
Therefore we will adhere strictly to our cost management and!continue to
increase productivity. Through our action plan, we have exceeded our target
of lowering the cost burden, in achieving €788m, by €8m. The‘overall target of
achieving savings in the amount of €1.2bn is scheduled to be reached by the
end of the year 2006. |
\

Looking forward, we want to assure you: Lufthansa is well posmoned for the
future. We have resolved to take on a number of things. We know that the
year 2006 will again demand a lot from us. Everyone is hopmg for a friendly
economic environment, and so are we. Lufthansa will help forge the history of
the airline industry and take an active role in its development - to the benefit
of all stakeholders, customers, shareholders and employees. We are grateful
for the confidence you have placed in us and we trust that you will stay with
us in future. r

Wolfgang Mayrhuber :
Chairman of the Executive Board of Deutsche Lufthansa AG !
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hansa sheares on the move again

Share

In 2005, the stock markets again displayed positive trends, the DAX was 1,152 points above the previous
year's closing level at 5,408 points. Lufthansa shares closed at1€12.51, an improvement of 18.6 per cent.
In the reporting year we were able 1o increase the company va:llue and also realised considerably bet-

ter results. Our shareholders should also participate in this: we are proposing a dividend of €0.50 to the

General Meeting.

In 2005 the stock markets performed positively, continuing the
trend of the two previous years. The German bluechip DAX index
closed at 5,408 points with an increass of around 27 per cent com-
pared with the previous year's end. Alter a weak year on the stock
markets in 2004, Lufthansa shares 100 improved in 2005, even though
the share price fell temporarily below €10 in spring/surnmer. Al vear's
end, the price stood at €12.51, an improvement of 18.6 per cent com-
pared with the 2004 closing price of £10.55. Lufthansa’s markel capi-
talisation as at year's end 2005 was around €5.7 billion.

The overall visld for 2005 wag 22 per cent for sharehoiders
who reinvesied the dividend of €0.30 in Lufthansa stock on the date
of payment.

More than 85.7 per cent of Lufthansa shares were fradsd on
the slectronic frading platform XETRA meaning that the proportion re-
mained at around the previous year's level. The lurnover of Lufthansa
shares in 2005 was 9.6 per cenl lower than one year ago, when the
capital increase created higher trading volumes. Gverall, 1,024 mil-
tion shares changed hands. Based on the total number of shares
of 4579 million, this gives a turnover frequency of 2.2. The highest
monthly lurnover was recorded in March and in Cctober with figures
above the 100 million mark. The smallest turnovers were recorded in
May and December with 87 and 68 million shares respeclively.

The Lufthansa share: key date

Alongside the XETRA trading, the Lufthansa shares are also
listed on thfe floor-trading of the Frankfurt Stock Exchange and all
German regiona! stock exchanges. DAXAisted, Lufthansa is one ¢f
the 30 largest stock corporations in Germany. Lufthansa’s free floal,
important fér calculating the DAX, comes to 100 per cent. The weight-
ing as at the 2005 year's end was 0.99 per cent. This corresponds
o rank 24 rn the DAX. The international importance is also reflected
in s inclugion in other imporiant indices. These inciude the Dow
Jones EuraStoxx, MSCH Eure, FTSE Eurcfirst 300, A complete over-
view can b‘e found on our website at www lufthansa-financials.com.

In the USA, interested parties can invest in Lufthansa via the
“Sponsoref American Depositary Receipt Program” (ADR). The
ADR trading volume is currently around two per cent of the nominal
share cap%‘{ai.

|
Distributed profits
in thé vear under review Lufthansa generated an operaling
profit of €577m. Wilh this we are a step closer 1o achieving our tar-
get of operating profits of €1bn. This permits us 1o invest in profitable
growth, It a}isc» pute us in a position 1o overcome upheavals. We can
thus declare ourselves ready o optimise shareholder value - in
the interest of our investors. In the past financial vear we have suc-
|

|
i
i

2004

2008 2003 2002 2001
'Resu!is per share £ 024 - 258 188 151
Dividend per share € : 9507 030 - 020 -
Dividend yield % gy los - 23 -
“fotat Shareholder Return % D ey ~bo4 +532 - 408 -438
No. of shares millions . las78 4579™ 3216 2216 3216
Share price year-end € o 1055 13.25 878 1483
Market capitalization éon sy a8 51 34 5.7
Trading volume €on L 124 76 96 100
¥ Proposal

* alter capital increase i June 2005,
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Shareholder structure by country
(31 Drecembar 2005

79.0 % Germany
5.0 % USA
3.7 % Belgium
3.7 % Great Britain
2.7 % Luxembourg
2.5 % Swierand
34 % Others

IR N RN R

100.0 % Free float

ceeded in achieving a considerable increase in value. The Executive
Board and Supervisory Board theretore propose to the AGM on 17
May 20086 to pay a dividend of €0,50 per share for the financial yvear
2005. This corresponds {0 an increase of 86,7 per cent compared
with the previous year's level of €0.30 per share.

According our dividend policy, the dividend paymenis are based
on the operating profit. They also have to be made possible, of course,
by the net profit for the year from the individual financial statements of
Lufthansa AG, which is decisive for the dividend payments. Within this
framework we are siriving towards dividend continuity. Extracrdinary
incorme can also lead 1o extraordinary payouls, however, if goals for
capiial structure are achieved,

Lufthansa shares are registered shares with

rasiricted ransferability

Only in this way we can provide evidence at any fime, as re-
quired by the international aviation agreements and EU Directives,
proving that the majority of Lufthansa shares are in German or Euro-
pean hands. We are statutorily required (¢f. LUftNaSIG} to publish our
sharehoider siructure by nationality every thres months, We raintain
& share register listing all owners of Lufthansa shares with name and
address. The exact information about our investor structure also gives
us opportunifies: we ¢an for exampie approach our shareholders per-
sonally and directly,

The nominal capital - €1,172.30m - is divided into 4579 mil-
lion registered shares which as at the year's end 2005 were held by
around 410,000 shareholders. 29.9 per cent of the nominal capital was
held by private shareholders, 70,1 per cent by professional investors.
The ownership structure broken down by nationality, shows that a
clear maliority, 79 per cent, was held by German investors. The USA,
Belgium, Great Britain, Luxembourg and Switzerland foliow with hold-
ings between 2.5 and 5.0 per cent Daspite the high proportion of
German sharehoiders, the shares in Lufthansa AG are widely distrib-
uted internationally.

Emploves stock programmes

For many vears our employees and executives have had the
option of choosing between cash and shares as part of their profit-
sharing in the company. Apart from the traditional employee shares,
employess can also purchase a larger number of shares by way of
an interest-free loan within the participation model “LH-Chance”. This
programme was implemented in 2005 for the eighth time.

The Executive Board and senior managers were also able lo
participate in “LH-Performance 2005”, This performance-based pro-
gramme has been in place since 1987 and links an investment in
Lufthansa shares with an outperformance option.

Non-contracutal staff below management level were also able to
participate in the "LH-PerformanceAT 2005” share programme, which
is structured along the lines of the “LH-Performance” programme.

The LH-Performance programmes are continually monitored and
assessed by investors and the press. For exampie, LH-Performance
was judged by Union Investment in the reponting year as the best share
programme of all DAX 30 companies for the fourth time in succession.

Comprehensive information about the employee shares is con-
fained in the “Employees’ Report” on page 46.

Approved capital measures

The Executive Board of Lufthansa AG is authonsed according
to resolutions of the Annual General Meeting to undertake the follow-
ing capital measures:

Share buyback In May 2005 the Executive Board was once
again authorised to purchase, with the consent of the Supervisory
Board, up to ten per cent of the nominal capital in its own shares. The
authorisation applies untit 24 November 2008,

Authorised Capital A The Annual General Mesting in May 2005
also resolved 1o creale a new Authorised Capital A. This allows the
Executive Board, with the consent of the Supervisory Board, (¢ increase
the nominal capital of Lufthansa AG by up to €200m by single or
multiple issues of new shares until 24 May 2010.

Authorised Capital B Al the 2004 Annual General Meeting the
shareholders approved the creation of a new Authorised Capital B
for employee shares. The Executive Board is entitied to increase the
nominal capital of Lufthansa AG by up to €25m by single or multiple
issues of new shares, with the consent of the Supervisory Board, unti
15 June 2009. The shares are offered exclusively 1o employees of
Deutsche Lufthansa AG and its affilisted companies.

Convertible and/or oplion bonds

With the consent of the Supervisory Board, the Executive Board
may issue convertible and/or option bonds in single or multiple issues
until 18 June 2007, It can grant convertible or option bonds on up to
38,180,000 shares,

On 4 January 2004, Lufthansa issued a convertible bond for
€750m with an interest rate of 1.25 per cent p.a. The conversion
price is €19.86 per Lufthansa share. The convertible bond is listed on
the Luxembourg Stock Exchange (Code 014027861) and the Stutigart
Stock Exchange (WKN 785580). 38,160,000 Lufthansa shares from
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the capital authorised in 1999 are issued for rading on German stock
exchanges. Thev all have full entitiement to dividend pavments for
the financial vear in which the declaration of corversion becomes
valid according 1o the bond conditions. The bond has a term of ten
years. January 2006 was the first opportunity for the bond holders to
exercise a put option and make the bonds payable, however, On 4
January 2008 Lufthansa using avallable liquid funds repaid ghead of
schedule £629m of the nominal amount of the convertible bond to
those bond holders who had exercized the pul oplion. This means
that just €51m of the amount raised by the convertible bond is still
oulstanding.

Lulthense shares from the perspective

of the financis! community

Lulthansa shares are monitored by numerous German and in-
ternational financial analysts, notably in Germeany, Great Britain and the
USA. Almost 40 analysis regularly publish studies and reports on the
current development of the company and make recommendations.
Because of the current positive corporate data - focus on the passen-
ger business, completion of the Leisure Trave! restructuring, progress
of the Catering restructuring, solid finances, eic. — and the geod
prospedts, the judgements at the end of the year were overwhelmingly
positive: 20 studies came to the rating “buy”, 17 studies 1o *hold” and
one study o “sell”.

it is noteworthy that once again there is increasing interest from
US investors in airline shares, which we have been able o observe,
inter alia, at our road shows in the USA, We are convinced thal sus-
tained positive resulis will alse intensify buy orders from abroad.

Analysts and investors welcomed our strategy ¢f concentrating
on the core business of Passage Alrlines. The infegration of SWISS is
also seen in a positive light.

Invesior Relations

In the financial year under review we continued our infensive
investor relations work from the previous vear. Lufthansa values the
diglogue with the financial communily highly.

We informed the public and investors of the 2004 annual re-
sulis and the interim results for the first nine months of 2005 at wo
press and analysts conferences. In January we invited analysts and
investors to our Annual investor Day in Frankfurl, The focus was on the
financial strategy and the logistics and technology business segments.
Four telephone conferences with the Lufthansa Chief Financlal Officer
Dr. Karl-Ludwig Kley gave analysts and investors the chance 1o ask
about additiona!l information about the first quarter and first half in-
terim resulls, the purchase of SWISS and the agquisition of Fraport
shares. The Chief Financial Officer and Lufthansa Investor Relations
employees reporied the company’s developments to institutional
investors as part of road shows in Boston, New York, London, Edin-
burgh, Milan, Amslerdam, Paris, Copenhagen, Stockholm, Vienna
and Zurich and in Frankfurl, Munich, Bonn and Cologne. The Chief
Financial Officer alse used a series of avents 10 explain the aciivities
of Lufthansa - for example the takeover of SWISS ~ to renowned
financial institutions. We have made the information and presentations
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accessible Q‘Lﬁ our webste for all interested parties. Furthermore, we
have continpally informed analysts, investors and journalists by tel-
ephone, in person or by e-mail aboul the current events al Lufthansa,

The Internet has gained in importance. Apart from general infor-
mation in odr enhanced range of services, our investors are increas-
ingly makin@ use of the faciliies on our websile, such ag registering
for our AG r\/;z, appointing voling proxies or changing their address in
the sharehalder's register. In 2005 we also sent the inviiation 1o the
Annual General Mesting 1o a number of shareholders by e-mail for
the first timea. At this time, more than 2,300 shareholders had regis-
tered for our e-mail service. The number increased as at the year's
end to more than 5,000, We will also inform our shareholders about
these cost and time-saving measures in future mailings.

The qrzali‘w of Lufthansa’s communication with financial markets
was again assessed by independent rankings in 2005, In June, for
exampie, the Lufthansa Chief Financial Cfficer was voled best Chief
Financial Officer (CFO} in the transport branch by buy-gide analysts
it a survey by the Institutional Investor Research Group, London. As in
2004, we also achieved first place last year in the “BIRD - Best-
!nvestor-Rejéa%ions—Deui‘schiand” award in the Blue Chips calegory.
The convincing provision of forecast changes by our IR team and the
quality of our IR contacts were especially emphasised.

The financial calendar with all the important dates for the vears
2006 and 2(007 can be found on the last page of this report.

ldentiﬁcatioﬁ numbers for Lufthansa stock

|
ISIN International Security

identification Number DEGON8232125
Security identification
number WKN 823212
ADR programme code DLAKY
German storl;k exchange
code } LHA
Reuters’ coc:!e LHAG.DE, Xetra
‘ -
; LHA GY for Xetra, LHA GF, Franlturt floor, LHA GR,
Blaombergsf code all LH share prices
Frankfurt, Stuitgart, Munich, Hanover, Disseldor,
Stock exchange centers  Bedin/Bremen, Hamburg and XETRA
Prime sector Transport & Logistics
Branch Aitlines
DaX, DivDAX, Dow Jones STOXX 600, Dow Jones
EURC STOXX Mid, DOW Jones STOXX Global 1200,
FTSE4Good, FTSE Eurofirst 300, S&P Global 1200,
Indices S&P Europe 350, MSCI Euro

Anaiysts recommend Lufthansa shares
Qur shares drd currently Deing observed and asssssed by around 40 analysts.
Maost of therrl consider the shares 1o be undenalued at present and recommend
buying them| As at the vear's end, howaver, there was only one sale recommen-
dation. On our website, we provide a reguiarly updated overview.

|




Corporate Governance

Value orientation as & maxim of the gor

Responsibie and transparent corporate governance geared fo
increasing the sustainable value of the company and safeguarding
the interests of the shareholders is guaranteed through efficient struc-
tures and processes in the Lufthansa Group. Lufthansa places greai
value on openness and clarity in corporate communication, This is an
important requirement for maintaining and increasing confidence in
Lufthansa among lenders, employees and the public,

Articie 161 AktG Declaration of Compliance The Lufthansa
Supervisory and Executive Boards issued the foliowing Declarstion of
Compliance regarding the German Corporate Governance Code at
their meeting of 07 December 2005:

“in accordance with Asticle 161 of the German Stock Corpora-
tion Act, the Executive Board and Supervisory Board of Deulsche
Lufthansa AG hereby declare that the recommendations of the Govern-
mental Commission on the German Corporate Governance Code as
published by the Federal Ministry of Justice in the official section of
the electronic Federal Gazefte have been complied with in full anch will
continue to be complied with in full”

Declaration of Compliance with the recommendations of the
Code Moreover, Lufthansa is also in compliance with most of the
optional suggestions contained in the Code with a faw exceptions. All
Declarations of Compliance are published on our website. Information
on our adherence o each individual recommendation or suggestion
is available in a table on our website.

Management and corporate structure The Lufthansa Group acis
as a global aviation company domiciled in Cologne. German stock
law, the law of co-determination and financial market law, in pariicular,
along with the Articles of Association and the company-specific Corpo-
rate Governance Code form the basis of the management and moni-
toring structure in the Lufthansa Group.

As a German stock corporation, Lufthansa has the dual manage-
ment structure as is common in Germany with an Executive and a
Supervisory Board. The Executive Board is responsible for the manage-
ment of the company. The Supervisory Board appoints, advises and
monitors the Executive Board. The members of the Executive Board and
Supenvisory Board and their mandates are listed on page 128 et seqqa,

Deutsche Lufihansa AG is an aviation group which is active in
six strategic business segments. The core business segment is the
Passenger Transportation business, Other business segments are
Logistics, MRO, Catering, Leisure Travel and IT Services. Deutsche
Lufthansa AG s the parent company and simultaneously the largest
operating company in the group with the organisational unit Passen-
ger Airlines. The five other business fields are represented by Lufthansa
Cargo AG, Lufthansa Technik AG, Thomas Cook AG, LSG Lufthansa
Service Holding AG and Lufthansa Systems AG.

-
41

The Executive Board of Lufthansa AG sleers the entire group with
the central functions of Chairman and Chief Executive Officer, Finances,
as well ag Aviation Services and Human Resources. Company-fransfer
agreements between Lufthansa AG and the group companies secure
a uniform and effective management of the group. An executive man-
agement team has been set up 1o coordinate the businesses, which
comprises the Executive Board and the senior management of the
group companies. The course is set for the next planning periods at
group strategy meeiings, while the Corporate Finance Commitiee
monitors the adherence to the defined general conditions for invest-
ments and acquisitions and sales of interests.

The executive boards of the individual group companies are
responsible for their own business operations and profilability. They
reguiarly report o the Lufthansa Executive Board and are also moni-
fored by their own supervisory commiifees, in which members of
Lufthansa's Executive Board are represented oo,

Cooperation between Executive Board and Supervisory Board
The Executive Board and the Supervisory Board work closely together
for the good of the company. The Executive Board determins the
Group's strategic direction with the Supervisory Board and discusses
its implementation, it regularly, imely and comprehensively reports the
development of the business, income, profitability and relevant matters
of risk provision and risk management. The reporting duties of the
Executive Board are spelt out in the Board's rules of procedure which
also lists a catalogue of transactions requiring consent. (see also the
report by the Supervisory Board on page 48 el seq.)

The members of the Executive Board and the Supervisory Board
are personally liable to the company for damages resulting from neg-
ligent breach ¢f their fiduciary responsibilities. Lufthansa has therefore
taken out & D&O (direciors and officers’ liability insurance) policy with
appropriate deductibles for both boards,

Remuneration report In addition to their fixed annual salary,
all Lufthansa employees and executives receive a profil-sharing.
Employees paid according to collective agreements who want fo
receive their profit-sharing in the form of shares can choose between
tracitional employee shares and “LH-Chance®. (see the Employees
chapter on page 46 ef seqq)

Remuneration of Executive Board Members of the Lufthansa
Executive Board receive a variable remuneration component in ad-
dition o their fixed annual salary. This is based both on the absolute
amount of the consolidated operating results reporied in the Annual
Report and on their year-on-year improvement. For every €100m of
operating profit and result improvement compared with the previous
vear, the Chairman receives a variable bonus of £85,000 and the
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w0 other members of the Executive Board receive £50,000 sach.
The individual remuneration of the Executive Board members in the
vear under review, subdivided into fixed and variable componenis, is
disclosed in the Notes to the Consclidated Financial Statements on
page 123.

I addition, they may also invest up o €80,000 on their own ac-

count in the LH-Performance programme (see “Employess”, page 46}

The members of the Executive Board of Deuische Lufthansa AG
Woligang Mayrhuber (Chairman), Dr, Karl-Ludwig Kley (Chief Financial
Office) and Stefan Laver (Human Resources) parlicipated in “LH-
Performance 2005”7, Woligang Mayrhuber and Stefan Lauer made
the required investment by contributing their own Lufthansa shares,
Dr. Kley additionally by purchasing shares on the stock exchange.
The members of the Passenger Alrlines Board Carsten Spohr (by
contributing his own shares) and Carl Sigel (purchases on the stock
sxchange) also participated in *LH-Performance 2005

Remuneration of the Supervisory Board Members of the
Lufthansa Supervisory Board are paid a fixed annual fee of €20,000
for exercise of thelr duties in accordance with a resolution adopted ai
the Annual General Meeting in 2003, They addlitionally receive variab-
le remuneration of €1,000 for each €0.01 per share in excess of £€0.25
per share of the dividend distributed to sharehoiders. The Board
chairman receives three times this amount, the deputy chairman
one-and-a-half times. Each member of a commitiee is paid an addi-
tional 25 per cent, the chairman of a cormnmittee 80 per cent of these
amounts. Mowever, these emoluments are paid only if a commitiee
maeets al least once during the business year. Supsrvisory Board
members are moreover extended expense allowances, notably for
travel, and an attendance aliowance of €500 per meeting.

The remuneration accorded to individual members of the Su-
pervisory Board in the year under review is included in the Notes o
Consolidated Financial Staterents (page 125).

individualised share ownership directors’ deafings Members
of the Supervisory, Executive and Divisional Boards of Deulsche
Lufthansa AG are required by Section 15a WpHG o register transac-
tions with Lufthansa shares or financial instrumenis based thereon as
soon as the total sum of the transactions exceeds €5,000 in a calendar
year, The duty of disclosure is alsc imposed on natural and juristic per-
sons closely connected 1o the above group of persons. All registersed
transactions are published by EguityStory and on our website.

On 11 Novernber 2005 the Lufthansa CFO Dr. Karl-Ludwig Kley
purchased 2,500 Lufthansa shares (price: €11.45) and Carl Sigel
{member of the Passenger Airlines Board) 2,472 Lufthanse shares
(price: €£11.54), Dr. Holger Hétty {member of the Fassenger Airlines
Board) purchased 800 Lufthansa shares {price: €11.40) through the
stock exchange on 22 November (see also Direclors' Dealings iabie,
page 126}

According 1o statement, none of the members of the Executive
or Supervisory Boards owns shares, options or derivatives of more
than one per cent of the shares issued. The tolal holdings of all mem-
bers of the Exacutive and Supervisory Boards do not exceed one per
cent of the shares issued. The number of shares held by Execuiive
Board members in the current option programmes are listed in the
Notes on page 124.
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Corporate Governance

Supéwisory Board and committees The present membpers of
the Super\,f:isory Board were elected in 2008. There were no changss
io the Lufthansa Supervisory Board during the reporting year. The
term of oﬁi‘ce of the Supervisory Board expires at the close of the
2008 A.rleuaE General Meeling. The Lufthansa Supervisory Board has
formed three committess: the Nominating Commitiee, the Audit Com-
mittee and the obligatory Arbiration Commitiee pursuant 1o section
27 para. 3 \Of the Co-Determination Act. Membership and duties of the
cormmittess are detalled on page 128, The Supervisory Board Chair-

man repoﬁ‘s about its work on page 48 et seq.

Shaal‘ehcders and the Annual General Meeting In order o sim-
plify os'gan‘isationai procedures, Lufthansa has been using innovalive
instruments for many vears, also with regard to the Annual General
Meeting. This includes ordering admission lickets and appointing
DIoRY vote%s by Internet. In the year under raview we for the first time
sent invitations to the Annual General Meeting by e-mail 1o a number
of sharehdidera. I addition, the reporis by the chairmen of Executive
Board and‘ Supervisory Board can be followed on the Internel.

Trarlsparency Lufthansa informs invesiors, shareholders, ana-
iysts and tho public egually and timely. Annual and inferim reporis,
ad-hoc anpouncemems according to section 15 WpHG, financial cal-
endars and all other relevant information are available on the internet
in Germar} and English.

In view of the: amended Investor Protection Act (AnSVG),
Lufthansa has set up a Compliance Office. This ensures that the new
statutory reégulations are implemented and observed. it also maintaing
the insider. directories which confain all persons with access 1o insider
information. They are informed extensively about the ensuing statutory
duties. AnlAd Hoc Clearing unit, comprising representatives from
ciiverse spécialist departments, monitors the ad hoc relevance of facts
and other issues.

Reporting and year-end audit The consolidated financial state-
menis of Lufthansa are prepared in accordance with the Intermnational
Financial Reporting Standards (IFRS), taking account of the interpreta-
tions by tHe International Financial Reporting interpretations Cornmit-
tee (IFRIC). The statutorily prescribed individual financial siaternenis
of Deutsche Lufthansa AG, which is applicable for taxation and profit
distribution, is prepared according o the German Commercial Code.

In agcordance with the resolution by the 2005 Annual General
Mesling, the Supervisory Board commissioned Pricewalerhouse-
Coopers Aktiengeselischaft Wirtschaftispriifungsgesslischatt, Diissel-
dorf with auditing the Financial Statements for 2005. The auditor’s
statement lof independence was noted by the Audit Commitiee. The
Supervésc@ Board has requested that the auditor notify it of any
grounds for disqualification or conflict of inlerest occurring during
the audit i‘f such grounds cannot be eliminated immediately. it should
also repor‘t any major facts and events of importance that may consti-
tute a mis;statemem by the Executive Board and Supervisory Board in
their deciaration of compliance (see report by the Supervisory Board
on page 48 et seq.). We have detailed the fees charged to Lufthansa
during thef 2005 financial year by ils auditors, Pricewaterhouse-
Coopers Aktiengeselischaft Wirschaftsprifungsgeselischafl, Dissel-
dor, in the Notes (pags 126).
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more profit” - profitable growth

Strategy

Lufthansa has attuned to the changing markets with a clear strategy. The focus is on core competences
and profitable growth. We have further improved efficiency and increased competitiveness. In the current
year we have taken further steps to occupy a good position oompared with international competition - as
the most aftractive and profitable European network carrier with a global offer.

1. Growth induslry avistion

The aviation market is a growth Industry par excellence: it is
growing twice as fast as the gross national product Globalisation,
which would not be conceivable without ransport services for people

and goods, is one of the most significant driving forces. For an aifline,
especially. it is essential fo have a tight network.

Cur flight network ~ the densest in Europe ~ représents an ex-
celient base from which we can develop continued profitable growih,
Together with our pariners in Star Alliance we also offer the largest
giobal network.

Opportunity to participate in the forecast increase in air traffic
and 1o grow with it is cerlainly available: sconomic reizlions between
countries are hecoming even closer. Asia, nolably China, and india
gre opening up o world frade more and more. The growih rales in air
traffic in the Far East are correspondingly high: Eight to en per cent
for China and India, around fhres per cent forecast for Japan, while
an increase of five to six per cent Is expected worldwide.

2. Good basis for growth

Profitability Lufthansa is a successiul aviation group. in recent
vears we have made major efforts 1o improve our international com-
petitiveness. This included a series of sustained cost reduction and
restructuring measures and a focus on the core busingss of passen-
ger aiflines.

The result of this economic reorganisation is apparent: the Group
now has more efficient processes and leaner siructures in all business
segments. Compared with the competition, Lufthansa can demonstrate
a solid balance sheet and a respectable level of profilability.

Lufthansa is currently in a position to benettf strongly from profita-
ble growth in the future. Growth s not 2 value on its own, for Lufthansa
growih is merely desirable if i adds value. The central focus of our
growth efforis is thersfore the sustained increase in company value, In
order to determine and confirm the added value and financial steering
of the Group, we have been using the Cash-Value-Added (CVA} con-
cept within the Lufthansa Group since the 2000 financial vear {page 51).
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in vie‘w of the changing market environment, characterised
by price prewufe due 1o overcapacity and competition with no-frilis
carriers, the economic restructuring of Lufthansa is by no means
complete. In the medium term we want {o achieve operating results
of €£1bn, With operating results at this level, the Lufthansa Group cov-
ers #s capiial costs and realises a sustained positive CVA. Compared
1o the financial year 2004 we have improved the operating resulis in
he financiéi year 2005 by £194m 1o €577m. This demonstrates that
we are following & good path.

Bran One of the most important assets in the competition with
other airlings is the brand, Lufthansa is a premium brand which has
a high ieve‘ of recognition and a first class reputation. The Lufthansa
brand is strbng and clear; it is the core of the Group and stands for
qualily, innovation, dependabilily. competence and safety. The man-
agement cornmitiee for corporaie image is responsible for brand and
marketing- rgaatad policies with the goal of strengthening the Lufthansa
brand and uphoid ng and reinforcing the values asscciated with il

Staff ‘}The characteristics thal make Lufthansa stand out, such
as perceévep quality and customer satisfaction, are possible thanks o
the diiigenc‘e of our employees and cur management team, Lufthansa
places highidemands on its stafl The selection process for new recruils
is corfespoﬁ\d%ﬂgiy high at all levels of the hierarchy. Protassional lite af
Lufthansa zs} characterised by constant development

The demands of Lufihansa - delivered a thousand times a day
by the employees — have many dimensions. We expect our employees
to strive for perfection in evervihing they do. They work professionally,
creatively, eﬁéciently and with customer needs in mind. Also fypical of
our employees is credibility, in other words, honesty and dependability.
Developing|seif-confidence, competence and experience leads to
effsctive management skills, And finally we reqguire and nurture the
personal cammitment of every single individual.



Strategy

Solid financial base The general conditions for our profitable
growth are created by our financial stralegy. The stralegy was re-
viewsd in 2004 and now aims {or a high level of financial flexibility
and a solid corporate creditworthiness. Lufthansa is currently the only
zuropean airline with an “avesiment Grade™ ranking from the rating
agencies Moody's and Standard & Poor's.

Minimum liquidity in the Group is a crucial point of our financial
strategy. At all imes we have available liquidity reserves of €2bn in
order to secure our funds requirement against cyclical fluctuations
and volatite financial markets. A mostly unencumberad fiset also se-
cures high financial flexibility at all times.

With sustained strengthening of our capital structure, we are
creating a solid basis for the long-term growth of our company. It is
our medium-term aim 1o achieve an equity ratio of 30 per cent. Apart
from appropriate profit reserves, the outsourcing of pension liabilities
started in 2004, in particular, contributed io this. The Lufthansa Group
will thus be In a position to maintain its course in a difficult environment
and will be able to react appropriaiely o any change. '

3. Goals

The Lufthansa Group aims to become the most attractive and
most profitable European network carrier with a global offer. The
company also wishes to remain a trusted airling. Our most important
commercial metic is “more profit’, By this we mean sustained profit-
able growth that creates value.

Focus Over the past decade, Lufthansa has developed from a
functionally divided mondlithic corporation into an aviation group with
several business segments. Passenger Transportation is the central
business segment of the Group in terms of size and core competen-
cies. The importance of the other business segments depends on
the potential in the markel. and especially on what role they, as serv-
ice providers for essential production factors and infrastruciure, play
in strengthening the further developability of Passenger Alrlines.

Within the individual business segments, we focus on their core
competencies and competitiveness. The following relates 1o the overall
group strategy and the Passenger Transportation business segment.
The strategies of the other business segments are explained in their
respective sections.

Following this strategy, in the past few years Lufthansa has sold
off its stakes in Amadeus Giobal Travel Distribution S.A,, Lufthansa
Gebaudemanagement, Chef Solutions, Lovalty Partner GmbH and iis
stake in Autobahn Tank & Rast Holding. These sales also sirength-
ened our capital structure.

Expanded market access |n ordsr to achieve our goals we are
primarily expanding in markets which have the highest poteniial. For
intercontinental traffic this meansg, for example, that we want to extent
and build up owr business in China and india, the most important
Asian growih markets.

curope is growing in the metropolis and locally. A significant
component of our strategy in continental trave! is therefore to be
present, ourselves or with strong pannerships, wherever Europe is
growing, such as Eastern Europe.

We gain a wider access 1o markels and expioil expansion pos-
sibilities for example by being part of the Star Alllance. This applies in
particular 1 Asia and Eastern Europe, but also in the Americas. Qur
cooperation with Alr China is an important milesione in opening up
the Asian marketl. To this exient i is an important task of Lufthansa 1o
expand airline parinerships in Germany, Europe and worldwide.

Our customers benefit from Star Alliance through the global net-
work and high frequency of flights. Together we are striving to enlarge
the group of airlines. Since 1997, the number of partners has increased
from five to 16 members. They also want to intensify their cooperation.
This includes, for example, creating & common [T platiorm.

Apart from Star Alliance, Lufthansa Regional is an important parn
of the partnership concept. Our passengers benefit from a compre-
hensive and high quality range of direct flights and transfer possibilities
in the regional segment

Bitateral cooperations also add 1o the routes on offer from
Lufthansa. The number of bilateral pariners has increased from six to
15 airlines. The cooperation involves, among other things, code shar-
ing and mutual recognition of frequent fiyer programmes. Qur partner
airlings in this segment include Alr Ching, Shanghai Airlines and Air
india.

Lufthansa and its partners offer direct flights between cities in
Germany and Europe as well as via the hubs connecling flights to
around 800 destinations in 140 countries.

Cur “mulli hubbing” concept serves o expand our market ac-
cess as well as improving the connection quality for our customers.
With BWISS, the previous hubs in Frankfurt and Munich are augment-
ed by the addition of Zurich, where SWISS already has a strong direct
offer to Africa.

Mobility a la carte In the passenger business, Lufthansa offers
its customers the enlire range: the products on offer siretch from
“Budget to First Class®. As part of our individual offers and individual
service, perfect for every occasion, we offer quality products in all seg-
ments - “bargains” included. For example, in October we launched
the €98 fare for round trip flights from Hamburg to 23 selected Euro-
pean destinations.

Quality and innovation |n the last two years we have developed
a range of innovations which clearly underline our positioning as a
quality brand. These include sleeper seals in business class on long-
hau! flights, a free middie-seat and more storage room in business
class on continental flights, the first broadband internet access on
board, WLAN hatspots in the lounges, a special terminal and exclusive
lounges for first class customers and HON Circle members, as well as
the Private Jet offer. The enthusiasm regarding our First Class Terminal
in Frankfurt is uhceasing; since July 2005 there has alsc been First
Class Service at our second hub in Munich.

The quality of our offer is also characterised by shor turnaround
times, fast fransfers and punctuality whenever our customers fly via
one of the hubs. The work processes and structures of our hubs create
the conditions for this. The success backs us up: our hubs in Frankfurt,
Munich and Zurich were judged the most punctual in Europe in an
assessment by the Association of Eurcpean Alrfines (AEA) in the third
quarter of 2005.
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We are very proud ¢f the fact that customer satisfaction at
Lufthansa reached record levels in 2005, This drives us to improve
our products and services even more, Especially in competiion with
the increasing number of no-rills carriers, the quality of our offer in
conjunclion with current innovalions is most imponant for Lufthansa,

System parinerships A high-performance and cost-efficient
infrastructure is one of the factors for success in the Passenger busi-
ness. In addition, the organisation as an inlegrated system bebtween
the airline(s), airport and air raffic control partners is becoming more
mportant in international competiion. Lifthansa is therefore pursuing
a strategy of verlical parthership within systems in order 1o orientate
customer-supplier cooperation lowards location safely, increased
efficiency and product differentigtion,

A strong domestic market is essential for cur growth. In surnmer
2003, we launched the “Air Traffic for Germany” initiative together with
other imporiant pariners. The objective of the project is 10 secure and
develop Germany as a cost-afficient location for the aviation industry
in European and international competition,

Together with our pariners we want to improve the processes in
the air traffic system. In addition 1o the existing close cooperation, we
purchased & stake in Frapor in October 2005. As a co-owner we want
o increase the influsnce on cost developments, quality and efficiency.

Lufthansa is currently examining a participation in German Alr
Traffic Control as ancther step towards expanding the system pariner-
ship. The privatisation expected for the middie of this vear, is of consid-
erable imporance for the {urther development of the air rafflic location.
Lufthansa has indicated its interest in participating in the bidding pro-
cess together with other representatives of German aviation indusiry.

4. Cast management

One of the main requirements for profitable growth is perma-
nent cost management, Despite the good progress we have made
over the last few years we shill have a great deal 10 achieve.

in our 2004 annual report we introduced the current “action
plan” regarding cost management For the years from 2004 to 2008
it foresees cost savings and increases in productivity as well as ad-
ditional income through the optimisation of production processes.
By the end of 2006 we want to reduce costs by a fotal of €1.2hn. With
savings of €788m we have already made great progress:

External providers in this area we have been able 10 exceed
our plans. Of the planned €205m, savings of €319m had been
achieved by the end of 2005. The net price modei launched by our
German sales as at M September 2004 had a crucial proportion of
this. We were also able to achieve this good result because of com-
mission savings in Europe. The renegotiation of contracts, such as for
computer reservation systems, also resulled in considerable savings.

internal providers The internal providers, with €222m, almost

achieved the target of €230m. New internal agreements, while main-
talning the high product quality, contributed o this.
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S&af? and processes The collective pay seftiements for
Lufthansa cockpit crew and ground staff concluded in December 2004
and for cabin crew signed in May 2005 as well as more efficient proc-
esses on ine ground significantly eased economic pressure in 2005,
Adfurther step faken was the agreement between Lufthansa and verdi
regarding pew remuneration structures for LSG Deutschiand, valid
from 1 Colober 2005, and ground staff, valid from 1 Decembper 2005.
With savings of €132m the staff and processes department is below
the target ﬁigure of £175m, as the full effect of the partly multi-vears
agreements, will only be visible in the next few vears.

|

F‘rod;uction framework and processes n this area we planned
cost savings of €170m. £118m had been realised by the end of 2005,
Lufthansa’s regional production system, its point-fo-point connec-
fions and 1‘ e synchronisation of arrival and departure times also
contributed to the sustained cost savings.

5. Mext steps

For t‘we current financial vear 2008 we have undertaken impor-
iant sleps: we are further concentrating on improving the profitability
of the paséenger business. This includes increasing the revenues of
the hubs m‘ Frankfurt and Munich and of the direct flights. We are de-
veloping a\modemisaﬁcn programme for our fieet and 1o strengthen
our market positions in China and India.

We will continue 1o focus on realising synergy goals in conjunp-
tion with the integration of SWISS. There is also an imporiant goal for
2008 in the realisation of the cost savings programme “action plan®.
All this will 'bring us closer to our goal: more profit - profitable growth.

Action Plan |
Cost reductidns of €780m planned for 2004/2005,
thereof €788¢w implemented until 31 December 2005

| 24 External
i - providers
i, E20BmM

Production
framework/
proseases
Ry £170m
internal ’
providers
£230m

2008

- 2004/2005:
g v E412m

780
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Integration brings acdvantages

SWISS Integration

With the integration of SWISS, Lufthansa is strengthening its pc})sition as one of the leading network
carriers in Europe. The focus here is to generate added value for the customers, to exploit market
opportunities and thus to contribute to the profitable growth ofjthe Group. The integration is proceeding
successfully: further steps will follow successively until the end‘ of the year. SWISS's restructuring pro-
grammes are also starting to take effect and are proving successful.

Within the framework of our group strategy and thus of the as-
sociated aim of “more profit” —~ profitable growth — the takeover and
integration of Swiss International Alr Lines AG aiso plays an important
role. SWISS ~ just iike Lufthansa - has a pronounced understanding
of guality and service. The focus of the integration is on generating
added value for the custormners of bolh airlines and thereby contribut-
ing 1o the profitable growth of the Group.

With its {akeover of SWISS, Lufthansa is expanding its position
as the leading European network carrier. Through SWISS, it gains ac-
cess to the atfractive Swiss market and also strengthens s position
in southern Europe and in the Alpine region. Access to new markets,
such as in Alfrica, is also faciifated by the takeover, SWISSE, on the
other hand, obtains a strong pariner in Lufthansa which is both weli-
positioned in international airline markets and can also offer the
necessary financial strength for further growth. The same service phi-
fosophy and a historically grown affinity between the alriines favoured
the integration of SWISS into the Lufthansa Group.

The negotiations about a merger of the two companies in 2003
did not lead 1o a successful conclusion at first, 2005 was different:
on 22 March 2005 the integration of SWISS into the Lufthansa Group
with the aim of a complete takeover by Lufthansa was contractually
fixed. Because of its extensive restructuring, SWISS was in a much
better condition structurally than in 2003, A merger with Lufthansa
offered SWISS considerably better future prospects than is continued
independent path while the risks of a takeover for Lufthansa were
considerably less.

Business model

The business rmodel prepared fogether with the SWISS manage-
ment foresess SWISS remaining a mosily independent airline with
management and domicile in Switzerland, with its own fieet and crews.
SWISS will retain s individual brand, develop its strengths further and
expand its location advantage in the Swiss market This includes an in-
ternational route network appropriate fo the demand and an intercon-
finental hub at Zurich developed in accordance with strict economical
requirements in order to secure future profitability.
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The benefits of the merger for Lufthansa can be summarised in
five main clore statements:

1. *v‘*{e are expanding and strengthening cur home market
Europe - with & first class market Switzerland, The customer basis,
notably Ehé business customer segment, is expanded considerably.

2. W’e are adding {o our mutti-hub strategy with a high-per-
formance hub Zurich, For our custormers this means: more direct
flights, mor:e fransfer connections and new destinations. Moreover,
we are op%n%ng up new markeis - SWISS, for example, already has
an extensive direct offer 1o Africa. The timelables are optimised and
the offer En:the organisation expanded.

3. The integration of the Swiss TravelClub into Miles & More
gives custermers of both pariners more opportunities to collect and
redeem mfies, The two airlines also benefit from reduced costs.

4. We are strengthening our business with a medern flest
which excé;;étenﬂy supplements the Lufthansa fleet.

5. ‘V,‘Ve are reducing costs through inlensive cooperation in
sales, by nﬁerging check-in and deparure al many airpors, through
the merger of the frequent fiver programmes, the use of synergies in
procurement and when financing investments,

The synergy potential is gradually being built up and exploited.
We expect synergies on the income and costs side of up o around
£174m unt‘il the end of 2007 The one-off integration costs, by contrast,
tolal around €45m only.

Transacton

The &%{s‘z step was the founding of the Swiss company AirTrust
AG. In Ma\l/ 2005 Lufthansa initially purchasad eleven per cent of
the sharesj in AlrTrust At this ime, AirTrust had contractual commil-
ments for 84.8 per cent of the major SWISS shareholders. A further
14.1 per c#nt of the SWISS shares had been offered to AlrTrust
through public shareholders, After expiration of the deadiine for ac-
cepting thé takeover offer of May 2005, AirTrust had in June over
98.7 per cent of the SWISS share capilal. However, the fransaction
was still a{waiting approval from competlition authorities. The require-




SWISS Integration

ment for launching a cash selllement squesze-out of the remaining
minority shareholders nevertheless existed. The process is now
complete and the entire SWISS share capital is held by AirTrust. On
27 danuary 2006, rading in SWISS shares was suspended on the
Zurich stock exchange SWX,

After consent for the integration from the European Commission
and the American Antitrust Authority, Lufthansa increased its stake in
AirTrust to 49 per cent in July. The remaining shares in AirTrust are
held by the Swiss Almea Stiftung, which was founded solely for this
purpose. The iakeover will be complete when the negotiations for
securing the important air traffic rights are complete and correspond-
ing agreements are in place.

The negotiations of the Swiss Office {for Civil Aviation, the body
responsible for this, are progressing weil. Agreements have already
been reached with a number of governmenis, We expect that all the
relevant agreements will be concluded earliest at the end of 2006.
Maintaining the rights is very important for Lufthansa and SWISS, so
that Switzerland's air links can be secured. However, they are also
a significant precondition for the acquisition of the remaining &1 per
cent of the SWISS shares by Lufthansa,

On 22 Septemnber 2005 the SWiSS Board of Directors was re-
elected and reduced from eight {c five members. Chairman Wolfgang
Mayrhuber and Dr. Klaus Q. Schlede, chairman of the Lufthansa
Supervisory Board’s audit committes, were newly elected to this com-
mitlee as Lufthansa's representatives.

Purchase price v

The purchase price which we are paying for SWISS is divided
into two different tranches. Public shareholders received CHF8.96 per
tendered SWISS share. The remaining minority shareholders have
aiso been paid CHFB.96 within the legal framework of a squeeze-out
process. This totals a payrment of around £€47m.

For the exchange and transfer of their shares in AirTrust major
SWISS shareholders received a debtor warrant (outperformance
option) issued by Lufthansa. The requirement for payment is, inter
alla, that the Lufthansa share price outperforms the share prices of &
defined number of competitors in the period from 21 March 2005 1o
20 March 2008, Depending on the development of this deblor war-
rant, the purchase price for the compiste acquisition of the SWISS
shares is between €47m and around €300m,

integration affords even more benefits during 2006

» Reciprocal accrual &
reclemption of miles

« Lounge access &
tier benefits for First Class,
fop status costumers

« Combinability of fares

» Reciprocal booking on
each other’s website

+ Optimization of neighbour-
hood traffic & imple-
mentation of codesharing

*» Move under one roof in
home markets

» Status benefits also for Silver
& Business Class costumers

+ Infroduction of full Interline
E-ticketing functionality

and traffic

* Final clearance expected latest surmer 2006,
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« Joint corporate &
agency confracts
« Data exchange on sales

Itegration going to plan

SWISS's integration is going o plan. So far all our expectations
have been met all along the line.

We have been able to achleve important integration progress
above all in the core business Passenger Transportation. Since July
2005, the Swiss TravelClub and Lufthansa Miles & More frequent
fiyer programmes have been working together. This means: collecting
miles and booking premium flights is possible for SWISS custorners
at Lufthansa and vice versa. Status customers also enjoy other privi-
leges such as lounge access, waiting list pricrity, increased tuggage
aitowances and preferential check-in.

SWISS is also a partner in the Lufthansa company bonus pro-
gramme PartnerPlusBenefit. Since January 2006, both airlines have
been offering their large-scale customers mutual company contracts
and with this increased their altraction. Meanwhile, what is known as
interfining has been realised, along with mutual recognition of elec-
tronic tickels and the exchange of booking and traffic data.

Flights between Germany and. Switzerland have been operated
since 30 October 2005 as codeshare flights and a harmonised flight
programme has been offered at the Frankfurt, Munich and Zurich
hubs. The optimisation of the neighbourhood traffic between Germany
and Switzerland has aiready allowed previously lied aircraft capacity
to be released.

in the freight sector, Lufthansa Cargo and Swiss WorldCargo
are currenly developing a mutual offer of products and services. The
first result of this is the joint use of freight capacities at the pariner's
aircrafs since December 2008, There are also commonalities in cargo
sales: as at 01 January 20086, for example, both companies have
merged their activities in Quebec and Ontario.

There have also been integration successes in other areas! in
future SWISS will maintain the engines of Lufthansa CityLine’s regional
alrcraft in Basle. Furthermore, SWISS has also successiully been in-
corporated into the aviation insurance policies of the Lufthansa Group.
This also benefits both airlines.

Cther steps towards integration will follow. For example, on
1 Aprit 2006 Swiss TravelClub will fransfer to Miles & More, Europe's
largest frequent fiyer programme. SWISS will look after the SWISS
paricipants and pariners independently.

« Furiher integration :
in Sales & Network

P - SWISS Star Allancs
rambership

< Aiming for Antitrust
immunity with United
Alrines/AlrCanada*

~ infroduction of SWISS Miles
& More - full infegration

+ Move under one roof in
strategic markets

s

&

£
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Al the same time SWISS is becoming a member of Slar Alflancs.
The course was sel for this important milestone in June 2005 through
the consent of the Star Alllance members.

We will also coordinate our flight schedules maore intensely for
the summer timetable and further optimise both airlines’ natworks,
especially the long-haul flights. Cur custormners will profit from this and
we wilt realise further synergies.

The coordination of check-in procedures & jointly served airports
in strategic markets will also be driven forwards. Through joint check-in
procedures and by concentrating on individual system pariners, quality
can be increased and costs saved.

Both partners want 1o have concluded the integration of thelr
sales activities and the adjusiment of their networks as much as
possible by the end of 2006. An important comersione of thig is the
guarantee of artitrust immunity with United Airfines and Alr Canada.
Possibiliies for cooperation will alse be developed, for example, in in-
formation technology, the financial areg, in call centras, aircraft main-
fenance or - not least - procurement.

SWISE resbructuring programme lakes effect

angd proves sucoessiul

In the year under review, SWISS was able 1o report considerable
success with the airline’s restructuring. The aim of the programme is
to make the airline profitable by creating compelitive cosls structures,
enhanced efliciency and high quaiity in order o gain room for invest-
ments and future value-adding growih, The restructuring programme
should be compileted in 20086.

in the first half of 2008, SWISE has already examined and re-
negotiated selected contracts. By the end of duly, for example, it had
been successiul in renegotiating the cooperation with SR Technics
Switzerland. The agreement led to significant cost savings for the
rmaintenance of the Airbus Heel. New employment contracls were
concluded with the ground staff and cabin crew unicns, They taks into
account the current restruciuning concept and the intensified compet-
tive situation. At the same tims, they offer the emplovees security for
maintaining socially responsible working conditions. On 10 March
2008, Swiss European Alr Lines and the Swiss Pllols Association also
agreed the contents of a new cverall employment contract, Subject
to the assent of the pilots of Swiss European, the new overall empioy-
ment condract will enter into force on 1 Aprit 2008. The negotialions
with the pilot representatives are continuing. SWISS is striving fo find
sustainabie and forward-looking solutions with all social partners which
will contribute to securing jobs over the long-term.

A significant milestone was the transier of the European regional
traffic 1o an independent company within the SWISS group. “Swiss
European Air Lines” started operations on 1 November 2005, As a
wholly owned subsidiary, it operates for and under the SWISS brand
within Europe in what is called a wet lease. With efficient slruciures
and cos! fransparency, the competitiveness of SWIES is enhanced and
the foundations are laid for future growth, also in the regional segment.

During the vear, SWISS reduced iis fleet by eleven aircraft In
order to simplify the fleet structure and 1o focus on Avro RJ-100/
RJ85 in regional trafic, the last remaining Saab 2000 was withdrawn
from service at the end of the summer schedule in Oclober 2005.
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The flight g‘:)rogramme ramaing aftractive as a result of the gradual
:mroductidn of six additional Avro jels, the cooperation with pariner
alriines and, in particular, the association with Lufthansa.

SWISS is also Implementing current projects to reduce unit
costs further. For example, ground times hetwaen flights in Eurcpean
traffic have been reduced from 40 to 30 minutes by numerous in-
dividual in‘Etiatives. in combination with the optimisation of the hub
structure i Zurich, SWISS is able to make ten additional flights a day
in the summer schedule as a result of these measures with the sarme
European fﬁeeﬁ with a total flight time of 16 hours. SWISS also achieved
cost reductions by using larger arcraft in Europe and through increased
empioyee efficiency. In 2005, productivity per full-time equivalence
increased from 4.40 10 4.71 million seat kilomeitres offered.

In periods of high fuel prices, special attention is also given to
reducing Kerosene consumption. This includes changing fiignt paths
as well as landing and depariure procedures und weight reduction
through oplimised weight and balance plans and inflight service 1o-
gistics. In early 2005, the AS20 ileet was fiied with new, lighter seats
which reduced the empty weight per aircraft by around one fonne
and correspondingly culied down fuel consumption.

The costs saving programme was accompanied by a compre-
hensive guality offensive, This includes the Intreduction of an exclusive
Business Class Flight from Zurich to New York, the relaunch of free
onboard m‘\eaﬁs and beverages, even in Economy Class on turopean
flights, & new time and distance saving user concept at Zurich ajrport
and the exbandeoﬁ use of automatic check-in equipment. In order 1o
increase direct sales, the website swiss.com has been redesigned and
the call centres reorganissd.

|
SWISS: The integration is proceeding faster and with

higher synergies than planned
|
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Passenger Transporiation

Lufthansa Passenger Airlines have further developed the qualﬁity and attractiveness of their products and

with PrivateJet have rounded off the range of services in the Qremium segment. We have gained a great
deal of recognition for the innovations. In the reporting year we were able to improve the load factor

in almost all traffic regions. Thanks to the positive development of the average yields, we achieved a
considerable increase in the traffic revenue. However, the resd;lts are affected by fuel costs which have

increased by €756m.

Business segment Passenger Transporiation

Fassenger Transporiation business is the core business of the
Lufthansa Group. It is summarised in the business segment Pas-
senger Transporiaiion and in the reporting vear it realised 63.2 per
cent of the Group’s fotal revenue. It is operated directly by Deulsche
Lufthansa AG, the Group's parent company. Lufthansa, Alr Dolomiti,
Lufthansa Cityline and, since 31 December 2005, the Eurowings
group belong 1o this business segment. Lulthansa is one of the lead-
ing airiines worldwide, Quality, innovation, securlly and reliability char-
acterise the product and image of the airline. It offers its customers a
comprehensive, dense network with its own flight connections 1o 185
cities in 97 countries. Together with pariner airlines, 409 destinations
are served. Lufthansa is one of the founding members of the world's

Passenger Transportation

2005 2004 Change
Revenue 11207
of which with companises of
the Lutthansa Group 473
Profit from operating S
activities €m i 238 366
Segment resuit € win 1500 382
Operating result* €m il 438 265
EBITDA™ ém 1381 939
Segment capital : it
expenditure €m L B88 1265
Employees as of 3 .
31 Decamber number BT UET 062 34700
Passengers thousande . §?i355 30 901
Available seat-kilometres millions '1&&; 182 140 648
Revenue passenger- L
idiometres millions 0 108185 104 064
Passengey load facior % E 2 FEIURS SN

* For derivation see the Oparating Resull table on page 57,
** Betore profil Uanster from other business segments.
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leading aitline alliances - the Star Alliance - and maintains pariner-

ships w%th? other airlines. At 31 December 2005 the business seg-
ment’s fleet includes 413 aircrafis.

Thanges in the business

In 'ih;e year under review, Lufthansa and SWISS developed a
joint busm‘ess mode! for integrating SWISS into the Lufthansa Group
and an integration agreement was signed on 22 March 2005, The
takeover will be completed whean the traffic rights have been secured
- at the earliest at year-end 20086, At present Lufthansa has a stake
of 49 per ¢ent in AirTrust AG, which purchased shares in SWSS and
since the end of January has held 100 per cent. Through AlrTrust AG,
Swiss International Air Lines Lid. is included al equity in the segment
results of Passenger Transportation. Further details can be found in the
section “infegration SWISS” on page 14 et seqq.

On 22 December, Lufthansa received the anti-rust approval by
the Européan Commission 1o take over the majority of voting rights in
Eurowmgg‘. Nothing changed in respect of the owner structure. Euro-
wings was included in the consolidated group of the business seg-
ment a5 at the end of the vear. However, this did not aftect the 2008
segment resulis.

|

‘5%?%@%;

Cur gdm is to develop Lufthansa into the most aftractive and most
profitable network airline in Europe with an international product range.
Longiermivatue creation will be used to measure this. The emphasis
lies on a market driven expansion and the efficient management of
roule netw}‘orks, also together with partners. The {ocus is on growih
markeis such as Ching, india and Eastern Europe. In Ching, India,
Poland am‘:i Russia, Lufthansa is already the leading foreign airline.

Luﬁi'jxansa Passenger Airlines offer customers a broad spec-
frum of setvices ~ from single transportt at a favourable price 1o a
high q&aliﬂy offer with flexible booking options and additional service
componenis. Lufthansa claims to satisly all customer requests, from
Executive Bervice to Budget. Thus we want {o strengthen customer
commitment and generate additional growth. We secure competitive-
ness and profitability through strict capacity and cost management
This also includes the intelligent, constantly refined supervision of

19



Passenger Transportation

distribution. With Miles & More, Lufthansa furthermore operates
Europe’s leading frequent fiyer programme. (See the seclion Strategy
“more profit” ~ profitable growth, page 10 et 5eqq.)

Markel, branch and business development 2008

The positive development of the world economy caused an
increase in demand for aviation services. The high oil price, which
exceeded the record mark of USD70 in August/September, however,
dampened the industry’s economic development The Association of
infernational Aviation, IATA, expects a worldwide loss in the branch
for 2005 of around USD 6bn.

Resulls

In the financial year 2005, the business segment Passenger
Transportation realised a segment result of €£500m, thereby ex-
ceeding the previous year’s results by €118m. It includes results of
€208m from the equity valuation (2004: -€1m). £291m thereof was
due to one-off effects from the first-time inclusion of SWISS/AirTrust

The operating result comes 1o €135m. This is €130m less than
in the previous year. Critical/Reason for the deterioration were the
high fuel prices, provisions for anticipated losses (€45m) and €65m
higher MRO expenses than in 2004. They grew above average as
the number of intialed overhaul and maintenance events which were
started in 2004 but came into account in the vear under report in-
creased to an extreme level

Course of business

Traffic data In 2005, Lufthansa Passenger Alrlines were again
able fo exceed the figure of 50 miliion with 51.2 million pagssengers
{+0.7 per cent). In the reporting year, Lufthansa increased capacity
by 2.5 per cent and managed an upswing in sales by 4.0 per cent
56 that the passenger load factor improved by 1.0 percentage poinis
to 75.0 per cent. Lufthansa recorded the strongest growth in flights
from and 1o Asia, Middle East and Africa. The passenger load factor
climbed in almost all traffic areas.

Europe In the Europe traffic region Lufthansa transported
39.5 million passengers in the year under review (+0.1 per cent).
Sales rose by 2.5 per cent. As capacity was only increased by 1.6 per
cent, the Passenger Airlines recorded a 0.6 percentage point betler
passenger load factor of 84.5 per cent In 2004, Lulthansa specifically
expanded its services o Easlern Europe and started flving to Thilisi

Productivity increased
Available seat-kilometres in thousands
pet full-ime equivalence

48254935
4264 4170 4 2419 i
™ 3

e

i o b
2001 2002 2003 2004 2005

el
[

{Georgia), Yerevan (Armenia) and Timisoara (Romania) as well as
Dnipropetrovs’k and Donets’k in the Ukraine. The biggest changes
occurred in Harnburg. With the start of the Hamburg Programme, the
number of direct flights were boosted by six to 23 non-stop flights.
The number of avaitable seats thereby climbed by 40 per cent - the
largest capacily increase in a German regional market in the past 40
vears. In the Europe traffic region, Lufthansa Passenger Airlines real-
ised a traffic revenue of €5.6bn, which was 3.8 per cent higher than in
the previous year.

North America After the strong growth of the previous vear, in
2005 Lufthansa consolidated and optimised the route programme:
capacity was held on last year's level. As sales increased by 2.0 per
cent, Lufthansa achieved utilisation of 80.8 per cent (+1.5 percentage
points). The number of fravellers grew marginally by 0.3 percentlo 6
million. Since May Lufthansa has operated daily flights from Munich
to Washington. Traffic revenue soared by 13.0 per cent o €2.4 bn,

South America In the South America fraffic region, Lufthansa
was nol able to fully bring the capacity increase of 3.3 per cent o
the market. As sales went up only by 0.6 per cent, the passenger
toad factor of 773 per cent fell 2.0 percentage points below the previ-
ous year's. 0.6 million passengers (+2,8 per cent) chose to fly with
Lufthansa from/to South America. Lufthangsa has restructured its
South America programme and row operates flights to Buenos Aires
and Santiago de Chile via Sao Paolo. Traffic revenue increased by
8.8 per cent o €345m.

Middie East The number of passengers in the Middle East
traffic region remained 0.5 per cent below the previous year's level
at 0.9 million. However, Lufthansa generated a traffic revenue of
£€281m (8.6 per cent). In 2005, we reduced the Middle East pro-
gramme by 3.1 per cent: sales declined only slightly by 0.5 per cent.
The passenger load factor thus improved by 1.9 per cent fo 71.4
per cent. Doha, the capital of Qatar, was newly included in the pro-
gramme, and can be reached three times a week from Frankfurt via
Kuwait,

Capacity, sales and passenger load factor Lufthansa Passenger Airlines
in billions of passenger-kilomsires

140.6 144.2
1189 '
s 1108.2
886 &
.
L
2001 2002 2003 2004 2005
& Available seat-kilometres @ Revenue passenger-hilometres
Passenger load factor in 9%
2001 2002 2003 2004 2005
75 739 731 740 750
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Africa In the year under review, a strong expansion in capaciiies
{(+11.2 per cent) and sales {+11.8 per cent) characierised the develop-
ment of the Alrica traffic region, The passenger load factor improved
by G4 perceniage points to 73.7 per cenl The number of passengers
climbed by 8.8 per cent to 1.1 million. in 2005 we included Algier and
Port Harcourt in the Nigerian oif region into our network and increased
flight frequencies o Accra and Addis Ababa. Traffic revenue grew by
16.3 per cent lo €407m.

Asia/Pacific In the Asia/Pacific traffic region Lufthansa counted
£.8 per cent more passengers than one vear ago. In 2005 capacity
was increased by 6.5 per cent and sales prospered by 7.4 per cent
The passenger load facior of 79.5 per cent (+0.8 percentage points}
remained just below the 80 per cent level Lufthansa has specifically
expanded s China programme and increased frequencies to Reijing,
Shanghal and Hong Kong in order {0 mest the growing demand.
Thus the total number of weekiy Hlights to China rose to 35, The India
programme was expanded by the increase of Munich-Delhi flights.
From surmmer 2008 Hyderabad will be served daily. Traffic revenus
also developed posilively. It grew by 10.0 per cent to £2.3bn.

Revenue Revenue increased by 75 per cent to €12.0bn. This
includes traffic revenuses of €11.8bn, which exceeded last year's
figure by 76 per cenl. As the average yields lifted by 3.5 per cent
traffic revenue grew more strongly than saies (+4.0 per cent). Other
segment income rose by 16,9 per cent to €1.2bn due fo the at~equity
inclusion of SWISS. In 2005 business vear the segment Passenger
Transporiation generated {olal segment income of €18.2bn. This was
8.3 per cent higher than in the previous vear.

Expenditure Segment expenditure grew - mainly caused by
high fuel prices - by 75 per cent to €12.7bn. Thereof £7.0bn were at-
tributable 1o the cost of materials which was 10.9 per cent above the

Trends in traffic regions
Lufthansa Passenger Alrdines

Passenger Transporialion

Trend in ave‘rage vields
per reveriue pas
in % (index %O

nger-hilometrs
00 = 100)

96.3

081

3 2004 2005

previous vear, The fuel costs included in this item boosted by €756m
or 51.0 pet cent to €2.2bn. The cost increasss caused by the record
oif price ahd ihe higher volume only partly were compensated by
price hedd;ing, the strong Euro and the fuelsurcharge.

The }expendéture on fees and charges fell by 0.2 per cent
{o €2.2on.The alr traffic control fees decreased by 7.8 per cent to
£€600m and the security fess by 6.6 per cent to €116m. The costs
for other gurchased services declined by 1.4 per cent fo €4.7bn.
Depreciation grew considerably by 17.3 per cent to £774m, mainly
due to the}new aircraft which entered service in 2004 and 2005, The
other operating expenses of €2.6bn are aimost at the previous year's
level (+0.8 per cent). The sales commission included here was kept
20.0 per cent below the last year's level as a result of the net price
model intrjpduced into the German market in September 2004.

Ned traffic revenus in Mumber of pagsengers

Revenue passenger- Available seat-

J

Passenger load factor  Number of destina-

£€m External revenus in thousands kiilometres in millons ké&«?;,-merres in millions in % tions in the Lufthansa
| network™
2004 2005 2004 2005 2004 | 2005 2004 2005 2004 2005 2004
Europe 5353 9495 39457 | 27QPi6 266910 | 424188 417567 645 839 156 151
MNorth America 36 4491 437556 459765 81.‘:1: 783 124 110
South America 317 56893 . . =) 7 7911 L2 1?2
iddle East 268 21485 i A 8951 13 12
D e pa e S
Asia/Pacific 2 087 3605 1205309 27 4926 35 50 43
Totat scheduled Gl PR B T
services 10 513 50880 |1081120.0 1040388 1440963 140 608.4 750 740 0 373 347
Crarter 5 22 oeEse. 248 o vi8BE 393 549 632 - -
Total 10518 50801 1081845 1040637 1441818 1406477 750 780 L -
> incl. code-ghare services, without ground ransporiation (bus/rain senvices),
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Passenger Transportation

Staff costs Staff costs increased by 3.3 per cent to £2.3bn,
Costs for wages and salaries grew by 4.6 per cent to €1.8bn. This
was mainly due to higher provisions for the 2005 profit-sharing
- proot of the variability of costs. In addition, provisions for early re-
tirement part-time contracts increased considerably as part of the
restructuring measures, Allocations 1o the pension provisions fell by
13.2 per cent The previous vear's figures had a once only effect from
a change in the corporate pension schemse for cockpii crews. On &1
December 2005, the segment Passenger Transportation had 37,042
amplovees, which, due the inclusion of the Curowings group, was
8.7 per cent more than one year ago.

Capital expenditure Segmen! investiments in the financial year
2005 of €936m were 26.0 per cent below the previous year's level.
Of this, €711bn {previous year. £1.1bn} accounted for aircraft and
advance payments for aircraft. In 2005 Lufthansa put four A330-300s
into service. In the previous vear, 16 new aircraft were delivered.

50 vears of Luhansa

in April 2005 we celebrated the company’s 50th anniversary. In
these 50 years, Lufthansa has developed inio a premium brand which
stands for values such as high innovation capability, guality, and safe-
iy and infernationally acknowledged technical competence. Lufthansa
celebraled the occasion with many events: on 1 April, the anniversary
of the company’s start, an Airbus A321 with historic painting flew the
route taken by the first Lufthansa aircraft 50 years ago. The cabin crew
atso wore the uniform of the time. The official welcome took place at
the airport gates in Hamburg, Dusseldord, Frankfurt and Munich. At our
homepage we offered tickets at an anniversary price and invited our
cusiomers 1o recount their personal experiences with Lufthansa on the
Internel, Deutsche Post dedicated a special stamp to the anniversary,

Products and services

In the anniversary year we developed and launched a series
of innovations for our customers: at the end of 2004 we had already
introduced our new premium product. For our first class passengers
and HONCIrcle Members in Frankiurt we put the First Class Terminal
into operation, where our guests can spent their time untilt departure in
a luxurious setting and where all pre-takeoff formalities are settled by
Personal Assistants. A limousine service takes the passengers directly
1o the aircraft. Exclusive Lounges for departing or transfer passengers
completed the offer. In the meantime we have also established a
First Class Area and Limousine service in Munich. A new feature is
moreover a Ramp Direct Service that picks up guesis with very short
connecting times from the apron poesition {o take them on the short-
est way 1o their connecting fiight. The First Class ground service has
developed into a great success. With this, Lufthansa is convincing
the most discerning customer group with a distinctive and enhanced
product mix.

Ancther exclusive service {or the premium segment is the
“Lufthansa Private Jet” launched in March 2005, We offer our cus-
tomers private jeis 1o fly 1o more than 1000 European airporis or fiy
from there via our hubs [0 airports all over the world. The offer aiso
includes the possibility of direct connections within Eurcpe. We are
cooperating with Netlets ~ the worldwide market leader in private
commercial aviation,

We have also developed new products for our business class
guests: the two-metre sleeper on long-haul flights, the free middie
seal and more storage room on short-haul flights, Flynet - the first
on-poard broadband Internet access, WLAN hotspots in the lounges.
These are only selected product innovations which we have launched
on the market in the last two years.

From February 2008 we are equipping the cabins of our con-
tinental fleet with new, more comfortable seats. By October 2008, all
145 aircraft in the European fleet will be fitted with the new cabins.

in October 2005 we started the "Hamburg Programme” and ex-
panded our offer from Hamburg by 40 per cent For this we are using
the five aircraft made available after the restructuring of our European
services. With the innovative price campaign “BelterFly” we achieved
high growth raies from the very start and increased ticke! sales via
Internst considerably. :

This new model, which boosted the productivity of the aircraft by
20 per cent, has now also been applied to Dusseldor. Here we have
profited from the so-called benchmarl increase at Dusseldorf airport.
Al the beginning of the year we stationed three additional aircraft there
and slevated the flight programme by 56 weekly frequencies.

For organisation and control of short-haui traffic, which does not
pass through our hubs, we have set up a separate unit analogously
10 the hub management organisations in Frankfurt and Munich. The
development of the other eleven German airports, the contro! of
Lufthansa Regional and the supervision of the BetterFly model belong
to the tasks of the new department Non-Hub Services, The new or-
ganisational form has proven itself at the hubs: Frankiurt and Munich
are today the most punctual hubs in Europe — with the shortest trans-
fer times. Munich airport was voted best airport in Europe and in 2005
won the “World Ajrport Award® for its comfor, transfer quality and
friendliness of staff.

For our Franidurt hub we signed a new service agreement with
Fraport AG in 2005, For Lufihansa it will not only lead to considerable
cost savings in the double-digit millions, it will aiso further improve
competitiveness and quality. The agresment includes, for example,
a new form of quality assurance system and specific regulations to
promote puncluality,

in view of the 2006 Football World Cup in Germany, Lufthansa
has intensified its commitment 1o football: since May 2005 we have
been the “"Official Partner to the German Football Association” and
are also visibly supporting the football year 2006 with the “flying foot-
ball nose”. We were awarded the silver “World Medal for Marketing
Effectiveness” for this idea — one of the most famous marketing prizes,
awarded by the "New York Festivals of Advertising”. Lufthansa has
been the Official Carrier of FC Bayern Mlnchen since March 2004.
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innovations in development

A series of furither innovalive producis are in a test phase and
will be implemented soon. This inciudes the new barcede lechnciogy
which makes checking-in on one’s own PC even more atfractive: the
printed boarding card facilitales boarding without a visit to counter or
automal This check-in and boarding technology will soon come into
opsration / be applied arca-wide,

The newly developed widebody alrcralt Airbus A380 alse
requires innovative solutions, Lufthansa will be the first Europsan air-
line 10 operate the plane from the summer schadule 2008, By 2015,
atolal of 15 of this alrcraft type with room for 555 passengers will
be in service on the mast frequently used routes to Asia and North
Armerica. Experis al Lufthansa are currenlly developing cabin designs
and service concepts for thig aircraft in close cooperation with our
customers. At Franklurt airport, the course has already been set for
the installation of special gates 1o allow boarding via three passenger
bridges. The gates are placed ai two levels. On 29 October 2005 the
new aircraft came 1o Frankfurt as the first commercial airpont o start
testing relevant apron processes such as fueling, moving the bridges
and docking the catering high loader.

in September 2005 we decided 1o replace our previous core
IT systems for handling flight operations with a “Common IT Platform™
within Star Alllance. The IT provider Amadeus, specialised in travel
technology, was assignad with developing the standardised system.
Lufthansa and United Airlines have assumed the pioneer role and
are accompanying the process. The new platform is based on a joint
technical infrastructure and soltware which improve the gualily of the
data and use of the systems. All partners access the same data for
reservations, inventory management, code share management and
ground procedures and check-in, Redundancies are thus avoided.
The new system will improve customer senvice, but also lead o signil-
icant cost reductions for the airlines. The transition {o the new sysiem
will take place in stages from 2007

Pevelopment of internet platform “wwwluthansacom”

2005 2004
Page views milfons 0660+ 5611
Segment bookings miions " gy §8
Registered costumers wilons a4 36
Registrations for Miles & More number 677 060 508 521

Alliances and cooperations

in 20085, the imporiance of Star Alllance increased further. The
national Portuguese airline TAP joined the alliance in March 2005,
becoming the 18th member, By now 16 members and three regional
members belong 1o the Star Alliance. In June 2005 the SWISS
airline’s membership was agreed. SWISS will join Star Alliance of-
ficially in April 2006 together with South Alrican Alrways.

Our American partners have since been able o leave Chapler
11 protection. US Alrways managed this in the third quartsr of 2005
afler merging with America West Alrlines. US Alrways remains a
member of the alliance with the new husiness model comprising *Fult
Service” and “Low Cost”. Uniled Alrlines left Chapter 11 protection on
1 February 2008,
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In ‘zhr‘,j reporting vear we achieved further progress in harmonis-
ing SE&%’VSCG:‘TZ the use of bonus miles frarm Miles & More for upgrades
on flights with alliance pariners has been simpiified with the “Star
Mileage Upgrade Awards” project.

In additon, we have expanded ravelling with etix® in
Star AEliancJ@. At present, Luthansa offers etix® for flights with Lufthansa,
Alr Canada/ Air New Zealand, Asiana, Ausirian, bmi, LOT, Scandinavian
Alrlines, S‘m:gapore Alrlines, Spanair, Thal Alrways, United Alrlines and
All Nipporn Airways, Others will foliow in 2006,

Greek Aegean has been Lulthansa's new bilateral partner since
November QOOS. The airling is the market leader in Greece and plays
an importait role in bringing connectling passengers from southaast
Europe 1o t%e Lufthansa hubs in Frankfurt and Munich. The existing
parmefshépj with Alr China was expanded in November 2005 to all
domestic (hinese flights. Relationships with Shanghal Airlines have
also been intensified. We have been able to further expand the offer
inthe grow"ih market India with the cooperation parner Air India.

Customers and distribution

Besides the service and product initialives of the last few years,
customer éatisfaction was raised by the frequent flyer programme
Lufthansa Miles & More, It was able 1o welcome 1is ten millionth mem-
ber in spring 2005, With an annual growth of around 20 per cent
Miles & Mdre today is one of the most successful frecuent fiver pro-
grammes in the world and the largest in Europe. As at 1 April 2008,
Swiss TravelClub will be transferred into the Lufthansa Miles & More
programm%a‘ We have also been able to build up our partnership net-
Work outsiqe the aviation industry. 100 non-airline pariners now belong
to Miles & ﬁﬂore,

in 2005 Lufthansa expanded ils selected customer approach,
Apart from the “Lufthansa Magazin® and “Lufthansa Exclusive”,
Lufthansa has introduced “Lufthansa Woman's World”®, a magazine
specifically for Lufthansa’s female frequent flyers. It is sent 1o the tar-
get group every quarter.

And ‘r?or our youngest passengers we started “UetFriends” in
March 2005, a club for children and teenagers, The central rendez-
vous of me; club is the website wwwielfriends.de. Miles & More already
has around 80,000 members between the ages of two and 16 in Ger-
many and more than 280,000 worldwide.

Luﬁh‘aﬂsa uses an effective and efficient distribution channel
management and pursues a clear multi-channe! strategy. Tickats
are sold tHrough travel agencies and agenis, call centres or the In-
fernetl. Aﬁef reducing sales costs by successiully introducing the net
price mod]e!. we will now expand our direc! sales: In the vear 2005,
Lufthansa's direct sales accounted for around ten per cent - with the
Internet gn}owéng in importance. The growth rate of online direct sales
via lufthansa.com was 42 per cent in 2005 compared with previous
vear. The téc‘nnoicgica% improvement of our website has also coniribut-
ed to this success. The new website provides the customer with more
informa’fior‘w, orice transparency and simpilifies online ficket booking. In
order 1 m}ake the Internet presence www.lufthansa.com even more
customer-friendly, a redesign is pianned for 2006.
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through Excellence +

Logistics

Growth

In the fiscal year 2005, Lufthansa Cargo was able to increase broﬁtability considerably, tripling operating
results. The basis of this was the Excellence + Growth programme, started in 2004, which optimised
structures and processes, improved customer orientation and|decreased costs. Lufthansa Cargo was

also successful in implementing higher prices and so was abl

Business segment Logistics

The business purpose of Lufthansa Cargo AG s freight trans-
port and the sale of transport services, The wholly-owned Lufthansa
subsidiary markets cargo space in the bellies of Lufthansa Passenger
Alrlines alongside s own freighter services. Through its subsidiary
carge counts, it also markets the cargo space for Condor, SunExpress,
Spanair, Air Asia, Thal Alr Asla ang Alr Luxor. The logistics services
provider's network extends 1o more than 510 destinations which

Logistics
2005 2004 Change
in %
Revenue &m 2752 2469 1 ITE
of which with companies ‘ L
of the Lufthansa Group £m G 14 =R
Profit from operating '
activities £€m 140 52 189.2
Segment result £m B2 59, 1576
Operating result” £m 408 34 2178
EBITDA m g4, 166 i
Capital expenditure £m 40 154 =740
Employees as of e T
31 Decernber number : AT 4 980 ~55
thousand i 5 oy
Cargo and mail onnes 1736 IRES) =18
Available tonne-kilometres  millions 14 12 038 11 880 12
Revenue tonne-kilometres millions 7828 T O81 Rl w LR
Load factor % - g80. e

* For derivation see the Operating Result table on page 57
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e to increase revenue by 11 per cent.

are servediby cargo and passenger aircraft and by commissioned
fruck companies. The largest proportion of freight s handled at the
Lufthansa Cargo Center at Frankfurt airport; in Cologne Lufthansa
Cargo has‘a targe trans-shipment centre for its European Express
services. The Logistics business segment includes Lufthansa Cargo
Charter Agfenoy GmbH, time:matiers GmbH, cargo counts GmbH,
Jettginer G}mbH and three aircraft leasing companies in addition to
Lufthansa Cargo AG.

Cha;z*age& in the business

in March 2005, Lufthansa Cargo, fogether with DHL Danzas Air
& Qcean, tbe leading air and sea freight specialists from Deutsche
Post World Nat, founded LitleConEx. The company, registered in
Miramar (ﬁioﬁda} offers temperature-controlied special transport o
the life-sciences industry for pharmaceuticals, biotechnology, heaith
and medical technology. The offer includes the entire fransport chain
from raw n;qate:'iai to finished product and covers IT and management
services as well. The customers of the joint venture profit from shorter
delivery tires and reduced costs,

3%?#3%@@?

Lufihansa Cargo focuses its products and processes clearly on
the needs }oi its customers, the shippers. To this end, the complexity
of the offer is reduced and simplified: fewer products, fewer product
and process oplions and quick and easy 1o use bocking systems. The
premium products are expanded to include the fast-growing standard
segment a}nd the share of load units pre-constructed by the shipper
has been increased considerably. This allows cost reductions with
sustained |ncreases in production guality. At the same time, the logis-
tics services provider is further implementing the concept of a service-
oriented sérvice culture in all parts of the company.

As Europe’s largest cargo airpor, Frankfurt is 1o be expanded
and deveic‘)ped further. Lufthansa Cargo still assumes practicable
night-ﬂight‘ reguiations for Frankiurt airport.




Logistics

The {reight company responded io the structural changes in
the airfreight industry with the “Excellence + Growth” programme,
which was launched in early 2004. Exiensive activities have been in-
itiated, to create profitable growth and to increase the sustained value
of the company. A significant component of the programime is the
realignment of the company as a process-oriented organisation with
pronounced customer orientation. Lufthansa Cargo has meanwhile
developed and started a new process organisation with leansr internal
structures as at 01 January 2005. It is oriented towards the customer
and his needs and accelerates internal processes.

Within the framework of “Excellence + Growth”, adminisiration
and management have been reduced. By the end of 2005, around
400 jobs had been cut in a socially responsible manner,

implementation of the programme progressed well in the finan-
ciat year under review. In particular, for example, costs in all areas have
been reduced further. The focus for the current financial year lies on
cost reductions when purchasing senvices and on network optimisa-
tion, sales growth, improving revenues and pay setflements.

Gourse of business and resulls 2005

Despite the high oil prices, the world economy expanded above
average in 2005, However, different regions developed differently. In
the USA and Asig, strong growth was recorded while in Eurcland, and
in particular in Germany, the economy grew only stightly. The growth
curve in airfreight traffic weakened considerably after the slormy de-
velopment of the previous vear. For the branch the reporiing vear was
also characterised by record prices in the fuel markel and by overca-
pacity as a resuft of strong competition and price decline.
L in 2005, Lufthansa Cargo expanded capacities by 1.3 per cent,
However, sales remained 1.7 per cent below the previous vear. The
load facior was 65.0 per cent {pravious year: 670 per cent). The freight

Capacity, sales and cargo load factor
in biflions of tonne-kilomstres

- 107 0.8
A 1
Lt | 5 i I I
2001 2002 2003 2004 2005
@ Available tonne-kilometres @ Revenus tonne-kilometres
Load factor in %
2001 2002 2003 2004 2005
524 €65 656 870 850

N
(3]

volume transported from January t©© December 2005 also decreased
to 1.7 milion onnes of cargo and mall (1.0 per cent). In the reporting
vear Lufthansa Cargo concentraled on the profitable routes and did
not pursue a policy of growth at any price. In America and the Middle
East/Africa region, growth rates were recorded but the load factor
remained below the previous year's figures. In Asia/Pacific, agymmet-
rical traffic streams burdened the development of the business. The
transport volume from Asia 1o Europe was considerably higher than
in the opposite direction. in Europe the load factor was improved by
3.1 per cent - but with a lower fransport oulput.

Commentis on the results In the 2005 financial ysar the Logi-
stics group succeeded in implementing higher prices and stabilising
avergge revenues. They improved - also because of the fuel price
surcharges - by 10.8 per cent As a result, the Logistics group posted
fraffic revenue up by 10.2 per cent at €2.8bn. Saies increased from
€2.50n 10 €2.8bn (+11.5 per cent). Revenue from pariial chartering to
other airlines aiso grew (o £€54.8 million. Together with other segment
income of €144m, total segment income reached €2.8bn.

Segrment cosis grew disproportionately and increased by 6.9 per
cent to €2.7bn. Because of the exireme {uel price increases, material
costs grew by 11.3 per cent 1o €1.8bn. Charter costs also rose con-
siderably because of the additional charter requirements for the DHL
foint venture, as did the fieet flexibilisation through Alr Allanta and the
chartering of belly capacities by US Airways. It increased by £114m to
€323m, ‘

While staff cosls decreased by 2.0 per cent as a result of the
smaller number of employees to £€335m, depreciations were 16 per
cent above the previous year. The reason for this is the fleet rollover
to MD-11 freighters.

Trend in average vields
sr revanue tonne-kilomelra freight/mait
in % findex 2000 = 100

2001 2002 2003* 2004* 2005

* For better comparability charter
revenue not included.
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Productivity increased
Available onne-kilometres in thousands
wer fullkime equivalence

O ;
2002 2003 2004 2008

2001

Considerably better operating profit achleved in the 2005 §i-
nancial year, the Logistics group posted operating results of €108m,
which was €74m better than the previous vear. The measures for mini-
mising costs in the “Excellent + Growth” programme started in 2004
were crilical for this success.

The segment result of €152m was also considerably betier than
in the previous year when £50m was achieved.

Alliances and coonerations

Amonig strong competition, Lukthansa Cargo is growing through
strafegic partnerships and cooperations, After oblaining consent from
the European Antitrust Authorities, the newly eslablished freight asso-
ciation between Lufthansa Cargo and Swiss WorldCargo s already
taking concrete form. The strengths and many years' experience of
the two companies are being bundled.

Both Swiss WorldCargo and Lufthansa Cargo have good repu-
tations in the international airfreight marketl, A stralegy is being develo-
ped together which offers customers an enhanced product and service
porfiolio. All available synergias are being exploited - for exarnpie the
joint use of capacities, mutual network access or joint procurement
activities. The cooperation plan is now being rapidly implemented,

A comprehensive capacily agreement was concluded in Novem-
ber 2005 which aliows guaranteed, defined capacities for every flight
for both airlines. At the same time a joint strategy for the Canadian
airfreight market was developed and implemented.

Negotiations for future fleet improvements were concluded
with the Chinese freight airline Jade Cargo Internationa, in which the
company holds a 25 per cent stake. Flight operations will start in July
2006 with the first aircraft delivery of a flest of six Boeing 747-4C0ER
freighters. With this capacily, the young airline immediately assumes
a leading position in the Chinese airfreight industry. The route net-
work will include inner-Asian, European and American destinations,
The company’s domicile and the airine’s main hub is Shenzhen in
southern China which has the fourth largest airport in PR China.

Lufthansa Cargo and US Airways have ended their cooperation
in the North Allantic as at 31 December 2005 by mutual consent Since
September 2004, Lufthansa Cargo had been marketing US Alrways’
freight capacity from Europe to the United States. The reason for end-
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ing the cooperation was the new shareholder siruciure of US Airways.
After the marger with America Wesl, the entire airfreight business was
recrganised land adjusted to the company’s new network structure.

|

|

innodaiions

For customers from all sectors of the consumer and investment
goods indusiry, Lufthansa Cargo has developed innovative transport
solutions over the las! few years to megt difierent requirements. The
so-calied Va‘iue Added Services provide standardised solutions for
the central requirements of various branches. With the “Unicooler”, a
special con?éiner for the pharmaceutical indusiry which guarantees a
constant temperature even at exireme outside temperatures, Lufthansa
Cargo has placed ancther innovation in the airreight market The con-
tainer is unique and a world first - for it can cool and heat. It guaran-
tees customisrs from the pharmaceutical and bictechnology industry a
constant temperature throughout the entire transportation of their high
value goods.

Another innovation is the cornprehensive offer for the so-called
temperaturé-managed transport by the company LifeConEx. The
product includes all operating processes of transportalion ~ ground
processing, jalr transport, delivery — and offers life-sciences customers
the highest quality for the transpont of sensitive goods. LieConEx works
with various}‘ airfreight providers and uses the systems and services of
DHL Danzas Air & Ocean. The company will inflially operate from the
core markets of the USA and Europe. The aim is to become the best
known brard for reliable and first class services 1o the life-sciences
indusiry and the first choice for temperature-managed fransportation.

Customers

in Eha“ financial year under review, the large Japanese shipper
Nippon Exgress Co. Lid, one of the worldwide leading logistics groups,
became a hew member of the Lufihansa Cargo Global Parinership
Programma. Twelve worldwide active shippers belong o this important
customer lovalty programme, with which Lufthansa Cargo conducis
around 45 per cent of its business. The companies include ABX, DHL
Danzas Al J& Ccean, EGL, Exel, Geologistics, Hellmann, Kiihne+Nage!,
Nippon Exg%ress. Panalpina, Schenker, UPS and UTL The focus of the
Global Partnership Programme is on growing together in the markei,
creating sybergies in sales, reducing transaction costs and push im-
portant subjects such as automation of business processes.

in 2005, Lufthansa Carge also operated the so-called "Southern
Connex” twice a week for its global pariners Kithne + Naget and
Schenker. The freight route fravels from Frankfurt to New York, Atlania

and Chicago and back 1o Germany.







Focus on further business expansion

MRO

|

The Lufthansa Technik group was able to assert itself against irhtensive competition and expand its
business with customers outside the Lufthansa group. The advancing internationalisation of sales and
production played a significant role in this. In 2005, Lufthansa }Technik was able to beat the previous

year's good results by €53m.

Business segment Maintenance, Repalr and

Overhaul {(MRO)

Lufthansa Technik is a world-lgading provider of MRO serv-
ices for civil aircrail The group is divided into six product divisions:
Maintenance, Overhaul, Engines, Components, Landing Gear and
Completion. Alongside the overhaul, development and logistics cenire
in Hamburg, there are two maintenance centres in Frankfurt and Mu-
nich, There are maintenance slalions al all larger German airporis and
ancther 50 worldwide. 24 MRO companies around the wotld belong
to the Technik group of consclicated companies. Lufthansa Technik
currently holds stakes directly and indirectly in 42 companies.

Changes in the business
Lufthansa Technik and Alr France industries founded the joint
venture Spairliners Gmbk domiciled in Hamburg in November 2005

Maintenance, Repair and Overhaul (MRO)

2005 2004 Change
irs B

Revenue em a1 3agu - 2o
of which with companies T G
of the Lufthansa Group € L 3{)2 1380
Profit from operating R o )
activities €m '363 222 85
Segment resuit £mi i 1280 22
Operating result” &m S viosg 204
EBFTDA ém 366
Segment capital e :
expenditure €1

Employees as of

3t December number 7. 864

* For derivation se6 the Operating Besult table on page 57.
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o service o}omponems of the A380 flzet. The company not only under-
takes the CQmponent servicing for the A380 fleets of both sharehold-
ers with a iotal of 25 ordered aircraft, it also offers this service to other
AS8C oper: stors.

Lufthansa Technik and Rolls-Royce established the joint veniure
N3 Engine Overhaul Services GmbH & Co KG 10 service Rolls-Royee
engines. This will start servicing the state-of-the-art Trent engines for
Airbus types A330, A340-500/600 and A380 for customers from Eu-
rope, America and Africa from 2007 with 250 employees. The engine
mechanics! raining started in October.

in Dgcember, Lufthansa Technik increased ifs stake in the joint
veniure with Alr Malta Lid, Lufthansa Technik Malta, to 75.5 per cent.
At the sam‘e {ime, a second production line is opening, which by the
third quarte:ar of 2006 will allow capacities {o be doubled.

Lufthansa Technik established One Stop Alrline MRO Support

Private Ltd‘:‘ {New Delhi) for customers in India.

Strategy

The strategy of the Lufthansa Technik group is the further expan-
sion of therusiness, especially with customers outside the Lufthansa
Group. The internationalisation of sales and production 1o open up
new markéts and 1o win new customer fleet plays a critical role,

In the 1880s, Lufthansa Technik sought for potential coopera-
fions in orc“ier to relocate products, which can no longer be produced
economically in Germany, 1o cheaper locations. Lufthansa Technik thus
improved its competitiveness and expanded its product portfolio in line
with marké% and customer demand. In order o strengthen ifs position
inthe grox‘mh markets, the Lufthansa Technik group is accelerating
rarket pre;*sence in the American and Asian market.

The ;foous of this strategy until 2008 lies on the expansion of the
MRO subsidiaries Aircraft Maintenance and Engineering (AMECQO) in
Beiiing anid Airfoil Services Sdn., Bhd, (ASSB) in Kuala Lumpur, The

joint venture with MTU Aero Engines GmbH, for example, which spe-




MRO

cialises in repairing aircrafl engine blades, will expand the product
portfolio with new advanced repair processes and increase the cur-
rent sales frorn around five 10 almost USD 20m by 2010, At AMECO,
a capilal increase of USD 100m and a considerable expansion of the
maintenance services have been decided for the next four years.

An important distinguishing feature compared 1o the competi-
tion is ihe development and manufaciure of own products. Lufthansa
Technik established a highly-qualified development departiment o do
this, which has already developed and successiully marketed impres-
sive innovations and product improvements in the past Lufthansa
Technik will play off its own development operation and its worldwide
logistics services and lead the competition with ifs customised pro-
ducts, guality and innovation capability.

In the year under review, the intensity of compestition in the MRO
market is continuously rising. Firstly, technology companies belonging
1o the classic airlines are aftacking the market with aggressive pricing;
secondly other manufacturers - notably in the aircraft engine sector -
are offering long-term maintenance confracts as packages together
with the sale of engines, New competitors are aisc emerging from
eastern Europe and from Asia where the technical capacities of the
MRQO industry are being expanded. In order to maintain competi-
iveness in this environment, Lufthansa Technik iniroduced the cost
reduction and efficiency increase programme “Perspekiiven Technik”
which by 2007 will generate additional savings and improvements of
€240m. In the 2005 financial year savings of £129m could already be
achieved.

The sirategic aims for the current financial year include the timely
provision of the MRO infrastructure for the Airbus A380 and the start of
the Trent engine servicing.

Course of business and development 2005

The recovery in demand for MRO products runs paraliel 1o the
development of world aviation in 2005 with an increase of 8.1 per
cent. There are two main reasons for this above average growth: the
farge number of aircraft deliveries in the late 1990s have fo undergo
large-scale servicing for the first fime. Moreover, many airlings ex-
panded their capacities in these years, which had been reduced dur-
ing the crisis years, so that maintenance measures were becoming
necessary 1o a greater extent. The increased demand from the new
“No-Fritis” and start up airlines for integrated engineering products
contributed {o the growth,

Lufthansa Technik considerably increases operating results
The Lufthansa Technik group posted an increase in revenue of €61m
to €3.1bn {(+2.0 per cent) compared with the previous year. The posi-
tive development of business with customers outside the Lufthansa
Group was mainly responsible for this. A sales volume of €418m was
generated in the reporiing year through 350 new custorner coniracte.
External sales increased by €119m (+70 per cent) 1o £1.8bn. As a
result, the proportion of exiernal sales in the overall sales figure in-
creased 2.7 percentage poinis to 58.3 per cent,
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By conirast, sales with the other companies in the group

cropped by €58m (-4.3 per cent} compared to the previous year o

1.3bn. Reasons for this included the smaller number of mainlenance
events, new price models agreed with the Passenger Alrlines and the
young MD-11 fleet of Lufthansa Cargo, where larger maintenance
evenis are not vet due. Overall, the Lufthansa Technik group realised
segment income of €3.3bn (+4.0 per cent),

Segment expenditure 1otalled €3.0bn and thus was 2.3 per
cent or £68m higher than in the previous vear. in detail this means that
material costs decreasad by 4.5 per cent o €1.5bn and depreciation
by 8.1 per cent to €82m. This includes unscheduled depreciation of
£€20m on the goodwill of the American subsidiary BizJet International
Sales & Support, Inc. Staff costs rose by 2.8 per cent to £€345m.
Other operating expenditure climbed high with £€532m (+28.5 per
cent). Reasons include reporting date effects in currency and receiv-
able valuations, the use of temporary staff through the Lufthansa Tech-
nik subsidiary Aviation Power GmbH (mostly specialists trained by
Lufthansa Technik) and increased costs for facility maintenance.

in the 2005 financial vear, Lufthansa Technik managed o in-
crease the operating result considerably. At £258m, this is €53m or
25.9 per cent above the previous year's good resulis,

The segment results also exceeded last year's by 261 per cent
or €58m at €280m.

Revenue of Lufthansa MRO group

in €m
1818
1623 1587
1265
5 %
2001~ 2002 20037 2004

& Revenue with other @ Exernal Revenue

Lufthansa Group companies

*

Figures only partly comparable dug to changes in the group of consclidated
companies,
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investments and employees Segment invesiments by the
Technik business field in the reporiing vear tolalled €119m, which is
£12m more than in the previous year {(+11.2 per cent). They were
mainty for the new maintenance hangar for Condor Cargo Technik in
Frankfurl, additional spare engines, the purchase of new machinery
and technical equipment and preparations for the construction of the
A380 maintenance hangar in Frankfurt.

On 31 Decemnber 2005, the Lufthansa Technik group employed
17864 peopie, 1.2 per cent less than one year ago. In 2005, 188 young
people started their fraining in the engineering companies in Garmany.
Overall, the Lufthansa Technik group has 1,102 apprentices in 13 differ-
ent apprenticeships.

Innovations

The preparations {or the technical care of the new large aircraft
Airbus AB8B0 are at full speed. The use of the AS80 by Lufthansa
planned for the 2008 summer schedule requires additional hangar
capacity at Frankdurt. A fand use contract was concluded with Fraport
in May 2005, The building application was submitied in June. Con-
siruction started in November after planning permission was granted,
Operations are planned to start in September 2007,

The LHT Completion Center in Hamburg as & new future prod-
uct has already developed a VIP version of the Airbus A380 with the
A3BOVVIP. Al the aviation trade fair NBAA in Orlande, Florida, Lufthansa
Technik successfully presented design concepts for both decks of the
Alrbus A380OVVIP. In early 2005 a pre-agreement for cooperating on
corresponding equipment projects was signed with Airbus. Ancther of
the Compiletion Center's product innovations is the new modular cabin
equipment sysiem for Boeing Business Jels “Leadership Select”.

Alrbus has selected the latest generation of the emergency
guidance systern Guideline from Lufthansa Technik for the A380
equipment. Since 2005 it has been available in nine additional col-
ours and Irimmed width ~ with unchanged luminance. The ten~year
old product Total Component Support {TCS) now includes parts of
the material management - following customer requests.

A new product from Lufthansa Technik as original manufacturer
for inflight entedainment and communication producis is the Maoblle
Access Router (MAR), a fully integrated solution for flying offices, in-
cluding phone, fax, video conferencing, Internet access, e-mail and
moving maps.

The cther innovations in the MRO segment, apart from the
launch of new aircraft types, include the infegration of material man-
agement for the regional aircraft of Lufthansa Cityline GmbH info
Lufthansa Technik and the bundling of all Intermet-based MRO contrel
programmes for airlines into the [T product *manage/m”.
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Cugiomers

in the 2005 financial vear, Lufthansa Technik won 41 new cus-
tomers and now looks after 537 customers with 1.069 aircraft world-
wide, Strong sales growth was generaled, above all, with Russian
customers, Apart from the expansion of the technical senvicing of
the A310 a‘[nd Boeing 737 fleets of Sibiria Alrlines, Lufthansa Technik
was able 1o conclude a five-year contract with Pulkove Alrlines for
Total Techr}w%caF Support for Bosing 737-500 fleets. By Mid-2008, the
Comp%etéop Center will equip a Boeing Business Jet for a Russian
customer with a VIP cabin.

MRQO service provider LHT ~ for the first time in the Gulf region
- hag conclucied a Total Component Support (TCS) contract with Gulf
Air for material supply for the Arabian airfine’s entire fleel The contract
has a term of five years and includes the Sale & Lease Back of com-
ponents.

Ancther customer in this region is Qatar Airways. The Arabian
airline has}signed a letter of inten regarding the installation of satel-
lite-based |Live-TV on board and a ten-year Total Engine Support
(TES) for engines.

The Uapanese airline Star Flyer, which is now being foundsd,
is another new customer. It has commissioned Lufthansa Technik
with a large part of the technical care of the new Airbus A320 fleet.
Alongside|maintenance and engineering, Lufthansa Technik also un-

.
7

‘dertakes the entire component provision and overhaul of the aircralt

at Lufthansa Technik Philippines in Manila.

AMECO, Beijing has won United Airlines as a customer: a five-
vear coniract for maintenance of the airline's Boeing 777 fleel has
been signed. As at the year's end 2005, Ameco started the firstof g
iotal of 80 joverhauls.

in the reporting vear, Lufthansa Technik was aiso able to expand
the Completion Center’s customer base with orders from Bombardier
Aerospace and the Airbus Corporate Jet Family. Thus new growth
prospects were opened by starting work on two new products ~ Airbus
A318 and Challenger 850, 870 and 880 Business Jets.

The }Lufthansa Technik group opened new sales offices in Seatile,
Dubai and Malpensa in 2005 in order to improve local customer care.
The office|in Sealtle maintains contact with the imporiant and large
local E&EfCE'&;iﬁ leasing companies which own more than two-thirds ¢f the
worldwide, leased aircraft.

The high level of Lufthansa TechnikK's customer orientation was
awarded 1be fManufacturing Excellence (MX) Award 2005 in Decem-
ber. The jury. comprising representatives from science and industry
and from i‘he Technische Universitat Berlin judged Lufthansa Technik
as the best services provider in the Customer Orientalion calegory
because “different product divisions support the mutual goal of mexi-
mum customer orientation”.
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A& promising vear for LSG Sky Chefs

Catering

In the reporting year, the catering business segment concentrated on redeveloping and much progress

was made in restructuring the LSG Sky Chefs group. The aim was to achieve a positive operating result
— this was successful. Contributing factors were the reduction in costs for production and administration,
the organisational realignment of the group, the closure and consolidation of companies in the USA, and

portfolio measures.

Business segment Catering

With a market-share of 30 per cent, the LSG Sky Chefs group
of consolidated companies is the world leader in the airiine catering
business. The group includes around 140 companies worldwide and
supplies 270 infernational airlines with on-board services from nearly
180 locations. In Germany, the Catering group is aclive in airport res-
faurants and iounges as well.

With 2001, the company's business environment changed dra-
matically. In the period from 2000 to 2005, volume in airline catering
has decreased by around 25 per cent. The American market, LSG
SkyChets’ most important single market, is affected most badly with &
decrease of 40 per cent. While the reduction in Europe corresponds 1o

the worldwide average, Asia has only suffered a decline of 14 per cent.

The company is undergoing a comprehensive reorganisation
and restructuring programme.

Catering

2008 2004 Change

Revenue €m

of which with companiss of
the Lufthansa Group £m

Loss from i
operating activides €m

Segment result £m

Operating resuft™ gm 5

EBITDA

Segment capital
expenditure

Employees as of b
31 Decamber number - 28295

= For derivation ses the Operating Result table on page 57,
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Chahges in the business

In early 2005, LSG Holding's orientation was defined as strate-
gic management holding. This was accompanied by a reduction in
the Executive Board from four to three members and the streamlining
of staft nunﬁbers at the company’s head office in Neu-lsenburg. At
the same time, the airline catering activities were divided into saven
regions ins&ead of three as pari of a new geographical distribution in
order o allow for new market conditions and 1o strengthen market
pIoximity. |

LSG-Lufthansa Service Holding AG (LSG Holding}, the parent
company of the LSG Sky Chefs group of consolidated companies,
adjusted its portiolic as planned in the year under review through the
sale of activities in marginal areas and acceieraied its conceniration
on its corelbusiness.

in April 2005, 75 per cent of the shares in LSG-Hygiene Instituie
GmbH (LHl) wag sold 1o the service provider TUV SUd. The merger of
this two companies’ competences crealed an international full service
provider fo‘f many important branches. The LSG Sky Chefs companigs
are also controlled by the experts from LHL

In thé first half of the vear, the company soid its minority siake
in the Aus‘rian catering company Airest o Austrian Airlines. In the
second ha‘h‘ of 2005 the group withdrew from the motorway service
slations EDL‘ISiQESS and soid its leases and other contracts to AXXE
Reisegastronomie Gmbk.

The company has continued its moderate expansion policy in
China with the conclusion of a joint venture with HNA Alr Calering
Holding Co. Ltd. 1o build a new catering operation in Urumgi. LSG
Asia GmbH holds 48 per cent of the stock, the partner 51 per cent.
As a regiohal hub, Urumgl ts an imporiant junction in China, Double-
digit growth is expecied here in the coming years. The new company
is expected to start operations in October 2006,
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Catering

Sirategy

LSG Sky Chefs will also adhere 10 the strategic orientation as a
premium provider for inflight services with a worldwide network in the
current financial year, At the same time, the company is developing
from a producer of on-board catering 1o an expen for the entire inflight
service chain. This includes: marketing tailored concepts for additional
Services and management services for airines and the creation of new
logistics and production iocations “off alrport”.

The company is concentrating increasingly on s core business
and is rapidiy driving the portfolio adjustment forwards: uneconomic
locations are belng examined and closed if a return to profitability
is not possibie. The prescribed profitability goals for each individual
location are 1o be achieved in this way.

L3G Sky Chefs has countered the shrinking average revenue
in the airline catering market by considerably reducing the overhead
and produciion costs further. The “Triangle” and “Lean Total Direct
Cost” projecis established 10 achieve this are on plan and are being
continued consistently in 200€.

With *Triangle” the LSG Sky Chefs group of consolidated com-
panies will reduce overhead costs by 30 per cent by 2008, By the end
of 2005, half of the cost saving measures had been implemented wit
an effect on the resuits.

"Lean Total Direct Cost” is phase IV of the Lean Production
Initiative. The goals are 1 increase productivity and 1o recluce staff
and material costs. The focus is also on examining and optimising
the operational and commercial processes. A project team and the
local management analyse all the operaling processes in order 1o
identily potential savings and to generate possible efficiency incre-
ases. This analysis should be completed for all companies in the first
haif of 20086.

With competitive struciures and through the increase in custo-
mer relations, growth will be generaled again after years of stagnation.
LSG Sky Chefs sees good opportunities in Asia with positive impetus
for Europe.

Restructuring projects

Lean Production Restructuring

Americas

Triangle project

Reduction of
overheads

Consofidation and closure
of tacilities

Process optimisation,
standardisation, reduction
of vertical range of
manufacture

£194m sustainable cost
reduction effactive 2008

Reduction of indirect
labour costs

€50m sustainable cost
reduction effective 2005

Renegotiation of rental
and leasing contracts

£75m sustainable cost
reduction effective 2006,
thereof €44m included in
Triangle

Susiainable cost savings €275m effective 2006

Cowrse of business and results 2008

For the airiine catering segment, the year was mainly character-
ised by four faciors: the worsening of the economic situation of Ameri-
can airlings, the accompanying reduction in the inflight service levels,
the expansion of No-Frills sirlines — alse in Asia, and the growth in
passengers, particularly on routes to and from Asia/Pacific and 1o the
Near £ast :

Revenue and expenses declined The LSG Sky Chefs group
reponted revenues of €2.2m in 2005. The decrease of 51 per cent
compared 1o the previous year {€2.3bn) mainly resulted from Chef
Solutions, which was deconsolidated in June 2004, and which contri-
buted €0.2bn 1o the group’s revenuse. Adjusted for this effect revenue
increased by 2.4 per cent compared to the previcus year. The busi-
ness field posted total segment income of £2.4bn.

Airline Catering
Revenue in individual regions

© 59 % Europe/Africa/Middle East
® 34 % Norih/Scuth America
O 7% Asia/Pacific

in the classic core business, airline catering, LSG Sky Chefs was
abie 1o increase sales in almost all regions - the only exception being
North America. Because of the high fuel prices, the economic situation
of the airiines in North America intensified. This led to two more large
network carriers, namely Delta and Northwest Alrlines, applying for
creditor protection under Chapter 11. The further reversal in inflight of-
fers, currency effecls and price pressure led to a reduction in revenue
for LSG Sky Chefs USA. In Europe, the effects from the reduced inflight
service and increase passenger numbers roughly offset each other.
As a result of gaining new customers and expanding market share in
almost all countries, here it was possible 1o increase revenue slightly.
LSG Sky Chefls also reported a higher revenue than one year ago in
Latin America. The development in Asia / Pacific was especially gra-
tifying. Apart from the higher catering volume, the first consolidation of
the company in Thailand also contributed 1o the growth in revenue.

Higher revenues were also achieved in LSG Sky Chefs’ second
business field “Solutions”. Crucial here was mainly the new business
with Virgin Alantic in England. In this area, LSG Sky Chefs has mer-
ged all depariments and subsidiaries which work with processes be-
longing to the inflight service — beyond actual catering.
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" High deviation due to the first-time consolidation of the 18G Sky Chefs group
USA from 1 June 2001
* Decrease due fo the disposal of Chel Solutions.

Segrnent expenditure of €2.60bn remained 11 per cent below
the previous vear. Material costs and other operating expenses were
reduced by 10.2 per cent and 3.3 per ceni respectively. Slaff cosls
aleo sank by 5.8 per cent, Crucial for this development was the sale
of Chef Sclutions, the success of the cost reduction programmes:
(Triangle and Lean Total Direct Costs) and the closure of sites in North
America. The new remuneration system introduced in Germany .on
1 October 2005 for the around 7000 employess is also an impo‘r‘taﬁp
element. (For details, see “Employees”, page 44 et seqq.) as wall :
as staff recuctions, The number of employess at the end of the year
was 1.1 per cent lower than in the previous vear, the annual average
number of employees contracted to L8G Sky Chefs was 6.0 per cent
lower,

Depreciations increased, by contrast, o €340m {previous
year: €190m;). This included unscheduled depreciation of £260m
on the LSG Sky Chefs USA goodwill. The worsening of the airline
catering business after the Chapter 11 bankruptcy of two more large
airline custorners made the revaluation necessary. The previous year's
depreciation included scheduled goodwill depreciation of €89m which,
in accordance with the new IFRS standards, is no longer possible,

Positive operating result In the reporiing year, L5G Sky Chels
achieved the goal of a positive operating result, for the first time
since 2000, of £5m. In the previous year, losses of £167m were pos-
ted. The sale of Chef Soiutions and the successful reorganisation
measures were significant for the considerable improvemeant in the
resull.

The segment result deleriorated compared 1o the previous year by
£€104m to —€286m because of the unschediuled depreciations.
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Catering

inmevatio

The Catering business segment is also preparing for the intro-
duction of the new Airbus A380 al Lufthansa from 2008 and presentsd
& product innovation in 2005, Together with the Hamburg company
FFG Fahrzpugwerkstitien Falkenried GmbH, LSG Sky Chefs has
developed a high-loader for the Alrbus A380. The maximum loading
quantily and height is 20 and 30 per cent respectively above a stan-
dard high-loader. On 29 October 2008, the new high-lcader passed its
practical test when the A380 visited Frankfurl.

Costs can also be reduced through innovative developments.
The “Dish Wash 217 device developed together with the leading
dishwasher manufaciurer halves water consumption while improving
the process gquality and needs one third less detergent This example
shows how well economy and the environment can be combined, By
ihe end oF 20058, 22 of these leading dishwashers had been instalied
in LSG Sky Chefs companies in Europe.

Ag p}a{t of the expansion plans at Frankiurt airpor, the customer
service center in Frankfurt has to relocate from its current jocation
and establish & new sile, Construction is planned to start in mid-2008,
opera‘iéons\are planned to start in mid-2008, The use of the lalest fech-
nologies arﬁd a flexible use of space allow production to be organised
sigmﬂoamiziyf more efficiently in the premises.

Cuslomers

in th@ financial year under review, LSG Sky Chefs improved it
marke! position in Europe considerably by gaining new contracts and
extending existing ones in Asia/Pacific and in the USA.

The !most important confracts include the large-scale coniract
with VirginlAtiantic Airways (VAA] ta perform the management of the
worldwide inflight management activities and 1o expand the catering at
other ioca?.i;ons in Great Britain. The contract has a ferm of five vears.
LSG Sky Chels has concluded ancther important catering contract
with SAS acandmavian Airlines for all SAS hubs in Scandinavia, inclu-
ding the catering for the Scandinavian airtine Braathens in Norway.
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turing programme successfully compieted.
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In the financial year, the Thomas Cook group achieved a turna:round and for the first time in four years
posted a positive result. The restructuring programme, which \A;/as consistently implemented, was com-
pleted in autumn 2005. The competitive cost structure will be secured for the future and further enhanced

through measures to optimise processes. The group will focusihere on the segments travel operators,
sales and airlines.

Business segment Lelsure Travel i0sses. An sxiensive restructuring programme focused in Germany
The Leisure Travel group Thomas Cook AG includes all was introddced and was completed in late 2005.

added-value steps in Leisure Travel, such as flight, hotel, operators, \‘

sales and service agents. Lufthansa and KarstadtQuelle @ach hold 50 Changes in the business segment

per cent of the shares, Thomas Cook has 38 Leisure Travel brands In accordance with the new direction and after successiully

- including Neckermann and Thomas Cook as the most imporiant completing the restructuring programme, Thomas Cook has also

in Germany -2,400 tour operalors, a fleet of 75 aircrafts and it has appoinied }1ew senior managers. On 1 September 2005, Thomas
first call on 75,000 hotel beds. The main sales markets are Germa-  Holirop wa‘§ appointed to the Board, on 1 November he replaced

ny, Greal Britain, France and the Benelux countries. However, Tho- Woltgang Beeser as Chairman. In November, Manny Fontenla-Novoa
mas Cook is also present in new markets such as Eastern Europe, became %hé fith member of the Board with responsibility for the
Egypt and Canada. Great Britaln and Ireland sub-group.

The crisls in the tourism branch affected the group in a difficult 3
phase - direclly following the takeover of Havas Voyages in France ﬁ%za%@@y
{2000 and Thomas Cook in Great Britain (2001). The hard price com- Thomas Cook's sirategy includes concentrating on the segmenis

petition and the weakening demand for fourism services led 1o high tour operators, sales and airlines in ifs core markets. it aiso includes

disposal of marginal activities which are not part of the core business,
in this context, 75.1 per cent of the shares in the German holiday re sort

Leisure Travel operator Aldiana were soid in September 1o the Spanish group Grupo
1192004 1112003 Change  oantana Cézor!a In addition, Belvillg, a Duich provider of holiday
~31.10.2005 - 3110.2004 in%  homes, was sold in August 0 a management buy-oul. In December,
Revenue em 7661 7 479 L3 the compaf‘ny finally sold the 60 per cent stake in Thomas Cook India.
of viich toor operator - ey A The ﬂestz"uciursng s‘i'aﬁed_m early 2004 v»l/as sa@cessfuliy com-
i : sy pleted in the 2004/2005 financial vear. The restruciuring and the cost
o which airlines € et 620 1ii reduction a‘"aeasures mainly affected activities in Germany,
ProfivLoss from : L The ﬁes?ructuring programme comprised several individual
operating activities €m opent 181 -860 ¢ = inifiatives. Itincluded, for example, staff cuts in Germany, a reduction
Profit/Loss before taxes Em e “ige, ~ 140 i in guarantged hotel contingents, a considerable reduction of ali cost
Net profit/loss before taxes &m ; ie):«‘: PN ' positions and flattening of the management structures as well as

streamiining of the group headoflice. Further measures in the siaff
| . . ..

area were an adjustment of the collective bargaining agreements

and a waiv:?r oy senior management of 10 per cent ¢of their salaries.

Passengers thousands 13237 13083

Emplovees as of L g
3t October number | /23 238 23 954
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Leisure Travel

The Condor fleet was downsized at the beginning of ths repor-
ting period by a further two aircraft, This compledes the reduction of a
total of 12 aircraft {(~18 per cend) slarted in the previous year.

After completion of the restructuring programeme, Thomas Cook
has a competitive cost structure. The level reached is secured and
further enhanced by measures for optimising processes. At the same
time, the capital binding In the individuat value-added steps should he
reduced to the absolute minimum required and participations in hotels,
destination region agenis and other aclivities not belonging to the
core business are being reduced further. The portfolio management
is being concenirated more and more on the core business, At the
same time Thomas Cook is devsloping the traditional business sys-
tem of the travel group in order 1o succeed against the challenges of
new competitors. A broad selection of package holidays, components
and services are o be offered to customers, which are tailored to their
personal requirements. The "Move” programme started in November
2005 plays a central role as it forasees the use of further growth chan-
ces, especially in the sale of individual seats on flights, and through
the expansicon of the virtual offer, To achieve this, Thomas Cook will
gradually modernise the IT landscape and production methods in the
coming years. The range of individualised products will be expanded
according to the market needs and Thomas Coolis {0 be established
as a competent provider of high quality individualised travel,

Capacity reduction accelerated
Year-on-year changes

Hotel garantees™

Number of ermployses™

Number of travel agericies ™

* At halance shest date.
= At annualised average.

Course of business and resulls 2004/20058

The market for tour operators only showed limited dynamism
in 2005. Limited economic growth, high ol prices, numerous natural
desaster and terrorists atlacks dampenad people’s tendency to travel
Trave! activities developed correspondingly weakly in the markets re-
tevant for the Thomas Cook group. The previous year's market trends
- price sensibility, individualisation and quality awareness - continued.
Thomas Cook has further based its product portfolio on this,

in the 200472005 financial year, 13.2 million customers chose
an offer from Thomas Cook. 1.1 per cent more than one vear ago. In
Great Britain and Holland, the number of agency customers decrea-
sed, but in Germany and Belgium thers was a slight increase. Condor
has considerably expanded the sale of seat-only business and achie-
ved high growth in this market segment.

In the reporting year, long-haul routes recorded double-digit
growth, except for destinations in southemn Asia which were affecied
by the tsunami in December 2004. The highest rate of growth was

recorded by Turkey with 23.1 per cent. Spain by far remained travel
gestination number one for the Thomas Cook group .

Group revenue incraased from November 2004 o October
2005 by 2.4 per cent o €77bn. 456 per cent of this was achieved
in Germany, which with €35bn annual revenue remains the group's
lrgest sales market. In Great Britain, Thomas Cook generated a re-
venue of €2.5bn (+4.2 per cent), the proportion of total revenue thus
increased 0 32.6 per cent. The third largest market is western Europe
{Benelux and France} with £€1.6bn revenue.

The costs for leisure services increased by 1.9 per cent and
hus grew less strongly than revenue, as improved purchasing
conditions with significant pariners and an offer inline with demand
nearty equalised the considerable cost increase for fuel (+USD211m).
Without fuel price hedging, fuel costs would have been USD157m
more.

The gross income increased by 4.3 per cent io €1.8bn. The
gross income margin improwed from 23.5 per cent in the previous
year to 24.0 per cent in the 2004/05 financial vear. This was due to
the expansion of earty booking advantages which led to reductions in
the srnaller margin last-minute business,

The comprehensive restructuring measures kept staff costs, other
operating costs and depreciations below the previous year's level,

Staff costs of €867m were 2.0 per cent below the previous year.
Wages and salary costs decreased as a result of colieclive agres-
ment adjustments, despite staff cuts of 5.4 per cent. by only 0.2 per
cent. Depreciations reduced by 9.0 per cent in the reporting vear
because of the smaller investments and the reduction in the Condor
fieet. Other operating costs were reduced by 8.4 per cent as a result
of savings in almost all cost ftems,

Positive result achieved

The result before interest, income taxes and amonisation of
goodwill (EBITA) rose by €171m 1o total €193m. Taking net interest
and amortisation of goodwill into account, profits before income
taxes amounting to €140m were generated compared with the loss
of €149m recorded in the previous year.

Taking into account a tax expense balance (comprising deferred
tax assets, tax payments and tax risks from company audits) amounting
to £€35m, Thomas Cook reported a consolidated profit excluding mi-
nority interests of €105m (consolidated loss of €176m in the previous
year). The segment result of the Leisure Travel business segment re-
sult on a equity basis improved by €155m to €54m.

Almost all segments of the Thomas Cook group were able 1o
improve their contribution fo the result in the year under review. Con-
siderably higher results were recorded in the German, UK and West
sales markets. Even the Alrlines Germany division ~ to which Condor
belongs ~ achieved a positive result despite the high fuel costs. Apan
from the increase in revenue of 40 per cent in the rapidly growing
seat-only business, the permanent price reductions for externally
purchased services contributed to this improvement. In the reporting
year, Condor improved productivity by nearly fen per cent With a
capacily increase of almost three per cent the airline kept utilisation
siightly above previous year’s level,
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Raconciliation of Thomas Cook AG segment resuit

1112004 1112003
~-3110.2005 - 31102004
Net profit/ioss (IFRS) &m o 105, - 176
- Minority interest em L e i 0+
Thomas: Cook shareholders’
share of the result €m - 176
of which Lufthansa’s share 50% €m - B
Etimination of early application
of naw IFRS standards €rn -13
‘Thomas Cook segment resuit £m - 101

in the reporting vear, Thomas Cook invested €69m (previous
vear: £66m), mainly in the further development of the IT systems. The
net indebledness has been improved considerably. As at 31 Oclober
2005, net indebiedness stood at £279m.

Development of Condor’s seat-oniy business
Portion of total traffic revenue
in%

& Tour operaturs

|32

04/05

I 18 I 18 l20 @ individual passengers

00/01 o102 02/03

03/04

Restructuring successiully completed

With the publication ¢f the nine-ronths’ figures in September
2005, Thomas Cook announced the completion of the restructuring
programme, All measures had been implemented effectively among
tour operators and sales and in the group headquarters. Condor
realised two thirds of the savings. The remaining third is covered
by measures which improve the result in the current financlal vear
2005/2006.

Overall, Thornas Cook has emerged stronger from the restruc-
turing process. The company has achieved a turnaround of more
than €400m within two years - more than assumad at the siast of the
restructuring phase.
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Innodations

In ordér to countsr customer price sensifivity, in the year under
raview Thorfas Gook expanded the early booking offers in Germany,
strangthened all-inclusive offers and for first time very successfully
stariadt the xﬂ;v'inier and summer sale with one calalogue. As part of
the éndividu%zéésation, many hclels are bookable individually through
Neckermann Reisen as well - this has been possibie under the
Themas Cook Reisen brand for some time.

The further expansion of the online platforms was one of the
activities in the year under review. The group has launched new func-
tionalities sych as “Mix&Travel” in Germany. They allows raveilers o
mix the components for their holiday themselves. Since 2005, there
has also been a separate Neckermann website in France, and hotel
offers and travel packages can also pe accessed and bhooked on the
Condor homepage.

in Great Britain, Thomas Cook has launched a new concept
with “Price Watch™, It guarantess that the customer will not find his or
her holiday|trip cheaper in another travel agency.

Customers

Thomas Cook is represented in nine Europsan countries with
37 operator| brands. Cusiomers are addressed cn a couniry-specific
basis through their own chain of ravel agencies or websiies. in order
10 better setve customers’ changing demands for hooking possibilities,
Thomas Caok has expanded direct sales and developed additional
products. i this way, the Leisure Travel group has taken into account
customers' \growing desire to organise their trips themselves by of-
fering individual travel components. The customers’ need for budget
security ha$ been satisfied with an expansion of the all-inclusive offers,

With a balanced price/performance ratic and high product
quality whic}:h is characterised by keeping the brand promise, service
preparednéass, good tocal core and an unbureaucratic complaints
management, customers are to be bound fo Thomas Cook lastingly.

In ordler 10 assess the qualily of holidays, in the financial year
under review Thomas Cook asked selected customers 1o test pro-
dugcts. Their impressions and experiences flow intc the future product

rganisatian. This all contributed 10 customer satisfaction increasing
further in t%’lxe financial year under review.
)
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The 2005 fiscal year was characterised by the realignment as'a global full-service IT provider for the
airline industry. The new corporate structure will strengthen the business with customers outside the
Lufthansa group. In order to increase competitiveness, the Systems group expanded the production
locations abroad. With the newly developed passenger management system FACE and the electronic
flight route manual, the Systems group expanded its innovativ;e product portfolio.

Business segmant T Services

Lufthansa Systems is one of the worldwide leading [T service
providers for the airline and aviation industry, it offers a comprehean-
sive range of services of 1T solutions for airtines and infrastructural
services for companies in other branches. In the last few years, sales
with customers outside the Lufthansa Group, in particular, have incre-
gsed considerably, For example, the company was able 1o establish
itself as & competent, inter-branch provider of [T outsourcing for banks
and financial service providers. In the first quarter of 2006, Lufthansa
Systermns group will be converted info a stock corporation. This stan-
dardises the legal form compared with the other parent companies of
the Lufthansa Group,

Blrategy

One of the central strategic goals of Lufthansa Systems for 2005
was its positioning as a global full service IT provider for the airline
branch. A new corporale structure will secure a strong and uniform
appearance in the world market. The new organisation is based
on five business segments which are oriented on the competitive

iT Services

2005 2004 Changs

in %

Revenue €m |, h10B35 628 ian
of which with companiss SRR Doy -
ot the Lufthansa Group Ul 378 390 . 31
Profit from operating ;k sl ‘
activities €m o 68 86 0
Segment resutt gm 88 69
Operating result” €m o B8 g
EBITDA em . gs 04
Segment capital expenditure &m0 59! 47
Employees as of o e
51 Decemnber number 3280 3180 3

conditions m\m the marketl: Airline Management Solutions, Passenger
Airline quE,mOﬂS Alrline Operations Solutions, Industry Solutions and
'ﬂfrastruciure Solutions. This new alignment forms the basis of future
glohal gromh in the airline IT market,

1! or‘der t0 secure further growth in the external markst, the [T
provicler has generated cost saving potential ~ notably through the
axpansion,of production sites in Hungary, Poland and Indonesia -~ and
has increased its compeliliveness. Lufthansa Systemns Indonesia was
founded in June 2005, a joint venture with Garuda Indonesia Irternali-
onal Airling, The company, which is domiciled in Jakarta, is conducling
the migra‘zi}on from Garuda to FACE (Future Airtine Core Envircnment)
and the marketing of this passenger management solution for paris of
the Asian r;‘naﬁ(ei

For the financial year 2006, the strategic goals lis, in particular,
in expm“dr‘ng the business’s market The focus is on markels in Euro-
pe and the Middle East as well as Asia/Pacific. Lufthansa Systems is
siriving towards market and innovation leadership in the global airling
iT market with new products such as FACE or eRouteManual. Alrlines
outside the Lufthansa Group should increasingly be won as customers.

\FAC& {Fu%um Airline Com Environment) . o
o zaa soltware package that aliows aitlines to utilise sa%es

chiannels in g uniform manner i
dludes all pmcesses from reservation and seat qss:sqnmem

heckin ;
fisre raximur fiexitility and optimum use of saleo charmé
sithe, erore Svstem {rom Unisys as the base for is corv

zctlunam ies s :
sang for Tufthansa Sybtams & leading position. as a 8ys terh
agzat@r inthe airline Business ;
as; amonqut gtheis, the foliowing cusﬁ@mem Gamda
!r;ﬁcne sia, bri and Qatar :

* For dervation saes the Opearaling Result table on page 57
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IT Services

Lufthansa Systems will play a central role in linking the existing
Lufthansa passenger systems fo the fulure Common T Platform (CITP).
The company continues o expect strong demand for cutsour-

cing services, as the costs pressure on airlines continues unabated.

With infrastructure services, for example within the framework of ope-
rator models {computer centre operation, deskiop and network ser-
vices), Lufthansa Systems can offer relizble solutions nationally and
giobaily and thus open up additional growth chances.

CITP {Common IT Pi a%form}
= inifiated by the three-Slar Alliance members Lufthansa
Unitad Airines and Alr Canada (since May 4002‘

« iz'a-hardware and software plaiorm thaf's the cemrai :
corsfunctionalities in thé areas of resernalic mverio'y and
codeshare managanem, thkOL managamer;t aﬂd c%*zcok- N
flight cispatch > sk

« aims at substanfial cost gavi ngs via oplim sed hardwarc ancﬁ
sofiware operation and harmonised processes between ther.,

airline companies and improved cuslomer, service -

Development 2005

The economic recovery forecast for 2005 was initially delayed.
In particular, the sales development in the German [T outsourcing mar-
ket remains behind expectations. A change in rend with & recovery
in new orders was recorded in the third quarier. In the business with
airline core applications, such as passenger and network planning
systems or flight route maps we were able 1o increase both sales and
new orders considerably in the vear under review.

Operating results increased The Lufthansa Systems group
reported revenue in the financial year 2005 of €635m (+1.1 per cent).
Revenue with companies outside the Lufthansa Group increased by
8.0 per cent 1o €257m and thus were able to compensate the reverse
of internal revenue by 31 per cent. The proportion of external reve-
nue in relation 1o total revenue reached 40 per cent,

In the reporting period, the segment expenditure of £586m
{+0.7 per cent) remained almost at the previous year's level. While
material costs (—-31.2 per cent) and depreciation (-8.8 per cant) de-
creased, staff costs increased by 4.1 per cent. As at 31 December,
the Lufthansa Systems group had 3.280 emplovees under contract,
which was 3.1 per cent more than one year ago.

Al €63m, the Lufthansa Systems group was able to improve
previous year's operating result (€61m} in the 2005 financial vear. The
segment results at €68m remained slightly below the previous year's
level (E6Sm).

42

Innovations

Among the most important product developments in the finan-
cial year 2005 is the new passenger management system FACE. |
supports the classic core processes of an airline and also facilitates
free selection of the distribution channels. With the new {T architec-
ture, Lufthansa Systems underlines its leading position as a systems
integrator in the alrline business and opens a new technolegical age.
In the coming years, €40m is being invested for this and the coope-
ration with partners such as Unisys intensified. Last vear, three airlines
in different regions, Garuda Indonesia, bmi and Qatar Airways, have
chosen to infroduce the new system.

Ancther innovative product is the electronic flight route-ma-
nual eRouteManual, which Lufthansa Systems has developed for use
in cockpits. it replaces the paper-based navigation maps. Lufthansa
Systems is a pioneer in the development of this product, which gene-
rates the maps from an aeronautical daiabase. The test phase starfed
at Lufthansa in January. Futthermore, in close cooperation with
Alrbus Industries the group succeeded in integrating the electronic
RouteManual successiully in the On-board information System {OIS)
of the new widebody aircraft Airbus A380 - another milestone to-
wards the development of the paperiess cockpit

Mith "Dynamic Pricing”, the company is also offering a revenue
management and pricing system which enables dynamic pricing in
real time and thereby supports the alriines’ yield managemeant.

In April 2005, Lufthansa Systems was designated Preferred
Pariner 1o the IATA {International Air Transport Association) Initiative
“Simplify the Business” which was esiablished in the previous year.
This offers the possibility to present the know-how and innovative
preducts to simplify the airline business fo a broad group of potential
customers. These include electronic tickels, check-in terminals (Com-
mon Use Self Service Check-in} which can complete check-in proce-
dures for several airlines, barcodes on boarding passes 1o accelerate
the boarding process, Radio Frequency Identification Devicaes (RFID)
for electronic luggage tracing and steering as well as paperiess
freight management,

Customers

In the year under review Lufthansa Systems has won important
customers for its IT solutions. Apart from the airlines named above
which have chosen the product innovation FACE, the Australian
airline Qantas and the Thai airline Thai Airways purchased products
from Lufthansa Systems.

Included among the other sale successes in other branches
are data cenlre operation for the Herlilz group, management of 17-
workplaces and user support for Deutsche Reiseblro, {T infrastruc-
ture services for Woolworth Deutschland and operation of numerous
applications for the media group Siddeutscher Verlag.
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Service and Financial Companies

In 2005, the business segment again posted large book profits from the sale of investments as part of
the Lufthansa group's portfolio realignment. However, the segment results were below the previous year

when even higher book profits were achieved.

The activities of the strategic business segments of the
Lufthansa Group are supported by companies in the financial and
services sector, Thay are consolidated into the Service and Financial
Companies segment. This includes Lufthansa Commercial Holding
GmbH (LCH) domiciled in Cologne (100 per cent Lufthansa stake},
Lufthansa AirPlus Servicekanen GmbH (domiciled in Neu-lsenburg,
100 LOH stake), Lufthansa Flight Training GmbH {domiciled in Frank-
furl, Lufthansa stake, 100 per cenl) and varicus financial companies.
LCH acts as the holding company for subsidiaries which promote,
expand and secure Lufthansa’s core busingss, AirPius offiers solutions
for the daily management of business travel and serves over 28,000
corporate customers in 28 countries. Lufthansa Flight Training GmbH
{LFT) is one of the worldwide largest providers of training for cockpit
and cabin crew and for aviation siaff. LFT owns the Lufthansa Pilot
Schoo!l in Bremen, the Training Center for flight attendants in Frank-
furt and simulator centres Frankiur, Berlin, Bremen and Zurich.

Revenue from training fees (LFT) and credit card commissions
(AirPlus) as well as the contributions from invesiments and the income

Service and Financial Companies

from the disposal of fixed assels are reported under other segment
income. The corresponding expsnditure is recorded correspondingly
in other segment expenses.

n2
Was poste

05, segment income of €883m (previous year: €778m)
d. This results mainly from sales of LCH's remaining staks

in GTD S.A. Madrid to WAM Aquisition 8.A, Madrid, with a book profit

of €182m
of £107m.
a result of
nagement
diture of €

The
of €392m

and the stake in Loyalty Pariner GmbH with a book profit

n the previous year, book profits of €358m were posted as
asset sales. Of the income, €98m came from travel ma-
{AirPlus) and £64m from training (LFT). Segment expen-
2a1m was posted {previous vear. €288m).

Service and Financial Companies realised a segment result
which - because of the lower book profits - is €28m less

than 2004.‘ in the current vear, no comparable profits are expecied, so
that the high result of 2005 will not be achieved again.

investments in fixed assets totalied £189m. This was mainly for
the purchase of shares in WAM and Fraport.

In the year under review, AirPlus raised the accounting revenue
by 14 per cent. The main growih drivers were the international mar-

2005 2004 Change
in %
Segment income £m B8 TI8 oo 322‘
of which on investements T o
acoountad for under tha
equity method €m By -5 i
Segment expenses €m 2’9511“ v 10
Segment result Em 892 hison
Employees as of i L
31 December number 1108 1105 0 i OS
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kets, wher
AirPlus as
ment with
position ag

e an increase of 37 per cent was recorded. in Germany,
serfed its market leadership in business trave! manage-
68 per cent. In the current year, AirPlus will expand this
ndd continue the growth strategy in the international markets.

The area with strongest sales for Lufthansa Flight Training conti-
nugs 1o be simulalor fraining. In the year under review, 120,629 simu-
lator hours were sold. In Vienna, LFT founded Wifthansa Flight Training

Vienna in
tor centre
being buil
widebody
be put inic

2005, which will start operations as an independent simula-
n late 2006, & new simulator and multipurpose building is
in Berlin. Lufthansa Flight Training is also converting o the
aircraft Alrbus A380: in early 2008 a high-tech simulator will
service in Frankiurt for pilot training.







! Employees

In 2005, Lufthansa was able to conclude new collective agree:%nents with the negotiating partners which
will lead to a medium and long-term reduction in staff costs. In order to increase productivity, the HR
Shared Services programme was launched as well as initiatives to make working time more flexible and
to reduce redundancies. From 2006, Lufthansa is the first combany to combine apprenticeship with a

bachelor's degree, at the European Business School.

Emplovees

Services are provided by people. The emplovess are therefore
a particularly impottant resource of a service provider like Lufthansa,
Through their customer and service-criented aclions, they guarantee
the growth and the success of our company. With secure jobs, good
working conditions and possibilities for training and developrent,
as wall as pronounced corporate ethics, we want to slrengthen their
commiiment for their work and tie them 1o our company. This also
includes reconciling profession and family, which we facilitate through
numerous working-time and iocation flexibility models.

On 31 December 2005 the Lufthansa Group’s workforce 1o-
talied 92,303 employess which was an increase of 1.8 per cent com-
pared with last year. On an annualised average the Lufthansa Group
employed a workforce of 90,811 persons in 2005, which was 2.1 per
cent fewer than in 2004, as 1.955 staff of the Eurowings group were
newly consolidated only at the end of December. We inform on staff
frends and the Group's staff fraining in the managernent report on
page 66.

Collective bargaining policy

Jobs in the Lufthansa Group are only secure, however, if we
succeed in adjusting our cosls structures 1o the changing environ-
ment in the aviation industry. Therefore the focus of he pay selllement
negoliations was and is on finding markel-based and confemporary
solutions. Together with our negotiating parnners, in 2004 and 2005
we achigved results which ensure for us the flexibility to react to a
changed environment at short notice. Apart from a fixed remunera-
tion, they provide a resulis-based component for all emplovees. They
also put us in a position 10 solve relevant topics uniformly across the
Group and o consider the business segment-specific competilive en-
vironment for others. We have already conciuded new collective pay
agreeiments regarding a new business segment-speciiic remuneration
systemn for the ground staff of Lufthansa AG and the L3G Sky Chefs
group in Germany, and negotiations are ongoing in the other business
segments. Moreover, the measures agreed in 2003 for restruciuring
L3G in Germany have been extended in a modified form untit 2011,
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After the pay setilements for the cockpii crew and ground staff
in December 2004, with zero pay rises for 23 and 24 months and in-
creases in Eroducﬁvity, in May 2005 we reached a new coliective pay
seftlemnent for cabin crew as part of a concerted effort by the social
parners. This also foresees zere pay rises, and for subsequent years,
pay increases are predicted within the development of the settlement
and inflation rate. The term of the remuneration and framework col-
leclive agreement to 31 December 2008 and the moderale scaled
increases guaraniee a market-based remuneration development and
long-term planning security.

in order to increase productivily, the negotiating partners also
agreed a reduction in holiday entilement and an increment in the
monthly fiving hours limil. At the same time a new remuneration
structure with considerably reduced starting salary and a significantty
lengtheneq graded pay development for new cabin staff was agreed.

New remuneration systems

The first business segment-specific agreement was concluded
in August 2005 for LSG Germany. The core is a new remuneration
structure with competition-based, considerably reduced starting and
final remuneration lavels. Al the same time, the graded increase
system is slowed and the remuneration table is simplified from 17 to
eight groups.

Apart from being based on the competitive environment, the ex-
tension of the restructuring phase at LSG Deutschland was achieved.

The new remuneration structure agreed in October for the
around 12,000 ground staff of Lufthansa AG and seven other group
conwpanie£ includes remuneration structures adjusted {0 the com-
petitive environment wiih siower grade increases and reduced
remuneratjon groups - from 17 1o 10. In fulure, the employees’ salary
developmeni will be based more on qualifications and professional
development

Add&tionaiiy, a six-month infroductory period with lower pay has
been faunched for the majority of activities.

We also succeeded in reducing the arnount of administrative
WOrk withih the system by introducing what are called Job Families:




Employess

instead of the previously more than 1,000 different activity groups,
there are now only stightly more than 100 standardised job profiles.

The transiiion of the employees inte the new remuneration
systems occurred while maintaining the current salary at L3G as at
1 October and at Lufthansa AG as at 1 December 2005, The future
development for all employees within the scope will be carried out
unrestricted according to the regulations of the new systerns,

Staff costs are reduced considerably over the medium and long
ferm as a result of the new remuneration structure. The new struciures
alsc contribute 1o securing existing jobs for the fufure.

The changes agreed in the pay settlement as part of the con-
certed action simultaneously level the path to farther flexibilisation of
the working-time: the working-time 10 be provided can now be dis-
fributed across an egualisation period of up 1o one and a half vears.
Surchargeable overtime now barely cccurs. Within the working-time
corridor, higher or lower weekly working hours can be agreed with
the negotiating partners for particular groups in specific situations.
Part-time models are actively offered where it is sensible o combine
smaller working packets in larger numbers. Our senior management
are required 1o {est and optlimise the working-time models in their
segments.

Stock programmes

Our employees paid according 1o the collective settlement can
choose shares or a payout in cash within the profit-sharing scheme.
Apart from the traditional staff shares, through “LH-Chance” Lufthansa
offers the chance to purchase a larger number of shares through an
interest-free employer loan. In the year under review, 40 per cent of
the German staff chose shares.

Senior management and non-contractual staff below manage-
ment level (AT employees) receive a performance-based, variable
remuneraion in addition o their fixed salaries. "LH-Bonus™, the targst
agreement system for senior managemen, is a significant component
of the value-based group steering within Lufthansa. Since 2005, the
crientation has been further more focused on the vaiue performance
of the Group. The scheme balances personal performance and value
development in the company.

The amount of the bonus payment takes into account hoth
the economic success of the company and fulfilment of the agreed
individual targets. A weighting factor adjusts the size of the bonus
up or down according 1o the value added. Al least 80 per cent ¢f the
bonus depends on the Group and the respective business segment
achieving their economic fargets. In this way the executives partici-
pate even more than in the past in the opportunities as well ag in the
risks of Lufthansa’s entreprencurial performance.

Results “LH Performance”

Bipiry of Ouiperdormance
programme

{H-Performance 1997 2000 75%
LH-Performance 1998 200t 755
LH-PerfOrménoe 1999 2002 ZQW
LH-Performarnce 2000 2004 13%
LH-Performance 2001 2005 ~78%

Board members, senior management and AT employeas can
also parficipale in the slock prograrnme “LH-Performance”. The partici-
pants have the opporlunity 1o purchase a certain number of Lufihansa
shares at a reduced price. During the term ~ three, three and a half or
four years - the performance of Lufthansa shares is measured against
selected competing airlines. In the most recent programme these in-
cludge Alr France/KLM and British Airways each with 30 per cent, ag
well ag Iberia, Alitalia, Ryanair and easydet each with 10 per cent. |f
Lufihansa shares perform betler than those of the compsting airlines,
the participants receive an outperformance payment. In the last two
years, the programmes have not outperformed.

Development of the management positions and

tufthansa School of Business

Lufthansa reacted to the crisis years following 11 Seplember
2001 by streamlining the organisation and simultaneous highlighting
of a local management philosophy. This fed to a reduction in manage-
ment positions in the Group by 15 per cent. The number of senicr
management positions therefore corresponds 16 the level in 1997,

The "Talent Management” at Lufthansa received numerous in-
ternational awards in 2005 - for example from the management and
corporate consultants Hewitl Associates und Kienbaum, international-
Iy, the Lufthansa School of Business was also awarded “best praclice”
by a renowned American consultancy company in two categories.

The portfolio of the Lufthansa School of Business was ex-
panded by two important components in the year under review:
the “C-Experience” programme and the “General Management
Programme (GMP). 147 senior managers from middle management
participated in “C-Experience”. They participated in the successful
implemeniation of crisis measures in the last few vears and form the
foundation for managing the future tasks. The GMP was the plai-
form for more than thirty senior managers from Lufthansa, Fraport
and Munich Airport for working together on the subjects of general
management, business transformation and strategy development.

The Lufthansa Business School is located al the former Lufthansa
fraining centre in Seeheim. It is the training and conference centre
for employees and partners of the Lufthansa Group and is one of the
ten largest conference hotels in Germany. The site is being redeve-
loped and renovated in the second half of the year and enhanced
further as a “Relationship Building”. The integration of the surroun-
ding nature and the connection between internal and external space
were imporiant components of the design considerations. The Busi-
ness School will be closed during the renovations from August 2006
1o early 2008 and a concept for fraining is being established in the
market with alternative quarters.

From autumn 2006, Lufthansa will combine the apprenticeship
o Alrdraffic Business Management Assistants with a bachelor's degree
in “Aviation Management” at the European Business School. This will
make Lufthansa the first company o integrate a dual fraining path into
the new Bachelors/Master’s studies structure.

The integrated studies paths {apprenticeship or practical
course at Lufthansa plus studies) are becoming more important at
Lufthansa. In the year under review, there were around 250 Lufthansa
students on twelve different courses.
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Labouwr marker and recrullment management

Despite the scarcily of available vacancies, Lufthansa received
around 40,000 external applications in 2008 The proportion of on-
line applications was around 90 per cent

In order to improve applicant management and staff selection
continually, we have further standardised and optimised processes
with 2 common IT structure. Parallel to this, the “Talent Relationship
Management” was established as an innovative recruitment and
binding concept. This gives us the possibility 1o bulld up a long-term
dialogue with highly qualified applicants and interested parties who
were not able o find a job in tmes of limited staff requirements. In
this way, talent can also be gained al a laler dale for Lufthansa.

Measures Tor increasing producivity

in the year under review, processes and work procedures in
HR were optimised group-wide: in the “Shared Service Center”, for
example, administrative tasks of human resource management were
bundled together within Lufthansa, in consultation with the Group’s
companies, and the local HR departments were relieved of these
tasks, HR Service Line is available 1o Lufthansa employess’ compe-
tent information in all matters relating to general HR subjects and re-
muneration calculations. This created leaner processes and efficient
structures which lead to ceost reductions. The Shared Service Center
is currently used by Lufthansa Passage, Lufthansa Cargo, Lufthansa
Technik and LSG. Further working-lime flexibility is also heing con-
sidered, along with the reduction in redundancies and the develop-
ment of working-time and remuneration systems in the AT segment.
We are also achieving productivity increases through the growing
use of our Intranet portal “eBase” for forming work processes, such
as recording working-time, setflement and billing of business fravel
or for participation in share programmes.

Sta¥ policy support in portfolic management

The changes in the Group's porticlio have aflected our staff
structure. Employees from different corporate cultures now belong fo
the Group,; at the same time experienced employees are leaving the
Group as business investments are being sold, The Lufthansa Human
Resources department has deveioped stralegies for both situations

and offers Group senior management online support for professionally

dealing with the affected emplovess. For this, experiences made in
the Group, and also from the Star Alliance business, have been trans-
formed into concrele HR strategies. Using SWISS as an example, a
procedure has been developed which also permiiis different corporate
cultures under the Group umbrella as an alternative to staff palicy inte-
gration into the closer family of "Lufthanseaten™. The advaniages of dii-
ferentiation, such as maintaining culiural characteristics or differences
in business systems, and of integration, with iis polential synergies,
scale effects, complexity and internal Group mobility issues, have
heen defined and positioned in an appropriate ratio. The cooperation
governs an agresd package of commeonalities and differences, for
example, for accessing internal media, for [T processes or operational
procegures,
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| Emplovess

I
\
’é}wé* sity — Value creation Bwough appreciatio
The ap preciation of all employees - regardiess of ocnde? ori-
ging, age, & jﬁx uality or disability — Is an important matter for Lufthansa.
The Executive Board division Aviation Services and Human Resources
is g group-wide HR policy concepts which contribude to
promoting the inclusion of all empioyees (see alsc the susiainability
division “Baiance”),

&YV

Mora than 90,000 people from around 150 nations work for

Lufthansa. We recognised early on that diversity facilitates creativity
and increages innovalive power. Numerous projects have been

slarded, from which empioyees and the company profitto an equal
extent These include programmes 10 promote women for manage-
ment positions. Today 13.3 per cent of all senior management are
women. In]1990 this figure was just 21 per cent. Lufthansa promoted
the imt@graﬁon of disabled employees, for example, with 2 special
mentoring f\programme.

{Z{%fg‘mm%@ Bocial Responsibilily (CSR}

At Lufthansa, CSR comes under the umbrella of sustainabilily
- parallel & the sconomy and ecology columns. The company’s aim
isto creaiei a growth-promoting corporate culture by given reasoned
considerati\on o the three components and {o secure the sustained
economic success of the Group (see Balance).

Apaﬂ fromn the strategic CSR motif, Lufthansa does not have
an addstxonal code of conduct However, with its membership of UN
Giobal Co*r*pav {page 69}, Transparency international, the Internatio-
nal Chamber of Commerce and some other organisations, Lufthansa
is voluntarily obliged to do business ethically.

|
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: gg‘o\Mh and, in the process, to 8t least recoup the

X Bu

1. Overview of ihe business yéar

+ Opetating result rose by 50.7 per.centto €577m

« Traffic revenue totalled €13.9bn (+8.per cent)

* Result depressed.by high kerosene price

« Further progress in restructuring LSG Sky Chefs achieved
* Restructuring of Thomas Cook successfully concluded

« Takeover of SWISS, integration-on schedule

"+ Minority stake acquired in Fraport AG

+ Higher dividend of €0.50 per share

2. The Lufthansa Group
»ity ang w‘&mgy

Deutsche Luﬁhansa AGisa gioba !y operating avi aixon group with
over 400 companies and subsiciaties. The Company is active in six
business segments: its stralegic core business segment is Passengu
Transportation, other Business segménts are Logistics, Mainlenarice,
Repair and Overhaul, Catering, Leisure Travel and iT Services. The
Group had-80.811 employses on average in 2005 and gener:ﬁed
revenue of €18 1 bn,

Group sﬁrategé During the past.decade Lufthansa has been rans-
formed from & functionally structured mongdlithic airline company into
ar aviation group with several busingss ssgmentis.

The Passenger Transporlation business segment is the Group's
central business segmentin ferms-of both core competencies and.
size, The relevance of the other business gegments depends o the
extent to which they reinforce the competitiveness of the Passenger
Transportation business by providing supportive functions for produc-
tion factors and infrasiructures, This determines the course of devel-
opment and thelr lasting affiliation o the Group.

The Group’s key stralegic objective is 1o generale profilable
cost of capital, \/Vg,
intend fo achieve this goal through the following measures!

» axdanding market access fhroucsh strong partneraitines, eg. a3 ;)ari of
the Star Alllance

. o provadmg superior procucis in all seciors from No- ’Fr;Ns {o First (‘!a,}s

» ensuring top-quality and innovative products and senvices

= ingreasing influence on the value ddded process through oyeﬂem patt-

nerships along the entire vaiue creation chain

= iImproving profitat im ang competxtzveness through ongoing costman-

aaemeni
Al the Group companies must demonstrale their wmget tivenass
and profitability and creaie value lasimoiv
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b. Wa%%iwm el management system

Since the Eﬁegmnmg &hihe financial vear 2000 the Group has been run
according p) the prencgpieo of value-otiented management embedded

: wt? in the @roups operational planning strategy.

Luthansa has'in place a closed system of value manaaemem

- whichis firerly rooted inall planning, sieering and control processes.
“ This ehsures thatithe demands placed on Lufthansa by its providers of

cépitai arelinstitutionalised within the overall Group management sys-
tern;. The basis of this systernt is the cash value added (CVA} concept:
The CVA Js plannsd, teported and monitored at Group, segment and
division level. In addition, it is factored info the remuneration system of
he e&ex,utﬂ a8 as'a performance benchmark.

The CVA isithe difference belween the aciual cash flow gener-
ated ina given year.anda minimum cash flow hurdie set by the cost

 of capital invested. A positive CVA Is achigved i the actual cash onw s

higher than the minimum cash flow hurdie.

The actuatcash flow is derived from accounting vafiables based
o EBIDA P ERIDA = eammgs before interest, depraciation and am-
orfisalion). The sUffix "plus” indicates that Lufthansa adjusis the EBIDA
figure by additionally including net changes in pension provisions.

The minimum cash flow hurdle is calculated from the required

Céiculatien of cash value added

4o  ERIDA
i . Op. capital base
Cashflow e [
' (FBED" pligy
) EBIDA #i
‘ . Fingﬂcial capital base
R L — waCC
| 1 Capital costs : Capital réturn
Minimum o . fatio
cash flow .o . )
o SE e Fixed assets
: - Capital base T s

Current assels

return on the capitalinvested plus the capital recovery level. The in-
terest rate jused as the required return on the capital invested is the
welghted-average COSi;Qf capital (WACC) of the Lufthansa Group or
of the individual business segments.

in thie vear under review we routinely reviewed all WACCs.
the increase in the cost of equity capilal was o*fsef by a decroac.e in
the cost ¢f debt capital, there was no change vig-a-vis 2004.
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Group Management Report

Cost of capitat

for the Group and the individual segments in %

WACC 2005
Group 2363
Passengef Transporiaton 8{5 ‘
Logistics 88
MRO 83
Catering 85

T Services 83

The caphal recovery level is.the amount neaded o compensate for’

the consumption of fixed capital in the course of the production pro- -

cess. It is thus the implied amount needed to offset the effect of de-
preciation. The capital recovery level is the annual amount which,
after taking due account of interest rate effects, needs 1o be invested
in order to restore an assel’s lost value at the end of fts uselul iife.
The capital recovery level is computed using 2 factor for each asset
class which specifies the percentage of the assets’ acquisitionvaiue
that has 1o be recovered each year in line with the asset's ussiul tife,
Another defining fealure of the CVA measure is that, for the purpose
of calculating the capital base, the stock of fixed assets is valued at

historical costs. This excludes potential performance zmprovemems .

due o write-clowns of book vajues.
The changes in the CVAs at Group and Sﬂgmem !evei are
shown in the table on page 80,

o, Urgenisation

Group structure Deutsche Lufthansa AG is both the Group’s par-
ent company and ifs largest single operaling company. i operales
the scheduled Passenger Trangporiation business under the name
Lufthansa German Airlines which is run as an autonomous bu smcss
segment responsible for its own resuft

Group struciure ‘

Luftharsa
German Aitline

Carporate control functions
and servics funclions

Shrategic business segmenis

. H . i i [ i
Passenger Logistics MRO _Catering - Leisure 1
Transportation = Travel  Services .
S i - H : i
Deutsche Lutthansa -~ Lufthansa LSG Sky Thomas  lufthansa .
Lufthansa Cargo AG -+ Technik AG Chefe Cock AG  Systems -
AG” . group group

Service and Financlal Companies

* Autonomous unit accountable for its own resulls,

The Group Executive Board, with a tripariite allocation of responsibiii-
ties comprising the Chiel Executive Officer, the Chief Financial Officer
and the Chief Officer for Aviation Services and Human Resources,
manages the entire Group, Intercompany agreements regulate the
collaboration between the Group companies. A Group management
commitiee, comprising the Group Executive Board, the management
board of Lufthansa German Alrlines and the boards or chief execu-
tives of the principal Group companies as well as some key unit
managers, coordinates the business aclivities and ensures that due
account is taken of the interesis of the uroup as a whole in afl deci-
sion-rnaking.

Management boards As a German public limited company
{Aktiengesellschafl} Lufthansa has the common German two-lier
management board struclure of Executive Board and Supervisory
Beard. The Executive Board runs the Company on its own respon-
sibility, The Supervisory Board appoints, advises and oversees the
Executive Board, ‘

Organisational Chart

Status of 31.12.2005

Executive Board Related Group Functions Business Segment Regions Executive Board
Committees

Wolfgang Mayrhuber

Chairman and CEO
Communication / Corporate Audit

CEOC Passenger Airlines

Appointad until 31.12.2010

Corporate Strategy / Corporate International Relation
and Government Affairs/Corporate Fleet / Corporate

s Passage Airlines

Dr, Karl-Ludwig Kley

investor Relations / Corporate Finance / Mergers &

Leisure Trave! Finance Committee

Aquistions / Corpuorate Controfling and Cost Manage-  Service and

Chief Financial Officer
Appointed until 31.8.2008 and Taxes / Corporate Legal Affaire/Insurance /

Lutthansa Commercial Holding

ment / Accounting Corporate Financial Statements

Firanciad Companies

Stefan Lauer
Human Resources Business Service / Industrial

Chief Officer Aviation Service &  Relations Lufthansa Group / Corporate Security /

Human Resources
Appointed until 3042010

Corporate Information Management / Corporate
infrastructure Projects and Facility Management

Corporate Labour Relations / Corpmare Executivas /
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Executive Board The Execulive Board defines the shrategic course,

- agrees this with the Supervisory Board and ensures s implementa-
fion with the objective of permanently safeguarding and increasing
Lufthansa's value. In addiion, # is responsible for observing the statulo-
ry provisions Group-wige and for implementing an adequale risk man-
agement and conirch system. Infernal regulations Ea ¥ dcwm ihb division’
of CUaEpS and cooperation pmﬁedwes

Supémisory Board Lufthansa’s Supervisary Board is made-up of 20

shareholder and employee representatives, all with voting rights: The

ten shareholder representatives were:elected by.the Annual General
Meeting in 2003 and the emplovee represeniatives inthe spring

of 2003 by ihe employess ol the Lufthansa Group. Their pefiod of
office began after the end of the Annual Seneral Mesting on 118
June 2003 ang ends after the Annual General Mesting in 2008,

ription of the 'ﬁ%z siness f‘%ﬁ mw@“%

Passenger Tmnsportation’ "Luﬁhans& iscné of the w@rid’s iéading air-
‘lines and transports. more passengers in international air traffic than
~any other ATA airling Inthe 2006 summer imetablelufthansa and its

“ ufthansa Regional” partner aif" nes offer e densa route network with:

flights 107185 cities. Togetherwith g other partnerailines ‘t servesa

toiat of no'féwer thar 409 cfles in 97, countrseq RRREAGES
Luﬁmnsw oroduct portiolic ranges from Basic offers at"lovu{ ]
prices lo-high -qua§ ity air ranspont with fiexible. booking options anid.
supplementary senvice components.With its HONCIrcle service and
its Lufthansa Privatedet product Luthansa ieads the field in the pre-
mium segment. Lulthansals Miles & More pmgrammb isthe promze{

custarner loyally programme in Europe L ’ B

The airling board and senicr managfﬁmem oi Lu?hanga German

Alrines are baséd in Franifurt am Main, which is-aiso the home base

Logistics

~New York - where L uses a freig
“and-Shanghal, where it opefauss one of the largest air freight centres
JinAsia join tiv with pariners. Lufthansa Cargo has Iocaé representations

of most of the flight cre\m, copkpit and cabin

Group Management Report

The business of the Logistics segment is the sale and execu-
tion. of air freight ransport within the Lufthansa Group. In addiion to its
own dedicated frelahter fleet Lufthansa Cargo AG markets the cargo
space in the ballies of the Lfthansa passenger airiines. 1t is one of the
market leaders:in international air freight fraffic and offers ils clienis
dafined transponation fimes and high quality stendards with peror-
rmance guarantees ~ including for specialised fransports such as psr-

. i . .
“ishables, valuables, high-value fabrics or hazardous goods.

The company is headquartered at Kelsterbach near Franidurl,
s main bases are the Lufthansa Cargo Center at Frankiunt Airport,
it terminat as the principaltenant -

ataround T 100 siat ions aiE over ’ti’ae giobe

Mamt@nance, Repas? and merhauﬁ {MRO} Lufthansa Tr\chmk s one
of the worldhs feading providers of MRO services for civiian airoraft

'The/gro&plﬂs activities are divided into six business areas: mainte-
L7 nance; ove‘ﬁmau!, agro-engines, component supply, complation and
v landing gears. 1S main location is the overhaul, devsiopment and

logistics ce?m’ne in Hamburg, i which large aircrafis and engines are
overhaul ed and aircraft equipment and componentis are mainiained.

“vthe f"omp&otmm Canter business and VIP jels are individuaily fur-
- bighed. The maintenance and repair centres are located in Frankfuﬁ‘

and Munich, at maintenance stations at larger airports in Germany

and some 50 oftier sifes around the globe. The Lufthansa Technik

group comprises 24 MRO faclliiss worldwide. Lufthansa Technik AG
is based in Hambuwrg. ’

Catering The LSG Sky Chefs group Is the world market leader in the

aiffine catering-business with a market share of 30 per cent. The group

comprises around 140 companies and, operating out of almost 190
atering fatilities, supplies approximately 270 intemnational alrlines with

b

Executives Boards of Group Companies

Lufthansa German Lufthansa Cargo AG Lufthansa Technik AG LSG Luﬁhan‘sa Thomas Cook AG Lufthansa Systems
Airlines Service Holding AG Group GmbH
Wolfgang Mayrhuber Jean-Peter Jansen August-Wilhelm Waﬂ:er'GehEl Thomas Holtrop Wolfgang F. W. Gohde
CED {until 31.3.2008) Henningsen CEQ, Finance, Human Chairman Chairman

Chairmar, Logistics Chairman Resourues Idformqtson

Thierry Antinori
Marketing and Sales

Dr. Holger Hatty
Network Management,
T and Purchase

Cart Sigel
Operations

Carsten Spohr
Senvices and Human
Resources

and Production

Stefan Lauer
ffrorm 14.2008 interim)
CEO

Stephan Gemkow
Human Resources and
Finance

Kart-Heinz Képfie
{from 1.4.2006;
Operations

Dr. Andreas Ctto
Markating and Sales

Dr. Peter Jansen
Finance

Dr, Thomas Stliger
Product and Services

Wolfgang Warburg
Human Resources

Dr. Peter Fankhauser
Continental Europe

Dr. Gunter Kichler
Marketing and Sales

anagemeﬂr Corporate
Fu nictions

I
Jochen Milliar
inflight Servics Solution

Manny Fonienla-Novoa
Great Britain and Iratand

Thomas Nagel
Cperations abd Sales

Heinz-Ludger Heuberg
Finance and Human
Resources

i Ralf Teckentrup
Alrfines
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in-flight services. It generates over 50 per cent of its reveniue in Europe/
Africa/Middie East L3G Lufthansa Service Holding AG Is headquansred
al Neu-lsenburg (near Frankfurt), its main production locations are at
the largest international airports in 48 countries around the world,

Leisure Travel Thormas Cook AG develops and markets leisurs fravel
services. The lelsure fravel group, in which Lufthansa has a 30 per
cent equily stake, embraces all the links in the leisure fravel valug
creation chain such ag rave! agencies, tour operators, charter air-
- fines, hotels and service agencies in the tourist resorts it has

guartered at Oberursel near Frankiur

IT Services The Lufthansa Systems group is one of the world's
leading 1T service providers for the airline and aviation seclpr. its -
service porfiolio ranges from the deveiopment of spesial 1T solutions
1o operating data centres. In the field of [T infrastructure the com-
pany also offers iis services 1o other industries. Lufthansa Systems:
has iis headquarniers in Keisterbach {near Frankfur). The company
has edditional locations in Germany and curremiy maintaing fcretgn
representations inn 17 countries,

Service and Financial Companies The activities ol the Lufthansa
Group are supported by financial and service companies. These -
Tinclude Lufthansa Commereial Hold ng GmbH based in Col logne, -

in which Lufthansa bundies its porfiolio o sguity mieres;s which®
promote, expand and secura Lufthansa's core business
panies in'ihis segmem are ‘Lufthzansa Flight Train ng GrabH, headyinr
quartered at Frankiur, and Lufthansa AirPius So*v:cokartﬁn GmbH
headguartered at Neu- Eabnburc; near Franidurt. :

3. Economic settings
2. General sconomic sihualion

Even though ofl prices reached new historical peaks last year, the
world economy expanded af the above-average pace of around
3.5 per cent, Once again, the USA and Asia (especially China) were
the main drivers of global economic growth, This was fuglled inter alia
by buoyant corporate profitability and a sharp rise in assst values,
The pattern of global economic development showed regional
disparities. The United Stales recorded robust growth despits the
ravages wrought by the “Katring” and “Rita” hurricanes; the Japanese
economy likewise eypanded appreciably. Asta experienced another
dynamic upswing thanks, in particular, to China's performarce. By
contrast, economic growth in the suro area was moderale. Above all
in Germany and italy the pace of expansion was muted.

o
piy

a fleet
of 85 aircraft. its main sales markets are Germany, the'United King-"
dom, France and the Benelux countries. Thomas Cook AG i8 head L

e com-

The regional breakdown of global economic development last year
was as follows:

GDP growth 2005
in g

World

Eure area 14
Gaermany 11
USA 35
Asia {excluding Japan 87
Japan 25
China ag

"o Source: Global insight; 15.2.2008, figures caiendar-adjusied:

© OF price trend  The year 2005 was marked by the steep rise in ol

prices. In early September the price ¢of Brent crude scared 1o an his-

- orical peak of 7OUSD/Y! in the wake of production josses causad by

Hurricane “Katring”. Since then the price subsequantly declined ~ at

-the start of December it was just under 55USD/bbl - but even at this

price i still cost around 20USD/bbi or 80 per cent more than in 2004,
The price of kerosene, which is-of particular relevance for the airline
industry, actually increased by an even greater margin.

Major currency developments Al the end of 2004 the exchange rate
of the euro had reached a record kigh of USD1.38. In the coursse
of 2005 the US Federal Reserve Bank raised its key interest rates

iy several sieps, whereas the European Central Bank increased its

central interest slightly only in December. The interest rate differen-
tial between the United Stales and the euro zone consequently wid-
ened significantly, so thal the US dollar became more attraciive as
an investment currency. At the end of 2008 the sure was trading at
U8D118 and thus deprecidted by 13.0 per cent in the course of the
year. The eurd’s parity against the Swiss franc remained stable, and
its exchange rale value on 31 December 2005 of CHF1.56 was only
marginally higher that at the slart of the vear. Between Juns 2005
and December 2005 the Japanese currency Jost value steadily. In
mid-December {§ was guoted at JPY 143 per euro, but it still failed to

" break the sideways mould of the past few years. At the end of 2005

iis exchange rate of JPY138 {0 the eurc was close to the 2004 level,

& Development of gir raffic

According 1o IATA estimales, passeénger volumes in international air

travel for the full vear 2005 were around 7.6 per cent up on 2004,

The years 20071 10 2003 had been characterised by weak growih,

which was superseded by dynamic rates of expansion in 2004, In
2005 air traffic retumed fo its traditional growth path, which shouid
continue for the next five vears,
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Air traffic remains growth path 20052009
Forecast o indermational passenger traffic

in % par year

International growth worldwids 88
Within Europe 54
From Europe o

- Africa 57
_ Asia/Pacific 59
- South Atlantic 24
- Middle East 8.5
- North Atlantic ' ::3;

Sourcs!, iATA Passer} of Forbtast 20052008
lmematzc»nal air frescmt business grew:by 3.2 per centiimeasured in
tonne-kilometres) and was thus'below the multi-year average rate of
6 pereent and felifar short of the jump: of 134 percent recorded in
2004, Giobal air freight supply-was concurrently increased by &3 per -
cent, thereby oonsi derabiy pushing upihe excess capac:xtv on the
- market ;
Owing to mc:eacmg ey “gutat ion, the rr*arkct ariry-of no-frills
carriers and exigting barrie s in the way of a markst conoentration,
the air traffic market continuesito bermarked by strong brice compe:
tihon. Despite growing passenger numbers, the ongeing pressura on
average yieids means i that ibwill remain difficult to-post profils in the
airline industry, For: 2005 J1ATA antl uxpams a combmed loss for the in-
dustry of amunc Ush 6!0'1

Tsrend in the volume of wcrki air traffic and of the Lufthansa Giroup
" Cumulative growlh findex: 2000 = 100 ’

o o upniss 1202 g5
961 900 %3 m‘; 100, 1028 I & W
200t~ 2002 2003 2004 2005
® Tutal revenus tonng- @ Total revenug tonne- B
L kilomelres worldiair traffic kilometres Lufthansa Group
Lufthansa’s share in world alr traffic
in%
2000 2001 2003 2004 2005
S 427 423 4.25 438 3.87

Source: OECD, 1CAD, p%eziminary‘ figures for 2005,
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EU Reguiaﬁén No., 261/2004 On 11 February 2004 EC Regula-

ion 268172004 was passed by the European Parliament As a result,
Luftnansa is obliged as from 17 February 2005, in the event of non-
fransportation and canceliation or supstantial flight delays, to- provide
catering and support services at airports and also to pay compensa-
for 1o passengers. This could lead to addiional annual costs iotalling
up.to €10m per yc;ar

Open Awat«"m Area: major advances Teams of negotiators from he
EJang the L})Sh have faken further imporiant steps towards estab-

Hehirig a common air raffic market Once the Yealy is ralified US and
European alrines will be able to serve any routes they wish between
the TWo economic areas and subseguently carry passengers to third

states. At the moment European airlines are only allowed to fly 10 the

USA from theihome country. :
Progress has alsobeen made, in particuler, on issues concern-
ing the mutual recognition of securlty standards. The current negotiat-
ingoulcoms envisagss arnongst other things that US security stand-
ards can be recognised following an examination by the EU. This'is
the basis for the concept of one-stop security, which is fundamentally
supported by Lufhansa and the Association of European Alrlines. This
means thatthe countries involved mutually recognise their very high
secunly siarxdarda I first step, for example, not only the EU.and e
USA but aleo Israel Canada, Japan and Singapors are conceaivable
participantsiin.such & system, An open aviation area between the USA

~anddhe EU can only develop s full growth potential ¥ di scrspanc i@s in

e definition of sscurity standards are eliminated.

" This first phase still has to he approved and ratified by the EU
rgmber g dtes, [ also-depends on he US government's position re-
garding the| possibility for foreign carriers to acquire equily stakes in
US didines. Furthermaore, the UK hds 1o allow additional competitors 0n
the London Heathrow - New York route,

: / | L
SYWISS traffic rights The fraffic rights of SWISS are based on bilaleral

agreemﬂmé with the target countries and are tied to Switzerland as the
nome location.in the wake of a direct takeover of SWISS by Lufthansa
these yafiic rights wouid lose {heir validity. That is why the full integra-
fion of SWi SS witl oocur only efter falks have been held with the targe!
countries in which the traffic rights are to be secured. This process is
pr@g!essmg well. Agréemenis have already been concluded with a
number of different countries. It is unlikely, however, that the regotia-
tonswill be concluded belore the end of 2006,

Prwatssaﬁnln of DFS: Using the expertise of a German m&us*try-wwie
consomum The privatisation of 74.9 per cent of the German air raf
fic.oontrol aufhon? Deutsche Flugsicherung GmbH (DFS), which is
exper“ted o taie place towards the middie of 2008, is of key impor-
fance for e future development of Germany as an aviation busi-
nees location, The competitiveness of the airline industry, following a
charge in bwrership, depends on the future owner's ability olast-
ingly guaramiee a customer-oriented, highly performing, efficient and
fop-gualily|air traffic control service. A broad consortium 1 that inctudes
Luthansa 1o 1o be formed with a view to acquiting the privatised Get-
mian alr traffic control authority.
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4, Course of busmess of the Group
. &wn&mw and mm%ﬁ

Lufthansa posts operating resui? of £577m Desplte substantial bur-.
dens ensuing from the fuel price hike, in the financial vear 2005 the
Lufthansa Group managed to 1 its operating profit by €184m com- =
pared with 2004 io €577m. The resull after taxes and after deduct-

ing the profit share aliributable to minority interests rose by €49m to
£453m. The Executive Board and the Supenvisory Board will propose
to the Annual General Meg,tmg to raise the dv:dond by €0, 20t .
€050 per share.

Development of operating result in 2008

cumulative *

interim result
st quarter £m -26 -26¢
2nd quarter £m + 279 + 253
3rd quarter £€m +218. + 471
Full year + 577 :

Changes in the group of consolidated companies Darmg“‘fhe year:
under review the Group of consolidated companies yndenvent furs

ther changes: eleven Fompamea were consoligated for the firsbime. -

They include the participating interest in AlrTrust AG acqu ired on 3;

tay 2005, which was set up for the purpese of purchasing and ! ol id: L
ing shares in Swigs ini@rmt:onai Alr Lines AG, as weiE as, L.urow ngs S

Luftverka,hrs AG and s oubo!dxamec s

mant cof mtudcﬁ with a frustes pledging an addiional LOODY percent”
of the veling 1 ghts enables Lifthansa 1o obtain majority decisi csns
- Follewing'the dhsposal of 75 per cent of the shares in 18G .
CHygiena msittute GmbH, #Ha1 company and sever others weére ré- -

" moved from the group of consdlidated companies. Det GIE“ olihe com- "

panigs-newly added o or removed fromihe consoizdated Group are

shown in the Note 1 to the Consoi dated Financial Statermnents on page

o BZin 2004 seven companies: b@i@ngsr‘g tothe Chef’ Soiunons division
had s#l been consolidated inithe Catering segment up o their sale on.
-8 June 2004, in the foll llowing: expkmat ons and analyses the financial

vears 2004 and 2005 have. beeh placed on'a comparabie basis wﬁere ’
The, aC}JUu ted ?‘g- ¥
- External Revenue
Share of individual business

appropriate:ty eliminating! me changes in both years.
ures are given-inbrackets noxt to.the actual figures. ) p
The G(oug financiafstalements have been drawn JD in accor-

- dance with International Fmanccal Reporting Standards. (IFRS). taki NG o
into account the nierpretat iohs of the International Financial Hepomngi;

. interpretations® Commmee \FREC asare ap pli abe in 3he European
S Union (EUR T s L :
Al the @ocounting arzd;repoﬁmg mhdardo whose u:;e is man—

datory gince 1 January ZOO:;"haw been applied. The. belance sheet is
now broken down by maturity.

‘adjusted accordingiy. Thns zesukts in i ccrapanmec vig-a VIS the fi gures‘”
published & vear ago . - - : : e

w
>3

in addition, olheriaxes ale now “allocat- -
ed to other.operating expensés, All 2004 figures and ralios have been

Operating result®
i €m ’

718

* Derbys at o see tabis urzerai*nq
Hesulb-on paﬂe 57

* Posifive result In the financial year 2005 the Lufthansa Group

increased its operaling result to £577m compared with €383m in
2004, The ERITDA reached €2.8bn and was 26.4 per cent up on the
vear. The EBIT improved by 28.8 per centto €11bn.

Total operating income rosé by 5.0 per centic £€19.7bn, This
positive development was due 1o the increass in revenus, which

was lifted by 6.5 per cent to €18.1bn. Exchange rale movements had

a positive impact ot 0.7 pef' centon revenue.
Of the external revenue generated by the Group, the

Passenger Transporiation Business segment earhed 83.9 per cent,

Logistics 15.2 per cend, MPEO 101 per cent, s.;ater ing 9.4 per cent:
and 1T Services 1.4 pér.cent,
“Bodk prof s amounied 1o €331m and werg much smaﬂor

“than in 2004 (€446m). Total aperating expenses concurrently in-

- creased:by 6.5 perc
On 22 Decamber 2005 the antirust auihuntles g:xve the a!% ciear <

for Lufthansa 16 acqui i a contralling interest in Eurowings. An agres- -

centin £19.0bn. Besides the surge in fuel ex-
penses by £843m, opc{an ng expenses also contain impairment
losses of goodwill and other fixed assels totalling €304m (2004:
£34m). The profit from operating aciivities consequently decreased
by €235m compared with 2004 from €354m to €719m. On baiance,

. the change in currency parities had a positive effect of €119m on

the operating result.

Thie financial result of €158m wag €589m betler than in 2004
{(-E413m).

Atter deducting deferred and actual taxes and the share of the
orofit attributable to minority interests, a positive net result of €453m
remaing for Lufthansa’s shareholders. In 2004 the distributable profit
had amounted 1o €404m.

segments in 95

83.9 Passenger Transportation
18.2 Logistics

0.1 MRO

8.4 Calering

1.4 1T Services

ecces
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Operating result 2008 2004 ¢
Profit/loss from operating activities £m e 854
©income from disposal of assets &m - 33 ~ 448
- of which from aircralt &m - -8 -3
- of which from financial assets £m - PGS
- other €m - 87
Income from reversal of provisions &m - 138
- Write-ups of fixed assets &m - 17
Fssult from short term financial
investments €m -7 -30
Past service cost Em 4 52
- Profitloss from vakuation of fong-term o
- habilties and derivalives at the balance
- shest date £€m 1l 14
Losses from disposal of assets £m &0 44
 Provision for onerous contracts em T 8 ' 3
. lmapairment losses €m 304 34 ‘ ‘
" Balance of eliminations £€m ~142 -5
‘ 383

i ; Operating result €m o 5??

Trafin: data, %raf‘f ic revenue ami average yrelds In 2005 fhe Lijﬁndﬂoﬁ
“Group increased itsflight capacity. --measured In available tonne-

Kilometres - by 2.V per.cent and the sales vol ume hy 15:per centlo
18.7:billion onne-kilomeires, The fraffic revenue generated rose by
80 per contthant ks:id'the p&smw devélopmeant of average vields @

+ €138bn. The share. m‘ raffic revenue in tolal revenue increased:

further and in-the year under review reached 77.0 per cent (2004
73 9 percent). . .

. Other.revenue Other revenue increased during the financial year
2005 0y 168 ber-centr €65m to €4.20n (on.a comparable basis)ie
adjusted for the chahges in the Group of consolidated companies;
by 8:1-per.centor €24C§m} 1 2004 the Chef Solutions divisiornihad

i still been consol fidated within the Cat@rm eegmem up ta June

Other operatmg ;ncorne in the year'under review other operating
incorme declined by 119 per ceni or £208myi0 £15bn {on-a corm-

' parabie hasis the cecrease arnounted to 12 per cent). it containg
book profits of %331 m from tﬁe sale-of fixed assets, €9m-of this came
f{om the disposal gl.aireraft.and spare aero-engings and £27m from
other assets Added t01his were the capital gains of £182m fror the

disposal of the remaining sharehoiding in Amadeus Globdl Travel
Dssmbuiﬁcn and £107m from the sale of Loyally Partner GmbH. A fur-
ther £6rn was received from the sale of Airest Restaurant- und PEQW

“petriebsgesslischaft mbH, |

in.2004 total book profits of €448m had acorued from the du

o ;JOQ& | & fixed assets, €31m of this was due 1o the sale of aircraft’

“and'spare aero-engines and £10m’io other a5séls, Added o this ,

Listhairsa - Annual Repart 2005

were capital gains ol €292m fromthe sale of a

E , Group Management Reporl
I
t
:

13.2 per cent stake
in Amadeuis Global Trave! Distribution and another €147m alicgethe
from the sales of the Lufthansa Gebaudemanagement group, Auto-
bahn Tank & Rast Holding and other comnpanies.

Other operating income also includes income from the re-
lease of provisions set up in previous years and délerralz. Those
arncunied incthe financial year 2005 10 €138m, which was €57m
fess than in'the previous year. In 2004 a provision of €42m set up
i dover commissions claimed by the travel agency Tour Gontact
on variabié landi ng charges had been released after a mhrg of the
Dus*‘c cﬁo'f aDD@&E courdt was overturmed.

<
i

Profit breakdown of the 2005 2004 Change
Lufthansa Group in%
" Operafing incoma &m 19 737 15 303 50
Operating expenses €m 10018 17 849 85
Profittoss frdm operating
activities € G 854 — 2405
Financial rebult em 156 -3 -
Profititoss frf@m ordinary
activities | €m 875 541 &7
fncome taxe;s €m - 263 - 133
~ Minority intarest £m - 189 -4
Mat profivio

s for the year €m 453 404 121

Operating expenses Tolal operating expenses came to €18.0bn

and were 8.5 perceni above the corresponding figure in- 2004 {on &
comparable basis 77 per cent up on 2004}, Afier eliminating impair-

ment lossas, whichin 2005 amounted o €304m, operaling expenses
were B per cent {on a.comparable basis 6.2 per cent) higher than in
2004. B

. Cost of materials ané services Of all the individual operating
- expenses, the costof materials and services recorded the largest

year-on-year rise after d gepreciation, amortisation and Impalrment with
an increase of 8.3 per cent-{on a comparable basis 111 per cent) 1o
£€2.00n, The main cost driver was fuel In 2005 the Group's airlines
nad o expend €2.7bn on kerosene: this was €843 or 46.3 per cent
more than ;m 2004 Higher traflic output was responsible for mersly
24 per cent of this riee. By confrast, fuel prices denominaied in US
dollars, inclusive ol fuel price hedging, scared by 423 per cent com-
pared with 2004, while the weaker euro pushed up this cost factor by
18 par CCht Fuel price-hedging once again achieved a significantly
nositive regm in.2005 of €278m (2004 €232m). The share ¢f fuel
costs in tolal operating expenses consequently rose further fo 14.0 per
cent (2084’ 13.2 per.cent).

The ; ecrease in expenditure on other raw materials and sup-
plies ahd murcr‘a ed merchandise by 73 per cent to €19bn was

: Caused !arg@iy by the effect of the disposal of the Chel Solutions divi-

sion’in umo 2004, On a comparable basis, this cost itern would have
been 11 per cent lower than in 2004,

1
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The total cost of purchased services amounted to €4.4bn and rose
by 1.7 per cent (on a comparable basis by 1.9 per cent). Fess and
charges came o €2.8bn and were thus on a par with the pfiopyea‘
figure although overall supply (passenger and freight} was increased
shightly. €1.0bn of this (+2.5 par cent} was due fo airport handling fees
and €662m fo air traffic controf charges (-7.3 per cent),

Chartering and opsrating lease expenses Wem up by 71 per
cent io €870m. The increase was caused by the lurthet leasing of
freighter aircraft and cargo capacily in the bel lses of passenger air-
liners of various airlines by the Logistics business segment, Charter-
ing and operating lease expenses were additionaiiy incurred, as in
2004, within the context of the Lufthansa Regional hetworkK'in con-
neclion with deploying the aircrafl of the partner alflines Eurowings -
{until its first-ime consolidation in late December 2008), Augsburg
Alrways and Contact Alr under the terms of the socalled wet char-
ter agreement: This means that Lufthansa charters the aircrafl of
the parner airlines inclusive of cockpit and cabin' crews. The fired
amounts for the use of the aircraft contained in the charlerinstalment
rates are booked as aircraft operaling lease expenses, whereas the
other cosis are pested as chartering cosls.

The other purchased sepvices, including MRO, m—hg hiand
IT services provided by third parlies, rose moderately by 1.4 percent
affogether 1o €1.0bn ST

Staff costs On an annualised average the Lufthansa Group
empioved a workforee of 30,811 persons in 2005, which was 2.3 per :
cent fewer than in 2004 (adjusted for the changes-in the Group of
consolidated companies, the headcount grew by.0.3 percent o

90,362 employees on an annual average). Staff ¢osts, by contrast, B

increased by 0.8 per cent {on a comparabie basis by 1.5 percent)

o €4.8bn. Within overall staff costs, wages and:salaries went up by
0.8 per cent {on a comparabie baos by 1.4 per cent). While social
security expenditure increased by 2.8 per cent t0-€507m owing to the

raising of the statutory income ceiling for social security payments in”

2005, company pension costs remained at the prévious year's level.

On 31 December 2005 the Lufthansa Group’s workforce to-
tafled 92,303 employees (2004: 80,673}, including 1,955 employees ~
of the Eurowings group which was consolidated for the first iime at

the end of December and 443 employees of Catering companies that

were newly included in the consolidated accounts at the starl of the
2005 financial yean

Depreciation, amoriisation and impairment Schaduled depreciation
and amortisation in 2008 amounted o €1.1bn ~ a year-on-year rise of
1.5 per cent (on a comparable basis 2.2 per cent)..

In 2005 unscheduled depreciation and impairment losses
of €304m were incurred. This related chiefly to the goodwill of the
LSG Sky Chefs USA group (€280m) and Bizdel intermational (€20m).
The impairment was identified as part of the valuation review that now
has 1o be conducted yearly foliowing the abolition of regular goodwill
amortisation. Details of the procedure and the underlying premises are
shown in Note 16 to the Consolidated Financial Statemenis (page 94).
In 2004 unscheduled depreciation and impairment losses of €34m
were incurred, malnly in respec:i of aircrafl, lechnical equipment and
buildings.

Other operating expenses Cther operating expenses iolalled
£3.8bn and were 2.2 per cent {(Gn a somparable basis 2.5 per cent)
higher than in 2004. The infroduction of the net pricing mode! in
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| Revefive - Airdrafi fuel  Fees and

" the German marke! at the beginning of September 2004 had a full

positive effect for the first time in the financial year 2005, Despile the
sharp Increase In traffic revenue, sales commissions fell by a further
£128m or16.2 per cent to €662m. Owing 1o the weakening of the

" euro, foreign currency translation losses were incurred in the amount

of €345m (2004 €298m); they are offsel, however, by foreign curren-
oy translation gains of £350m contained in other operating income
{2004; €374m). Slafi-relaled expénses likewise showed an increase
in 2005, The rise was grgeiy affributable to exiended fravelling time
of the flight crews and the deployment of third-party personnel 1o

cover peak-ioads.

. Revenue and operating expenses Lufthansa Group
- Changs aga inst p:evmus vear in bt

00 08

Staff costs Dopr ciation Salss
charges™ . and commissions
- ’ amoriisation 1o agencies

Revenue and operating expenses

Revenue £€bn 181
Aircraft fuel €bn 2;70
Fees and chargss* €bn 25
Staff costs €bn 48
Dapreciation and amottisation £bn 14 ~.
Sales comimissions to agencies €bn .7

* The security charge levied at German aiports EM118 In 2005, €m124 in 2004} is
included. The ‘collection of this term was credited to income,

Financial resull and result afler laxes A positive financial result of
£156m was achieved in the vear under review (2004: -€413m). it is
made up of a positive income result from subsidiaries, joint veniures
and associates of €447m {2004 ~€42m), a significant improvement
in the negative net interest result of ~€248m (2004; ~€331m) and a

- balance of other financial temns of ~€43m (2004; -€40m).

The income from subsidiaries, joint ventures and associates im-
oroved by €489m in 2005 compared with 2004, It contains an income
confribution from the first-time valuation of Swiss International Air
Lines AG using the equity. method. The assets and liabilities of Swiss
international Alr Lines AG, which were acquired on a pro rata basis by
AiTrust AG and were duly accounted for al their falr value, excesded
the purchase price paid by AlrTrust AG by £291m. In ling with IFRS
3, which is mandatory as of the financial vear 2005, such an excess
amount has 1o be recognised with immedialte effect in the income

wfthansa  Annual Report 2005




statement. But even excluding this effect the income result from sub-

sidiaries

. ioint ventures and associates would have been €198m upon

the vear. The improvement was due. almost exclusively to the Thomas
he pro rafa loss

Cook group, which transtormed
2004 {~

The negative nat inters
~€248m. ft contains €200mof ac

2005,

The depreciation of %ana% al assels

£101my) into a prorata profitof €54m,
st result likewize improved by €83m o

bome by Luﬁhan 8 i

crued interest expenditure on retire-.
ment benefil obligations ("POK £248m). Besides the lowerinterest
rate, overall interest charges were reduced in particuiar by the remur

~naration of retirement plan assels. The remainder of the improvement
it the netinterest resull was due to-fhe rise in ligui dzty in the course of

and secumies and the nega-

tive result from the measurement of derivatives al fair vaiue, which arg
bockedrunder other financial flerms, came-'za €43min 2005 and.thus

maichedithe 0004 tevel,

The result from cperating ac‘twues of €73C)m p%w‘ the financial

result add upo a profitbefore income taxes of €875m (2004 €541m).

Alter deducting the (largely deferred) income fax expense of €263m,
the resull after taxes cornes 10 €612m (2004 £408m). £159m of this
is aftributable 1o minorily interests (2004:84m), Profif shares of €1489m
are pavahle o the co-shareholders ob AirTrust AG and result rom the
income from the first-ime_at-equity valuation of Swiss: Thig leaves.

a net profit for the yearatiribulable 0 the:

Lufthansa AG of £€453m. (2004: €404my),

sharehotders of Deutsche

Appmprmwn of the proﬁt Deu Gc ) Lu€ thansa AG,asthe Group S
parent company, postad a net profit for the financial year, 2005 based
on the German Cormmercial Code (HGR) of £455m.

After ransterring €226m to refained eaminggihis

leaves a d;c!

tributable profitof £229m. Executive Board and Supervisory Board
will submit & motion 1o the Annual General Mésting on 17 May 2006

fo appropriats

this sumyin order fo pay é; dividend of €0.50 mr'sha{@f

Group Management Report

Balance Sheet Deutschen Lufthansa 2068 2004 Change
AG drawn up under the German in %
Commercial Code in tm
Assels
ntangible asFﬁTE 4Q 61 L 187
}
Ajreraft | 3273 3917 - 164
Other tangible assels M M63 70 - 10,{)‘
© investments 8817 5126 2‘3.1‘”
" Fixed assets 16 002 8174 9,0“
Stocks 24 16 500
Accounts reteivable 754 675 161
Other CSCth and prepaid expenses 1338 1243 7
Liquid fundJaﬂd securifies 3 S’UU 3634 - 92
Balanice Sheet Total 15443 14742 4.8
Liabilities and shareholders’equity
Capilal stock and share premiums 2028 : 2028 LQ v
Retained Eafnings 756 530 428
Distrébutabfe" earnings 22§ 138 [23:52]
Sharebolders'equity 3013 2696 148
Spscial iiem‘s with an equity portion L 8 32
Provisions | 6 850 6 470 28
Bonds and fiabiiities to banks 1508 497 07
Other liabilities and deferred income 4 264 047 o%
Balance Sheet Total 15 443 14 732 48

Change

Profit and Loss ARccount Deutsche 2008 2004
Lufthansa AG drawn up under the S ot
German Commercial Code in €m o
Traffic revenus 11 808 10050 | 78
Other revenue 226 220 27
Turnover 12 034 11170 | 77
Other operating income 1089 988 137
Operating expenses e 13 083 - 12 2085 : 84
Profit/ioss from operating activities 40 - 167 -
Financial resuit ‘é51/ 450 0.2
" Profitrioss from ordinary activities 491 283 735
Taxes 56 Z18 L a000
Net profit 455 265 M7
' Withdrawal fromAransier to :
retained eamings - 226 - 127 ~ 780
Net result 229 188 . 658
0.50

Dividend proposal per share in €

Luftharsd | Annugl Report 2008
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b. Velue added

in 2005 the Gmup generaled a CVA of £386m (2004 €151 m).

Vailue creation of the Lufthansa Group and the individual business segments
in €m

CVA . 2005 2004 2003 2002
Group ' 236 154 - 743 404
Passenger Transportation ’ o= 53 84 ~217 77
Logistics ) 39 - 26 - 43 510
MRO 121 85 a7 114
Catering w7 - 274 - 363 - 228

IT Services 36 40 30 37
Senvice and Financial Cooa 403 2% 29
Companies .

<. Measures o optimise profitabilty/resulls of the
Action Plan ‘

The Group systematically seeks 1o keep its products and services
competitive by managing costs, reducing dependencies and review-
ing its manufacturing penetration, A current example is the Action Plan
running from the start of 2004 with the aim of achieving an ongeing
improvement in the result of €1.2bn at the end of 2006, All business
segments are actively engaged in analysing, identifying and imple-
menting the individual components, And their efforts are paving off

- by the end of the vear under review €788m of savings had been
realised.

The agreement reached with cabin staff at the beginning of the
vear 2005 was likewise a key step towards ensuring Lufthansa's long-
term commercial viability. The new <ollective tabour agresment con-
cluded with the cabin staff complements the one agreed eartier with
ground staff. More flexible working times and lower siarting salaries
will lead 1o significant savings in cabin slaff costs as frorn 2006.

5. Performance of the individual business segments

jad

., Pessenger Transportation

The companies making up the Passenger Transponation bush-
ness segment are Lufthansa German Alrlines, Lufthansa CityLine,

Air Dolorniti and, since 31 December, the Eurowings group. in 2005
Lufthansa and s regional partners carried 51.3 mitlion passengers,
which was 0.7 per cent more than in 2004. The extra 2.5 per cent
capacily supplied was fully absorbed by the markel, moregver, the
passenger Joad facior wag lifted by 1.0 percentage points to 75.0 per

cent. The sales volume -~ measured in revenue passenger-kilometres:

~ rose aitogether by 4.0 per cent. I the Asia/Pacific traffic region, one
of the areas where the capacily expansion was focused, the pas-
senger load factor reached 78.5 per cenl The highest passenger

80

load factor (81.4 per cent} was achieved on the North Alantic routes,
Against a slight consolidation of supply (-0.5 per cent}, demand rose
further by 2.2.per cent In the traffic region Europe including Germany
capacity offered was raised by & méderate 1.6 per cent and was

fuily accommodated in the market. The sales volume rose by 2.5 per
cent, while the passenger load factor improved from 63,92 per centto
84.5 per cent. ' '

Traffic revenue grew ai the faster rate of 78 per ceni to £11.8bn,
in part because average vields per revenue passengsr-kilometre in-
creased by 3.5 per cent in-all The weakening of the euro accounted
for 0.8 percentage point of this postlive yield trend.

" The positive development of total segment income (+-8.3 per
cent) caused by ihe rise in traflic revenue was partly neutralised by the
rige in segment expenses (+75 per cent). One of the main cost drivers
within overall segment expenses was the cost of materials and ser-
vicas, which 'wentiup by €693m to £€70bn. The sub-item fuel expenses
along soared - predominantly owing to higher prices - by 51.0 per

~cent to €2.2bn. Depreciation, amortisation and impairnment charges

likewiss expanced steeply, going up by 17.3 per cent o €774m; this
was caused mainly by higher depreciation of aircrafl in the wake of
new additions to the fleet in the second half of 2004 and in 2005, Staff
costs went up by 3.3 per cent to £€2.3bn. The Passenger Transportation
business segment had an annualised average workforce of 35,153
employees during the year under review, which was 1.3 per cent more
than in 2004, Al vear-end the headcount ictalled 37042 emplovees
{2004: 34,700}, including 1,955 employees of the Eurowings group
which was newly consolidated at the end of December 2005, By con-
frast, other operaling expenses remained at the prior-vear level,

The segment result amounted to €500m and was well up on
2004 (£382m). The component result from investments accounted
for using the equity method that are aitributable to the Passenger
Transporiation business segment came {0 €288m (2004; -€1m).
€251 ol ihis relates to the windfall gain resulting from the at-equily
valugtion ¢f Swiss International Air Lines AG and €7m to current earn-
ings contributions from the Eurowings group (up to the end of Decem-
ber 2005}, British Midiand and SWISS (from 1 July.2005).

Traffic figures of the Lufthanse 2008 2004 Change
Group’s airlines in %
Passengers thousand 51 255 50 301 +0.7
Avallable seal-kilomelres million 144 182 140 648 + 25
Revenue pax kilometres miltion 108 135 104 064 + 4.0
Pagsenger load factor 3% 750 74.0 +10pp
Freight/mait thousand

tonnes 1736 1753 - 10
Cargo toad factor % 650 670 - 20pp
Avaliable cargo
fonne-Kilometres milion 25 486 25950 +21
Revenue cargo tonne-kilo-
metres mittion 18727 13 445 + 15
Overall load faclor in per cent % 707 711 - 04 pp
Number of fiights number 653 880 647 785 +10
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b, Logislics

Daspite surging fuel prices and lackiustre domestic demand, the

Logistics segment earned a significantly belter segment !c% in 2005

tharn in 2004 inthe slipstream of a reviving global econormy,
Following the marked rise in vaffic culpll in e previous year,

fhe Logistics segment made use of the market environment in 2005 7

to-atlain higher prices and hence 1o stabilise avarage vields. As a re-
,su(t it could not maich the vclurre growth recorded in 2004, Qver-

all capacity supply was expa ndad by 1.3 per cent. The sales volume
decreased by 1.7 per.centycausing the cargo 1cad factor to dacitm,
fram 870 per centto 8650 peroent i

- -Bevenud totalled £2.8bn {2004 £2 Bbny. ira o revenue, whech
accounis for virtually all revenue, climbed by 10.2per cent comparsd’
‘with 2004 {o €28bn. The reasons behind this positive devélopment

~were, firstly, thal higher prices were oblained and, secondly, ihat the :

' 'fue price urcharges werg:pushed through. Higher income from

" char "tcrmg SpEre capacmf to.othér airlings, which vielded €55m, also
conttibuted to'the positive revenue t’ewd Allin all, average vields =
Fmgasured as i{aﬁ;c revenue generated pex revenue tonne-kilometre ..

mﬂreasoci by 10.8 per cent vis-a-vis 2004 :

: * Oneaverage.in 2005 the Logistics segm&m emp}c yed 4,768 -

. pcrsons which was 5.4 per cent fewer than in 2004, The hdad- »,
uoum at-year- end was 4,704 e’npioyee° (2004: 4,980}, Segment
expenses grew more slowly lhan segment income, rising by 6.8 per.
centio €2.7hn, The mg"nem result i mprovea appreuahly by £93m
,.to €‘59m

¢. Maintenance, Reépeir and Overhau! (MRO)

Lufthansa Technik is the market leader in themaintenance and repair
of aircraft The demand for MRO {maintenance, repair andoverhaul)
oroducts picked up appreciably by around St-percent in 2005 in the
wake.of a strengthening world akr trafiic trend. This-was accompanied,
however, by & further intensification of market competition:

TheMRO sedment increased its revénue by 2.0 per cent com-
" pared with 2004 to £3.10n: This was due to the positive trend in busi-"

ness with clients outside the Lufthansa Group and the buayant de-
veloprrient of the MRO market Bosides expanding exising business,
e through the exdension.of customer fleels already under contract,
the principal propeilan of growih was the successfdt acquisition of -
. new business,
Segment expenses {otalied €3.0bn. T 1€ year-on-yearise of
L 2.3 per centwas Hmited by fu ther costoutting and efficiency-boost-
ing measures, Buoyed: by révenug growth and suscessful-capacity
and cost management, the s@gment resuit mcrnaswi Iy 263 per cent
10 £280m,
- The MRO segrpent's workforce averaged 177
“ 2005, whichwas some 1.8 par cent fewer than'in 2004rits year-end
headcount siood at 17864 employees (2004:18,102)

Lufinarsa Annaal Report 2005~ '
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4. Uotering

T globat volume of the airline calering markel shrank by around

Z5 DF‘{ ubﬁi between 2000 and 2008. The bulk of the contraction was

accoumwd jor 2y the US market with a 38 per cent share whereas,
Europe, with 24 per cent, and Asla, with 14 per cent, were affected

{0 adesser axtenit Over the same period LSG Sky Chefs extended
its global
.-ghare Qcimcuiaréy in Europe (+7 per centy and Asia {+8 per ceni).

| . L
arketl share to around 30 per cenl, winning exira market

in 2005 the Calering segment generated revenue of €2, 2bn
{2004:€2, dbn} This year-on-vear decline was due mainily 1o the dis-

posalof thé Chef Solutions division in June 2004, which had contrib-
*ted £0.20

o the Cetering group’s ravenue tolal in 2004, Adiusted
ior this effect and for the first-time consolidation of additional catering
companies inthe financial year 20058, revenus increased by 24 per
cerit in thelclassic core business, arline catering, L8G Sky Chefg was.,
able toincrease sales in almostall regions - the only excem ion being
North America.

Revenue was likewise boosted in the newly established “Solu
fiong” divislon, which amalgamates the unils responsible for in-flight
service pracesses. This was chiefly afiributable 1o the new business
with Virgin Atantic inthe United Kingdom.

The %egmcnt resulf-worsened by €104m compared with 2004

- to ~£288rm owihg o impairment losses 'of £280m relating o the ac-
qurs;tson olithe LSG Sky-Chefs USA group:

The Impairment-was computed as part of the valuation review

- thatnow has ¢ be conducied yearly following the abolition of regu-
© Har goodwill arordisation. in September 2005 two more UG clients of

the LEG group filed for protection from creditors under Chapter 11

in contrast the cost of materials and services, stalf costs and other
operating éxpenses were well below the corresponding 2004 figure,
This was due on the one hand 1o the sale of Chef Solutions in 2004
and onthe other tothe success of the cost reduction programmas,

r 2005 the Catering segment employed 28,737 persons on averags,

»or around 80 per cent fewer than in 2004. iis year-end headcount o-

talled 28,285 employees (2004: 28,586).

|

% Lain iz%a% ’4?.'%

= The fravel ‘rend in'the Leisure Travel segment's relevant markets

developed weakly in 2008, In the United Kingdom and the Nether-
lands the number of holidaymakers fravelling with the tour cperators
wen! down overall, white in Belgium and Germany a moderale posl-
tive trend was registered. The segment managed 1o increase iis mar-
ket share yis-&-vis 2004 in the German sales marksts by 0.7 percent-
age pointlo 21.4 per cent and in the UK by 0.3 percentage poini to
18,8 per cant. I the sales market West, by contrast, the market share
decrsased by 14 percentage points io 279 per cent.

inthe year under review 13.2 milion customers (+1.1 per cent)
purchased one of Thomas Cook's products. The Leisure Travel seg-

© ment's revenue was rajsed by 2.4 per cent to €78bn. The granting of

greater sarly booking discounts helped 1o further reduce the share of
fow-margin lask-minuie business in overall revenue.
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Despite the high fugl costs, the expenses on leisure ravel services
increased by merely 1.9 per cant o €5.8bn. This was achieved pri-
marily by negotialing improved purchasing ferms with key service
pariners and talloring supply closely to demand. The steep price rises
for kerosene were curbed by price hedging measures, (¢ some éx-
tent passed on © the market and finally also offset through savings:
in other areas of flight business. In addifion, the axiensive restructur-
ing measures ensured that staff costs, other operating expenses and
depraciation, amortisation and impairment were held helow previous
year's level in the 200472006 financial year the Leisure Travel seg-
ment employed 23306 persons on average, which was 5.4 per cent
fewer than in the previous business year,

The segment resull accounted for ‘JS*ﬂg the equily method ;m
proved by €£155m io €54m,

£ 1T Services

The IT Services segment generated revenue of €635m (+11 psr cent).
The noticeable upturn in busingss volume in the fourth quarler comA
pensated for the price-related dip in revenue,
The segment’s expenges iotalled £€586m and thus stayed at the
2004 level (£582m). While staff costs rose by 4.1 per cernit, expendi-
ture on purchasing services went down, : P
The segment result amounted tc €68m. and was

segment employed a staff of 2,2580: this was 23 per cent more than in-
2004, The year-end headceount was 3,290 emgicﬁye_es (2004: 3,180).

. Bayvice and F‘mmﬁ:mi Companies

The income of the Service and Financial Compan o5 dog ﬂmt
" amounted t0-€683m. It consisié.mainly of ook profits from ihg S’—I e of
Uity stakog in Amadeus GTD of €182m and Loya!iy Partner, GmbH
worth €107m. b also includesrihe income contri buted by he c:ompa—

“nies heid by Lulthansa Cormmercial Holding GmbH aswell as revenye ‘
" from training services (ufthansa Flight Training)-and credit card com=

missions {(AirPlus), ﬂwe cmesoond na seqmen% expenoes ietal e -
€29
, The segmient result came to €392m, which:is €98m less zhan

in 2004, This is due mainly to the fact that in 2004 even higher book
" profits acorusd from the disposal of shareholdings - such as 'frcm .
e sale of 13.2 per cent of the shares in Amadeus Global Travel
Distribution.
: The segment Serv;ce and Financial Companies empi oyed 1 ?CS
- employeas on average:in 2005, which was 2.0 per cent fewer than in

2004, The year-end h'e’agcomt was 1108 employges (2004: 1,108),

thus ,x)iriua'ny .
identical to the 2004 figure (€63m}. On average in 2005 the 1T Services~
. €65m (2004: €68m).

T £11bn {2004: €820m). The free
* sources remain

6. Asset and financial position

Capital expenditure In the financial year 2005 the Lufthansa Group
invested atotal of €1.8bn. €788m of this was spent on the purchases
of four Airbus A330-300s and advance payments on aircraft and
spare gero-engines. A total of seven aircralt - one Bosing 737-300,
five Boeing 747-200s (including three freight planes from Lufthansa
Cargo's fleety and one Canadair Regional Jet ~ were sold. This vielded
book profits of €9m, ‘

Afuriher €315m was invested in bullding furnishings, sofiware
and other-fangible assets, A total of €574m was expended on pur-
chases of -or options for acguiring pardicipating inferests in, other
companies, including Evrowings Lufiverkehrs AG, Swiss Intermational
Alr Lines AG, Fraport AG and WAM Acquisition, S.A, and on grant-
ing equity and loans {o.subsidiaries and associates. On op of this,
£152m was invasted in long-term sscurifies,

Cash flow The significantly improved result for the financial year
2008 pushed up the cash flow generated from operating activities by
4.0 per cent or £75m 10 €2.0bn. After adjusiment for components of
the financial result that are not atfributable o coperating activities and
for book profite as well ag depraciation, amortisation and impairment,
the effect of the result on the cash flow in 2005 was €184m higher
than in 2004: The cash fow was depressed by the decline in working

- capial, which at €90m was €112m below the 2004 figure. The change

in working: capitalis dafined as the change in the stock of invento-

" 1ies, receivables and-provisions and accrugis/liabiiiies between the

two reporting dates. The income dax payments during the year under
review, which resu lted largely. from the disbursement of the remaining
retrospective tax burdens ensuing from a tax authority audit for which
provisions weére already set up in previous years and from income -
tax payrhents of joreign G Group suba;dsar 5, reduced the cash flow by

Nel capital expendilure - the balance of expenditure and in-

- come from the purchase and sale of fixed assets, including the as-

sociated payment flows from these investments —~ was negative at
cash flow, meaning the liquid re-
ning after the net capiial expenditure, totalled £€815m
and was €246m less than the 2004 figure. In the financial year 2005
these resources, along with a further €1.2bn, were invested in short-
term securities and money market funds, This includes €562m of
which €465m was transferred 1o the Lufthansa Pension Trust to §i-
nance payments from retirement benefit obligations. An additional
£97r was wransferred on 20 December 2005 1o an external custo-
dian ~ the CA-ATZ frust fund - as insolvency cover against employ-
er performance shorffalis in respect of concluded partial retirement
agreements. Non-consotidated companies peid a further €3m into the
fund. Duri ing the initial phase of the standard partial retirement agree-

‘ment the employee works full-ime bul receives remuneration com-

mensurate with part-time working.
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Capital expenditure, cash fow and depreciation LuRhansa Group

in £m

Qj
880
e

IQ

% Capial expendiiure”
@ Cash flow Fom
opatating achivities |

[

* Cama] &

2905

>:’»ertdxturp excluddas pro rata results from investments accountsd for

under th ;efequ;tv mothud

f

Depreciation and amortisation
of fixed assetis in &m

Abbreviated cash flow statement 2005 2004 Change
Lufthansa Group in%
in €m
Cash and cash equivalents ) .
on 1 January 2836 2001 417
Profitioss before income taxes TS 54 817
Depraciation of fixed assels b
(net of reversals) 1508 1204 251
Result from fixed asset disposal L 31 ~ 402 228
Financial result . 138 404 4 134,4
Incoms taxes poid -85 ~ 68 ~ a4
Change in working capitat 30 202 ~ 554
Cash fiows from operating activities 1556 1881 4.0
Additions to repairable aircraft spars . :
paris k ~ BE7 -1 837
' Procesds from sales ‘ 526 72 ) ~T36

interest and dividend incorne ?9{3 225 289
Net cash used in investing activities -1 141 - 8§20 R
Free Cash fow 815 1081 - 232
SecuritiesAixed-term depasits 2035 - 837 1431
increase of capital stock ', 5 740 2@5,9 )
Long-lerm borowings and
Repayments of long-term borrowings ~ 38 a3 -1419
Dividens paid - 137 0 -
interest paid 2% o2 202

+  Net cash used in financing activities - 444 810 ~172.8
Effects of exchange rate changes 1 1 (!
Cash and cash equivalents on :
31 December 1173 2836 .

588

* inr‘f d@ar@c& ton of rppalrabtp aircraft spare par?: and financial aseets!

£287m accrusd 1o the Group Inthe yedr under review from long-

term borrowings. A0

otal of £731m was required for paving off Itabi

fies, intersst charges and the dividend payment. This resulted’in net
cash outfiows fom financing activities of £444m. in 2004 the amount
raised from the capital increase (£740m) had led'io net cash mfeows

from financing activities of £610m,

Altogetherithe 'Group used Up cashrand cash bquxvaioﬂis totaii«
ing €1.70n. In 2004 1he stock of liquid resources had increased by
£834m. However, £2:4bn was concurrently invested in ”hort-kerm 56~

curities (2004 €1.0bn).

o
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ing, calcula

i 2003 2004 2005
1243 1930 1388
Arthe @rid ot 2005 the Grédp had net debt of €7m; this means that

Ihe net assets of £418m avallableat the end of 2004 were completely
consumed:

inthe course of the year under review. Lufthansa's gear-
ated as thewratio of net debt plus on-balance-shest retire-

mentbenelit obligations to on-balance-sheet shareholders’ .equily,

long-term
3% Decem

- féz Chn.

was reduced by 3.4 percentage points and now stands &f 881 per
‘cent The Groug can draw down various unconnecied shorf and

cradit lines agreed with different financial institutions. On
iper 2005 the free creditines had a combined value of

Equity raim and ba&ance shest struc:iure The Group's assetiotal

sxpanded

£1.2pbn 1o €19.3bn. Around half of this

growth wag due o] changea in‘the group of consolidated companies

during the
increased

yearunder review (+€573m}. The stock of lang-lerm assels
by €775m and short-term assets by €427m. The capital

expendiure undertaken in the yvear under review noliceably swelled

the long-term financial assels in particular (+€715m).

The rise in short-

B assels was dueto the change in the group of consclidated com-
panies; which boostad the figure by for €172m, and the increase in

receivable

oflong-lerm ass

i Ebn

200120

s connettad with the buoyant course of business. The ralo
ots lo all assets was unchanged at 63.9 per cent.

Net indebtedness Lufthansa Group

0418 0.007

2 2003 2004 2005
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The growth of {otal liabifities was caused by the rise in.sharehoiders’
enuity (€508m) and the incréase in liabiliies (€694m), Sharehoiders'
equity, which now - in fine with the IFRS rules - includes minorily inter-
ests, expanded by €612m thanks 1o the good result after taxes: it was
dented, by contrast, by the 2004 dividend payout ¢f €£137m which was

. disbursed In May 2005. Other positive effects not recognised in the in-

come statement - especially the ¢change in the fair value reserves aris-
ing from the market valuation ¢f financial instruments aind olher finan:

cial assels ~ are detaled in the Consolidated Financial Statements. Ti'ae ,

o equily ratio increaged 1o 235 per cem r;ompdred w it 222 per bent at '
the end of 2004

: Lcokmg at the debt captai nrofile the' Eono—term mcwseons ac-
cruals and liabilities decreased substantialiy bx "(‘;OQ"}R’E whereas the
short-term borrowings and payables increased by €1, 3bn The main
reason for this was the partial redermption in danuary zGO‘S ofithe
convertible bond Issued. it Januany 2002 al thefirat poss ible mp@#
ment déte in the nominal amount ci €694m book valye: £625m).
Consequently, the equivalent amount wWas rée aossfaed 45 at the re-
porting date as short-ferm mrmwenqc C@nva{aely, the deferredn: -
come fax. obhga%sons wh‘ch are also aliributablé 1o iong Ermpay-
ables, increased markedly as & result of the substantial net ;Jrofsi

posied for 2008, Furthenmore, the first-time consolidation of additional
companies entalls extra longelermyliahiiies of £149my and shotiterm.

liabilies of £153m. The ratio of Emg erm ifabxhﬁes to totaé flabilites
- decreaséd from 68 9 per cem 10 63 9 per. cem .

Ba.ance sheet stmcture
in 9

Assets

4 Ajrcralt and s‘par'é‘érégmes‘ :

233 @Oi‘wr 1onq A8 as

5,

20 qud asge‘ms aﬁd shases

B

2008

E

et ] OW{ Shet Mm as'«“@i'*

g Shaaeho!de s equity :

8 Longieim c,fap?té‘i'r

&4

“forwhich e defined flooris .
# plemented by free, firm! Iy coramitted cradit lines from hanks, Hence

Financial strategy and financial management The Lufthansa Group's
financial strategy is aimed at ensuring a high degrée of financial flex-
ibility coupled with & robust credil rating. Lufihansa intends to lastingly
strengthen its capital structure as a solid foundation for facilitating
long-term, value-enhancing growth of the Group. In the medium term
the eguity ratio'is fo be raised to 30.0 per cent. A key factor in this,
besides adequately replenishing the retained earnings, is the dedi-
cated funding of the retirement benefit obligations from avaliable cash
resolrces, which was started in 2004, Over a period of ten fo fifieen
years the Fompdnys pension.commitmants are (o be'fully funded via!

“ia ontractualrust agfe:ﬂmmi {CTAY In order to ensure that the refire=, | : ‘

ment penaft obligations-arg permanontiy counterfinanced.
The Lu(thansa Group's financing is managed on.a centralised

basis] Antinter: Grou;) financial offset and cash management system

reduces ihe financing volumeany oplimises the Group’s ireasury op-
orat‘ons with a positive effect on the netinterest result. The aim is 1o
minimise smeresi paymenis andreduce the voiai;!fty of earnings.

A Gfou;a«wmuc finance and liquidity plan ensires that the
Lufthansa Group always has stfficient liguid- reserves at its disposal,
£20n.. These liguid reseweu BrE:5Up-

Luﬁhanea@ licuidity requarements are reliably cushxoned against

seyclical ﬂuctua‘ﬂons arid volatile financ ing markets:

Raﬁngs' The Lufihansa'amuo is curren‘t!y' the 50l e European airfine -
- withinvéstment-grade ratings from Both v oady 37

aaS /stable) and!
anddrd&?’oors (BBE/negatsve\

7 Innovatlon and ﬂeet

, ﬁeveicpmeat az Lufthansa A@ & semce company Lufihaz‘ssa does not e
Lindulge in classical research and development activities. Instead the e
S Eroup has been uﬂnveéy engaged formore than ten years on investi-.4
gating the offecs” of-air traffic oh the enviror nment. Luﬁhansa supportsa’
onlmber of research projecisin this area’ {see ecﬁqn on Sustainability
@d(.& 65 el eeqcp - L N

mmmmn The Luﬁhgnsa Gzroup attaches gfeat mpoﬂance o8 inno-; -

 vative producis and sorvabcc rrthe’ Passcnacr Tranopcrtatson busi-"

ness:segment the focusis on the angoing development.of products
and sevices and'the; ‘optimisation of processes: Thus'the airine. has

5 '(ed the way 0 recent years. with Tts HONGircle Ciub the Firat Class +

lerminal andiils executive business jet service on: $eiecied America

: outes Lufthans a.was lkewise.a.pioneer in on-toard broadband

internet abcess and curremiy Ras the world's largest vntemet-capabte:”:t.‘:
fleet with-50 aircratt-in adcivt on; the private jet se:rwco antrtheslac-
tronic ticket system etix arg’to be evtcnded Thig I8 ¢ne of the rea-

isong why Lult Hansa German Airlines was chosen- By thé US trade
dqeumal s(aaeESaw‘y agthe 'most innovative alrline:in 2008, Similarly,
Ll wewere awarded mst p%aa,e in six categories under the Business
T Wlu é\ward
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Group Fleet
Number of commercial alrcrall and

additions 10 the fleets of Lufthan

ernian mr@mos (LAY, Lufthanss
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AG{LH), Lufthansa Cargo (LCA), Lufthansa Cityline {GLH),

developing new systems and! processes. :

¢ lurther enhance the service for.owr customers we are elabos
rating salutions in the Passenger Transportation business segment o
anable passengers to'check themselves in en route {mobile chetk-in}
or gt home (self-printed boarding pass). To improve bdth service and
security we are testing the possibility of integrating blometric dala into

the boarding card. One:innovalion that has already been implement-

" ed - on 28 January 2008 ~ is the live broadcasting of four. TV chan-
nels which our customers can recelve on board via the broadband
infernet link Lufthansa FiyNet.

We are working full speed on the forthcoming introduction of

i the new Air bus A380. Operatonae provesses and the internal corpa--
rate organisation are being adjusied accordingly. The busingss seg-
ment IT Services has devised an electronic flight map systemfor the
A380 together with Alrbus, The MRO sagment isconstructing a new
maintenance hangar for the AS80 at Frankfurt Alrport The Cater-
ing segmenthas developed a new hydraulic lift for in-flight service
which s also designed for the supersized A380. In addiion Lufthansa
Technik has.already elaborated a concept for the internal furbishing
of thu A3BO as a privetie et

i
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L AZE0 will

Air Dolomiti (EN). Germanwings (AU) und Eurowings (EW) as of 31 |
‘Manufadurerx’ Group Finance  Operaling Operator  Addilions  Additional
pe flgat Lease Lase 2006-2015 optiong
4 LCA CLH  EN 4U  EW  Group owned ‘ LHOLOA CLH BN 44U BW B
Airbus A300 W oW - - - - - 14 - e -
Airbus AB10 8 5 - - - - - 6 - | - 6 - - - - - -
Aibus AZIG ™ 37 20 - - - 4 - 24 1 e 18 2
Airbus A320 ae e - - - - - 36 T . - -
~ Airbus A321 28 o5 - - 25 1 .- 26 - - - - -
Alrbus A330 M2 10 - 10 ‘ 2 12 - -
- Altbus A240 -89 38 - - - - - 28 - 138 - - - 7 0
" Airbus A380 B - e e e e 0 | . e - - 15 5
Boeing 737 F 83 s - - - - - 61 - I 2 @3 - - - - - - -
. Bosing 747 a2 - - - - - 2 2 - 80 - - - - - - -
Boeing MD11F ® - 18 - - - = 19 - - e - - - = - -
’Canada;r S ‘
Regional Jet * v B ] - &3 - - - 62 | 8 - - 62 - - 17 12 0
ATR 3z~ - - 3 - 10 13 - - - 14 - 18 - -
Avic RJSS a8 - - 5 - - - 5 - 13 - - 18 - - - - ~
BAE 148 #: - - - - - 1 1 - t7 - - - 5 - 13 - _
Total aircraft 482 247 19 B8 3 4 8 339 22 71 242 19 80 19 24 48 852 37
* The aircratt 'owned by Lufthansa are currently leased to 'Euraa(aeQi;zgsA : ;
= FSir of the airerafts owned by L ufzhama are currendly lsdsed o Carmanwings, 1
Al oftﬂfi far Germanyt ings. . i |
in-order fo be able tc offer our customers innovative pvroducts and g F!eei The Lufthansa Group operates & fleet of 432 commercial alreraft
senvices in future, tog; we are working continubusly 1 the individual cofw nich 359 ‘are the commaercial and legal property of the Group and
Group comparnies - in‘some cases in contunction with parm@r on 93 are-leased. In 2005 Lufthansa took delivery of four new aircraff (A

bus A3 303 in 20086 the Group will take charge of four A340-600s i
thedast tw3> quarters. Ancther three aircrafl of the same type have been
: comm!mc‘gned for 2007 They will replace currently leased aircraft:
52 new aircrall additions are planned so farupto the end &F
2015, The biggest capital expenditure project is the Alrbus AS80. Itis
! to serve as a role model both on the ground and in the air as a flag-
ship of infovation. Lufthansa has ordered 15 of these superjumbos, of
+ which four are 1o be depioyed at the start of the summer 2008 tme- -
‘table. Owi ing to its greatly expanded capacity the A380 will provide
growth without having 1o increase the number of alreraft in use and

- will simultaneously improve the fleet's efficiency thanks to its 20 per

“-oentiower operaling costs than conventional long-haul aireraft The

If prove especially advantagecus on strongly frequented
routss to Asia and North America and at international hubs with,
imited capacity:

‘ In 2005 we laid the basis for the modemisation of the regiona!
fleet by placing orders for 12 CRJ200s. They will replace 20 CRJZ00
aircraft.
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8. Employe_es

As we wish i fulure 1o lay even grealer emphasis on cuslomer sal-
isfaction as well as on innovation and growth, we are sesking more ’
than ever before 1o nurdure and harness the know-how and vast oer-
formance potential of cur employees, The efficiency and commitmant
of our staff are a key component of Lufthansa's success. Qur objective
s therefore to ulilise and promote the capabilities of cur employees
for our commercial bensfit by encouraging them to identify with our
corporate aims and hence'themselves 1o think and act in anenire-
preneurial spirit, Achieving top performance in all fieids places high
demands on our stafl We suppont them in this procass through a
wide range of career development measures,

Training Each vear we invest around £300m-in bral
our employees. The Lutthansa Group offers over 40 different voca-
tional courses with a technical, commearcial or information technology
focus. In 2005 some 320 young people received a traineeship with
Lufthansa. On the reporting date 31 December 2005 we had 1578
apprentices and rainees on our pay-roli. More than 2,000, empioyees
took part in internal further training measures.

The integrated study/work courses offered by Lufthansa ~ 2hat
means combinating training or an internship with Lufthansa with
theoretical studies - are proving popular. in 2005 around 250 sty-
dents in 12 different disciplines took advantage of ihis training. An-

other growing field is eleaming. Last vear around 450 different lsarmn-""

ing programmes with a total of 1,762 teaching hours were in use at-
Lufthansa. The share of eLearning in the overalf training vo%ume has
U meanwhile reacned apprommate y 25 per cent

Trends in staff numhers On 31 December 2005 the Lufthansa
-Group's workioree otalied 92,303 empio vees [2004; 90,673) This
figure inclugdes 1,955 stafi.of the Eurowings group which was f newly
--consoliclated at the end of Dedember.and 443 pedple emploved byt
Catering companfos whith were likewise included inlo the group.of
consolidated companias for the firsl ime-As 1he revenis ge nerated

by the workiorce grew by &, 5 per cent in 2005 ihe procmc nvd/ of our” b

employees improved. «
In 2005 the employee iotai in most of the con%iadated Qeﬁgm g
menis of the’ Luﬁwansa \;roup contracted. The Logrctzcs segment r’*g

corded the largest year-on-year drop of 55 per cent At the end of the

year it employed 4704 persons afiogether. in the MRO segment lhe
headcount shrank by 1.3, per cent Up lothe-gnd.of the year {0,17,864,

“+ while the Calering segment's stalf total de\,imad oy 11 ‘pereentio

- 28,295, 1n the bighest. Passenger T aﬂsportamn business segment-
. Ihe number.of employees’inereased up to 31 Decembar 2005 by ‘

- 6.7 per cent compared with the end of 2004 16 37042 psrsons. Ths; "_ |

figure containgthe 1,955 empéoyees of the ELrow ings which were
Aew dy consolidated inthe Group accounts InDecember The num~

ber of ground staff rose by 5.2 per'cent, whe{eas the number of flight ’

personnelincreased by 82 per cent. The 1 Serv;ces ‘segment like-

ining measures for .

Staff Lufthansa Group,
by business segments

G 37042
4704
17 864
28 285
3280
1108

Passenger Transporiation
Logistics ‘
MRO
Catering

Services
Service and Financial
Companies

[ Bear-F: W)

The share of Lufthansa employees working outside Germany fell
marginally in comparison with 2004 o 33.9 per cent. in Germany the
labour trends at the various lgcations showed disparate trends. The
expanaion.of the Munich hub caused the number of employees there
o jump by 16.2 per cent. The year-on-year growth in jobs in Cologne
{(+20.8 per cent) and Berlin (+5.9 per cent) was largely the result of
the consolidation of Eurowings/Germanwings. In Frankfurt -0.5 per
cant} and Hamburg (-1.2 per cent), by contrasi, the workforce
decreased. The revival in demand for aviation services pushed up the
riumber of Service Professional frainess by almost 37 per cent to 771
I acdition, 168 pllofs (+42.4 per cent) being schooled at Lufthansa's
pilo's school were offered the prospect of joining the Group’s cadre
of pilots after successiully concluding the final part of their training on
he respective aircraft type. This also covered pilots who had finishaed
their training in the previous year,

Revenue per full-lime equivalence Lufthansa Greup
in & thougand

200 2002 2004 2005

* Differerice dus 1o changes in the
group of consalidated companies.

L2003,

wise recorded & slight ir (crcam inils WOFHQFC{, ovm twe%vo months el

3,280 (+31 percent),

@8
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9. Customers and sales

Segment Passenger Transporiation In 2008 a wial of around
51.3 million people flew with Lufthansa. The largest share of passen-
gers, al 77.2 per cent, wers counted within the European region, This
was followed by the traflic regions Amarica with 11.7 gwcr cent, Agia/
Pacific with. 74 per cent and Middle East/Alrica with 3.7 per cent.
CWith s Miles & More programme - around 17 miiiion marm-
hers were registered at year-end ~ Lufthansa has the leading cugs
tomer lovally programime in Ewope-AlnChing became the lalest new
“pariner aifline o join.up 0 the Miles & More programme, On 1 Apdl
2008 the frequent fiyer programme of SWISS will also be Integratad,
With such iniliatives as the HONCIrcle Club for the premium segment
and further programimes, e.g. Jeifriends for chilgren and youngsters,
- Lufthansa seeks to win-and hold various’ ’

responding surve VS,
' A its marketing activities Luﬁhanaa e¥pioits its sirong brand,
which.is characterised by & high level of recogniion and a powtwe '
image. Big clients, companies ang other mipodant customers are
accorded key-account ireatment For small and medium-sized enter-
‘prises there is the corporate bonus programme PartnerPlusBenefit
Forindividual ticket sales Lufthansa employs'a muli-channel -
straleny. Diredt selling'is executed via call centres and-the internset’
This distribution channel is io befuther extended for private custom-
ers. In Germany around 10 per cent otrevenue is meanwhile gener:
aled via vawwlufthansa.com, and another 10 per cent via other inier-
net portals.and the websites of fravel agencies.
in the stationary marketing segmentickets bre mostly @séd
through tfravet agents: in order to. boost sales, the travel agen’fs ars
offered ancem ves. :
Segment Lngisties The dlient baseig composed of 12 global pam
" ners {more than £30m revenue pay, around 120 business pariners
and rOugh v 1,000 re?wardera and shippers. The most imporant sales
region is Europs foll 1ow ved by Asia and Amarica: In addition, electronic
distribetion channglsare becommg ncreasingly important,
~Customer relalionships with very large or important clients =+
. giobal pariners, global industries ~ are managed on the basis of key
acmunis Matketing is-conducted primarnily through direct seliing and,
n less imponiant regions of the world, partly through general sales
%gemo
Lufthanea Cargo has stepped upiits d siribution actv jes i n the
North American markst, With the-implementation of the Galeway con-
cept Norly Americantraffic is now'steersd via the four alrports wa
York, Los Angeles. Allanta and Chicago. The oulcome s a clearly im-

Lufthansa . Annogd Report 2005

s0cial groups as customsrs.
The level of custor mer oatssfadion s cmstanm gaugedthrough cor= -

Group Management Report

oroved service and a stronger cusiomer orientation. In South America
Sao Paulo remains the gateway to the market Lufthansa Cargo cur-
rently has 26 stations in the USA and South America.

Custorner loyally is fo be reinforced by means of numercus
measures $uch as customer advisory boards, global partner mest-
ings, trade fairs, image campaigns and markating events.

Segment MRO The Segmeni-Maintenance, Repalr and Overhaul
{MRO} currently has a total porticlio of 515 clients. s largest single
customer, however, remains Lufthansa German Airlines. The three

st impotant external customer groups in ferms of revenue share

are scheduled aldines, charier and no-frills airlines, and VIP jet opera-
fors. The most significant region s Europe, which accounts for aver .
70 per cent of the MRO segment’s revenue. Then come Aslg, the CI8
countries, Middle East/Africa and America. ' ‘

I order to give customers an even better local service,

Lufthansa Technik opened new sales offices in 2005 in'Seatile, Dubai 1,
andMalpensa, The saled office

3 in Seattle maintaing close local con-
factwith the key major airorafl leasing companies; they own more
han-wo-thirds of all aifcrall leased worldwide,

. Salegraciivities are organised cenfrally in theform of direct
markeling, although'individual produdts may be sold through der
centralised distribution, 1 Marketing is regionally structured, and majo
clients are|given-individual atlention.as key accounts.

~inaddition, the MRE - segment keeps in touch with custorners

via intérpalional trade fairs angh:conierences as well as via regular

nofifications. of all inpovalions and new developments:
Segment.Cager§ng' The-, 'Catermgféegmem’s c#éemeié compriges’ R
some 27Cicarriers, which s virually all international-allines. The
regional revehiue breq wdowrig around 80 per centin EMEA

(Europs, Middite East, Africa), 30:per cent in North and South Amer- P
~ica and10-percent in Asla/Pacific. Scheduled alflines are catered™

mworédvn ide, charter ,airimes only
Europe plus Asia: ,
AP egent the Eargeat smgie revenue share of arouncﬁ 18 pef

in;Europe and no~'§zil§s carders in

cent of lal revenue is general tedd with the- companies belonging o he

Lufthansa Group. On'top of this; the LSG Sky Chets group has man- i
aged inrebentyears o gxpand its collaboration with smceosfu asr ines”
such as A iana and Virgin, Atlarific Alrvays. : g
-Marketing is organised Via global account managefb wrzh world-
witle responsibility for one or more cugtomers - depending on the
arnount of revenue generated by the customer - and regional or local
account managers withregional or local geographical responsibiities,

In addifion to these regional sales.functions, a corporate sales function -

is |ocatecs sithin LSG Holdi ng for the top £0 clisnts.
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Segment Leisure Travs! Thomas Cook is represented with 34 1our
operator brands In nine Europsan countries. in'all these gouniries the

campany operalss its own fravel agency chm andin three c@untneo'_

its own airlines.

Customer loyally is tradmonaél)/ fowin th@ Isisure ¥y raiel mdustfv
be comparad with those of othercampanies’. &
and small price dzﬁereﬂces often determine the purchaser's choice: " .

as products can eastly

Tnomas Cook is endeavouring to bind customers more ciosely
thrcL igh high brand guality, first-class service, argood price/perfor- .

ance ratio, customer care at the holiday destinations and.an u_nbu-
s enwirenment benignly and assuming entrepreneuriat responsibility

reauoraﬁc complaints management - in other words,'th;_oggh hight
product quality. Added 10 this are incentive and information Bro-

grammes for travel agency staff For some years now.the German aire,
line Condor has participated in Lufthanse’s frequem fly jer programme ‘

Miles & More.

Sales and marketing are organised on a decentralised baozs
in the individual source countries the group’s products are marketed
via the respective brands. Responsibility for sales and marketing is
split accordingly. In the United Kingdom and France the travel agnnuy
chains of Thomas Ceok are the markel leaders.

Direct distribution charnnels ars recording hth rates of qrowt%
and are gaining in importance in all couniries. More than. 10 per cent
of the total travel turnover in Germany is already generated via prapri-
etary websiles, call centres and virdual travel agency partners. Thomas
Cook constantly improves the funciionaliies and its product potticlio .

advertised on the websiles of the travel agencies and mdmduai tour .
operalors 50 as to offer customers ihe best service in the dir rect disti-

bution segment too.

Segment IT Services Luﬁhansa Systemns’ cu s‘fomer baso com DHSCS

around. 180 clierts, pri manh inthe airline industry. These are comple-
mented by cornpanies such as logistics service providers, banks and -

financial service providers, industrial enterprises and public transport
operators. Al present the [T segment generates approximalely 60 per
cent of s revenue with the companies belonging 1o the Lufthansa -
Group. This share is to be reduced to 40 per cent in the medium

ferm by winning more external customers. Within the airline industry
Europe is the regional focus. Asia/Pacific and Amer ica are the gfowth :
regions of Lufthansa Systems. :

The segment's products are soid 1o airline campan ies via d1~ i

rect marksting, divided into the regions Eurcpe/Middle East/Adrica,

Asia/Pacific and America. Lufthansa German Airfines enjoys key ac-
count status. Customer relationships with the other clients are organ--..

iset on an indusiry-specific basis. For highly standardised soiutions
(plug & work) Lufthansa Systemns is currerntly oons@rucimg a model
distri buison channe! via distribution pariners.

A special marketing campalgn has been running since Sep-
tember 2005 to markel the newly developed innovative IT system
FACE (Fulure Airline Core Environment).

10. Sustainability
Displaying respohsibility - maintaining a balance The provision of

service is our profession, And with our service performance we wigh -
to set the benchmark for the European airine industry, We.owe itio

88

oyrinvesiors (Glastingly and reliably create value. The yardstick for
this-ls set by the capital market Commercial success and an entre-
preneutial geared o sustainability and environmental protection are
not mutually exclusive, however. What we understand by the concept
of qu&tamabz!rt\/ ;fs rather, harmonious | nterao{zon between the three
pillars sconamy, ecology and ‘cotporate soclal rosponssbdﬁy Qur
goal, iy taking due account of these three components, is to foster a
growth-boosting corporate culturé and 1o secure sustained, commer-

- clal success for the Group,

Maintaining a balance'is a key imperative for us. Treating the

ars therefore primary corporate aims, and we regularly frack and re-
portthe progress made towards achisving those aims. Each year we
publish the “Batance JQumai as a separate sustainabifity publica-
tior.

Environmental management In our work we consume energies and
raw rmaterlals; this also produces waste and emissions. In order to
minimise thase effects both locally and globally, the Lufthansa Group
has developed guidelines for pro-aciive ecological care and obliged
its companies to cbserve them. They are both an expression of our
responsibility and the basts of our Group-wide environmental man-
agement.

Since 1995 Lufthansa has had environment represeniatives of
an environment depariment in every relevant management unit at
Group Jevel and in the wholly cwned subsidiaries, All the Group com-
panies annually supply up-lo-date data to our comprehensive envi-
ronment database. We derive important ecological ratios from these
which serve as the basis for the planning and monitoring the efficacy
of the measures taken 1o constantly improve our environmenial man-
agement. Ecological ratios also ;, ay a key role in our aircraft procure-

) ment strategy.

Kerosene consumption Driven by our own motivation 1o actin har-
mony with the environment, we have for years been reducing the
average kerosene consumplion per passenger within the Lufthansa
fleet. In 2008, oo, energy-saving activities will be atithe focus of our
operational environmental protection efforts with the threefeld aim
of conssrving natural resources, guarding the climate and reducing
costs. : )

~ To ensure that we can draw on an adequate supply of tuel over
the Jong term, we have comimissionsad a study. Cne aim of this analy-
sis'is 1o evaluale and summarise the state of research on the presant
and future supply situation and price trend up 10 2030 on the crude
oll and kerosene markets. Another aim is to obtain an overview of
potential allernatives 1o kerosene not based on crude oil that could
serve as fuel for turbofan and turboprop engines.

Environmental research Specilic and often very extensive and expen-
shve research 3 required to facililate an objective evaluation of the
effects of air raffic on the environment and identify the right approach
1o minindsing environmental burdens, For this reason Lufthansa sup-

_ports a number of sclentific projects, espedcially in the fields of climate

and noise research. The table below gives an avendew of the projecis

- which we are currently promoting.
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i institutions and organisations (o core princi iples

" pursue ethical business
o acivame therpinits Sphe{e of mﬂuencp o ac? Wiy, .

CARIBIC

An EU project to investigate the Earth's atrmosphere at cruis-
ing altitude. Tests are conducted aboard a Lufthansa long-
haul air¢raft

MOZAIC

Ar EU project to observe the Eariiys almosphere through the
continuous measurement of climate-relevant frace gases &t
cruising altitude

“Cnziet Traffic”
An infermodal research project to reduce the noise of road,
rafl and aircraft traffic

FREQUENZ
A research and development project on reducing noise by
retrofitting alrcraft ,

AERONET |
An EU project to coordinate European research projects on
the reduction of airoraft emissions

CONSAVE 2050
An EU project to forecast the growth of air traffic and emissions

CORAXX
This project involves optimising a complex atmospheric
chemistry model by measuring CO at cruising altitude

DOSMAX
An EU project for the continuous measurement of radiation at
high altitudes during increased solar activity

Measurement of jet engine emissions

A research project using optical measu ring techniques to
study the effect of processes inherent in aircraft ageing on jet
engine emissions

Epidemiclogical study of high altitude radiation

Examination of potential finks beiwesn exposure 1o radiation
at high alttudes and moriality risks for flight crews

-1

- : UN G%oba& Compact AL the end of 2002 Lufthansa bwame the ursi :
% airhine inthe world o commit itself to the ;:rmo iples.of the UN Giobal
nitiative launched by -

-‘Compa«st the Goad Corporate Citizenship in
- UN Secretary- uenera! Kofi Annan. The obj octive of this international
forum githe vo!untary commitment.of giobally active enterpr SE8;

righis™; L abour”, “Environment” ang “Anti-Corription” (see box),

: Through its membership Lufthansa has voluntarily. pledged stsef o
se.core pri mpb md to”h

3, Praciics, to-liveithe
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| .
Lore g:nm iples of the UM Global Compadt

Human r%ghts

The Sec r‘@tdry General asks world business to

E’rmcupie 1: support and respect the protection of internation
alty prociazmoci human rights in their sphere of influence;
and

Principle 2: miake sure thal they are not complict in hurman
rights abusw

Labour |

The Sec‘re‘mry General asks world businesses to uphold
Principie 3: the freedom of association and the effective rec-
ognition ;of the right o collective bargaining;

Prmcspiq 4: the elimination of ali forms of forced and compul-
sory Eab@{;

Princinle 5: the effective abolition of child labour;

and |

Principle 6: the elimination of discrimination in respect of
employment and occupation.

Environment

The Secretary-General asks world business to

Principié 7: suppor a precautionary approach o environmen-
tal chaliénges; -

Princépié 8: underiake initiatives 1o promote greater environ-
mental fesponsibility;

and

Principle 8: encourage the development and diffusion of envi-
ront mntaiiy friendly technolcgies.

Antl-Corruphon

Pnnc;pie 10: work against ail forms of corruption, including
extortion and brigery.

|
|
I
i
¥

Knowledge and ideas management Lufthansa practices knowledge ™
managenm St at severai levels. A major fole
intranet porak eaase #eollates internal Group information which can
be
NOMerous kncw ledge: management and dowm rit management func-
tions, With jils
L contact pamers it faciitates targeted communication within the com-
" pariy, Bul knowledge management is also practised at thé micro level ™
s at Lufthansa via: department-specific knowledge banks, reference fibrar- -
i85, proceds visualisatons/documentations and m ch iore besides. -

in this is played by our
systemati caﬂv Fetrioved or structurally filed by all employees via

&inforfnation on the orgarisalion of the Group and lists of
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Disseminating best practice across borders for bengficial effect s the
atm of the injtiative “Best Praclice Exchange” of Lufthansa German
Alrtines, The consiruction of a cross-country database makes i pos-
sible, say, in the areas of passenger processes or sales, for special
know-how ¢ be kayed in, forexample, by slaff in | mdon an_d_ read
and used by staff in Romie or Singapore. ‘

“mpulses”; our Group-wide idea daiabase, COMPrses around
12,000 successiully implemnented proposals. Each year same. 2.500
new ideas are submitted. Since 2004 our ideas management has
been integrated into our intranet. Both realised and unrealised: pro-
posals worldwide can be viewed via this medium and chccked for
heir applicability in other areas.

To advance the use of idea and know!edae managemem and
promote innovation, Lufthansa stages the annual international forum
“Innaviation®, which in 2005 tock place undier the slogan Manaa ing
Quality and Creativity”.

11. Risk and opportunity report

System for the imely deteclion and management of riske As.an
international airline Lufthansa is exposed both 10 general entrepre-
neurial risks and 1o industry-specific risks. Key areas of exposure
are capacity and utilisation Yisks, strategy-related risks, po;itivai rigks,”
operational risks, procurement risks, wage pJExcv risiks, IT r| ius
financial and treasury managerment risks

The risk management strategy of Deuwhe Luft hanca Au pier=
mits the Group to explot business opportunities that present them-

selves as long ag a risk-return ratio in line with_ market condifions can .

be realised and the associated risks are an appropriate and sustain:
able component of value creation. Rigk maﬂagemeﬂt isa fundamen~
tal element of all business processes and decisions,

The targeted management of entregrensurial opporﬁumt es and
business risks alike is part and parce! of Lufthansa's uorpora?e‘stra* .
egy. Consequently, the Group's system for the timely detection-and -
management of risks consists of a multiplicity of componenits.thatiare

systematically embedded in the entire organisational and Operational”

structure of the Group and its enterprises, There is ne autonomous
organisational structure; instead, risk management is regarded as a
prime responsibility of the managers of ai business entifies and of the
process and. project managers in the Group companies.

One of their management responsibilities is (o ensurethat the:
stafl are likewise integrated into the risk management system,

The Risk Management Committee ensures sure, on behail of
the Executive Board, that risks are identified and assessed confinu-
ously across functions and processes. It is responsible for the sys-
term's constant further refinement and for verifying iis effectiveress, It
reports regularly to the Exscutive Board. The Commities further devel-

ops the basic principles of risk policy and oversees el compliance. -

it also communicates the Group's risk policy, defines the documenta-
tion requirements and initiates any nacessary reviews of specific as-
pects of the risk management system by the internal auditing depart-
ment :

All major potential risks to the Group's profitability or basis of
existence are documented in a risk map; this risk map is regularly
updated and extended. Major risks are defined as dangers which per
se might cause damage equal o at least one-third ¢f the eafnings
resull necessary 1o maintain the Groug's inherent value.

70

Due account is taken of polential interdependencies between differ-
ent risks.

The mem res designed e ensure the timely detec‘imn firnila-
fion and elimination of these risks within the framework of Lufthansa's
risk Vmarsagemem system are themsalives regularly reviewed and re-
inforced. 1

Over and apbove appropriate insurance solufions, contingancy
plans ailored 1¢ each individual rsk situation are in place for the par-
pose of combating.and controliing risks,

A analysis of risks, together with possibilities of limiting and
overcoming them, also forms an integral part of the Group's strategy
development process and is incorporaied into Opergtional Group
Planning.

The irideper ﬁd@nt auditing company PricewaterhouseCoopers
Aktiengeselischaft Wirschalisprifungsgeselischaft (PwC) examined
Lufthansa's sys%om for the early detection of risks as part of its audit
ot the annua! financial stater ments. It confirmed that the system meets
he defined requiternents.

Risks and cppoﬁunities of future developmeant The eflecis of and
fluctuations in giobal economic trends and the general macroeco-

nomic setling have a fundamental impact on the Lufthansa Group’s

course of business. Cyclical economic changes generally trigger a
corresponding effect on the “iamanci for scheduled aviation senvices
with a stight time-lag. i

The world economy grew vign {ficantly in 2{)u5 despite dramalic
rises In crude oil prices. The persistently favourable financing terms,
resurgent corporate profitabifity in the indusirial countries and the ro-
bust growtly iy the emerging markets will ensure another strong ex-
pansion o world fade in 2006. Potertial risks which could jecpardise
this sceriario are a further increase in oil prices, geopotitical risks
such as war and ferror or pandemic diseases o which the global avi-
ation industry is increasingly prone.

The biggest single influence on Lufthansa’s result in 2005 came
from the dramafic increase in expenditure on kerosene. This soared
by 46.3 per cent in the'course of the year. The fuel bill climbed from
£1.8bn in 2004716 €2.7bn In 2005, Alrlines worldwide, including
those of the Lifihansa Group, responded 1o this development by in-
troducing price surcharges (o help counter the higher fuel expendi-
ture, which were successfully asserted in the market Thanks to this
measure plug the routinely deployed fuel price hedging instruments,
Lufthensa was able to offset a substantial part of the additional cost
burdens. Although the market accepted the introduction of price sur-
charges, itis possible that a futher rise in fuel prices may have a
negative impact on the demand trend.

In assessing the business outiook for the Passenger Transpor
Business segment, Lufthansa is confident that it will proft in the me-
dium and long term, too, from a growing demand for aviation ser-
vices. However, the growth dynamics and demand structure are likely
to vary across the different segments. Thus in intercontinental traffic

ufthansa anticipates that in the wake of further marke! liberalisation
and on accourt of the ongoing strong growth in Asia, in particular, its
own business volume will also grow. In European continental traffic,
by contrast, the increasing price competition together with the more
subdued pace of econornic expansion are leading 1o a more muted
demand trend. .

Lufthansa  Annual Report 2005




In global air freight market growth rates in 2005 were below the
multi-vear average rate. Alr freight business w,i remain an atfractive
growth market in the future, oo, The growth is focused In the slandard
segment which is dominated by the shipping companies. Within this
segmant it is especially the low-margin coliective shippers and the
pusiness with ship-ready units that is oxpawding Lufthansa Cargo's’
strategy, which was newly formulated in 2005, is zaimed at continuing
to pafticipate in growth in & changed markel setling.. .

“In 2005 the Logistics segmm‘i increased profit despite ibe bur-
dens ensuing from the hike in fusl prices. In keeping with the agreed
rules, surcharges were aiso levied on freight rates to compensate

for these extra burdens caused by the surging fuel prices. Yields per

flight were stabllised through tarpsts 4 vield and capacity managé-
¢ which inciuded optimising the freight plane capacities. The seg-
merﬁ simultaneously managed 1o lower uriit csts appreciably in the
walke of implementing the reorgaﬁ isation,
_ The Lufthansa Group will be able 1o benslit fuﬁh«—\r in altbusk
ress segments from the'trénd towards-outsourcing senvices that.
were previously produced-in-house triggered by iie cost pressures:
~throughout the secton Maoreover, the pressure 10 ‘consolidal
traﬁac industry remains. high in virually all markets, However the busi-
s segments face sS4 competition from other service providsrs. Ta,
br\ able 1o offer competitive prices, the inftiated measures and pro-'s
g'am'ne- s aimed af reducing costs must be achisved infull,
- Combining thé stréngths of Lufthansa and SWISS appsars fo”
be a sound sirategy for maeting the future challenges arising from the
© lasting changes inthe European rarkel and gompetitive landscape
©indhe air traffic industry, o ﬁafequard long-term commcmai viagia.
ity'and o permanently raise thé Sompetiivensss of the two partners
now amalgamated undst the umbrelia of Lufthansa. The importance
and connsctivity of ihe three hubs Fran Ifurt, Munich and Zurich are,
in kesping with the principles of cost effectiveness, not only to be rex
tained but aiso developed furtherin 2 fair fashion In linewith the.re-
fspea,txve marksi pote’wtzat cusiomer preferences and the quality and
coststru ictures The'two sirong brands Lufthansa and SWISS, a joint
frequent fiyer pregramme and, not least, an attractive cambmed route
: network may be expeciedioacl as.a stimulus.for jomi Grow i,

A0wing tofs stable financial situation, furthier business oppo--

funy i;es are o;:fen to Lufthanss in Eurcpe owing to the need for can-

. solidation withinthe industry even %ftcr the mergerwith 3WISS: The
' eastern enlargement of the BU will sontinue 1o offer possivilities for. |
growih in the Passenger Transportation busi ness and Leisure Travel
segme"zts in the commg years,

Human resources risks The Lulthansa Group's growth and develop-
mert depends crucially-on the commitment and capability of its stafl
We are facing constantly. growing competiion for highly qualified
experts and managers. We'are mesting this challenge by, for example,
nurturing close contacts with universities and through a regruitment

" programme failored 1o oty requirements. Atiractive career development
measuras and a perioimance-related rer mnerat;on struclure are the
basis for winning and retaining stafl
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Competition Compstiivensss in the airline industry, heavily dependent
as it is on ihe cyclical development of the overall economy and geo-
netitical faciors, hingas on how flexitly a company ¢an react 1o chang-
&3 in dermand. A key requirement remains keeping fixed costs flexible
and vaﬂa‘aéel, this can be-decisive Tor winning a competitive edge.
Personne! costs have been made more flexible by the coliec-
five wage agresments concluded for ground staff, cockplt crews and
cabin personnel with the social pariners back in 2004 as part of the
Concertad Action programme. This enables the Group 1o react quick-
Iy 1o fluctuations in demand and 1o belter equalise gconomic con-
seguences. Competitive collective labour agreements tallored 1o the

= epecial features of gach segment with new competitive pay scales. -

have diso Been agreed inthe Lufthansa AG and L8G Sky Chefs. We
anticipate the: conclusion of similar solutions for the other business
segments it }20@@

Alrcraft and staff productivty have likewise been raised further
and the feximiﬂ;\, and speed of response in the deployment planning
for.cockpit crews and cabin staff have been substantially improved.

: But another key competitive factor ig the confinuous improve-
ment of iheicogi position: At the start of 2004 Lufthansa launched

a comprehensive action. plan torout costs, By the end of 2005 tolal
savings of @788m n&d-been achieved.

The a?oguardmg of profitable average vields requires oﬁu-
ing custorners inthe premium segments a convincing portfolio with -
identifiably enhanced product and service features. In order o meet
business travellers' particular need for comfortable and convenient
flight conditions, Lufthansa has substantially upgraded the seal com-
fort.of iis Business Class product on long-haul routes through the

£ hwo-metre bed and on'shon- haui routes through the introduction of
e four-seal row. :

Pagsengers inihe long-haul segment also ehjoy the giobally
unigus faciity ol inlight broad band internet access. With the iniro-

duction of the new seétvices for HONCircle members and Firgt Class.

pas;sseﬂgers[ and the opsring ¢f the First Class Terminal in Frankiun,
Lufihansa offers: these customers a new dimansion in exclusiveravel
The positive rendiin the: number of First and Business Class passen-

* gers atlesislio the success of these measures. The decline in the share
of premium fickets on confinental routes was successfully halied, and.
" inintercontinental traffic aciually increased again.

To prevent a furtherloss of market share in the pricg- se%’{ivo
customsr segment in Germany anid Europe, Lufthansa has launched
the “Pregramm Hamburg ~ BetterFy” project. The aim ¢f this pro-
ararmime Is|lo revamp and commercially revitalise the decentralised
raffic markst in Hamburg. On the basis of a compelilive price strucs
ture, extra passenger volume is to be generated 1o fill the additional
capacily offour aircraft, Given this campaign’s emerging success, i
is planned o extend It to further locations.
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Infrastructure The planned extension of the take-off and landing run-
way system al Franidurt Airport assumes considerable impcriance for
the ability to participale in long-erm growth and hence for Lufthansa’s
competitiveness. The extension project is a key prccond’?ioh for secur-
_ing Frankiurt Airport’s fulure ‘asian international aif traffic i hub,
Despite continuing resistance fram the opponents of extoz;smn
the airport operator Fraportexpects that pfannmq permigsion o ext-
fend the airport will be granted in the courss of 2007 The new runway
S willbe in ope{atsm by 2008 -at the earliest. Work on conatructing the _
mairtenance hangar for the Airbus A380, which was approved ina
separate lzcmsmg procedure, has already begun, Lufthansa plans o
deploy the new superjumbo from 2008 onwards, ‘ B
in this context Lufthansa plans to further extend. Terminal 1 joint-
ly with Fraport in order to create A380 docking positions dirsct at the ‘
ferminal, increase the numiber of gate positions and provide addition-
al spacefor First and Business Class lounges.
In particular, a practicable solution allowing a certain amuunt
of night fights is cruciat for ensuring economical and efficient use'of
the new capacities. If such a solution is not found, Lufthansa German
Alrines and Lufthansa Cargo would have 1o partly refocus iis flight
schedule structure in the medium term on suilable alternative hubs.
Ner would a possible linkage, as proposed by Frapor, between
Franifurt Airport and the small nearby Hahn Airport mest the rbquaro-
ments of practicable operation at a single hub, .
Boitlenecks in the Eurcpean air traffic contre! ﬁvs‘zemb are con-
tinuing to cause substantial flight delays. The ,nfraaifuctura shortco -

ings are burdtening the profitabiiity of all buwropean airlines. I addmon -

they are jeopardising the sacior's abifity to keep pace with the grow-"
ing demand for air transpart services. Together with the compatitors, -

Lufthansa is therefore pressing the Europsan Commissionand e
national governments to create an efficient system of air traffic control

throughout Europe. Lufihansa has consistently undersoored the im:
portance of the infrastructural sefling and has instifutionalised this with
the joint initiative “Air Traffic for Germany” with the respeciive parners
- ie. airports, air traffic controf and public authorities. Meanwhile a
master plan has been put forward for infrastructure development, es-

pecially for afrport developrnent. In addition, the European Center for ‘

Aviation Development (ECAD) established thanks 1o this iniative is
elaborating a cchesive strategy for a forward-looking blueprint for the-

air traffic location. Key elements of the master plan have been accept-’

ed by the new German government as a basis for its further work. -
International competition is increasingly spreading 1o embrace
the combined systems of airports, air traffic control authorities apd
airlines. This necessitates the competitiveness of all air traflic sciors
within & single system partnership so as to'achis
for the aviation location. Lufthansa therefore smends to form abroadly.

based consortum together with other key interast aroups fo'take over .

the newly pnva’iased Germarn air ir, aﬁ;o cent oi auhonty "

v greater efficiency -

Development of alliances One of the mainstays of Lufthansa’s com-
mercial success is fts infegration Into the world’s leading airline pari-
nership ‘system, the Star Allance. With its summer 2006 imetable it
offers its customers coordingted Hight connections to 843 destina-
fions i 153 countries. Our Alligfce partners United Alrlines and US
Alrways, which'in the past véars fited for protection from their credi-
tors with & view 1o achieving a restructuring under Chapter 11 of the
US Bankruptey faw, have meanwhile successiully concluded the
procedure following the agreement of the creditor committees 1o the.

restricturing plans put forward by United Aitlines and oliowing the

merger of US Alrways with America Wast. This means that the Alflance
continues 1o have access 10 the fransfer connections necessary in
order to extensively cover the key US markel.

Exchange rate, interest rate and fuel price risks As an internation-
ally operating aviation group, the Lufthansa Group bears the risk of
rising Costs as & result of changes in fuet prices, interest rates and
exchiange rates; Lufthansa's corporate policy is 1o imit these risks inter
alia by means of a systematic financial management strategy featur-
ing appropr%@i‘e management and control systemns to measure, steer
and monitor these risks. To this end Lufthansa makes use of internal
guidelings which are laic down and frequently updated by the Execu-
tive Beard. Compliance with the guidelines s continuously monitored
by the Group finance-controliing and internal audit divisions. In addi-
tion, the-current hedging strategy Is constantly discussed in cross-divi-
sien'managerent commitiess. Furthermore, the Supervisory Board is’

regularly.informed of the exposure positions. Note 44 ‘o the Consoli-
o dated Financial Siaternents of Deutsche Lufthansa AG gives a detailed
Cactountofihe @xchanqe rate, merest rate and fuel price hedging

posi itions.”
i the context of eYc hange raie risks connecied with operational
business Lufthansa s currently a net paver with respect io the US dol-
lar, notably'owing fo fusl-related payments, which are always denomi-
naled in US dollars. All other currencies generally show net surplus-
es. The euro equivalent of the planned exposures from these other
currencles that need to Be hedged currently amounts to €3.8bn. The
main rsk.currencies are percelved as the pound sterling, the Swiss
franc, the Japanese ven and the Swedish krona. Exchangs rate risks
arising from the planned operational exposure are hedged progres-
sively by forward contracts over a period of 24 months, The average

* hedging volume amounts 1o 50 per cant,

50-per cent of the currency risk arising from investments in air-
craft is hedged as soon as the purchase contract is signed. In the
Jast 24 months prior to an oulgoing payment the hedging rate is in-

‘craascd:bgz 1G percentage points every six months, Besides forward
eontracts; corridor options are used for hedging purposes.

§
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Lufthansa aims 1o ensure that 85 per cent of s financial liabilities
are subject to floating interes! rales. This ratio takes due account of
the wir goals of long-ferm minimisation of interest expenditure and
of reducing the volaility of earnings. Herce Lufthansa intentionally
nedges only 15 per cent of the interest rate risks arising from finain-

* cial izhilities. Foreign curtency risks associated with financial ligbilities

are, as a'matter of course, fully hedged by means of crogs-currency.
swaps. Ihe euro equivalert of the financial Haki Imeb that nesdic be.
nedged currently ariclints to €3.3bn
- i The Lutthansa Group's annual fuel consumption amounisto;
some B million tonnes of kefosens. it constitutes.a major costitermn,
accounung for’ amund 14 percent ol the Lufthansa Groupu fotal.op-
erafing éxpemea Large swings in fuel prices can thus have a sig--
nificant impact on the:operating result Lufthansa therefore emgioys
a rulepased fuel price hedging strategy with a time horizon-of 241
months. The aim is to reduce fuel price Hlctuations: The hedges are
generally concluded gn crude oil, In addition, short-term hedges are
concluded on the price:dgifferance between keroseng and crude Gil
At ihe reportingidate crude il 'price hedges had been conglud-
ed for'86: per cent of the anficipated fuel needs for 2008 in the formi
of corridor options axcﬁ other hedging combinations, For 44 par.cent
f the tusl requremeﬂ Jor 2008 the effect of the hisdge against.an-
¢ exireme price ﬂcraaro is fimited by offseiting transactions. At the re-
E pomnj date hedges had been concluded for around 25 per centper

 cent ofthe anﬁ;upated fuel fequxrpm::m for 2007 inthe forf of cor-

. ridor options and other hedging combinations. For 16 per cent ot the
fuel requirementfor 2007 the effecl of the hedge against an exlreme,
, price increass is timited by ofisetting fransactions: :

Sl et pnuee were-to drop far below the price level prevaiting at ‘

the'end of 2005] this wm il significantly rciaﬂvb Lufthansals expendi-
iwire total, However, the associated potential costrel iief would be parly
fimited By the put options written In the uonieyz of the chosen hedgmg
instruments: ;

i.iquidé’ry risks The soonomic crises, terrorist attacks and epidemics
in'the recent pasthave undersoored the need for constantly updated
o liguidiys planning and sufli clent Hauidity resenves. To this end-Lulthansa
amploys afinancial repomng aystern which, for all companies majority-
" owned by the Lufthansa Group, provides infarmation on.the actual

financial status and expected payments flows centrally ~accordingtoa -

" standas rdised structure. The platned.paymant flows of.all Group com-
panies for the comi ing 24 months, broken down by currency, reported
at the end of each month provide an up -0 aﬁe picture of ‘me antici-
pated liquidily pattern. ‘

' Lufthansa maintains fiquid reserves in the form of ai Ecaat t?bm
worth of liguid resources that are available at short notice. In addition,
it can draw on afurther €2on of granted free credit lines,
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Financing risks Lufthansa is dependent on access to appropriate
financing ingtrurments for making necessary investments, This access i
ensured as Lulthansa — as currenily the sole Europsan airline - emom
investment- oradp ratings, which.gives Lufthansa favourable financ-
ing afternatives, Lufthansa pursues the goal of minimising its financing
costs while maintaining operational and financial flexibilty. Even after
including Eurowings aind Germanwings, the Lufthansa Group has &
shate of unencumbered aircraft in its fleet of currently around 70 per
centwhich can be used at aH times as coliateral for financing. Over
and above this, Lulthansa has long-standing banking relationships with
numerous credit insfitt ixons Due ing critical situations in the past these
hanks have provad 1o be reliable pariners for Lufthansa irrespective of

Credit risks| The sale of passenger and freight docurnents is largely
effected via agcnc’eo' Thess agencies are mostly connecled 16 country-
specific cleaning systems. The creditworthiness of the agents is con-
finuousty 1 o‘v ewed by-the respective clearing houses. The recelvables
creditrisk of sales agents is relatively gmaii owing 1o braad global -
giversification, . o
infer-aiting recesvab}es and payab es are sefiled orva-bilateral
bas is o viala clearing’ house of the International Alr Transport Associ-
ation 1ATA) The general net setilement method of offsetling all receiv- )
ables and g'aa yables at menthly intervals leads to a marked reducion
of debtor de?auﬁ fisk. Inindividual cases a separate surely s required
inthe zecp%f‘twe performance contract for other business. In the event
of anaiding bankrupwy under the US-Chapter 11 proceedings of
comparabi @ insclvency arrangements in other countries, the risks are
likewise imited. As a
applyto the bankruptey court for an exemption which aflows them o
uphold exiding business refationships. In the past this application for
exemption has always besn granted by the court, thus faciltating the
cominuaiiuh of the high-volume and mutually lucrative interline busi-
ness. The gruni ng of the exemption entails the unconditional payment -

2of all ex;stmg receiables and a particularly stringent monitoring of

the payment behaviour during the restructuring phase. in the event
ofa negaﬁ“ iecisian by the bankrupicy court Lufthansa is entitied 10
cense all s ‘ ices and paymenis immediately. .

Lufih&ma concludes many different ’:ypes of fmaﬂcuai market
fransactions. The counterparty default risk arising from financial mar-
ket irangactions is defined as the rigk resulling from a potential defaut
of the conliaciing business pariner. The objective of the counterparty
Bmit systern in use at Lufthansa is the permanent asgessment and
management of this counterparly default risk, il was approved by the
Executive goard in the context of adopting the guideline for hedging
interest rah, and exchange rate risks and the guideline for hedging
fuel price risks,

g
[

rule the airlines seeking protection from creditors -
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A maxirmum permissible risk is defined for each counterparty (asa

rule banks and mineral off companies). This is largely derived from

- the raling of recognised rading agencies. The execution of hedging
transactions in thé case of mineral ol companies is mostly outsourced
1o subsidiaries which have no rating of their own: i no decigration of
warranty is provided by the parent company, a mammum ‘wredit ling

Cof €10”ﬂ can be set for these enlerprises.

Within the defined counterparly imit, the lrading units may con-
clude individual transactions, such as financigl invesiments, foreign -
exchangs, interest rate and fuel financial derivatives ag well as lsas-
ing deals, directly with the counterparties, The degres of utifisation 0< ,
these counterparty limits through existing fmanc;az market fransac- ~
tions is computed and reported on each business day. Any bréaching

- of the limils iriggers an escalation precess dunng which the inifiati ion

of further measures is decided.

Insurance 1t is becoming more difficult for the European airines (o
insure themselves against terrorist attacks involving weapons of mass
destruction. Specialised insurance companias have largely stopped
offering insurance coverage for damage 10 aircrall in connection with
such risks. In respect of legal liabiiity insurance Lufthansa weicomes.
and supports the associated efforts of the European Commigsion 1o

achieve a uniform solution, since the real aargci of. po?om:al aftacks is ’

the community of states.

12. Report on events odvbu‘rring after the =
balance sheet date

On 4 January 2006 Wfthansa repaid ahead of sch@duie'ﬁé%m of

the nominal amount of the convertible hond of 2002/2(12 ~"securities .

identification number 785 560 = carrving a.coupon of 1.25-per cent
using avaiiable liguid funds, This means that fust €51m ¢f the amount
raised by the convertible bond is still oldstanding. :

The squesze-out initisted in August 2005 in connect Gﬁ with the
takeover of Swiss Iniernational Air Lines AG was successiully com-
pleted on 27 January 2008. Lufthansa and the Alrmnea Foundation
now hold 100 per cent of the SWISS shares via the Swiss company
AirTrust AG. The retail SWISS sharehoiders who were bought out via
the squeeze-out received the same price of CHFFR.86 for their stock
as those sharehoiders who sold to AirTrust AG during theinitial take-
over bid,

13. Outlook
& Economic outlook

General economic selting For the years 2008 and 2007 i is expected
that the world economy will continue to expand vigorously despite

-persistent high crude oit prices. The main driver of growth i likely 1o

be investment supported by the slill favourable global monetary policy
snvironment Economic growih of 3.5 per cent is anticipaled in 2006
in 2007 it is expected that the gradual easing of the monetary stimu-
tug (due in part jo the interest rate rises in the USA) and the efforts
to-lower. government budget deficits will dampen investment activity
and sconomic growth in the G7 countres. In conjunction with a fur-
ther deceleration in other stales and regions this will probably lead
o a slackening of global economic momentum. For these reasons a
slightly lower growth rate of 3.2 per cent is expected in 2007

- This' projection takes no account of the possibie dampening

" infiuence on global economic momentum of a renewed surge in ol

nrices. Moreover, an overheating of the Chingse economy could ad-
versely afiect the development of the world economy. Nor doas this
scenario include the possible implications of a further spread of bird
flu,

The possible economic trends-in the individual regions are as
follows:

GDP growth forecast for 2005, 2008

2005 2008 2007
and 2007 y-on-y change in %
World 35 35 32
Euro zone 14 20 S ;6
Somans e 1? o - -
USA ' 35 33 27
Asla (excluding Japan) (:? 6.7 64
China A Y 84 88

Source: Global insight 15.2.2008, fgures calendar-adjusted,

Alr raffic As the world economy is displaying robust growth despite
the steep rise in oil prices, the IATA anticipates that international
scheduled air trafiic will post & slightly slower growih rate of four to five
per cent in 2008 but can expect demand to pick up a litle t0 5.5 per
cent in 2007 The main drivers of growth, according 1o 1ATA, arg the
economic expansion and the progressive deregulation of the air traffic
markets. The ongoing pressure-on prices caused by excess capac-
ity shouid stimulate additional demand. Asia/Pacific and the Middle
East should remain the fastest growing regions. A rate of expanson of
6 per cent is forecast for the alr freight market in 2008. This assump-
tion i likewise based on continuing global economic growth.
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Al the experls expect that in the years 2008 and 2007 the global eco-
nomic upswing will cortinue. In he euwrc area and Germany, oo, a
stronger rate:of economic growth is forecast than was recorded in the
past financial year, All'ob the Lufthansa Group's companies wil perefit
romi s, The main countervailing factor isthe high oif price; 28 no
change In trend seems tikely. The Group's operational market eriron-
ment is addilionally characterised by fierce compelition and he result-
ing pressure-on prices and yields.

Lufthansa i3 .actively prepared io tace these chalienges. The
Group companies. are implementing pragrammes aimed at bméﬂng
productivity and vields which are assured of bearing frudl :

The core Passenger Transporiation business, wilt expandiils

capacity only moderately thiswear angd in doing so will concentrate

" on growth markets. The restructuning of the Lelsure Travel segment

nas been cofnpleted, and the.restructuring of the Catering segment is
also making good progress. This will be positively reflected in-the cur-
rent year in-the result of the Lufthansa Groub. Provided nosaddiional
burdens arise through exorbitant oil price rises or crises and ihfe/ &
overall economic situation does niot deteriorate, we shall - not includ-
ing SWISS ~ achieve an operaling resull in 2006 that is at least comm-
parabla to the 2005 figure. For 2007 we expect further improvemnents’
inthe result ' ‘

o, Ctlook forthe individusl business segments

Passenger Transporiation The projected global economic upturn il
also boost the demand for air traffic services in the current year. Luf-
thansa German Alrlines will participate in this. With moderate capacity
increases we shall seek 1o improve the passenger toad facter of our
aircraft and through the further development of our range ot premiurm:
products further increase the share of higher-value jourmeys in our
total output. Through this eombination we hope 1o generate higher
average yields and traffic revenue. n the.long-haul sector the accent
ie on expanding capacily In the Aslan growih markels, whereas we
wish fo keep cur supply on the routes 10 America at g constantlevel,
In the-short-haul sector the Hamburg programme and the.extension
ol the direct programme from Dusseldor will lead to art increase in
capacity which we are sourcing completely from productivity gamns in
aircraft deployment : ’ g

It the current year, too, the excess capacity sl in the market
and e competionfrom no-frills carrers will pul downwafd pressure
on average vields in continental traffic. 1t is also unlikely that of prices
will fall in the coming months. We anticipate rather that they.wilt fast-
ingly burden our cost position. While our fuel price hedging measures
can mitigate the effecls of rsing prices, the'compelitive situation is
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making it Increasingly harder 1o enfores fuel price surcharges in the
market In order o bolster our profitability we shall expedite the imple-
meniation of the Action Plan measures and identify additional poten-
fimbfor reducing coste. Thase will focus on achieving further produc-
tion.and efficierioy gains on the labour front and on negotiating with
fhe systemn pariners fo atlain additional cost culs.

Another key ohisctive in 2008 is the continuing integration of
SMSS and|the associated axploftation of synergies. i :

Based on the assumption that the positive global economic
frenct is notimpaired by exorbitant ol price rises, geopolitical fisks or
pandemics, we anticipate that - not including SWISS - the operating
resull iy 2008 will surpass that achieved in 2005, For 2007, oo, our
gcal - given-an unchanged seling and maintaining strict cost and

capagity management —ia o further improve the operating result. The

{ncus of all our sfforts is and remains 1o become the most attractive
andihe mostprofitable network carrier in Europe.

Logistics The economic emvironment in which Lufthansa Cargo oper-

i . . ) .
ates wil remain largely unchanged in 2008 despite the eychical upturm

licrecas%vferlthe current financial vear. The reason for this is the expect

ed ongoing increase i’ gxcess capacily in freight business.

Jnthe coming vears Lufthansa Cargo will stick 10tits course 'of
préfitable growih inairport-to-airport air freight transport & one of the
werld's leadling, profitable.combination carriers with & global network,
aliance. In the core business this will be ensured by clearly focusing
on the shippers, by participating in the faster-growing share of ship-
readly unils|and in the premiun express segment, bt also by reduc-
ing compleity: Qur cooperative venture with DHL in intercontinental
raffic will be continued and expanded. Lufthansa Cargo’s service
portfolio s supplemented by bilateral cooperation agreemants with
strategic pariners - s applies especially to the jaunch of flight op-
srations by Jade Cargo in China in mid-2008.

T Lufthensa Cargo will further improve its.customer orientation by
means. of g service inifiative at all levels. The optimisation programme
sExcellence & Growth” is baing continued in 2008 and supplemented
by-additiongl measures dasigned to raise qualily and lower unif Cog’s:

The pressure on average vields is likely to persist, in particular
owing 1o ihe sharp increase in compeliive intensity in our domestic
market anrﬁ the probably continuing imbalances in the traffic flows.
Forthe financial vear 2006 we therefore expect 1o post an operaling
result which, at best, is on a par with the 2005 figure. In 2007 by con-
trast, we are confident of improving the operating result once again.
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MRO The commercial performance of Lufthansa Technik is affected
by the development of world air raffic and the US dollar exchange
rate,

In the next few years the number of new aircraft being delivered
o the airlines will rise sharply. Even if some of the hew deliveries re-
place older aircraft, further growth in the MRO industiry is to be expect-.

ed. Lufthansa Technik therefore anticipates from 2006 avérage MRO.

rarket growth for its product portictio of around five per centa year
Maintaining and extending competitiveness is a ke\,f'prerequi—f
site 10 be able 1o grow profitably with the market. Tne growing price
pressures are forcing airlines o continuously lower costs and raise
preductivity. For this reasen the implementation of theé “Perspectives

Technik” project is of greal commeruat and Jmiagic ampor ancefors

Lufthansa Technik,

In the current context'of’ increasingly fierce cdmpemive condi-

tions Lufthansa Technik does not believe it will be able 1o maich the
2005 result in 2006. For 2007; assuming that all the planned cost- -
cutting and vield-boosting projects are implemented, we expect both
higher revenue and a betler result compared with than 20086, ‘

Catering The forecast increasing demand for air journeys:in ai regions:

will lead to growth in the airline catering sector, 100; atthough this will

be marked by regicnal disparities owing 1o the ongoing inéﬂighi service
reductions. For the period uptio 2008 an average annual growth rate of

around 2.5 per centis forecast for the giobal airline catering market.”
Whereas the experls anticipale a below-average frend for

America and western Europgisa higher inicrease in volume 15

for Asia. LSG Sky Chefs therelors seos potential 11 busi iness, expan-- .

sion predominantly in the’ AsialPacilic region, in, eastem Eumpﬂ ang +0

. inthe Middie Ea st Murket grox h Qf over. &per comi [k N 5 cxpectocﬁ
for these regions;
LSG Sky Chels envis ages a double-digit rate of expansion in
the iong-haut air catering segment In medium and short-haul traffic,

by contrast, declining volumas are likely on account of the spread of

no-rills carriers and further service reductions by scheduled airiines.
On the other hand, the catering volumes of the no-frilis airlines and
regional airlines are expected to more than double from their present
fow base. o

LSG Sky Chefs is adhering 1o its strategic course as & premium
supplier with a worldwide network. At the same time the company is

evolving from a simple food producer inte & solulions provider and will.

concentrate its operations at profitable locations. By means of targeied
growth alongside closer customer relalionships and a significant re-
duction in costs, LSG Sky Chels is working 1o achieve a belter result
for the financial year 2006 than the one posted last year. In the follow-
iNg vears a marked improvement is expected.

o~
[e3)

predicled

Leisure Travel In view of the forecasis of a revival of consumption in
Germany, the lelsure travel industry likewise anticipates further expan-
sion in 2008. The corridor of growth expeclalions ranges from two o
five per cent. For the winter season 2005/2006 Themas Cook already

registered an-overall increase of 8.7 per cent in the numbser of book-

ings teceived by its German tour operators. For the coming summer
season 8s well increases are being recorded for all categories. Upto
the end of January 171.8 per cent more holidaymalkers had opted for

-~ asummer vacalion with one of Thomas Cook’s tour operators than a

year ago. This points fo a marked rise in revenue.
Following completion of its recovery programme, Thomas Cook

once again has a competitive cost structure. Process optimisation

measures are now being laken to secure the level that has been
achigved and improve it further. The porifolic of equity parficipations
is being progréssively reduced 1o the core business. Capital stakes in
hotels, holiday resort agencies or other activities that do not form part

- of the core busingss will thus continue 1o be scaled down in future. At

the same time the programrme “MOVE” is charting the course for the
group’s reorientation and future development. This means that alt the
key measures have been initizled that are necessary to saleguard the
success ihat has bheen achisved to dale, fo expand the business and
earn increasing profits in future,

Given this consteliation, Thomas Cook is confident that in the

“business years 2005/2006 and 2006/2007 it will manage o surpass
w U the result pacted last vear.

U7 Services The Lutthansa Sysiems group s jocused on the interng-
fional airline and aviation market in which it is one of the biggest and

most expenenced providers of IT services in the world,
" the financial year 2006 Lufthansa Systems intends to win ad-
difonal airline clients oulside the Lufthansa Group with new inteiligent
airline [T products. The geographical thrust of these market-expand-
ing activities are the markets Europe and the Middle East as weil as
Asia/Pacific. By means of infrastructure services, for example within
the framework of operator models, Lufthansa Systerns can offer reli-
able national and gicbal sclutions and in this way open up additional
opporiunities for growth.

High development costs - eg. in connection with the innovative

airline system FACE - will depress the operating result of the IT Services

sggment in the vears 2006 and 2007, However, Lufthansa Systems ex-
cects a stable positive earnings position in the coming vears as well,
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Consclidated Financial Statements

el

IS

5 Saplerm s s e

: ra
v 2008

Notes 2005 2004
L €m £m
Traffic revenue 3 13804 12 869
Other ravenus 4) 4161 4 086
Revenue . 18/068 16 9865
Changss m‘iﬁ ories and work performed by the
enterprise and capilalised 5 187 85
Other operating income &) k 11545 1783
© Cost of materials and services 7y R 8244
Stadt costs 8 L -asss —a813
Depreciation, amortisation and impairment i S - 11398 -1 112
Cther operating expense 10 s 2 370 - 3680
Profit/loss from operating activities b L4 + 954
. Result rom vestments accounied for using the euity method 11 L HEE -85
- Other income from subdidiariss, joint ventures and associatss 11 60 + 43
Interest incomea 12) : 227 2R
inferest expenses L LY -~ 505
. Other financial items 3 L1 43 - 40
- Financial resuit S +11586. - 413
Profit/loss from ordinary activities : L +18?5 + 841
Other taxes 1@ ~63 - 133
Result affer taxes ’ ) S 2 + 408
Resull aftributable o minorily shareholders - ~-|159 ~4
Consolidated results attributable B e
to sharehoiders of Lufthansa AG k ; +#53 + 404
Basic sarnings/ioss per share 15y + 099 + 094
Diluted earnings/ioss per share 15) . + 0106 +0.80
s

i
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date 1@ gm%
zy% ember 200 %

Assets Notes 2005 2004

£m €m
Intangible assets with an indefinite useful life” 1) 551 567
Other intangible assets 17 o v 169 o WM*‘?‘;’;
Alrcraft and spars engines 18 21 7 262 737
Repairabls airoraft spare paite o UWMSOS 460
Other tangible asssels L) %) o ”? 448 1356
Real property held as financial investments 201 17 18
vestmeants accounted for using the equity method 22 o 949 592
Other financial tems 23 883 835
P vy . ,WT 18 [ 164 .
Derivative financial instruments 25} 87 16
Deferred income ax assels IEY - 188 166
Non-current Assets
fnventories 26 -
Trade receivables on other assets 27 . 2639 2213
ES R - e < 178 S 1? ?
Actual income fax assels S & 27
S - — ?A%M mﬁggﬁgm
Cash and cash equivalents 29 o 1 173 2836
Assets avaitable for sals 20 o 73 -
Current assels . [ 6854, € 527

Total assete ‘ T e 18 070 .

g ‘§mudmg goodi
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Shareholders’ equity and Habilties MNotas 2005 2004
ﬁm £m

Issued capital 31 R A 1 1172
Capital reserve 32 1386 1 366"
Fair value reservas ) 74 50
Retained samings 32y 1087 982
Nat profit/oss for the period . 153 404
Equity share of the shareholders of Deutsche Lufthansa 43322 3974
Minority interests : o0 40
Shareholders’ equity : clL 4822 4014

" Retirement benefit cbligations SR 4022 4132
- Other provisions and accruals 34 o ’ 415 387
Borrowings 35) 2 B6s 3085

- Other liabilties 36w |96 88
Payments received on account and deterred income 37 5 o G4 135
Derivative financial instruments 38) a0 315
Deterrad income tax liabilities ' 514 285
BMon-current provisions and labilities 7 $02 8427
Cther provisions and ascruals 34) g 1#66 1067
 Borrowings 35 . 1200 a
Trade payvables and other liabilities 39 2807 3183
- Liabilities from unused fiight documents : 818 718.“
Payments recsived on account and deferred income 40 57 98

. Derivative financial instruments 413 247 239
Actual income tax iabilties ' 23 63
Current provisions and liabilities . 8 édﬂ 5828

" Total shareholders’ equity and liabilities = o 1B er2 18070

-~

el
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Cons ;fzﬁ%‘k@@% Statement of Char G

1172 1366 o 74 -90 1387

lssuad Capital  Fairvalus  Fair value Currency Retainsd  Net profity Equity hinority Total
capital resene reserves reserves  Translation earnings loss share of interests
h > other  differences for the sharehol-
instruments financiat period ders of
ansats Lufthansa
AG
£€m
€m Em €m €m £m £m £€m €m £m
Balance on 31 December 2003 977 808 - 87 5 - 120 2083 - 884 2653 43 2 898
Transter: - - - - - - 8584 854 - - -
Dividends - - - - - - - - ~ -
Net profitiloss for the period - - - - - - 404 404 4 408
Currency anslation differences - - - - 13 - - 13 a 13
Changes in fair value of financial :
investment and cash flow hedges - 46 196 - 242 - 242
Transfers to acquisition cost - - 44 - - - - 44 - 44
Transfers to the income statement 153 -1 - 154 E 154
Other neutral change: 185 557 - - - 20 - 772 -7 765
Balance on 31 December 2004 1172 1366 ~ 150 200 - 107 1089 404 3974 a0 4014
Transfers - - - - - 287 - 267 - - -
Dividends - - - - - - - 137 - 137 - - 137
Net profitfloss for the period - - - - - - 453 453 158 612
Currency franslation differences -~ - - - 17 - - 17 3 20
. Changes in fair value of financial
investment and cash flow hedges - 328 58 - - 386 - 388
" Transtess to acguisition cost E E 26 - - E - 26 - 28
' Transters to the income staterneant 04 - 184 - - - 388 - 388
Other neutral changes E - - - H - 1 -12 - 11
Balance on 31 December 2005 453 4332 190 45622

M Roundc*i pelow €1,

o0

Currency transiation differences are disclosed under retainsed sarnings in the balance sheel The neutial changes in the issued
capital and in the capital reserve for 2004 result from the capital incresse of €762m. The other neutral changes in the 2004 retained
earnings result inter alia from the net cost of the capstal increase of €£12m. The other neutra! changes in the 2005 retained earnings

rasult from the market assessment of the net asss

ts of Burowings Lufverkshrs AG and Germanwings GmbH upon transiion to tull

consniidation through acqussmm of the maionty o? -£4m due 1o releass directly to squity of the badwill of €18m. Additional maior
shifis in neulral changes result from valuation at equily, ~€7m {pravious vear. —£1m) relats to associaled companies,
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2005 2004
£rn £m
Cash and cash equivalents on 1 Jenuary C 283 6 o 2001
Profit/ioss before income taxes Vs 51
'\Pp!euanon of fixed axﬁi} meﬁ of By 1412 1142
B4 62
RQ Us‘ from o qmﬁt d} mw IR . : s — o
Resuft from investrenis accounted for using the euity thod - FP 3}8?'
Nt nte ‘ 248
Changs b werking com . SR ,’ - S 20.2.
Cash flows from operating activities _ 1956 1 881
v”’urch of mngio assels and intangible assets s -1 %22 ~- 1647
?umhase nf imaw ial assels - L’i&? ‘
Additions o repairable afra:saftis;ﬁéyé Darts ~‘;’28 .
Proceeds from saie of non-wmoohdqted equnt/ m\fe imem., ) 3%64 ) 497
ds from galc of consy Exddteﬁ aquity :mmtmentf ‘ | 4' 63
Acqutsstsr‘n of non-consolidatad equily investments - J][:S? ~ 84
Acquisition of consolidated equity investments ** —" 36 -
Proceeds from disposals of intangidle assets, tangible assels e
and other financial assets fSc 285
Interest received T D15 164
SO e S, IS ?5 e 61 .
Net o e i imecstine actis i e 1;141 e -820
Securifies/fived-term deposits™ ~ 2035 - 837
" Net cash used in investing activities and cash investmenis ) -3 76 - 1657

Fremium from bond ficlation : i

Long-term bomowings : O87 '
. Repayments of long-term borrawings C ' - B05 - 539
Other borrowings ‘T 7 -0
Dividens paid 437 - * The working capial consisie of
‘ ; S P inventories, recsivables, pavablas
Interest paid - 288 - 223 and provisions and accruals,
Net cash used in financing activities : : 4644 610 * 2005 net of dispased cash and
’ - cash sguivalents of £1m lprevious
Met decrease/increase in cash and cash equivatents - 1,654 834 yean £2m).
- N i = 2005 net of purchased cash and
Ei"m of exchangs rale changes T - H cash equivalents of €91m,
Cash and cash equivalents on 31 December ’ 1178 2836 7 2005 including aliocation offunds
- i to Lufthansa Pension Trust of €465
Securities 2,425 952 {previous yean £605myj, in 2005,

additional aflocatinn of funds to an

axternal trust for securing claims

; Lo N

Net increase/decrease in guid funds L1990 1067 fr?% ganzaz refirement contracts
o EY/m, .

Total liquid funds 3588 3788

Tha cash flow statement shows the change in cash and cas sh equiva§écm ofthe Luthanza Gr{‘mp in ?he;y%r snder review, As
requirsd by 1AS 7, cash flows have been.diided info cs;}era’mg cash fiow (corresponding fo cash inflow| from operating activities)
and invadting and financing activities: Cash and cash equivalenis distiosed in'the cash flow Stalement includs bank balances and
cast in nand. The balance of liguid funds in a wider sengs inclucies short-term seourities, i
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. operations of” the Lufthanss Group .
Alrgadyin December 2004 the mterpretat Oﬂs ?REC 5 “REQ?’T{S :

Notes

*@%@ﬁz to the Consolidated Financial §
@f%?ﬁwm Ly %gm% AG 2005

Applied International Einancial 5‘:3@22}1”‘1@7 g Standards
{IFRS) and Emzmrewimm {{FRI : SRRRACE

The consolidated Fmarﬂcmi fiisteme'wtq of Deutswhe Lu*i hansa AG and
its subsidiaries have been prepared in accordance with thednterna-~
tional Financial Reporfing Standards (IFRS) issued t by the' international”

- 2006. Thie amendments relate to 1AS 19 “Employee

Accounting Standards Board (IASRE), ia«mcz account of thelinterpreta-

tions by the International Financial Reporting interp'etauenc Commi e
tee (IFRIC) as applicable in the European. Union (EUL Any additional
commercial law provisions {0 be observed pursuant 1o C‘\e@l on 315& :
(1) HGB (German Cormynarclal Codel have been compl iedwith, Al
the IFRS issued by the IASB applying at the time of preparation of
these financial statements and abserved by Deutsche Lufihansa AG
have been adopted by the European Commission for application in
the EU. The consolfidated financial statements of Deuts chetufthansa:,
AG, therefore, comply with the IFRS ag applicable'in the BEU as
with the commercial law provisions ta be addit onaliy apphed ;)ursu—
ant to Section 315a (1) HGB.and the IFRS'in general.-

All mandatory staadards and i nferpretatzons releva
cial year 9003 have been appl

Published ;emmmﬁamg %é’éw@a i
{t %‘%S} and ﬂz&ﬁem?ﬁ%&mm {%M‘%a
wmm i m:;% %‘é Wan&amw

In f«ugu:,i 20{35 %FRo? "Fmanosaé'mgtmmems DJQCEU‘ ures ‘

corresponding Chango of AS1, “Prcsmtéhon ot F nancial instmmcnts

- Capital Discl osures was: released Thés@ new d:ocia%ure rU eb and :

. regulations’ hawe obe ﬂpahcd o fmancial yuars beomn ing onorafier
1 January 200{ Smce this caaoamo only’ d;«‘c!osure dut!es there will:

“iHnaddition to th@;ﬁubﬁcati@n of new standards and interpretations,

s several changes and additions o already existing standards have
" i'been released since the end'of 2004. These changes and additions

“have to be applied {o financial vears beginning on or after 1 January
Benelfits”, 1AS 39,
“Financial Instruments: Recognition and Measurement - Cash Flow

“Hedge Accounting of Forecast In tragroup Transactions”, “Financial
Jdnstruments: Recognition and Measurement - The Fair Value Cption”

. and "Financial Instrurnenis: Recognition and Measurement” in con-

nection with the.changss o IFRS 4 “Insurance Contracls” and 145 21,
U The Effects of Changes in Foreign Exchange Rates”. The application

ofthe manged version of the sald standards will not have any mate-
rial effect on the net assets, financial position and results of operations

“lof the i_uﬁhansa Group

well as_~ -

-_% E:“z oup of mr %ﬂ%am‘%@a wmmw

'_ i! maj ior subsndaaneQ undsr iegat and/or aclugl control of Deutsche

- Laithansa mG are included in, the consolidated financial statements. _
S[gnn‘ cant it van%wes and assocrated companies respectively are

120 10 80 per cmt of the shares and/or may, together with othn share-

P %“zo ders; exertise 'contro‘ or significant snf%uence

be no maienai effect anthe et as se;t fi nanma{ posz Qn and resuiis 0{;

“lo Inferests arising from Decc'nmissaon ing; Rcatora‘incn and Eﬂvnon—
“mental Funds’ and’ IFRIC 4 “Dete{mmng whetheran Arrangemem
. contains & Lease” were p4b§ shed, These provisions ha\e o be' ap-
~plied to financial vears: begmn ing"on.oratler 14 Januan/ 006 ERIC
5ig currentiy not refevant tothe Luﬁhansa G!oup FRICI4 Drovi des
definite crileria for. decidi ing: whethcr ceral n centractuai ru

jations hi pf‘

imply & idase and will be applied in the Gfoup as from fmancxdl vear E

- 12006, Homwer up o now no, csntraotuaé paﬁcms implyingadéase

which has not a!ready been irea’zed dS su:;h unde’ Au ¥ ha\/e been .

" identified, & .
Ty November 2005 -the iFRiC aso @ub zshed the FR?C 7 m~

%«:rpfe{azzon “Applying the Restatérment Approachiinder A5 29 Re-

Pagm 132 4t 5804 provide. atist ot s gm?acanf Stibst dnarsw,

L 'jom‘z \entures and associated cor “npan;es

Desp te a gotmfx right: share of 80 per cent m Deutsvhe Akade-

centin TEM Ges schaﬁ fur Emeiqen und Flugzeug schieppen am
Flughafen; Mum,hen mbh both companies have fo be'a iocated {o R
”jomi vemurea and:not Subsi diaries, because sngnsfscant resoiu? ons o ;

,rec;uz e hevote of ihe respective other Sharehoider, - . :
Any special’] ‘purposs entities with regard fo wh ieh the G{QUD
hda ne ma omy of votes; however, have 1o be all ocated 10 the group
_ ehsubsidiaries if the Group derives mostof the rewards from the ..

i 'spesial purg}ose enfity’'s bugingss activities or takes most of the risk.

: chh i“ompa ies have beer marked inthe list of major subsidiaries.
. In'addition to.Deutsche Lufthansa AG as the common parent
company, the group of co&so;sda ied companies includes 75 domes-
o and 93 forel ign wmpam prevzous year: 68 domestic and 98
foesgn companies). ;-

On' 3 May 2005, Luﬁhansa acquared cievbn percentofthe =
ohares an AirTfuat et al g'prics of TCHF11.. The purpose of this com-

;;jany isio purchaﬁe and hold shares OL.Swiss International Air'Lines

porting in Hypermﬂanonam ECOﬂOﬂ’!iQ“" ERIC Zhagto be app%md ',

1o ?manuaé vears begmnmg ofior after 1 March 2005 but s cutrew

fy oi no re!ewance o the Lufihan a Group.”

82

e pu:pOee entity under SIC 12 fully consolidated in
e Wy financial ahtemcms Since the purchass price was equal 1o the ac-
v /,‘.\qu red’ equ ty shayy

HAG Foﬁowmg approva! by the U commzasaon and the US antifrust
enfor ement agency, the share in Aerrust AG was increased by 38 - i
L percentata price of ?CHFSS torintotal 49 per cent on 27 July 2005,
The remaining. 51 pe' centwiliibs auqusred as.s00n as negotiations .
- Wsih reg:ard o) oecur ing air iraffic rights have been concluded and.the
- respective. arrangements provided. AirTrust AG is freated as a special
the consclidated

the fransaction has not resulted in any goodwill :
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a@coum@d for under the-equily method,iprovided thatthe G Group holds.

o fir Flug: und Reiseradizin gemeinniizige GmbH and of 51 per | o




Balance sheet ¢ %Aanms G immediately before and afler the acqui-
sition date:

1.7.2005

TOHF

Assels )
Liquid funds 100
Equity and fabilities .
Equity ; 100

After 27 July 2005, Airfrust AG successively acuired shares from

- Swiss Jnternational AlrLines AG, which purchase was financed by
loang from Deutsche Lufthansa AG. As &l 31 December 2005, AlrTrust
AG heid 994 per cent of the Swiss shares. However, . does not exer-
Gise-any a,orf{milzrg influence because i has no representalive in the

- admi fistrative beard of Swiss Infernational Air Lines AG and no-other

means of control. The majority of the members of the adminisirative
board is provided by Almea Stiftungg; with two of the five seals being
currently assigned to Deutsche Lufihansa AG. Swiss International-

Airlines AG s, therefore, accounted for'al equity in the consolidated
fmancsai s‘iatommto The profit contribution of AlrTrust AG including

this investment.in Swiss infernational Aitiines AG accounted for under -

- the equity method amounted to in'total €292m ivfinancial year 2005.

lapiliié

MNotes

This result Ine ude: income of £281m from the excess balance of
the assels and Hablities of Swiss International Air Lines AG acnuired
through Al i AG and measured at fair value over the acguisition
cost of such Sh&r@s. Even with complete inclusion in the group of con-
solidated ci\mpanies as from the beginning of financial year 2008, the
profit contribution would be unchanged.

© Foliowing approval by the cartel authority of 22 December
2005, Lulthansa will be provided with additional voling rights of
10007 per cent in Burowinge Luftverkehrs AG due to an agreement
with a trustes binding the partner (o exercise is valing right ina
prescribed manner. including these potential voting rights, Lufthansa
may effect majority decisions. In addition, Lufthansa has also been

granted the right 1o acquire 50.9 per cent of the capital shares and

the residual voling rightsiagainat payment of €127m, Eurowings
Luftverkehrs AG and its subsidiary Germanwings GmbH as well as
o aircrafilieasing spf‘c’ii purpose companies were consolidated
for the firstdime as a1 81 December 2005. N
The amaum accrued for the call option represants the acqui-

~gition. cost g}a‘ 51 per cent of the investment, The measurement of ths

compames assels and liabilitles at fair value as at the acquac ition
date resulied in goodwill of €99m.

Untii the end of December 2005, the Eurowings Group was
included in the donsclidated financial statements under the equity
method at'@'49 per cent.share, : Sy

The following table shows the companies’ material assels and™
s immediately béfdre and.after the acquisition date:

Eurowings Luftverkehrs AG Gérmanwings GmbH Two aircraft leasing
special purpose entities
31.12.2008 31.12.2008 3112, 2005 31.12.2005 31.12.2008 31122005 -
Before After Before After Before Afer
acquisition acqguisition acquisition acquisition acquisition acquisition i
Em €m €m £m €m €m i
Aircraft and spare parts 66 55 g 21 84 84
Other tangible assete and intangible v
- assels 4 3 7 1 03
Financial asssts &7 a7 1 1 1z 20
Fixed assets 137 125 27 23 96 88 i
Trade receivables 10 10 ; &0 80 17
- Liguid funds 89 89 o 0" ;
Other current assete 74 82 ‘ 36 7 15 15
Current assets 173 181 ; 116 117 33 33
Total assets 310 306 l143 140 128 129
[
Equity 70 65 ! 3 [t 58 56
Provisions for pensions 2 P : 5 5 - -
Cther provisions and accruals 65 70 55 55 ol
|
Bank loans 31 31 [ - 33 33
Other tiabilitien 138 138 ' &0 80 40 40
Total shareholders’ equity . pe
and fiabilities 310 308 | 143 140 129 28

* Roundled below £1m,
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Notes

Consolidated porofits for fiscal year 2005 include profits of €1m from
the Groun's share of 48 per cent in the Eurowings Group {until the
end of December 2008). i the Eurowings Group had been ully
consoiidated as at 1 January, congolidated revenue would have
increased by €420m, whereas consolidated proﬁ would have
increased by €1m.

In August 2005, 15G South America GmbH was founded and
has been consolidaled since then. In addition {o this, In-light Man-
agement Solutions, Siam.Flight Services Lic,, L8G Sky Chefs {Thai-
tand) Lid. and Quinto Grundstlcksverwaltung GmbH & Co . KG were
included in the group of consolidated compawov for the ‘nrsi time m
fnanuai year 2005,

The group of consalidated companies also mc(udes shares in
wo bond-based funds {previous year ong) and four {previousvear:
four) near-meney market funds the assets of which have 1o be atirib-
uted to the Group. ' T

Following liquidation, Caterair Inflight Services of V., Inc. and
Cateralr International Japan Limited left the group of consolidated
companies. 75 per cent of LSG Hygiens Institute GrmbH were sold as

The effects of the change in the group of consolidated companies

and in the group of companias carried af equity are shown in the fol-
lowing tables,

Balance sheet

Group of which Group of which

31.12.2005 from 31122004 from

changes in changes in

the group of the group of

consclidated consolidated

companies companies

£m €m £€m £€m

Noncurrent assels 1R + 401 11 543 +52

- Current assels 6954 + 172 €527 -5

. Batance sheet total 19272 + 37\; 18 70 +47

Equity 4522 + 2/1 4014 +2
Noncurrent provisions

and accruals and lia-

bilities 7802 + 149 8427 +47
Current provisions and

accruals and fiabilities 6 948 + 153 5629 + 0

at 1 April 2005 at a price of £€4m, with the company since then being

measured at amortised cost. Caterair Portugal Assistencia A Borgo

Lda., Cocina del Aire de Provincia S.A. de C.V, Mariott Export Servie- -

es CA, Mariott International Trade Servicas C.A. and Giu

lietta Ajrcraft”

Leasing Limited have been deconsolidated beca 58 there i8.n0. §on~ }

ger any business aclivity,
Sky Chefs Barcelona S.A and Sky Chefs'l wadrd A have
been merged into LSG Sify Chels Espana S ik =
There has beern no head 1o mciudc any.other subsxd;anos bu
cause theirinflusnce on Ihe Group's) el a°seL>, financial ;:»cw iy
and results of operations i3 msagmﬂuam intheagaregaie Aliin-ali

* Reunded below €1m,

The effects of mc change in the 2005 group of consolidated compa-
nies are descrabed i more de’ani inthe rotes o mdwlduai balance
sheet xtem i

these companies accountlor (p1e f;\a per centof rexenue eammge

' and balancs=shestdotal. .+ :
i As at the balance sheet datb, tm conaohdatod fmanc al sta‘&,
ments include investmentsiin 54 ;ozm ventures and 42 'associated »

companies {previcus year'56 joint yentures and 43 associated com- .

panies), selen joint ventures {previcus year fvn and 24 associated
companies (previcus veéar, 2nd whach dre, accauni@d for al equuy‘
Due 1o thielr overall subordmate mportance the othar io jointvent Ureg
and associated companies are accounted fér al amortised cost

In view of the Group's ownership interastinthe
ventures and assogiated companies. res pectxve%y‘ e following.assels

* and liabilites as. wel as mcome and expcnses are d?mbu{abie tc, the o

respective joint.

Group of which Group of which o

" income statement
: 2005 from 2004 from ©
changes in changes in
the group of the group of
consolidated consoiidated
companies coMpanies
£€m £m €m £m
Revenue 18085 +7 18 965 +66
* Operating income Bal Fricr RN SR S e & 18 803 + 105
Operating expenses s HE +#12 17 849 + 80
Profitiioss from e
1 operating activities AR T ~1 + 854 +25
Financial result Lse -8 - 413 -25:
. Profitloss before ; B
income taxes +7291 541 + 0
L Income taxes 7 -133 -1,
Met profitioss for N
i the year + 141 + 1

Group: .
2005 2004
Joint Asso- Assoc, Joint Asso- ASE0C.
Ventuwre  ciated comp. not  Venture  ciated comp. not o
comi-  account com-  account- ¢
panies ed { undsr panies  ed under
the equity the equity |
method method ¥
Assels 2257 517 2086 428 350
Equily a1 24 8w 130 24
Dett capial s Ay | 749 298 326
income 138 som 504 17
Expanses i;ze 3988 578
84

; v:.xiemf: h so {a.88. th;s seems maéena% the ur‘ad vidua

’,E',%ou'ndad béiow Eap

The v‘ﬁed* onthe 2005 !ﬁCDmP staiemant are aioo expiamed l!’! more-

! detat in{he notesto mdnvadual balance sheet ifems, In addition fio) the:
' ‘{‘hange inthe grousof consohdated companies, the fact that the com-
. panies of the 'Chef Sclutions” sub-segment of the Catering business
_segmentsold in June 2004 were consolidated for.a good five months
1P 2004 makesildificuliio compare individual Income slatement -

i notes referdo this.
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The apohpat ion of thie accou ntmg policies fixed by the IFRS and the
IFRIC requires a large number of sstimaies and assumptions with
regard to the fulure, which due fo thell nature might not coincide with
any actual future situation or condiions. However, all these estimates
and assumptions are continuously verified and basad on either his-
“torical experience and/of expectations w ithy regard to'the ooclrrence
. of future-gvents, which expectations seem {0 be reasonable undsrthe
. ‘given cireumstances according to sound business judgement.
. Any estimates and assumptions being of material ummﬁance
Y 4o the determination of ihe carrying amounis of asseis and liabiiliss

. are explainéd withinithe scope of the following description of the ac-

i ‘x.oumnc pol icles appi ec% o material balance sheetl flems,

“iipitial consahdataon amﬁ gooéwai? Group compani leg'are | m jally cofr
. solidated by the purchasa method. The assets, liabiltles and contin-
gent fiabitiies of the Pompanv acquired and identified using the.lules

- ol IERS 3 are measured al fair value atihe time of purchase and

g ,cnmpared with the acquisition cost {purchage price allcs ati on. Any

* non-purchased shares in the fair values o: a.;saEs angliiabilities are

- disclosed under minotity shards ' o
Any excess balance of the cost over the value 0 the acquired

equity is capitalised as goodwill and will subsequ emév bn sublecied

7. o a regular annual reco»erabﬂtv fes‘i

In case he acquired value of the nqmiy shouid exceed the cost
expensed by the acquiting company, the difference will be Tecog-
nised mmed;ate:y in net profit.or 1088 for the period.

in compliance with the rangition rules of (FRS 3, any goodhwil

" which had unti the end of 2004 beenvsubject o regular amortisation
i carried forward as a1 January 2006 with accumulated amortisa-
tion peing deducted from the n:iginal cost and reqular arnorisation
iermmated g i ) :

' Residual ammutmc of € 38m from negatie aoodw% {existing gt

“ithe end of 2004 were direclly sel, cﬁ agamst revenus reserves s al

71 January 2005,

' The annual recoverability tesis dDQi%f:‘d 1o goodwill are per:

formed by the discounted cash flowmethod. This mathod is based .

on expected future “ash flows from récent management planning

which are Upda‘ied with long-term revenue. growth rates and ASSUMD-

tions with regard to-margin developmentand the capial cost ol the
antity. Tests'are performed at the level of the “cash generating unit
(CEUY. As regards individual premises used in the recoverability
“tests in financial year 2005, reference is made 6 noie 16,
. In additon lo.the ajoresaid, additional recoverability tests ame
. aeréormeci during the year whenever any evanis occurred arouse
suspicion ihat the ¥ a!ue rmght have derreased agtmgﬁy

s Currency ﬁarssla&wn and cemso%xdatmn methods The financial siate-

- 'ments of foraign Group companies are fransdiated. info BUres in 2000

dance with the functional clrmencyimethod: The functionalicunency is
Smainly the currency.of the sountry in which fHe company. concermed

g located, I gorrie cases; the funclional currency is different from the
inational currency. As sr—% and liabiliies are transiated at balance sheet

2 i
i
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' {exchange i

Cintangible

Notes

date middie rates, whereas income slatement iflems are fransiated at
average exchange rates for the year. Such translation differences are
recognised directly in equity. Goodwilt arising from capital consolida-
tion of foreigh subsidiaries before 2008 is carried at historical cost, ne
of amortisalion accumulated by the end of 2004, '

As from 2008,.any new goodwill will be acceounted for in the
currency. of the acquired company.

Any transaction diffierence is, howeaver, recognised in net profit
or loss for the period. Such differences agise in the financial state-
merts of cohsolicated companiss from assets and liabilities the basig
of which is & currenay differing from the company’s functional cur-
rency. Any resuiting exchange rate differences ars included in other
operating income fexchange gaing) and other operating expenses
ceses) respectively.

“The icliowing tabie shows the development of major exchange
rates uged ih the consolidated financial statements in comparison
with the surp: '

2005 2004
Balance Income Balance Incorne

! shset rate statement sheel rate staternernt

| averages rate average ra’(e‘ ‘
usD 1 084495 080853 073513 080155
CAD 0.72674 066444 0.60746 01017
GEP ‘ 145532 146069 141123 147512 .
HKD } 030847 010371 0.09453 0‘10292" :
THB ! T oo2056 001999 001885 001991
SEK i 040647 010760 o112 mow .
NOK ‘ 012500 ijz-ffz}zz 012135 01195} :
DKK i 013404 013417 013449 013441
CHF | 064206 0p4550 064700 064763
KRW 000084 000078 000071 00070

The affects| of intra-group ransactions are completely efiminated.
within the context &f consolidation. Receivables and payables
Detween o srsclidated companies are nefted; intra-group profits an«j
losses mth regard to fixed assets and inventories are eliminated, an
intra- qrou;a income s set off against the corresponding expenses.

| Fortemporary differences from consolidation, tax accruals and defer-

rals are recognised as required by IAS 12.

Other intengible assets (except for goodwill} Acquired intangible
assets are recsanised at cost, infermally generated intangible assels

from which the Group expects future benefits and which can be mea-

ufed reliably are récognised at cost and regularly amorlised ACCOIC
ing to the straight-ing method over an éstimated uselul life of five
years. Thecost inciudes all costs directly attributable to the process as
well as ap 3rop?iaie portions of the indirect cosls relating to this pro-
cess. Borrowing costs are not capitalised,

intarigible assets with an indefinite uselul life and any yel unused-

assels are not armortised regularly but, ke goodwill, subject-
=d to-a regular annual recoverability test.




Notes

Tangible assels Tangible assels serving business operations for more
than one year are measured at cost, reduced by regular straight-line
depreciation. The-cost of a self-construcled asset includes all costs
directly aftributable to the construction process as well as appropriate

portions of the indirect costs relafing 1 this process. Borrowing costs

are not capitalised. The useful lives applied o tlangible assets corre-
spond 1o the estimaied/expected ussiul lives in the Group.

New aircraft and spare engines are dépreciated over a per od
of twelve years to.a residual value of 15 per cent.

A ussful life of between 20 and 45 years is taken a5 a basis for
buizdings,.whereas buildings and improvements on leasehold land -

re depreciated according to the term of the igasé o arly. shorer use-

fu% fife. Deprecialion rates dre mainly between tenvand 20 per.cent'per
year. A useful life of up to fen vears js fixed for plantand machinery.

COffice and factory equipment is under normal condtt ons depreciated
over three 1o ten years. : ;

Finance lease In accordance with 1AS 17, the economic ownership of
leased assels is deemed tranaterred to the lessee if the-leasee bears
subsiantially all the risks and rewards assoéialed with the gwne(sh ip
of the jeased asset, In addition 1o the duration of the uncanceliable

inftial term of the iease and the share of the-present value of the leas-

ing payments of the fotal investment, sspecially the distribution of
rey va;’c‘s and rigks from the res:duiai value of the asset noi amortisad.”

during the term of the leasd is in: s connection cons idersd Provi ded -
that its eoono*mc ownershap 816 be; atiributed tothe ;_uﬁhar}Sa Grou p,( '
the asset is recagmsed at the dime 0? cénelusion of: the comra::i alifhe .

presert value of the lease payments plus incidental paym\,m,o, fam/,
borne by the lessee: Deprec) ation methodv and useful'lives uf::rre-
spond io those applied to'comparable acquired assats., :

impairment of depreciable intangible assets and tangible assels in-
langible assets and tangible assels are written down for impalrment
at the balance sheet dale in addition 1o regular amortisation/depre-
ciation if the “recoverable amount” of the asset has dropped below
its carrying amount. The “recoverable amount” is determined as the
higher of an asset's fair value nat of the costs of disposal ("net selling
price™) and the present value of the estimated fulure cash flow from
the asset

The net selling price is in this connection derived from recently
observed market transactions - if any.

in the event that it is impossible 1o forecast an exgecled cash
flow for an individual asset, the cash flow for the next larger unit of
assets Is estimaled, discounted at a risk interest rate and the recover-
able value distributed over the individua! assets in proportion o their
respective carrying amounts, : )

in case the reason for an impairment effected in preceding
years should fall away in whole of in part in subseguent periods, &
corresponding write-up is performed.

86

~tial measurement of any difference between the acquis

Financial assets Financial assets

- oulcome of the conlradt can be asse

‘Repairable aircrafl spare parts Repairable aircralt spare parts are

recognised at continually adiusted prices based on average acquisition
cost For the purpose of valuation, spare parls are assigned ¢ individu-

 at afreraft types and generally depreciated like aircraft belonging to the

fieet types for which they canbe used.

Real property held as financdial investments Any feal propery of the
Group serving exclushvely the purpose of rental to third parties is clas-

" sified asfinancial investment and measured at amortised cost

Financial asseis accouniad for under the equity methed are recog-

nised at-¢ost atf the tima of adquisition. ,
“in subsequent periods; the carrving armounis of investments

included by the equity method are sither increased or reduced by

the changes in equily of the associated company or joint venture at-

fributable to the Lufthansa Group. The principles of purchase price
allocation applying fo Tull consolidation are similarly used in the ini-
ition cost of
the investment and the . pro-rated equity of the company included

_in the meastrement of an investment. Any goodwill included in the

meaasurement of the investment is in subsequent pericds only sub-
jected o a ke_coverabélity testif there are signs of a polential impair-
ment of.the entire. measurement of the investment The transitional
rules for goodwill and negative goodwill originating from previous

,periqu"c:prrespond‘;ig;hose applying to full consolidation.

include other financial assets, non-
surrent and current recelvables and other assets, securities, liquid

funds.and dernvative financial instruments,

- Financial assets are recognised at the seflernent date, Le. at the
fime when the asset is created or fransferred, at fair value plus the cost
of the transaction. Noncurrent low- or non-interest bearing loans are in
this connection reported at thelr present value.

Customer receivables from construction or service contracts not
vet compieted at the balance sheet dale are recognised at cost plus a
mark-up corresponding to the stage of completion, provided that the
essed reliably, Any other unfinished
customer coniracts are recognised 1o the amount of the cost incurred
in g0 far as recovery is expecied.

The subseguent measurement of ioans and receivables is gen-
erally effected at armortised cost taking account of the effective interest
method with fow- or non-interest bearing receivables.

it is uncertain whether receivables can be collected, such re-
celvables are carried at the lower realisable value. In addition to any
necessary individual allowances, any recognisable risks from the gen- -
eral credit risk are accounted for by lump-sum itemised allowances.

- Foreign currency receivables are valued at the mean of buying
and selling price al the balance sheet dale
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Financial assels available for sale are, in contrast recognised in sub-
sequent perads al far value, provided such value can be datermined
reliably. Financial assels avallable for sale are securities, equily invest-
rents for which a market price qucted at an active market exis
well'as cash in hand and bank batances, As regards secudbes, te
tair value is determined from the price quoted at an active market. The
iair value of unquoted fixed-interest bearing securities 18 detefmined
from the difference between efiective and market interest rate at'the
date of valuation. .
‘Changes in fair va‘ue between the balance ¢ hest dates.are

fcuogn sed dereotiy in eauity. Any release.of hereserves o income

s effected either pon ¢ mosaé or in the event that the maréaet za ue
-shuutfi aamg%y drop bel Ow thies carrying amount.

Any eqiity mves%mersts for whach there is no value qumed at an
active market are, in conirast subsequently measured af cost incase
the recoverable valug should dfop-below the carrying amount as at
the balance 3 “aeot date, yaluation adjustiments aﬁo@mg mt profit or
loss for the period aré perfcrmed.

Derivative ﬁnam:sal ms&mmeﬂﬁs have been measursd at fa value
based on published market prices, in ¢ase there is nd price quoted at
an active market, other appropriate accouniing m ethods are sad,

, Appropriate accounting mpthedg nclude all fackrs whch
would be considered by independsnl, compelent markel participards
for pricing purposes and which represert ao knowiedged ecoaom ic
models for setting” the prices of financial instruments,’ :

-Following an intra-group guideling, the Lutthansa Group uses
derivative financial indtrumenis for hedging inlerest rate and exchangs
rate movement risks as well as fuel price risks. The basis for this is &
hedging poticy dafined by, ihe Executive Board and su pervised by a
orice hedging: commitiee. Within the scepe of this-policy, interest rate
and.exchange rate hedging transactionsare also entered into-with
‘non-consolidated Group companies.

Interest rafe swaps and interest ratn/f*urr@ncy swaps are agreed
in order fo manage inlerest rate risks. Interest reztﬂfca;rrencv SWADS
also hedge exchange ale mowmem risks from the provision uf fi-
nance in foreign currencies

The Lufthansa Group UBEs ?orwa rd exchange transactions and
currency options 1o hedge exchange rale exposure; Fiuctuation beind
opticns, which represent the combingtion of 8 purchase and sirulta-
neous sale ol currency options of the same currency. are also used.
Fiuctuation band.options are concluded as zero <ost optiong, ie the
option premium 1o.be paid is equc:zi o'the pfe'n wam xaswmg fromibe

sale, of the option:

L Fuel price t %eﬁg ng arranqemem& are entered erﬁo inthe Torm
of fi uciu'mon pard options and other hedaing comiinations pramdr-
ily, with regard to crude oil. In addition o this, there 18 hedging of.part

of the price difference hetween Pemsene and crude oil. To a'limited
extent, hedges with.regard 1o stnor praducts, such a gasol, are also
wtered mto o e

Uiﬁ‘h’}ﬁ 63 Amua Repur& 25

Notes

Hedging fransactions are entefed info to secure either fair values or
future cash flows,

In s far as the financial instruments used qualify as effeclive
cash fiow hedging instruments within the scope of a hedging relation.
in accorcande with the relevant provisions of 1AS 39, any fluctuations
inv falr value wilt not af&,ct thc result for the period during the term of
ihe derivative.
, ' Fair value changes from an effective cash flow hedaing opera-
fion are recdrded in the corresponding reserves item directly in equity.

in case the hedged cash flow is an investment, the result of the
hedging transaction, w ‘hich has previougly been recogr nissd i equily,

15 set off egasm the cost of the investriient at the ime of the underly- -

g i ansacion’s mulu*aty
“nvall other cases, the cumulative gain or loss previcusly recog-
fised inequity Is included in net profit or toss for the periad-upon ma- '
furity of the nedged cash flow.
- nthelcass of affective hedgingof falr values, any mangés in
e fair valué of the hedged asset or the hedged debt and those of
the financial instrument will balance out in the income statement.

Provided that the financial instruments used do not qualify as
sffective hediging fransactions but as held for trading under IAS 36,
any faiy vaide changes have 1o be recognised directly in the income
staternant ak profit or loss. These derivatives have 1o be assigned o
the ¢ Lateg@r‘)‘/ of fsnanwa& assets accounted for at fair value through the
income statement: .

The Group's hedygl ng policy &cf note 447 aims at conciudmg [T

clusively effective derivatives for hedgmg interest rate, currency and
fuel price rigks.

Howaver, some hedging transactions as well as some transac-
fions with non-consolidated Group companies do not satisfy the quali-
#ing criteria of effectiveness provided for in IAS 38, Consequenily,
changes inlfair value ar;s ng from these transactions are directly taken
into account in the income statement.

Inventories The flem inciudes non-repairable spare parts, raw mate-
sinis and supplies, purchasaed merchandise and payments rmade on

“account offinventonies. Valuation is based on the cost of purchase

getermined on the basis of average prices, or on the cost of conver-
sion, The cost of conversion includes all the costs direclly aftribut-
able o thelconversion. process as wel as appropriate portions of the
indirect costs relating to:this process. Borrowing cosls are not taken
info account. Valuation as at the balance sheet date is based on the
lower of cast of purchase/cost of conversion or net realisable value,
netolany tosts vel to be incurred. As a rule, valuation is bagsed on
the net reaiisab!e value o? ihe finished product

Assels heiﬁ for saie Individual, formerly noncurrent assets or units
of assels ihe sale of which is fo be expected during the next twelve
months have been recognised at ihe fower of net Carrying amount al
the iime of|reclassification or net realisable value.

L&




%\éates

Provisions and ascruals Relirement benelit obligations are measured
in accordance with the projected unit credit method prescribed by IAS
18 for defined benefif pension schemes. The balance shest measure-
ment of the obligation is basmj on different estimates.

This reguires especially assumpiions with regard o the long-
term development with salaries and pensions as well as with regard
o average life expectancy, Assumptions with regardiio salary and.
pension trends are based on deveiopmenis observed in-the past
They take account of the country-specific interast rate and levél of in-
flation and labouwr market trends. Average life expectancies are est-
mated on the basis of acknowledged biometrical calculation formula,

The interest rate used for discounting future payment obliga-
tions is the couniry-specific markel interest rate for long-erm risk-
free cash investments with a comparable iime 10 maturnity.

The expected long-term development of existing.plan assels is
also determined with regard 10 the country concerned and subject to
the fund structure, taking account of historical experience:

Year-on-ygar changes in estimates and assumptions as well
as deviations from aclual annual effects are reflecled.in the actuarial
gains/losses and, provided that thelr amount exceeds len per,cent of
the obligation, will be amortised raleably through the.dncome siate-

ment over the residual time of service of the bennfuary ;

Actuarial losses not disclosed in the ba)ance”ohoez as at 3 1
December 2005 amount to £3, 2br
year 2008through staff costs.

up ifhere is an obisgaﬁon owarcjs third Qames r%uiima from A past
- eventwhich obiaga’mn asnkciy toiead to an cuffiow m‘ GEONCMIC o
sOUrCes in fu?ure pravsded thig ouz‘ﬂ@w wan be est Fated! reliably # no
prouse(m or acerual ool d ‘e et up hecause any of the recogniion
criteria has nof been met, the res peﬁtwe commztmems are o*aso G“ed
under can%mgem Habi hiues
The amount of prov isions and accma%s is detorm ned by thc

amount the ocourrence of which is most likely.

The measurement of the provision for the obligation from bcmus
miles programmes s based on several estimates and assumptions.
Accumulated, but vet unused bonus miles are valued by the addition-
al cost method in so far ag they will probably be used on Lufthansa
flights. A weighted average cost unit rate per mile is detived from pre-
vious passenger behaviour and the cost incurred. Ay miles which

will probably be used on parntner flighls are valued at the prics per
mile 1o be paid 1o the respeciive pariners.
No provision is set up for miles expected to become invalid.
The experienced quota of invalid miles Is used to eslimate the num-
ber of miles which will probably become invalid subject to current ex-
piry rules. ' o ,
As at 31 December 2005, 1515 billions of miles had o be mea-
sured, the amount of the provision is €599m.
. Provisions for obligations which are not expected 1o result in
an outfiow of resources in the following year are measured atf the
amount of the present vatue of the expecied outfiow,
The amount of provisions and accruals recognised is reviewed
at each balance sheet date. Provisicns in foreign currency are frans-
fated at reporting date rates.

ey
fel)

Financial Liabilit

26:? were amotti sec§ infi nanc ial -
i she year. The esumate is baged on siatistical historical data.
Provisions for taxesiand other LIOVIS 'cms 'mfi w:f“maie 'zre' ‘e‘c' e

ies Liabilities under finance lease agreements are
reporied atf the present value of the lease rates at the time of conclu-
sion of the agreement, whereas other financial iabilities are reporied
at falr value. Liabilities for which no market interest rafe is fo be paid
are recognised at prasent value.

Measuremnen! in subseguent periads is at amortised cost, tak-
ing account of the effective interest method wsth high- and lfow-in-
terest bearing Habilities,

. Foreign currency Habiities are valued at fhe middie rate '1’[ the
balance shesl date.

As regards share-based obligations from option programimes
for ekecutive officers, measurement at fair values as required by
IFRS 2, Share-based Payment”® was performed in financial year
2005. The amounis resulting from such measurament had nc ma-
terial effects on the net assets, financial position and results of op-
erations Di the Lufthansa Group. ‘

Liabilities from unused ﬁnghi documents Scld f! ight documents are
~cardied as labiiity from unused flight documents until their use. Fol-

fowing use of & passenger coupon or an air consignment nole, the
amount carried as habillty is recognised and disclosed as traffic rev-

‘enué in the income statement. Any coupons which will prebably not

be used gt all are recognised at the end of the year in the amount of
thezr ebnmated value affecting the current period result at the end of

'Beferred iax lfems In accmdame with IAS 12, deferred taxalion is
‘provided for ai ternporary diferences petween the lax bases of the
o individual companies and the consolidated financial
Closs carry-forwards which are fikely to be utillsed in the fulure are
recognised as an asset in the amount of deferred tax assats.

statements. Tax

As regards the question whether any deferred tax assets from
tax loss carry-forwards are usable, Le. valuable, recourse is taken {0
the Company’s result planning as well as to definite applicable tax
strategies
© o The fotal amount of deferred tax assets which cannot be
recognised as an asset as at 31 December 2005 is €192m.

In financial year 20085, the fax rates for deferred taxes abroad
were ten to 40 per cent as in the preceding year.

Recognition of inceme and expenses Revenue and other operat-
ing income are recognised upon the perdormance of services or

" transfer of risk to the customer. Revenue from customer-related

long-term construction contracts in the MRO and 1T Services seg-
menis is recognised according to the stage of completion based
on the percentage of completion method. This requires for one
thing an estimate of the portion of services rendered compared to
the tolal volume of the customer order, and for a second an esti-
mate of the profit of the tolal contract The total volume of realised
profit shares from long-term contracis was £€38m-in fiscal vear
2005, ‘

Lufthansa  Annual Report 2008




' 73} Traffic mem%

Operating expenses are recognised in the income slatemant updn.
‘utilisation of the services or al the date of origination. Provisions for,
warranties are sel up gt the time when the related revenue is recog-
nised: Interest income and expensés are reporied on an accrual basis.
. Income or expehses from profit or loss ransfer agreements are recog-

nised at the end of the financial vear. Dividends: are recognised when. ‘

title to dividend accrues.

Notes to the Consolldated Income Statement

iibuted 1o

Traffic revenue by sector 2005 2004

£m £m

. Passenger 11314 10 %19

Freight e 2 485 2238

Mail e 95 12
13804 12 868 -

Scheduled RS 440 12 424

Charter : ;264 445

13904 12869

Ag in the preceding veay, trafiic revenye generated by Lufthansar

Cargo AG and disclosed in segmentraporting (note 40 includes
revenug in the amount of €1m from the carriage of passengers 6n
combired passenger and freight traffic, which amounthas been al-
located to revenue from passenger buameﬂs m the above iabie :

4y Diher revenue.

Notes

Revenue designated as calering services and Convenient Meal

Solulions

has been achieved exclusively by the Catering business

segment. USG Foad & Monfood Mande! GmbH and LSG Alrport Gas-

fronomisge

selischaft mbH in particufar also generate revenue unre-

laled 1o catering services within the Catering segment, which revenue

is discloss
The

an effect o

1o the reve

st under “other services”.

=n{argement of the group of consolidated compameo had
£7m on calering services. The increase is (o be atiribuled
nue-achieved by the companies of the Catering segment

congelidated for the:first time and allocated 1o this tlem. The strong

dacrease |

nihe COn\}f}n‘ent Meal Solutions sub-segment is to be ab-
the sale:of this cperation as of 8 June 2004,

: W@%FVICES show lha revanue generaie&i by the IT Services

segment,
Othe
in connect

1 re\;enue aiso inc}udea revenus from unfinished services
on witiHongerm consiruction and service conracis in’

the amount of €238m (previous year: £130m). Such revenue has

been reéco

nised.by.stage of completion in the amount of the pro-

portion of the anticipated.total revenue attributable o this stage. In

case Wwa
of the total
the. contra
rived on the
relation to
The

accountoff

i0°€206m
amountto
menisty ¢

impossibletomake refiable estimates as o the outcome
contract revenue has pesn recoghised inthe amount ¢
t cosis incutred, The stage of compietion hag been de-
pasis of the costs incurred at the balance sheet date in
otal anticipated contract costs,
accumulated cosls of unfinished contracts, Le. taking
the.armounts recognised in preceding vears, amount
orevious year: £113my), whereas the respective profils
£36mi{previous year €14m). There have been down pay-
ustormners of €166m .{previcus year: €87m). The balance of.

these amounts reduced by allowances is shown under irade receiv-

ables (¢l n

5} Changes

Tig
enterprise and wapital

ote. 271 N0 amount has been withheld by customers.

5in s’mm‘%@ s and work performed by the \
lise : :

74
e

By sector 2008 2004

inventories and work performed 2005 2004 -

Changes in
€m €m by the enferprise and capitalised €m €m

tMaintenance ( BTN Tk 1 ‘327 ‘ Increase/dacresse in finished goode and work !
Catering services ; 1480 1 442 n progress | : : 5 !
Convenient Meal Solutions o - 181 : "C:;j;aﬁ:ﬁij{?ed by the entsrprise and '1 2‘2: ag
Travel (commissions} ) 147 17 | 137 85
EDP services 257 238 r

: Ground services 88 83 E

" Other services P 485 408 i

4 161 4 096

Teﬁhm cal services represent the majortty of the-extemnal ravenue
achieved by the MRO business segment Further revenus from the
MRO segment from the sale of materials, the hiring out of raterials
and'engines as well as logisticalserdoes has been assighed 1o other
services.. - :
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Notes

Foreign currency transiation gains include for the most part
gains on exchange differences batween the exchange rale in opera-
tion at the dale of the transaction {averags rafe of a monih) and the
fime of payment {spot exchange rate) as well as currency fransla-
fion gains from valuation at the closing date rate. Translation losses
from these transactions are reported under other operating expenses
{note 10).

The reversal of provisions item concerns a large number of
provisions set up in preceding vears not used up. In contrast 1o this,
the expense for provisions not set up in an adequate armount in previ-
ous years has been assigned to the related primary type of expense.

Other operating income includes tems which are not allocable
o any of the aforementioned accounts, including benelits in money's
worth from employer contributions (contra endry in stafl costs), adver-
tising income and canteen income.

The companies consolidated for the first ime contributed €4m
o the Group’s other operating income.

©
<

& Cther operating income 73 Cost of malergls and services
Other operating income 2005 2004 Costof materials and services 2005 2004

£m £m €m €m
income from the disposal of fived assets 331 446 Fuel for aireraft 2662 1 b1<4
income from the reversal of impairment losses 17. 6 1 Other raw malerials and supplies t 370 ? 94/
Foreign currency translation gains , 350 374 Purchassd merchandise » 559 540
Reversal of provisions and accruals and Total cost of raw materiais and supplies
deferrals ' 138" 195 and purchased merchandise 4591 3 901
Income from the rebiiling of accounts . : .

ayable 27 32¢ ”
pay b Charges ’ 2543 2542
Commissions earned 88 86 .
= Charter 728 644
Rebilling of charges for EDP . : : T ————
distribution systems - 45 g3 .~ Bxiemaltechnical services : £33 51
" Release of allowances for receivabies/ : Flight services L 108
efimination of accounts payable B 22 38 Operating lease 142 168
Hiring out of staft 35 29 Exterral EDP services 50 78
Compensation received for damages Y 28 . Cther purchased services T 299 296
Rental income o 28 - total cost of purchased services 4416 4343
income from the subleasing of aircraft o :1 3 9 607 8 244
income from the disposal of current
financial assets 10 34 0
her opsrating incoms e 435 26 . "
Cther opsrating incom 435 426 & ﬁmi”‘; i
16848 1753 -

L T e e ' S Stat costs 2005 2004
£9m ofincome:from the'disposal of fixetassels relaie 1o the saleof- €m €m
aircraft and spare engines, £182m lo the sale of the shares in Armadeus Wages and salaries 3 gip % 867
Global Trave! and €107m io the sale of the shares in Loyalty Partners. .. i " iy i~

- GmbH. In the preceding vear, €51m-related 1o the salé of aircraft, . PociAl securily ol 2
€292m 1o the sale.of the shares in Amadeus &l o’nl Tfavo and €53 Pension costs and other employee benefits 344 345
o the saie of Autobahn Tank & Rast. 4853 4813

The eniargemem of the group of consolidated companies led to an
increase in staff costs of €6m, £€5m of which relate to wages and
salaries and €1m {0 sacial security.

Social security charges include the emplovers’ contribution fo
the statutory old-age-pension scheme.

The expenses for pensions shown relate mainly o transfers to
the provisions for pensions (cf note 33). An amount of €0.7m {previous
vear €0.6m) has been fransferred with regard o executive officers.
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2y loperating SXpenses

Notes

Addxi;ona ung amed write-clowns of €1m (preva@w vear.
£€11m) to the nét realisable value have.been effected. |
- Within ihe scope of the goodwzl repoveranility testto be per-
: formed annually impairment losses in'the Calgring seégment in
“the amount.of €280m and inthe MRO 3eqmém ol €20m were in-
" ourred in fmanmal yeay 2003 For further datait freferenbe ss made
/qto note 16 g
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Employees On annual Orn annual
average average
2005 2004 - "
Other operating expenses 20308 2004
Grourd personnet 70322 72 582 70778 70 482 £m &m
Flight personnel 19057 15 534 19 949 18 505 - Sales commigsions paid ko agencies 882 790
Trainees P 1432 1627 1578 1683 Rents and imaintenances costs Bu4 581
hsa E 92 743 2 303 $0 673 - Sufirelated expenses 579 500
o : ‘ Charges for EDP distribution systems 240 242
The amua[ aves’ag@ ie calculated prorala temp@rss taking accou m Advertising and sales promotion P P
«oof the. time of initial consolidation or'deconsolidation. in 2005, 4498 : _ - ,
. Relr: Y i 323 34k 208
‘employess on,annual average refated to the companies consolidated Foreign curranoy transiation losse 345 298
orthe first tirme, whereas thelr number was 2,398 as at 31 December - Audi, consulling and legal fees 08 105
-’?QGS- A i ' : ' Expenses iﬂc“urred from rebilling accounts payable 76 122
- Other servicas 94 30
] Fiight»operat%ons insurance-related expenses & 83
L : : : : Allowances f—%}r recaivables 69 55 .
. Amon oamors and Geprecnat on apphed %0 intangible auce‘{s asrcraft Commummﬁm oSt 40 g
“rand plher tangible assels may be galhered from’ihe noles 1o the fiem : ‘ 5 o
Other taves | 47 50
: ;concﬁm@d Total amortisation and depreciation amount 1o €1,398m : :
 [previous year: €1,112my, Impairment losses in the amount of €304m Losses from disposal of fued assets 20 a4
T revious year: €34m) ware insurred in financial year 2005 impair- Lusses from e disposal of current financial assets 2 4
ment losses’in the amount'of €3m relaté to depreciable intangible Losses from ‘me disposal of other current assets o 5
- assels, i dmgs and other tangi ible assels the value in userafwhich= ot e
Restructuring costs o 14
determmed asthe present value of paymem surpliises - hag dropped . T A £ y
below thelr carrying amaount. In the preceding year, pullding equipment - Other operating expanses st 443
and oihor tancub e assets in.the fotal amount of £23m were camemed i 3680

" Rounded b’a‘%Em&f Etm.

“Forsign currency transiation losses include mainly losses on

exchange ’ate differences between the exchange rate in operation
at the transaction date {gverage rate for a month) and the time of ~
payment (SDO‘I rate} as well as ransiation {osses from valuation at

reporing G?aie rate (cf. note B).

The'enlargement of the group of consolidated companies re-.
sultedin aﬁ increase in other operating expenses of €6m in total.

113 Income from subsidiar

leg, ioint ventures and

associates
income from subsidiaries, joint ventures 2005 2004
and associates €m &m
~ income trorn profit ransler agreemesnis 48 39
Result from Xinve'stments in joint ventures 80 - 98
7 Reault from linvestments in associates ) ’31? . 75
Incorme from other equily investments 12 1z
Expenses frbm loss transfer -5 - tOh
! aa7 -~ 42
' o



Notes

income and expenses frorm Profit and loss transfer agreemsanis
include tax contributions/crediis. The result from mvestmems in joint
ventures includes profis of €79m (previous Jeaf ios 99mj
determined under the equity method.

In financial vear 2005, the income from associates includes an
armount from the inttial at equity valuation of Swiss internationai Air
Lines AG in the amouni of €281m. This is the amount by which the
share in the assets and liabiliies of Swiss international Air lines AG
accounted for at fair value acquirad by AirTrust AG exceeds the pur-

chase price which has also been measured at fair value, Allinall the '

pro-rated share 1o be aftributed to AirTrust AG of the result of Swiss

International Air Lines AG, which has been included at equily since

Juiy 2005, amounis to €293m. Total p?of‘ from the'at eqmyvalua—
tion of associates amount to éoUBm {previous yedr €14m}

12} Met intersst

14y income tanes

income lexes

2005 2004

€m €m

Current income tax expenses 2 25

Release of tax provisions _ ‘v -1 - 18

Refunds Tor prior years [ 2 o

Datferred taxes ' 238 126
263 133

* Rounded below £1m.

" income is provided with a negative sign.

“Without the cﬁange in ihévgrc;up of consclidated companies, the

amount of income tax expenses would have been€1m higher.

The following table reconciles expected and actually disclosed
tax expensés. The expecied tax expenses are determined by multiply-
ing the result before ircome taxes by a iax rate of 35 per cent, which

e ﬁouaded uefmy é?m
* Helates o dem ative financial mstruments qua%s!ysr;g ag he

a2

Net interest 2005 2004 ' " -
£m €m - rale s compesed of a 28 per cent tax rate jor corporation tax and
Incomie from other securities and ten per centtrade tax on incomea/solidarily surcharge.
fong-term loans 17 3 E
Other interest and similar income 210 1™ & 2005 2004
interest paid for pension obligations e 200 - 248 Basis of Tax Basis of Tax
- G assessment expenses  assessment expenses
Interest and similar expenses = 2 50
5 .. Expected income tax .
- 248 - 33 - refund/expenses + 306 541 + 186
: B . ' " Tex-free income, other : :
- L deductible amounts and :
Due 1o the inclusion of new: compamcb m the group of conso) d:ztcd permanant diffsrences 105 . 183
g1 =) g
compamec‘ of ’me Luftnansa Gfoup! the | ne niere éonss if“brcasad by Amortisation of goodwil - -
€lm.. b o . non-deductivie for tax P .
: interest bxpcnsos mciudb €1 Om 'prm/sous yoar & } m“} from  purposes P 300 + 105 113 +39
avzdmg inferest 1o long- term other p sions and s acciyal s di scoamf/ed Losses incurred by : ‘
in precedi i"g years : G 3 Ty foreign subsidiaries
with no deferred laxes o
A7 imposed on (pravious -
Y I R e, . year: retained eamings) + 391 - 137 - 72 +25
13 Other financiel Hems o
. ] : G, Deviation of local taxes
: ; e from deferred group }
Other financial ftems 2005 2004 + o, laxraie ’ L +a - +13
&m €m Tav: loss carry-forwards
Write-down of investments in subsidiaries and L notrecognised or .
other equity investments — 10 Tso adjusted s - +49
Write-down of Ioans ooy ~i5 - Other -8 - +1
Write-down of securities held as fixed ossels i - Disclosed income tax |-
e i - exp - 263 - 133
- Write-down of securities held as current assets i B ] o
Fiesult from the measurement of derivaiives at .- § R o
fair vaiue™ £ e - 150 %n the case of full profit d istri pution, there are deferred tax assets of
ag £99m {previous year: €99m} resulling from retained profits originat-

nq fmm ;Jreced;rq years and taxed at a higher corporation tax rate.
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Within the scope of accounting under the squity method, deferred
faxes on the retained samings of equily investimenis are set up inthe
arnount of the faxes due upon distribution.

No deferred tax liablliies have been reported in the balance.
shaet for temporary differences with regard o the values of invest-
ments in subsidiaries and-associaled companies belweern fax bal-

ance sheel and consolidated financial statemenis in the amount of
" €8m {previcus year €12rm), because it is uniikely that the companies
will be sold in the foreseeable fulure.
in financial vear. 2005, deferred tax labilities inthe amount:of »
£69m (previcus vear: deferred tax assels in the amount of €21m)
taking account of changes In the group of conscolidated companias
were recognised directly inequity, Delerred tax assels and llabilities
for 2005.and 2004 are 1o be allocated as follows:

Nates

The biasic (or undiluled) earnings/loss per share are determined by
dividing the|net profitioss for the period by the weighted average
numiber of ordinary shares outstanding during the financial year. The
shares issued within:the context of the effected capital increase have

- been izken Into account'in the determination of the average number

of shares pro rata since 14 June 2004, In addition to this, the shares

bought back and-reissued or the employee share ownership pro-

gramme have been.considerad pro rala temporis. in accordance
with 145 33] the value of the option right from the increase In capital
has besh taken into account as a bonus element in the prior vear

calculation adjusting thenumbper of shares.

in order o determine the diluted sarmings/ioss per share, the
ardinary shares which may maximally be issued upon exercise of the

scotversion privilege arising frorm the convertible bond of Deutsche

€m 31.12.2005 31122004 e
. bl . Labil “lufthansa AGHssued on 4 danuary 2002 are allocated fo the average

Assets abilities Assels abilitie X . . H g

o o nese PPN “number. Grbup net profitioss for the period s at the same time in-
Loss carviorwards and | , » “oreased bylthe amounts expensed on the convertible bond. ‘
tax cradits ] 398 414 s : &
Ta-based spacial ‘ ’ Aoy
depreciation, tax-free | 2005 2004
esenes - 3 - 2 Basic eamings/loss per share in€ 099 .54
Refireraent benefit obli- s Met profitioss for the period in €m + 453 + 404
gations : 270 - 183 = : : :
o - ; - X - Weighted average number of ordinary shares 457 786 554 427 968 792 ¢
Finance lease aircraft S 30 - 58 - . outstanding :
Depreciation and amor- R
tisation : - B85 - 907
Measurement of finan- ) -

o clal instruments at fair _— I 2005 2004
vadue ’ - *373 73 - Diuted @amihgs per share in € : 085" 080
Provision for contingent 5 : 159 £ Net profit for the period in €m : + 453 + 404

25] . 38 ) -~ B¢ - ; .
- : SO g + irderest expensed on convertible bonds + 20 + 22
Receivables/payables/ :
other provigions ang L s~ current and deferred taxes ; -7 -3
cruals ) - 501 - 2% S o !
accrual ; ’ 500 ! Adjusiad net profit for the period + 488 + 418
t-off - &1 =811 -7 - 731 : | .
Set-o b T W 731 7 Weighled avérage nurnber of ordinary shares
Cther =3k - - ~32 outstanding ' 492 317 977 485 171 172
188 814 166 285 )

In addition o the aforementionad delerredax assels from loss
carry-forwards and tax credits, there are tax dsseis from Joss carny -
forwards in the amount of €192m (previous year €156m), which tax
assats could not be recognised. Of these amounts, €3m may be
used untl 20086, £2m each until 2007 and-2008, £1m until 2008,
£9m uniil 2010, €2m,until 2011 and €173m even after 2012,

" The recoverablity of tax assets from loss camy-iorwards inthe
amount of USD1tim {previous vear USDO8m)-capilalised within the
LSG Sky Chefs group USA is supported by the fact that the Group has
adequate tax srategiesio benelit frond 1he 1osses carried forward,

4
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_in dimancial vear. 2005, €0.30 per share were distributed from the net

profitfor fi?ancéa& year 2004.
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Notes

Notes to the Consolidated Balance Sheet

Assets

18} Coodwill and intengibl
indefinile useful i??i} .

aoselswith an

€m Goodwitl Negative Intangibls Total
from congo- qoodwill  assets with
lidation an indefinite
usefut life
r-CquSﬁLJh cost at
£004 2429 -25 - 2404
Accumulated amorti- ‘
sation - 1801 5] 1585
Carrying arncunt at Tk
11.2004 528 ~-13 - ~B0%
Exchange rate dit- kS
ferences -13 -1 - -4
Change in the group of i
consolidated companies -2 - - =2
Additions [t o* -
Transfers - - -
Disposals -3 - - =3
Avallable for sale - - - -
Write-down -125 4 -
Write-up - ~ - .
Carrving amount at : By
31 122004 585 ~18 - A
Acquisition cost at A
112008 685 - - 685
Accumulated amorti- T
salfion - - - i
Carrying amount at [
11.2008 885 - - 685
Exchange rate difter- :
enences 7 - - 7
Change in the group of
consofidated companies - - - -
Additions 119 - - 149
Transfers 80 - - 80
Disposals - - - -
Available for sale - - -
Write-down - 300 - - - 800
Wiite-up - - - -
Carrying amount at v
31.12.2005 531 - - 581
Acquisition cost at ;
3122008 8 - ~ £33
Accumuleied amort- e
sation - 300 - 306

* Rounded below €1m,

34

Goodwill additions in financial year 2005 relate to the acquisition of
the Eurowings group at €89m and a revenue-related subsequent pur-
chase price payment for LG SkyChels Korea in the armount of €20m.

Due to the inltial consolidation of the Eurowings group, which
had previcusly been accounted for under the equity method, the

goodwill from the acouisiton of the first 49 per cent of the shares in

the amount of €80m previously included in financial assets had fo.be
reclassified into goodwill from consolidation.

Afnortisation for financial vear 20085 includes impairment losseS
ot-€300m with regard to goodwill.

All goodwill was for the first ime subjected to a regular recover-
ability test under 1AS 36 in financial vear 2008, The tests have been
performed at the level of the smallest cash generating unit ("CGUY)
on the basis of the value in use. The goodwill originating from the ac-
quisition of Air Dolomit S.p.A. and of the Eurowings group has in this
connection been fested as the smallest independent cash generating

“unit at the level of Lufthansa AG and its regional partners,

The following table provides an overview of the goodwill tested
and the assumptions included in the respective recoverability tests,

e cll] tufthansa BizJet L8G Sky LSG Sky
. AG and internati- Chefs USA Chefs
regional onal Group Horea
pantners
Segment Passenger Mainte- Catering Catering
business nance
Carrying amournt of
aoodwilt E249m £20m £557m €65m
Impairment - £20m £€280m -
. Revernue growth p.a. 2.5% to -35% 1t 4.7% to
- planning period 4.6% 0.2% 51%
EBITDA margin &1%to 9.2% 1o - 2.8% to 247% 10
planning period 98% 8,49 8.6% 25146 -
Rate of investment 35% o 065 to 10% to
* planning period 57% 1.39% 2%% 1.9%
Planning period 3 years 3 years 4 years 3 years
Revenue growth pa.
after the end of the
planning period 25% 2.5% 2% 544
EBITDA margin after
the end of the pianning
period 9.9% 9.1%% .65 253644
Rate of invesiment after
" the end of the planning
paricd 5.7% 0.9% 2% 186
Discount rate 9.85% 3.5% 9.5% 9.8%

The assumptions ussd for the recoverability tests are based on exter-
nal sources in the planning period. In some cases, risk reductions
have heen effected in order to aliow for special regional features and
market share trends specific 10 the respective company. In case rev-
enue growlh ofthe LSG Sky Chefs USA group should stagnate at
zero per cent at the end of the planning pericd, this would result in an

: “addiional Impairment of €78rm under ceterls-paribus conditions.
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) MNotes

I
) |
The EBITDA marging used are based on past experience or have ’ ) :
. |
heen developed from cosl-culling measures initialed. The rates of . ]
invesiment are based on past exparience and [ake account of the
replacement of any mc:ma of produciion proposed in the planning oo ’
period. ’

: ; . ]
€m Concesstons, m’imirth and Internally generated sof‘z\rv(are Advance payments Tota!

similar rights and assets as wall |

as licences in such nghts and '

assels
* Acquisition codt at 112004 o 436 |54 % 506
‘mwumuiate,d amomxﬂ:un B 331 +; - ~ 582
Canying amount at 11.2004 s ' 123 16 144
Exchange rate differences 1 oo -1 [
. Change in the group of vOOi'iSOi%dai@d o :
companies 2 ‘ - o’ P4
Additions 4 "y 20 65
Disposals -4 Lo - 4
Available for sale “ - - )
. e e B— }_ ; - N . 5
e R ‘J R '
Carrying amount a 1122004 108 ! 2 152
- Accumulated amortisation - 35’ 30 [t o —SéF
Carrying amoum at 112005 108 - 23 21 ‘ o 152
»__Evcmnge ratg dlﬁerenr s jiad ‘ ‘ 1 -1 Dv*v
. Change in !he group of conso&;dmed B o
companies 2 - 0 2
Additions 22 17 20 &8
“fransters “ 8 ‘ 3 e T -2
Sopeots . . ¥ S o 1 5
O e e — o ;
9 tedmm S— _m — . ) S —b ,
o - — - e i
..c.a"ymg amoumats'i 125060 S — ;. e — — S
Acquisition cost at 31122005 432 7 B ' 5
Accumuiatad amortisation - 338 - 37 -3 S » ~ 378

* Rounded below €17,

Mon-capiialiséd research and development costs for infangible assets - £€2m of the.carrying amounts reported as at 31 December 2005 relate
in the amount of €1m {previcus vean €2rn) have pesn incurred, o the companies consolidated for the first tme.

intangibié assets in the amount 6f €3mi{previcus year £1m}, though
already firmly ordered, are not vel' sub eclip the Group's economic
power Df dlspos;:

s

0
o
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Notes

18y Bircralt and mm gngines

- cluded with a lessee on the Bermudas.

€m Alrcraft and Advance Total
spare engines payrents on
aircraft
and spare
engines
Acquisition cost at 11.2004 15 044 286
Acourulated depreciation - 8515 ~
Carrving amount at 11.2004 6529 286
Exchange rate diffiarences -3 o
Change in the group of : o
consolidated companies 3 o ) 3
Additions i 050 290 340
Transfers 204 204 T
Disposals - 108 -8 L
Available tor sale - - -
Write-down - 728 - -728
Write-up 4 - PRI P
Carrving amournt at e e
31122004 & 851 366 0 37
Acquisition cost at 11.2005 15350 366 HE 7B
Accumitated d@premateon 8399 - -8 309
Canying amount at 3120’35 & 951 368 ‘7 37
Exchange rate differences 10 g "
Change in the group of
consolidated companies 120 31 151
Additions 438 350 ) 788
Transfers 124 - 202 -8
Disposals -39 -2 -60
Avallable for safe - 66 - . BB
Write-down - 87 - - 871
Write-up - - '
Carrying amount at
31.12.2005 6 737 525 7262
Acquisttion cost at .
31322005 15221 525 15 746
Accumulated depreciation - 8484 - 8 484

* Rounded below £1m,

The alrcraht item shows 16 aircraft 13 Boeing MD-11F and G Boeing
B747-400) with a carrying amount of €869m {previous year; £€981m)
being the ctyject of fransaclions serving the realisation of present

96

value benefiis from cross-border leasing. With such transactions, a
head lease contract with a term of 40 or 80 vears'is as a rule con-
The leasing rates 10 be pakd
by ihe tatter are paid 1o the lessor in one amount, Atthe same time,
the lessor enters into a sublease agreement with the lessee over &
shorter term (between 14 and 18 years). The lessee pays the leasing
obligations ariging from this arrangement to & bank in one amount
with debt-discharging effect.

Since the risks and’ rewards associated with and the legal dwn-

- arship of the aircraff remain with the Lufthansa Group as before the

fransaciion, he aircralt are, according to SIC 27 not reated as objects
of legse under 1AS 17 but as. d no such transaction had been con-
cluded, ¢
The transaction is nked 0 operative consiraints; the aircraft are
prohibited fram being used -mainly in the American airspace.
" The.realised preseni-value benefit from the transaction is on a
pro-réda basis recognised in the income staternent over the term of

the sublease contract. In 2005, an amount of €10m was as in the pre-
- ceding year realised under “other operating income”.

- win addition 1o the aloresaid, the ilem ccmpme 25 aircraft (2
Bosi ing, 747, 8 Altbus A340, 5 Alrbus A330, 3 Airbus A320 and 8 Can-

‘adair Regiorial Jeb) with a carrying amount of €1,199m (previous year:

22 aircraft withya-canying amount of €1,028m), the majority of which
has besn sold k, Japanese and British leasing companies and leas-
fiale] compan ies:on the Bermudas respectively and leased back with a
view to rriore favourable Sinancing ferms. The ferm of such leass con-

~tracts is between len and 26 years. Luithansa is entiied 10 buy the air-

oraft Dack at a fixed price at a given point in time.

Since the risks and rewards associated with the aircraff re-
maih with the Lufthansa Group, the aireraft are, according to SIC 27,
not freated as objects of lease.

Two of the alrcrall financed through leasing companies on the
Bermudas are subiect 1o operative constraints; the aircraft are prohib-
ftec from being used mainly inthe American airspace.

The order commitment relating to aircraft and spare engines as
at 31 December 2005 is £3.4bn (previous year: 3.0bn).

£1,371m {previous year: €1,197m) ol the aircralt item serve as
coliaterat for existing financing arrangements. Aircraft at a carrying
amount of €190m (previdus year: €288m) have been procured under
finance leasas (cf note 21},

€151m of the carrving amounts disclosed for aircraft and spare
engines as at 31 December 2005 relate to the companies consolidat-
ed for the first time.

Lufthansa  Annual Report 2005




MNotes

&€m Land and bulldings Machinery and
technical equipment

Paymenis on acoount Tolal
and assels
! under construction

s aoipment, office

Acauisition cost at 11,2004 147 456 ; 1175 137
Accumuiated depreciation - 607 398 ‘ - 932
Carrying amount at 112004 810 88 243 137
Exchangs rate differencss - 13 [ehd : -3 -3
Change in the group of consolidated com- : 18 1 \ & 30 o1
panies i
Additions a7 16 ‘ 81 120 254
Transfers 10 32 “ 20 - 58 . 4
Disposals ' -2 -1 -8 13 g
Avaitable for sale - - - - o -
Write-down -73 - 29 1 - 107 - —%‘%w
Write-up - - ‘ - - : - )
Carrying amount at 3112.2004 768 157 218 213 1 ’553
Acquisition cost at 112005 1434 753 1082 213 3 462
Accumuiated depraciation - 666 -~ 5886 ! - 844 - 2148
Carrying amount at 11.2005 768 157 ‘ 218 213 1,358
Exchange rate diferences 1% 4 1 ) 9 ) & N 33
Changs ‘in the group of consolidated 7 - , 3 - N 70
companies ‘ :
Addiions 31 3 83 101 ; 246
Transfers 34 B 22 _59 )
Disposais -10 -2 -7 -2 - a1
Avallabla for sale _ -3 - i - - ' -3
Write-down -85 s -89 0 s
rite-up 0 - i - or
Carrying amount at 31.12.2005 788 i72 1 239 248 1448
Acquisition cost at 2112.2005 1518 791 1 1104 249 3 6‘@
accurmulated depraciation - 727 - G619 - 865 o ) @ E
* Round@d balow €1m.
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Notes

There are land charges in the amount of £46m {previous vear:
€42rm) with regard to land and bulidings. A purchase option enterad

insthe fand register exists with regard to real properly worth €277m -

{previous vear: €£287m). In addition, €14m (previous year: £15m) of
the total other tangible assels serve as collateral for existing lcans. -
Furthermore, other tangible assels with a canrying amount of €6Tm
{previous year: €78m) have been procured under finance leases.

€15m of the carrying amounts as at 31 December 20085 reia‘le o

o assets of companies consolidated for the first ime. -
The values of firmiy ordered tangille fixed assets not velin
the Group's economic power of disposal are as foliows: -

20} ?%eaé property he ﬁ’ as finencisl hvestmenis

31122004 &

£€m Lanid and buitdings held as
financial irvestrents
Acqusition cost at 112004 23
Accumulated depreciation -4
3 Carrying amount at 11.2004 19

Exchange rate differences -

- Change in the group of consolidated -

companies

v Additions -

Transfers [0

. Disposals -

Available fof sale -

Write-down -1

€m 31.12.2008

Land and buildings s 24

Technical equipment . 12 10,

Cffice and factory equipment C ek 61
113 73

Write-up -
Carntying amount at 31.12.2004 18
Acquiisition cost at 1.1.2005 23
Accurnulated depreciation -5
Carrying amount at 11.2005 18

Exchange rats differences -

Change in the group of consolidated -

CoOmpanies

Additions -

Transfers -

=+ Disposals -

" Available for sale -

1 Accumulated depreciation -

- Wiits-down -1

i Write-ug -

' Carrying amount at 31.12.2005 17
. Acquisifion cost at 3112.2005 23

o>

i Réundeé beio‘«x‘l:51 m

" As at 3? Deuember 2005 the bu idmgs he ci excluswe v &8s fmancvai

o inves tmen’fs Rave & “marketvaiue of £20m- (previous year: €20m}.

(i The marketvalue has béen derived, without using the services of
‘ariexpert, from the vear 2000 acquisiion price, the renovation cost
“incurred in themeantime as well as the construction cost ¢of the new

building parts. Rental income amounted to €1m as in the preceding

s year.
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Noles

Tangible fixed assels include leased assels which, due o the fact that
the underlying agreerents are designed as finance leases, are allo-
caled o the Group's economic ownefsm Assets leased and h rac
out may be gathered from the following table,

£€m Aircrafts and B8 Buildings and Leased Leased other
space engines f b dlr’qg land hired out technical equiprnent,
hired out and enginges equipment office and !
| factory
| squipment
Acquisiion cost at 112004 481 728 NicH 2 [t ’34 -
Accumulated depreciation - 385 - 424 63 -3 - -28-
Carmying amount at 112004 96 304 | 68 1 o 6
Exchangs rate difierences - - 3 - [t 1
Change in the group of congoiidaled h
companies - - - - - -
Additions 32 - ‘ W0 - - -
Transters 67 22 - - - -2
Disposals - 27 - “ -2 - 0 - 1.”
Available for sale - - ‘1 - - - _
Write-down -18 - 45 L -3 -1 - —‘2‘ [
Write-up - - - - - -
Carrying amount at 31122004 14¢ 288 74 18 -
Acqguisition cost at 112005 3486 618 136 23 -
Accumuiated depreciation - 197 - 330 1~ 82 -5 -
Carrying amount at 11.2005 149 288 j 74 18 -
Exchange rale differences 1 1 0 - - 1
Change in the group of consclidated I :
companies 23 % P16 - - -
Additions 3 - i 5 - - -
Transfers -85 -25 Lo - - -3
Disposals - -3C 1 0 - - 2
Available for sals -6 - 18 L= - - -
| Write-down -8 - 41 . 3 -1 - -3
Write-up - - j - - - -
Carrying amount at 31.12.2005 107 180 "o 17 -
Acquisition cost at 31122005 355 457 RS 24 - 23
Accumuiated depreciation - 251 - 267 b 51 -7 - 2z

” Roundad below €1m,
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Notes

g

Finance lease The total amount of leased assets to be allocated to

the Group’s economic ownership in accordance with 1AS 17 is €251m
{previous year: €366m), £190m of which {previous vear; £2886m) relate -~

1o aircraft (2 Boeing 747, 1.Alrbus A320, 1 Alrbus AB319, 9 Canadair
Regionai Jets, 8 ATR 42 and 1 AT, R 72 :

Carrying amounts for léased aircralt 1 & 319 und 4 ATR42\ of
£35m relate to Eurowings Luftverkehrs AG and Germanwin
companies have been ponsalidated for the firsttime.

As a rule, aircraft finance lease agreements are non-canceliable
within the scope of a-fixed basic lease Brm of at least four years, their
maximum term is twelve years.

After expiry of the lease term, the lessee i3 uguai!y entitled or
actually obligated 1o acquire the assel al its residual value. In some
cases, an addifional mark-up of 25 per cent of the difference hetwesn

the residual value as stipulaled in the lease agreement and any high-

er market value has o be paid. In case the option' s in the aforesaid

cases notexercised by the lessee, the lessor may seli the aircralt at the
best possible price in the market, The lessee is entifled to 75 per cent
of any sales surplus exceeding the residual value. In case sales tev-
enue is below the residual valus, the difference has 10 be paid by the
lessee. The lease agreements provide for variable lease payments in’

50 far as the included interest share is linked o' f"'\e future development g

of market inferest rates, normally ihe three- orsix- mom Ubor rafe.

Apart from this, there arsfinance lease agreemen? in qusze d”;,, = s : T : :
- Operating Leases In addilion (0 #he aloresaid finance lease agree-

ferent forms for buildings and pam of bui Idings as well as foroffice -
and factory eguipment. The Fan"ymg amounts 'fvsuch

leased assels

relate 1o the-Caltering usiness segment at €51m dﬂd to the Pa sen-

ger Transportation business segmont at €10m
Lease erms for buildings and parts of b

17 and 30 years. Lease agreements provide fcr feast payments -

which are partly based on variable interest rdtes par*Ey orfixed inter-

est rates, as well as for purrhase options al the: end ofthe wn raciuai_ ;
lease pericd. The agreemems are non-cancellable. Ophcms for an ex-
tensicn of the agreements - 4 any = exzst e»the{ on Z\e part of he !es— i

see or on the part ofthe fessor
’ Leaseterms for {aciory an office equzpmen arg be‘hveen one
and thirteen years. The agreements provide fof lease payments, part
of which payments are fixed, whereas other lsase payments ars de-
termined on a variable basis and, in particular cases, for purchase
options at the end of the term of the lease. An extension of the agree-
ments by the iessee is only possibie with certain leases oris effected
automatically if there is no objection. The agreements are non-can-
cellable,

- 300

" The following payments from finance lease agreements will become
‘due in subseguent periods. Variable lease paymenis have inthis

respect been rolled over on the b’asm of the last apphcabie interest
rate;

a8, which..

Em 2006 2007 - 2010 aty 2011
Lease payments 51 126 105
B Discounts 2 21 37
Met present values 49 105 68
Payment from subleage 5 11 -

agresmants

inthe precléding year, the following amounts from finance lease

agreements have been reported:

CEm 2005

. 41, operafing lease agreements. Accordingly,
ing’s dre bezweer :

_ 2006 - 2009 ab 2010
" Lease payments 69 171 106
© Discounts 3 13 41

MNet present vajues 66 158 B35

ments,.a considerable number of lease agreements have been
concluded which, parsuant to their economic contents, qualify as
the leased assets are 1o be

" alittated to the jessar, Apart from a furmer 71 aircralt for which there
“are operating icase arrangements, these agreements concern mainly

Lo aireraft leased witkiin the scops of the Lufthansa Regional Concept, as
--wsli as feased buildings.

. Theterm of the operall Qg iease agreemenis for aurcraft is be-

,‘zween three and twelve years. Usually, the agreements ferminate au-
: tomatsba»iy after expiry.of the lease term, in some cases lease exten-

sion options have been agreed upon.
The lease agreemenis Tor bulldings have a term of up to 25
vears. The-facilities at the Frankfurt and Munich airports have been

leased for a period of 30 yaars,
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Amounis due in the following periods:

28 noial aseels

& 55 AT
thie ok

aecounied for under

by msthoo

Motes

iease agreements 12 L -

Luthansa ~ Annual Report 2005

£m 2006 2007 - 2010 an 201
Aircraft By 270 4 pa. €m | investments in investvients Totat
\ joint ventures in associated
Diverse buildings 234 835 272 pa, | companiss
. Other lease agresments 56 161 38 pa Acquisition cost at 11,2004 521 402 823
431 1266 324 p.a. Accumulatad amortisation - 34 - 168 - 20’2
Payments from sublease ) Carrving amount at 112004 487 234 2y
agreements 13 31 6 ) ; = ’
hat F > Exchange rate differences -2 -7 -8
. ’ o Change in the group of
~in the preced nc; yeay, the following amounts from operating 1&&5@ ' consciidated companies - -
: agreemems have been renoried: Addiions | 50 78 128
Transfers 4 - 4
Py DAL 2 5_O000 . 2 : - ] o
Em 2005 0062008 ab OT) Disposals 590 18 440
- Arcraft 140 66 e pa Available for sale - - -
iverse buitdings 207 e pa o
Diverse building: ) 801 E{v p.a Write-down s _a 12
- Other fease agreements &1 174 41 pa o o
Wrile-up - - -
408 1041 232 p.a Carrying :mjaaum at
Payments from subleas 31122004 313 279 562
T e — - T o
agreements Acquisition cost at 11,2005 13 279 592
Accumulated amortisation - - -
Twelve WC(af’{ in the economic and legal nvmersh ip of the Groazp *1t Camrying amount at 11,2005 313 o7g 37
 the end of 2005, are being subléased on an operating lease basis. e 1t o A 5 G
. The following payments result from these aazeﬂmbnts pmvamg for «change rate differences I
lease terms of up to hree years: Change In the group of -
o consolidated companies : 4 g
; - - -
€m 2006 2007-2010 abpryt  fddiliens | 8> aor
N Transfers } -
Payments from operaing Transfe 1o
lease agreements 17 27 Disposals | -13 -34
, ' v ~ Availabie fof sa - - -
Eight a:m{aﬁ whi oh had been inthe economic and @ga ownernhsp Write-doven - -4 ~4
“of the Group al tthe end of 2004, were subleased on & non- -cangel- - Write-up - - -
lable operating | zage basis. The following p;zvment resufted fom ‘ "
i 8 Carrying amount at
these ag eemeants: 31.12.2005 394 555 848
. : Acquisiion L:ost at
£€m 2005 2006-2000 ab 210 - 31122006 344 559 853
Payments from operating Accumuzaiqd depreciation 0 —4 -

* Rounded below €1

There 13 np quoted market price for any of the investments accounted

for at equity.

A carrying amount of €100m results from the change in the
group-&f consgolidated companies and their investmenis accounted
for at equity as at 31 December 2005.

- o



Notes

23 Cther finencial assels

The other financial assels are comprised of a noncurrent portion with
a time to maturity of more than one year and a current.portion includ-

ed in current assets with a time to maturity of up 16 one year. The total

amount may be gathered from the following table;

3112.2004

Other financial assets 31.12.2005
Em Total MNon- Currerit Total Non- Current
current current
investments in subsidiaries - 1Y 187 - 151 151 -
Other equilty investrnents B 458 458 - 282 282 -
Securities held as fixed assets : : 17é 176 - 12 12 -
79 71 - 445 445 -
Loans to subsidiaries o 0 &7 3 Go 56 <
Loans to other equity investments : : a8 39 1 1 -
Otner foans ' 120 &7 33 144 112 33
Fre-financing of leasehold P e ik 9 1 13 11 1
DR e 202 37 227 190 el
Total ML 10800 993 37 672 635 37

Due 1o the change in the group of :
closed total carrying amountofthe otherfinancial assets s €76m
lower. : ) p e

02

consolidated companies; the dis-"
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Equily investments and securiies de\zpiopéd in 2008 and
may be gai“efed from the Tollowing table

MNotes

Securities held as fixed

Jinvestments and securilies have beer reported at such market value.
Since there isno-active market with market prices avaiiable fo the
public, thag been impossible to determine the 'market valtie of equily
investments with a carrymg armount of £265m {pravious year £188m)
‘and securiies held ag fixed asseia with & carfving amount of €25m
&prev;ou year €1ty

- lufthansa  Annual Report 2005

measurediatl

ingforac

Hfair value becaus

€m Investments in subsidiaries Qther squily iliyécirnenm Total
; ansats
Acguisiion cost at 112004 202 i 4% 57 3{(;
Accumulated amortisation - 40 \ -4 - 62 - 108 4
Carrying amount at 11.2004 162 1 40 5 ?_(.}7‘
Exchange rate diffsrences [ ‘ 0* -1 t"
Changs in the group of consolidated compa- | o
nies ~ 25 - - 28
Addiions 59 R 2 256
Transfars -1 ; 48 5 ”z?
Disposals - 36 T i g+ -36
Available for sale - | - - -
Write-ciown -& -3 - - ‘ 1
Write-up - - ] ﬂ
- Carrying amourd at 31122004 151 282 12 '443}
Acouisition cost at 1.1.2005 183 330 74 113“
Accurmulated amortisation - 32 Lo 48 62 M?”
Carrying amount at 112005 161 282 12 445
Exchange rate differences 1 | 0" 0 ‘ ‘1 /
Change in the group of consolidated compa- ‘ o
nes - 34 1 12 -2t
Additions 25 L a0 152 550
Translers 30 ! 0 g% ’é(J
. Disposals - 10 -1 g - "1
Available for sale - - 217 -
Write-down -6 -1 - 7
Write-up 1 - ?
Carrying amount at 31.12.2008 457 ‘ 458 176 7‘§‘§
Acquisition cost at 31122005 191 R 178 %
Accumulated amortisation - 34 ‘ - 47 -2 - 33
“ Rounded haiow €1m. :
Provided that a market value could be determined reliably, equity - "’in financial vear 2005, investments which previously could not be

e there was no active markel, account-
arrving amourt of €20m (previous year: €37m) were sold,

Total profits of €188m {previous vear: €15m) were achieved, in paricu-

dar from th
" The

€T had

ment sold

& sale of he shares in Loyally Partner GmbH.

market valus of the investment in Amadeus Global Travel of
been reclassified 1o assels intended for sale and the invest-
at a book profit of £182m in financial year 2005 (note 6).




Notes

€12m of the securities (previous year none) have been issued as col-

lateral for fiabilies.

€m Loans to subsldiartes Loans o other equily Gther loans Pre-financing of Total
investmenis ieasehold
Acquisition cost at 1.1.2004 386 1 29 14 692
Accumuiated amoriisation - 384 - - 140 - 20;1
Carrying amount at 112004 322 1 151 14 488
Exchange rate differences o o
Changs in the group of consolidated )
companies -~ 102 - 1 - - 13
Additions 21 - 21 ar 42
Transfers - 58 - 1 1 Tl 56
Disposals - 100 - -22 -2 - 133
Available for sale - - - - -
Write-ciown -5 - -9 - 14
Writa-up - - 1 - 1
Carrying amount at 3112.2004 [33¢] 1 144 13 227
Acquisition cost at 11.2005 113 1 291 13 418
Accumulaied amortisation - 44 - 147 - - 191
Carrying amount at 1.1.2005 58 1 144 13 227
Exchange rate differences 1 - -3 -1 -3
Change in the group of consolidated
companies 1 - 1 - 2
Additions , 12 38 17 - ‘ 67
Transters 16 - - 16 - 0
Disposals -2 - -28 -2 o ‘M:é; ‘
Available for sale - - - - -
Write-down - 10 - -1 - WW’;‘;
Write-up P 16 - h M18
Carrying amount at 31.12.2005 70 as 120 16 239
Acquisition ocost at 3112.2005 85 39 263 10 T 407
Accumulated amortisation -25 0* - 143 [$he - 188

* Rounded below €1m.

The carrying amount of loans and the pre-financing of leasehoid

correspond (o their market value.
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weurrent receiva
Noncurrent recefvables and other assels C312.2005
£
Receivables from subsidiaries 1 1
Receivablas om other equity investments : - -
Deferred expenses =3 42
Other assels 02 121

118 184

The cther noncurrent receivailes include expected relmbursemeants
for Gb |g;1TIUﬁS provided for in the amount of £2m {pravious year
£3m
' Nnncur ant receivables and other assels have been deter-

mined at amortissd costin compliance with the effective interest
method, The amor used cost of mcmta{y assels correspond fo their

market value. -

The contribution of the companfc consolidated for the firsttime

amounted to £4m: ‘ g

28} @zzmﬁ?{

The companies cons%jiédated for the first time have contributed non-

current derivalive fingdnelal instruments with a fair value of €10m and
cusrent derivative fna noiat instruments withya mark@t vatue o? aisa
£10m.

Current derivative financial instruments anciuda, instruments.
with a positive market value of in tolal £2m {previous year: €11m) ac-
counted for at fair value throughthe income statement, because they
do not guality as sffective hedgmq transactions within the scope of a
hedging relation. - ’ S

253 ’iww*wz%

inventories 31.12.2005 3112.2004
€Em €m

Raw malerials and suppies k 3588 312

Finished goods and work in progres - 4"/“1

Advance payments I ar : O
439 376

* Rounded below £1m,

inveniories worth £28m (previcus vear: €7m) are pledged as'ioan
olia‘ierai /

Luthansa  Annual Report 2005

MNotes

As at 31 December 20085, the gross value of the inventories amounied
10 in total €536m {previous year €474m). Of this total, inventoriss
with a carrying arnount of £173m (previous vear: €194m) have been
accounted fp;‘ atthe lower fair value net of selling costs (*net realis-
able value")| There were write-downs 1o the net realisable value in the
amount of £97m {previous vear: €98m). New valuation adiusiments of
€4m {previcus yearr €1m) have been effecied in the reporting vear. in
financial year 2004, wrile-ups in the amount of €5m with regard 1o val-
ughon alloy wances effected in preceding vears had besn perfo“ned,
mvenio*:e& worth £10m orginate from companies consdlidated
forthe fi rstt me,

Z7} Trade receivables and other assets

- Trade receivables and other assets 31.12.2008 31122004
| €m €m
fx:ar}e receivables v -
Trade receivables from subsidiaries 92 8’3
vTvra‘de recaivables from other equity . R
investments | ; 21 7
'Tz“zide .reoeivc bles from ih;rd parties T 75? : 1 49[}
1870 1582
ot which: frc»rJn work in prograss net ) ”
of progress gayments {98 (65) ¢
Other assets ‘
Fecelvaples ‘lfrc:-m subsidiaries 110 94
’ Recsivables Jfrom othar equity investments 12 M-‘
Daterrad @:(g‘@nses : ] a0
Other assets 596 483
! 789 631
Total 2639 2213 .

Qdm tpreuous year €7m) of zhe trade recewabies have been ssucd
a8y loan c&ilatﬁrai Companies consolidated for the first time- ‘contri b-
utsd trade receivables of €20m.
L As in the preceding vear, other assets ncéude gxpecied reim-
bursements for obligations provided for in the amount of €2m.
" Current other assels in the tolal amount of €6m (previous year:
€13my have been issued as loan collateral. : }
£Zim of the change in other assetls as compared with the pre-
ceding vear relate 1o the companies consolidated for the first time.
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28) Securiies held as current assels

In accordance with 1AS 38, securities held as current assets have
been measured at their fair value as available-for-sale financial
investiments. i had been impossible in the preceding year o deter-
mine a refiable market value for securities with &, ram/,ng amount o§
€1m. :
Securities in the amount of £€3m are held by uompan fes con-.
olidated for the first ime.

29) Cash and %}ﬁh equivalents

As atthe balance sheet date, euvré bank palances with diﬁereht Credit '

institutions have been bearing interest mainly af interes! rales between
23 and 2.4 per.cent {provious vear: between 2. andt 2.3 per cent)..
USD balances have been invested at an average interest rate of 4. 0
per cent {previous year: 1.9 per cent). €2m {previous'year: none) 6
the bank balances have been issusd as ¢ollateral for liabilities. -

Foreign cutrency balances have been valued ai the ot ogma i

date rate,
£€95m of tho bank balancee rela?e to compames CONSo rdated
for the first time.

30) Assets %?efe;% for @asa

As at the year end 21 az:craﬁ from the P"}Sau nge

" ness segment are dysc%osed a5 avariab e fc sale. There are purcha

coniracts for all the aircraft,; delv ery is expor* >0 for finangial yesr,.

. 20086. The carryi ng _amounts al the time-of rec:ia sification nave been R

kept upon reclassification, ‘because e eApec ted sales revenue per.
afrcraft excéBdg the carmying | amolnt” The Zoiai Cam/mg am@am olthe
aircrafl availablefor saletis €7Gm £7m-of v'h ch amoum re late EQ the
companies: conso!;da‘icd for the first time ;
Furthermore, a piecé: of land from the Caiemg ¢egment ne:
longer required ‘with.a carrying amount oi £3mis available for sa(e

The bui fiding Hasbeen rec 298 iied from i assets W !thoui ane .

planned ciopreo az ion bemg/ rformﬁd
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Tranapgmuon Bus;~
e new rag\s*ered shares againstcontiibutions in cash or in kind (Au-
“akthorised bapita% AL t%ss%mg sharghalders are gonera liy 1o be granted. -

sibscHpt on-rights. In the caseé of shares issued against contributions
Cinking Jubgcr intion righlsimay be excluded, whereas in the case of

< iving the, rxght e}

Notes to the Consolidated Balance Sheet
Shareholders_"v Equity and Liabilities

31 Iszued capiial

The issued capital of Deutsche Lulthansa AG amounts to £1172m. Itis
divided into 457,820,000 registered shares, with each share represent-
ing a shar@ of £2.56 of the issued capital.

) resolution passed by the ordinary General Mesting of 19
june ZODA authorised the Executive Board until 18 June 2007 1o in-
crease the issued caplal by up to £200m wilth the approval of the
Supervisory. Board by issuing new registered shares on one or sev-
eral occasions {Authorised Capital A) against a contribution in cash
or in kind, i .

Within the:scope of this authorisation, the Executive Board
raised the'issued capita! of the Company effective as of 14 June
2004 with the appraval of the Supervisory Board of 24 May 2004 by
£185m from €877m lo £1.172m by.issuing 76,320,000 new regisiered

shares with-a pro-rata share of the issued capital of €2.56 per share
and including full entitlemant to dividends for financial year 2004,
against a confribution in cash. The remaining authorised capital of

. £5m was cancelled owing 1o a resolution by the ordinary General

Mesting.of 25-May 2005,

o The same General Mesting authorised the Executive Board
until 24 May 2010 1o increase Ihe issued capital of the Company by
up o €200mwith the approvalof the Supervisory Board by issuing

shares issued against contributions 1n cash, fractional amounis may
be exciuc eddromthe bhareho ders subscription rights. Furthermore,
the Executive Board hasi in fhe ‘case ¢f a capital increase against

econfributions incashto emiude shareholders’ subscrrpnon rights with
* the approval ol the Supemsery Board sub;ec{ o 1he proviso thal the
~shares issted exciudmg subsc: ipfion-rights must in total pot excesd:,

fen pergent ol fhe issued capital and the amount for wiich shares

‘are issued is ot sUbstartiatly lower an the axchange p;ace

o LThe General Meetmg o 19 dune 2002 adthorised the Exécw B :
tive Board it 18 June 2007 16/1ssué on'one or several occasions

‘bearer or registerad convertible bonds and/or bonds with warrants .
ol upitoElbn wﬁh terms of up lod5 y\,am In this context there is
w0 contingent capliai for effestr inga
. capital by €97689,000 by issuing 38,160,000 new registered shareo
“The u,ondstona{ capxtal mcroasc w ithe performed pnlyiothe extent v
that the noidere oliconveriible bonds of bonds.with warrams exercise

condliionai increase of the xssued

the ir conve;s orandfor: Opuon rqhis
With effect as from ¢ Janlary 2002, Lufthanga AG ;ssued &

: conver’sz e-bond-or €750m. Existing shar eholdars Oubscnpzson
L rsgh?s have bom eycludod fr dotal, 750,000 conversion opfions certi-
ONVETS) on imerUp o 37,202,380 shares of Lufthans*a e
TRG ai a pnce i €19 80 !oi omng the cap ial mcreaoe) WEre sgued
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sad the Execu-
0 with the approv-
G new rega*%ered shares

The ordinary Gensral Mesting on 16 June OOJ authoris
five Board to raise the lssued capital by 15 June 2009
at of the Supervisory Board by €25m by issuln
to employees ’Autho ised Capital B) againsta comﬂmteon in cash.
Shareholders’ subsuription rignts are exciuded. .

Cin fsr‘amxat yoen 2005, Lufth hansa AG acquired a total number
of 1,113,370 own shares at an average price of £1118, comparing
0.24 percent of the issued capital.

" These shares have been used as follows:
= 332,802 snares offered to employess of Luiansa AG and.28 sub-
siciaties and oiher equily investments from profit sharing 2004 ata
price of € 1107
280422 shares as part of ihe performancebased variable remu-
neration of senior exscutives and staff members to whom the regu-
far pay scale doss not apply of Lufthansa AG and a furiher 25 sub-
sidiaries and other eguily investments al 2 price of £11.54, taking
accountof'a 30 per centdeducion. Lufthansa AG and s Group
companies grant an cutperformance option for these shares with.a
term of three 1o four years. Depending on the development of e *
Lulthansa share value as compared with that of the index of a cem-
peting ali ing,the sh arshalder will receive 2 paymentin.cash upon
exercise of the option, The wptéon may be exercised in the last year
of. its term provided the share | s held unlil the iime of exercise.

An mipﬂrfofmance option identical instructure to the above-
mentionad option was already granted by Lufthansa AG and s group

- companies as part of the perormance-based variable remunardlion of
- senior executives in 2002, 2008 and 2004, Each of the programmes
covers a period of three to four years. The outperdormance option for
the yeal'2002 became exercisable following expiry of thiee years for
the first ime in 2005, No-cash paymem pecame due.

Asal },Janqary 2008, g total number of 1737939¢ shares were
held by-senicr executivés/captains and staff members to whom the
reguiar pay scale dops not apply, Whereas these employess held a
optal of b 576776 shares at 31 December 2008, The oplions: ha\/e no '
Cinherentvalue.” :

48 shares wers resold at an avarage phice of €11, “’O Az ai the
balance sheet date, the portfclio.did not contain any own shares. -

®

32} %e%r o

The capﬁa reserve CQRZ? A on Ny th»ﬁ premium. from capi Eai rcrenses

" and from asconveriible bond. The legal reserve included in revenue
reserves s £26m as before; the remaining amount relales (o ofher rev-
SNUE 1E5eIVEs, :
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%% Retirement benellt obligelions

A corporate pension scheme has been sel up Tor emplovess work-
ing in Germany and seconded abroad, As regards empioyeas who
nined the Group before 1995, the so-calisd VBL scheme, which s

“the supplementary pension scheme for all state employees, had for
“the tirme being been:continuedias a company pension scheme. Fol-

lowing the|coliective agreements for the harmonisation of employse
retirement [oenefits for ground and flight personnel conciuded in 2003,
the corporate pension scheme for all members ¢f both ground and
flight staft was changed 10 an avérage salary plan also for cockpii staff-
within.the scope of the colleclivesagreement of 4 December 2004,

The retirement benelit commilment is now equal o that for employses

- who joined the C;Q%sxpany affer 1994, With this scheme, & salary com-

ponent i convertadinto a pension cormnponent, the retirement bensiit

paing the sum of the accumulaled pension cornponenis, Under 1A8

19, such péns ion comiritments have 10 be considered defined benefit
commitmenis and are, therefore, laken inte account by commiiment
volurne and cost L
Flight personnel are in addiion entitted to a transitional pension
arrangement covering the period between the end of their active ser~
vice.and the commencement of statutory/corporate pension plans. -
Berefits depend on.the final salary before retirement (final salary plans).
Corporaie pension schemes as well ag the transitional pens
sion arrangement in"Gérmany are financed mainly by provisions for”
sensions ih the balance shesl All obligations are measured annually
applving the projected unit credit method. In financial vear 2004, the

"building ol plan asséts for funding future pension payments and thelr

fransfer i¢'the Lufthansa Pension Trust was staried. The objeciive is
¥ provide complefe financing for all pension commitments within 10
1018 years: In financial year 2008, additional funds of £465m were
ransferrad this makes a total amount of funds of £1,070m ransferred

o thetrust

Empieyeeb ‘abroad are also entitied to retirement benefits and,

f_in some cases, 10 medical assisfance. These benefits depend mainly

on their years of service and final salary. As a rule, benefils are finan-
ced through external funds.

= The measyr ement of provisions for pensions as well as the de-
termination of pension expenses are based on the ten per cent ¢or-

< rider rule. Actuarial gains and losses are not recognised unless they
exceed ten per cent of the obligation or ten per cent of the fair value
“of the existing plan. assets,
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Notes

The amount exceeding the corridor is divided over the expected aver-
age remaining vears of service of the aclive staff affecting the income
slatement and recorded in the balance sheel. Owing'to unrecognised
aciuarial losses, provisions for pensions shown i the balance sheet

Pansion e@en'se: frorn the transfer & provisions for pensions includ- ‘
ed in the income statement are made up as fo%:owﬂ

_ , @ naanc 2605 2004
. are lower than the present value of retirement benefit obligations: £€m £m
' _ Current service costs 277 224
Funding status 2005 2004 - Amortisad actuarial losses 25 B
m €©m
; : Past servics costs . 4 52
Prasent value of unfunded pension obligations 3198 2676 sl senvies ca
: - o Interest costs ) 274 256
Present vadue of funded pension obligations .
overseas 478 208 .. Expecied retumn on plan assets : <74 - 10
Prasent value of funded pension obligations 508 535
Germany AT 2473
S e < e . 100 2 o N . .
Pian assels overseas 398 109 . Gurent sépvice costs and amortised actuarial gains are reported as
Plan assets Germany -3.204 -804 - staff cosls, whereas the interest costs with regard to the expected pen-
Unretognised actuarial losses 21169 - 512 0 gion obdigations, reduced by the expecied retumn on plan assets, are
interest o onas
3029 a3 shown as interest expense.

The change in the funding status as comparad with the preceding ,
year is mainly due to changed measuremeant assumptions, espe-
clally the lowered interest rate. Furthermore, sorg foreign pension
schemes changed from defined confribution schemes 1o defined
benefil schemes as af 1 January 2005, Consequently, the amount of
funded pension obligations and forgign plan asssels increased corre-
spondingly. The conlributions made to funded pension schemes for:
employees abroad amounted to €30m.
lan assetls deducted ?rom ;)ensaan obi&qaﬁons have tse@n rc—-

poried at market values

Provisions for pent ions developed as fol Eowv infinancial years
2C05 and 2004:

Provisions for pensions 2008 2004
£ €m

. Carry-forward 4132 4327

Exchange rafe differences carried forward & -3

Change in the group of consolidated

companies 7 31

Pensions paid ?GG 120

Addition 508 535

Reversal -3

Transfer to plan assets/empioyes fuciuation Gv 483 ~- 62

Balance

4022 4132

The porion re!at wg o compames wc»nsoifuated or me f rsi ume as ai,

3 Decem;:)er is €10m

108

In 2008, the aciual return of the external plan assets amounted
{0 €£189m {previous year €6m).

The determination of pension obligations has been based on
the inllowing assumptions:

31122003

Actuarial assumptions 31.42.2008 N12.2004
in % in% in %
" Interest rate 425 50 55
Projected future salary ‘ '
increase 250 275 275
Projected future pension
increase 16-250 10275 10-275
inferest rates foreign
countries 425 60 575 -
Projected futurs salary
" increass foreign couniries 30425 40-55 -
Projected future pension
increase foreign countries 20~ 275 - -
Trend with health costs
~ Pensioners 1.0 120 100
Projected ratum on plan
assets USA 575 575 -
Projected raturn on plan
assets Germany 58825 825 875

The above determination under biometric aspects for Germany as at

031 December 2005 has been based on the 2005 G life expectancy
“ fables by Heubeck, whereas for 1 January 2005 and earlier balance

‘sheet dates' it has been based on the 1998 life expectancy tables by

“Héubeck Fluctuation has been estimated by age and sex.
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4% Chner grovigions end sooruals

Other provisions and accruals disciosed inthe balance sheel as non-
current and current provisions and accruals are made up as follows:

MNotes

Other provisions and accruais 3112.2008 3112.2004
£m Total Mon- urrent Total Mon- Current
currant L curent
Ohligations from pariial refirement agresmenis 201 129 : 7 230 168 62
Other staff oosts 144 65 | 8 146 55 o
Anticipated losses related 1o onsrous confracts ) i ] & 1o 59 42
Ecological recovery 30 25 | 5 28 25 3
Pending cases 2% 4 19 20 4 1%
Restruciuring measuras/severance pay : 50 5 i 45 43 1 35
Fired price customer maintenance confracts ki 28 | 88 &5 24 64
Overhawud of aircraft under operating lea 45" 20 ! 25 19 - 19>
Bonus miles programme 599 - ; 599 548 - 548
Wananties S P - 22 21 - o
Other accruals S8 a0 | 159 200 4 16
413 1166 1444 387 1057

Total 1579

Provigions for staff costs concem mainly obligations towards employ-

ses from anniversary. bonuses, variable payment portions and other
current obligations. Anticipated fosses from pending transactions
result from pending continuous obligationg or any other contractual’
relationships withy regard to whilch the unavoidabie cosls of mesting
the obligations exceed ihe‘sconomic benefits expected 1o be recaived
thereunder. Frovisions for pending cases have been set up on ihe
ms of iho estimated outoome of the lawsuil

Lufthansa Annual Report 2005
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Notes

The individual groups of provisions and accruals ﬁevé&oped as follows
in financial year 2008: Cae

Opligations

Other provisions and accruals Cther statf Anticipated Ecological  Pending casss  Restructuring
£€m from partial QoSS losses related recovery measures/
ratirement to onerous severance pay
agresmants cortracts
112005 230 146 1 28 20 43
Change in the group of consolidated companies G+ 1 - - 3 1
Exchange rate differences - 5 5 o o -
Utilisation - 83 - 107 -17 -2 - -22
Transfer/formation 122 1 52 3 ] 18
interest added - 0* 8 1 - 0+
Reversal o 2 - 10 c* -5
Reclassification - 98 0* 3 - o* 0*
31.12.2008 20 144 141 30 23 50
€m Fixed price cus- Overhaul of Bonus miles Warranties Other Total
tormer mainte- aircraft under programme
nance contracts operating
leases
112005 88 18 548 2t 200 1 444
Change in the group of consolidated companies - 27 - - 1 52
Exchange rate differences - - - o* 4 14
Utifisation ' - 28 -3 - 182 -1 -7 - 470
Transler/lormation 80 3 245 13 78 M
Interest added ’ 1 - - - 2 10
Reversal -5 -1 - 48 ~1 - 16 - 86
Reclassification - - 4 - 1 - OB
81.12.2005 116 45 599 22 208 1578
* Rounded below €1m.
As at 31 December 2005, noncurrent other provisions and ‘aco’ruaés‘o? . The determination of the cbligations from partial refirement agree-
€3m and current other provisions and accruals of €79m relate 1o the .ments has been based on the following assumptions:
companies consclidated for the first time in financial year 2005, - e :
¥ £ i o Yoy 3 i -
The funding status of provisions for obligations towards em- Assumptions 2005 2004
ployees from partial retirement agreements is as follows, % b
Interest rate

Funding status 2005 2004
£€m €m
Present value of funded obligations from
partial retirement agresments 299 230
Extsmal plan asssts - G-
20t 230

. On 20 December 2005, €97m were transterred to ah extermnal trust

" fund for the purpose of insclvency insurance of the employer's per- -
formance arrearsdrom partial relirement agresments, under which
the employee at first provides his/her full work performance againet

a reduced remuneration during the so-called block time. Plan assels

are measured at market value as.at the balance sheet date.

110

525

Frojected return on éxternal plan assets 8.0 -
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Noigs

The following outflows of funds have been eslimated for the noncur-
rent portion of the individual other provisions and accrualar

Borrowings are comprisad of a noncurrent portion with a residual

e o007 2008 206 200 ane | lermeof mote than one year and a portion disclosed under current
subsequent  habiliies with a residual term of up 1o one vear. The tolal amount may
years - he gathered from the following table:
Anticipated losses 37 17 10 44 -
Ecological recovery 3 3 3 19 Borrowings 31.12.2005 Total Long-term Short-term
o : o Em £m £m
Restruchuring/ e
severance pay 2 2 o o .. Bonds T 1087 o) 1001
Fixad price customer Liabilities o banks ' . 841 750 o1
maintenance contracts 23 7 o o= - : o
Obligations under a lease
Overhau! aircraft under - and other foans 1625 1517 108
operatirg leases 3 2 2 5 )
perina e 3563 2383 1200
Other provigh 22 19 I 3 o o
JneT provieons - - 154 i » Total Long-term Shoit-term
s Reunded baiw £1m : ) ) R Borrowings 31.12.2004 : E€m £€m &m
R Bonds ' 1027 1027 -
SRS ) , o Liabifiies to banks RV 780 69
Thefollowing ouffiows effunds hadibeen estimaled as of the end of b : : ; :
Lo A P St Obligations under a lsase i
inancialvear 20045 2 ' Jhiigations | @ .
Ainanicial-year 2004 ... and ofhe Idans 1430 1278 152
: [
| . 3306 3085 201
€m 2006 2007 2008 2006 and ‘ : : h
subsegquent )

vears . £112rn of the borrowings shown in the table relate 1o the change in

Anticipated losses 15 3 3 s e group of consolidated companies, with €103m of the amount

Ecological recovery 3 3 J lo  conceming long-lerm borrowings. L )
e The following tables show the terms and conditions of borrow-

fgfﬁi‘;‘fg’p‘; 5 5 ; »  ings as well as their carrying amounts and market values. The statec

: o market valies of the bonds correspond 1o their market listing. The
i;:?stggfcguiij‘;zm . s 5 5 market values.of the other borrowings have been determined based
on the interast rates for similar resicual terms/repayment schedules

Overhaul of alrraft under applying at the balance sheet date.

operating leases 8 - - - T

Other provisions 13 14 15 208 ‘

" Rounded below €1m.,..
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Notas

Bonds
Effective interest rate Carrying amount farket value Carrying armount Markst value
31.12.2008 31.12.2005 31122004 31122004
Maturity in £m Em £m €m
55 Convertible bond AMADEUS GTD 2006 245 249 238 2ag
£.3 UF bond 2008 131 130 132 134
2.2 Convertible bond Lufthansa 2006 625 699 -

max. 2012 ¢ 45 43 357 739
3.6 Jubilee bond Lufthansa 200 - 51 51 - -
1087 1172 1027 1121

Liabilities to banks
Weighted average interest rate Maturity Duration untt  Carrying amount Market value Carrying amount Market value
Current year {previous year) 31.12.2005 31.42.2005 31122004 31122004
€m €m €m €m
Libor/Euribor plus spread 2005 2005 7 7
59 2005 2028 - -~ 57 59
82 {68 2006 2028 55 - 56 41 44
Libor plus spread 2006 2008 - L2e 22 10 10
8.7 (71 2007 2027 3 18 92 102
Libor plus spread 2008 2008 & 6 7 7
AN 2008 2028 e 34 33 36
49 @7 2009 2008 158 168 145 151
Euribor plus spread 2009 2009 0 0 &7 87
55 2010 2010 208 . 232 241 262
55 2011 2011 a8 35 39 40
Libor/Euribor plus spread 2011 2011 102 102 o6 98
Variabsl (THB) 2011 201 7 Tz - -
Libor/Buribor plus spread 2012 2012 21 M # - E
45 2012 2012 - 4 4
Euribor pius spread 2013 2013 9 9 10 10
841 878 849 885

Coliateral has been provided for €174m (previous year: €13%m) of

the liabiliies to banks.
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Chiigations under a lease and other loans
Weighted average interest rate Carrying amount Market value Carrying amount Market valus
31.12.2005 31322005 31122004 3112.2004
Duration untit £€m £€m €m £m
) 1’)0? Euribor pius spraad 2005 S - 30 30 k
Libor/Euribor plus spread 2008 23 23 25 25
Libor/Euribor plus spresad 2007 [ [ 8 6
6.0 2007 10 11 -
Libor/ Euribior plus spread 2008 3 3
&0 2008 13 13 12 13
5.9 2008 34 37 - -
Libor/Euribor plus spread 2010 B g 12 1%
3.5 (YEN 2011 54 &3 48 51
‘5.:3 201? 134 '34‘! 146 153
61 2011 6 6 - -
Libor/Buribor plus spread 2011 5 5 24 24
Uibor/Euribor plus spread 2012 65 65 8t &t
6.5 (S 2012 3 ! ‘3 | 2 3
28 (YEN) a2 36 38 34 38
Libor/Euribor plus spread 2013 17 127 152 152 k
78 2014 - | - 25 31
Libor/Euribor plus spread 2014 241 o 242 242
&2 % v. Primerate 2015 5 5 4 4
Variable® 2015 5 5 4 4
Liboy/Euribor plus spread 2018 416 1418 420 420
23 USD) 2015 145 119 124 101
91 (USD) 2015 84 69 - -
Libor/Euribor plus spread 2018 1;" 5 155 - -
Variable” 2035 37 37 32 32
1825 1586 1430 1434
U8 rax exempt bond maylel r




Notes

36} Nonourrent other Habilities 38¥Tvade pavables and current other liabilities
Noncurrent other liabilitles 31.42.2005 31122004 Trade payables and current other liabiiities 31.12.20058 31.12.2004
Em £€m €m €m
Liabiliies to banks ) 1 1 Trade payabies
Liabilities to subsidiaries 8 12 Trade payables to c.ubadmnes 38 47
Uabilifies to other equily investments ~ - Trade payables to other equity invesiments 33 47
Cther fiabilities i ) ar 75+« Trade pavables to third parties 2203 1978
98 88 2275 2072
e ' Other iiabilities :
The reported carry: ng amounts of monetary liaki fmes senoriad under Liabitifies to banks : 42 €3
these tems correspond o their market values. . L Other fiabilities to subsidiaries 151 133
The companies consolidated for the first time conmbmed &26:\'} Other fiabilfies o ciner equity invesimenis o "
o noncurrent othor liabilifies. : v
g utne: habmttev : 939 95
' . 1132 1111
37 Noncurrent pavmenis received on acf*mmi ﬁ’”ﬁiﬁ Summe 3 407 3183

deferred income

31.12.2005 3112.2004

Noncurrent payments received on account

and deferred income &m \.ﬂl “
Payments recelved on account Con e = o
Deferred income SR04 135

i year relate %:o

104 135 3

Rﬂuhdm} bclow €i m

- Deferred income includes mainly deferred book profits from finance
lease transactions releasedifoincome over the term of the respective
leasing acreaments pursazant to S c27

38) Derivetive financial Insruments - noncurend

£48m of the market values of noncurrent derivative financial instru-
ments carried as liabifity relate to financial instruments measured at
fair value through the income statement

The item exclusively concerns the obligation measured at falr
value from a debtor warrant bond the former shareholders were
granted in connection with the acquisition of Swiss International Air
Lines AG through AlrTrust AG in financial year 2008. The debtor war-
rant bond provides for a cash payment of maximally CHF380m after
three years subject 1o the performance ¢f the Lufthansa share as com-
pared to the index of a competing airline. Sihce there is no publicly
quoted market prics in anactive market for ihis option, measurement
has been performed by Monte Carlo simulation using historical refer-
ence prices, volatilities and correlations ¢f the shares comprised in the
competitive index. The changs in fair vaiue between acquisition time
and balance sheet date has resulied in expenses of £1m included in
net interest (cf. note 13).

€3m of the total itemn relate to ﬂom;)ames ‘consolidated for the
first time.

114

» Rounder below €1m,

€56 of the change in the iofal item as compared with the preceding

wanqea inthe group of conso ;dated companies.

@’”‘% @&ﬁ%‘%’@%”‘ 3&3@%%‘% E‘u@@ﬁi@’ifi a -aceount msﬁ :‘ieezfeffed :

mco % |
. Gurrent payments received on account 31122005 3112.2004
and deferred income £m €m
Payments received on account . ) 35 44
' Dabit balance from payments received

on account and recsivables from work in
progress 23 25
Deferred income 29 29
87 28

4%} Derivative financial nstruments — cuirent

The market values of current derivative financial instruments carried
as liability include a total of €230m (previous year; £237m) measured
at fair value through the income statement. As in the preceding vear,
€214m of this amount relale 1o the negative market value of a put
option granted in connection with the acquisition of an equity invest-
ment. Since there is no guoted market value in an active market for
this option, measurement has been effected by determining the value
of the equity investment using the discounted cash flow method.

£7m ¢f the ttemn relale 10 companies consolidated for the first
fime.
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Other Disclqsures

x»“

imgencies el

e
Contingent Hiabilities 31.12.2005 3112.2004
£m €m
From quarantees, bil and cheque guaraniees | C B 628
" From warranty agreerents ‘ 1386 £99

from collateralisation of third-party kabiities ' g 3

* Guarantees includs an amount of €755m (previcus year: €565m)
representing contit zgem liabililes in respect ol creditors of oint

- wventures, whereas warramzes include an amount of €708m (previ- o
T ous vearr€323m;} rbprooont irig ‘contingent. abllities irvrespact of

- gredifors of joind \femures A total-amount of €1,43 35m (pre VIOUS

Leyearn t88um) relates 1o the assumpuon ofico-deblorstguarantess, » ;

- Ofvthe; other Hand; there are compensalory claims-against the

mhe; cc»debi@rf* inthe amount of €1,243m {(prey zc;ug year €789m)..

Ag inthe precedmg year there are warranties vis-&-vis craditors of
i associated companies of €38m. in solfar dsthe annuw financial -~

s’{a‘icmen!s have not yct bcen available, t@c aforesaid amounts are '

prefiminary.»
Sincea Porrespondmg oulflow of resources. s not very: i fikel ;, -
various provisions with & potential folat effect of €356m {previgus

vear: €340m) on the resuit colld not be set Up for subsaguent yearsf«

There are claims for the adjustraent ofipurchase: prices frorm

the sale.of an’equity investment in the amgunt of &t maximum £13m,

£3m of which-are expected to be realised. in 2006, whereas the 1e-
sidual amount will probably be realised in. subs@quent YEArs. €3m
have been realised in the reporting year,

In financial year 2005, there was an| m‘%ow of fundf inthe .’

amoum of €9m from the sale ofan aircrafiand @ buiiding ! already/

. ifs{m[y contracted in.2004, The resultingibook profits amount 1o €2m .
- The saleof elgmeen vanadwar Regional Jels, two ATR /2 and one y
Airbus A 310 firmly Sonlracied as at the end of financial year 2005 15 .
evpecied to lead 1o therealization of income fmm dis pOad of a@é)m v

- and book profits of €27m: :
The Commany Ras in the past incurred’a material economic
= loss from neghaeni acts by the former managerent of LSG Hol dmg
© AGIn connection with the conclusion of a long-term catering agree:
mernt with SAS. The outcome of arbitration proceadings finalised'in
{he rmeantime was that the D& O police covers for loss under the -
first fayer (amount of cover: £150m; In the course of 200672007
2 court of arbitration will finatly setiie the | insurance case antlthe
amount of loss with insurance “ommm% having underwritien fora
volime of €1275m of this iayer The remal nmg €225m of coveragev
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CAs a3t De
- ments idangible and intanigibie assets of €3.5bn {previous year
SHEZ OB, In.additon 16 that, there are equity and shareholder loan

Notes

and a further €100m under the second layer will be recovered be-
tore the c.our{: »f lawe. Appropriate suits were lodged with the Frank-
furt and Cologne Local Courts in the fourth quarter of 2006,

On 4 January 2008 - shortly after the balance sheel dale
~ & nominak amount of €889m (carrying amount of the liability ag

¢ .at 31 Decertiber: €825m) of the 125 per cent convertibie bond of
w200272012 L securities ideptification number 785 560 ~ was prepaid

fromliquid junds. This resulted ingains of €27m.
On 27 January 2008, the squeerze-out process atarted in Au-
qust 2005 was successiully conciuded within the context of the ac-

“iquisition of Swiss International Air Lines AG. Lufthansa and Almea

Stiffung now hold TGQ‘pér cent of the SWISS shares through the
Swiss company Airfrust AG. The public shareholders of SWISS &t

~§ec§ed by the squeeze-oul received the same compensation of
'CHF8.96 as the shareholders who had proffered their SWiSS shares

o AirTrust AG already during the offer fo buy.

; @""*?zw financial “z;amwwzm%

|

cembf;r ’9005 there is a total commitment to order invest-

Commitm@f ts in'ihe amount of €66m (previous year: £33m) from

; ('o wnership interests:There are commiiments for the acauisition of

sharesiniihe amountof €0.2bn {previcus year 0. 3bny from purchass .

agreements andgranted put options. The negative market valug of
“the putomnons granted in connection with the acquisition of an equi-
1y investiment is carried as liability at €214m (previous year: €214m)
“under current derivative financial instruments.

Y Medaing p@%é@y and derivative fnancial instrumernds

/is an aviafion group opbramg worldwide, the Lufthansa Group is

: exXposed 10 exchange rate, interest rate and fuel price movement risks

as welt as o credit and liquidity risks. The corporate policy provides
fOr rmeans 1o limit ihese risks by systematic financial management

Price risk Major risks the Lufthansa Group is exposed o are

exchange rate fluctuations between the eurc and cther currencies,

interast rate fluctuations inthe international money and capilal mar-

Cketsas well as price fluctuations in the crude oil and ot products

markets, The hedging policy for limiting these risks is set by the
Executive BGQrd and documented by internal Group guidetines. it

falgo provides for the use of financial derivatives. The corresponding
“Hinancial ransactions: are conciuded only with first-rate counterparties. - -
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Notes

Lufthansa is in a net paver poggion with respaciio currency
risks from the operalive business as regards the US dollar, in particu-
lar due 1o the dollar-based payment of fuel. With all olher currencies,
there Is generally a net surpius of deposts. The Euro equivalsntof

the planned hedging relevant exposure from the other currencies is -

currently €3.6bn. Major risks are associated with British Pound, Swiss
Franc, Japansse Yen and Swedish . Kroner Currenw risksfromthe .0
planned operative exposure are graduaiiy hedged over a period of
24 months by means of forward exchange transaciions. The average
hedging level in this connection is 80 per cent, - :

Currency risks from investments in axrofaﬁ are hedged at 50 per

cent upon conglusion of contract, During the last 24 months preced- .

ing payment, the hedging level is semi-annuaily increased by ten per

cent points. I addition to forward exchange transactions, fuctuaton g

band options are used,

Lufthansa pursues the objective 1o pay variable intere eston 85 pc:r»:
3 hedging relation takes acoountol "

cert of i fingincial obligations. Thi
both the objective of long-term minimisation of inferest expense and

the objective of reducing result volatilly. Inferest rate risks from: fmamual '

liabllities are, therefore, only hedged at 15 per cent In-contrast to this,
exchange rate risks from-financial liabilities are in general hedged at
100 per cent by means of interest/currency SWEPS. .
in financial year 2005, the share of fuel experises acdounted for
4.0 per cent (previous year: 10.2 per cent) of the operating EXpenses

of the Lufthansa Group. Consequently, material changes in fus! pnces

may have a substantial effect on Group results.

Price hedging ransactions, especially for crude oil, are conc Ld~
ed in order to limit the fuel price risk. In genérals five per cent of the
exposure are hedged monthly by crude oil fluctuation band optons .
for the 24th 1o the seventh monih This is followed by basic risk hedg--
es using crack fluctuation band options at 75 per cent of the exposure
for the sixth 10'first rmonth. The maiimum hedging le veE is 80 per.cent.

Deavi atons fromy the descs bed rile. based hedging proceduro
' © - ances for doubHu! accounts,

are a!iowes wi fhm the %cope of & pre~:>et fimi tgystem

116

Liguidity risk Complex financial planning systems enable the Group

o recognise iis future-liquidity position as it shows from the resulis
of the Group’s strategic and planning process. These systems show

“the expected liquidly development within a planning horizon of usu-

ally up 10 three years. In addition 1o this, payment flows are planned
monthly on a revolving basis for different currencaﬂs for a time hori-
zon of currently 24 (T}Qﬂtho in order fo obtain an up -fo-date picture of
iiquadﬂy development.
‘Lufthansa generally holds a liquidity reserve avaifable at short
noi iwe ol al least €2bn. As at 31 December 2005, the Lufthansa
Group was provided with non-utilised shori-tlerm ‘credit arrange-

ments in ::?ze amounit of €2.0bn (previous year: €1, bnj.

Credit risk “The sale of passenger and freight documents is for the

maost part handled through agencies. The majority of these agencies
are connected to special national ciearing systems for the setile- -
ment of passenger and freight sales. The financial standing of such
agents is-checked by the responsible clearing centres. Owing 1o the

“worid-wide spreading, éhe credit risk with regard 1o sales agents is

relali vely fow.
Unless expressly otherwise provided for in the agreements the

Cprovision of & service is based on, recelvables and liabilities existing
f.famong airlines are settied on a bilateral basis or by setilement via a
“clearing housge of the International Air Transport Association (IATA).
“All reteivables and fiabiliies are generally netted in monthly inter-
vaL), which leads o a visible reduction of the defaulf risk In particular

cases, the sarvice confract concerned demands special coliateral.
- Depending on the nature and scope of the services rendered,

- ieoliateral i required, credil reports/references are'oblained and his-
©torical data from the previous business reiationship used, in particu lar

with regard 1o payment beha\'!our for alf other
order 1o avoid non-performance,
Arly recognisable risks are accounted for by adequate allow-

7 service relationships

The.credit risk from deriative financial instruments is the poten-'

' “Hat insol vency of & counterparty. The maximum credit risk is the sum

oftransactions with ihe business pariners in question for which there

': jf{ are on balance positive market values. As at 31 December 2005, the

creditrigk was €228m, as at 31 Décember 2004 # had been €109m.

“Sinee maxxmz im risks are fixed based on the credit assessment by

recognised rating agencies, the actual risk of default from financial

i raarket ransactions is limited,
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The following hedging ?rdms&‘uorw exist as at the baiame sheet date
for hedging exchange rate, interest rate and fuel price riska:

ire acdition, inlerest rate swaps used 1o hedge cash flows will gradually
have the following effects on the result for the pericd unlil maturity

€m Hedging of Hedging of Maturity Market value 31,12.2008
fair values cash flows Financiat y year £m
Market Market Market Markat 2008 i 1
value /aiuﬂ value value et \ Py
31122005 51122004 31122008 31122004 200 | mE
Interast rate swaps 29 -13 e 2 201 | -
Forward confracts fus! Total ! -2
price hadging ) ; -
. Fluctuation band options W o ' A o . "
fuel price hedging - - 96 a6 The market developmentof derivatives not quaiifying as effective
T o : hadging ransactions under 1AS 39 may be gathered from the-income
Hedging combinations K
fuel price hedging 102 43 Saatemvem {note 1\7,, .
Forward contracts ) S
7 currency hedging L8 - =2 ~ 131 DN
; : E5Yy Seoment mp@mr@@
Fluchuation band options e
currency hedging - e Lo -oas  Thelufthansa a Group operates:in six major business seqmems ie
- P Passenger Transporiation Business through Deutsche Lufthansa AG,

Total " -13 -84

g

The shown market values of the derivative financial instrumerts corre-
-.spond to the price abwhich the rights snd/or duties arlsing from such
financial instrurnent would be transferred, ?o an unrslated third party.

The tair valussof the interest derivat ives correspond o the mar-

" ket value determined by appropriate methods of financial rmathematics,

* for example by discounting expected future cash flows. Discounting is
hased on interest rates in line with the market anc the residual tsmeq o
maturity of the instrumenis concemed. . 7

Forward exchangs deals and swaps are meastred ndiv duat%v
‘at their- respective forward rates and discounied 1o the reporting date

“based on the comesponding interest rate curve. The marketprices of
currency options as well as ¢f ontions used within the.context of fuel
pr ce hedgingare ce@crm ﬂc,d by means ot acknow@odgud option pric-
ing modeis.

According to.present knowlsdge, fueé price and currency frans-
actions.used 1o hedge cash flows will have the following effecis on'the
result for the pericd or the cost of hedged investments at the time of
rnaturity:

Resultfor the  Indilal measure- Total
pericd meni of cost

Financial year €m £m €m
2008 138 11 148
2007 40 - 19, W 21
2008 - - 43 L A3
2009 - _ 2t el
2010 - - 1¢ S w0
Yotat 178

-92 88

“ Negative signs mean aniricréase in cost

Euﬁharﬁa Annual-Report 2008

Fefthanse CityLine GrabH, Air Dolomiti S.p.A., Eurowings Luftverkehrs

*AG and Germanwings GmbH, freight raffic (Logistics) through the

Lufthansa Gargo group, alroraft maintenance and repair (Maintenance,
Repalr and Overhaul (MRO)) through the Lufthansa Technik group,
cafering (Catering) through the LSG Lufthansa Service/Sky Chels group,

Tourism (Leisure Travel) through the Thomas Cook group and data pro-

cessing sepvices (T Services) through the Lufthansa Systems group.

Luthansa Commercial Holding GmbH, Lufthansa Infernational

Fmame sNamer andsy NV, AirPlus Servicekarten GmbH, Lufthansa .
Flight Tram ng Gmbk and further equity investments complete the

‘operative Husiness of the Lufthansa Group as Service and Financial
Companies.

The results of the Leisure Trave! segrient are. noiuded in
Group resulls at \JQuit" only.
As adle, inter-segment sales and revenus are generaﬂv based

“on prices following the.arm’s iengih principle. Administrative services

are charged as Gost allocations.
For information on exiernal revenue relating 1o traffic ¢l also
note €, ' ‘




Notes

Primary reporting format - business segment information for financial year 2005

€m Passenger Logistics RO Catering™ ¥  Leisure Travel IT Services Service and  Segment total

‘fransporiation® Financiat

Companies
External revenue 11 542 2739 1819 1708 257 - 18 065
~ of which traflic revenue 1133 2 591 T %39\”\4
infer-segment revenue 505 13 1302 507 378 - 2705
Total revenue 12047 2752 3121 2215 635 - ‘ 20770
54 29 683 2405

Other segment income 1154 144 197 144

- of which from invest-
ments accounted for

using the equity method 298 14 15 54 - 1. 387

Cost of materials 7048 1847 1469 937 32 24 1355

Staff costs 2317 335 945 958 231 70 4 857

Amortisation and depre- . i

clation 774 138 g2 340 Al 29 1404

- of which impairments 2 - 20 251 - 5 308

Other operating

expenses 2564 424 532 409 302 168 4 299

Segment resuits 500 152 280 - 286 54 68 382 1160

- of which from invest-

ments accounted for

using the equity method 298 14 15 5 54 - 1 ; 387
" Segment assets 8 383 1318 229 1063 323 245 2954w 1B 503

~ of which from invest-

ments accounted for

using the equity method 456 12 89 85 323 - 4 48

Segment liabilities 6 508 722 {524 748 230 1127 10 859

~ of which from invest-

ments accounted for

uging the equity method - - - -~ - - -~

Capital expenditure 936 40 119 104 59 189 1447

- of which from invest-

ments accounied for

using the squity method N - z - - - 93

Other significant non-

cash items 228 27 95 &1 14 3 428

Employses at the balan-

ce sheet date 37 042 4704 17 664 28 285 3280 1108 92303

Average number of

employees 35153 4768 17 798 28 737 3250 1108 Q0 811

¥ Due to changes in the group of consclidated companies, the comparabiity of prior vear figures is limited.
& Due fo the sale of Chef Solutions by 8 dune 2004, the comparability of prior year figures is imited,
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Notes

Primary repor&ing format - business segéﬁent information for financial vear 2004

£m Passenger Logistics MRO Catering | Leisure Trave! IT Services Service and  Segment total
Transportation . Financial
‘ Companies
Edemal revenue 10734 2 485 3700 1838 ~ 238 -
- of which traffic revenue 10518 235 - - ‘} - - -
T
intar-segment ravenus 473 14 1360 498 380
Total ravenue 11 207 2 489 3060 2334 | - 628 -
Other segment income 987 158 131 158 - 1 33 778
- ¢f which from invest- 3
ments accourded for )
using the equity method -1 8 3 11 ; - 10 - -5 ’ - 85
Cost of malerials & 383 1660 1538 1043 - 47 17 10658
Staff costs 2243 342 ng 1018 | 222 73 4817
Amortisation and depre- !
ciation 660 119 58 180 - 34 30 115
- of which impairments 3 8 - 23 - - 10 44
Other operaling ‘
exXpenses Z 556 447 414 423 - 289 168 4297
Segment results 382 52 222 - 182 | - 101 83 K80 . frackd
- of which from invest “
manis accountad for
using the equity method -1 8 3 1 ‘ ~ 101 - -5 -85
. Segment assets 7743 1354 1984 1247 " 263 215 3237 16083
" - of which from invest- '
ments accounted for
using the equity method 182 9 75 &3 263 - - 22
Segment liabilities 6 871 860 1471 746 | ~ 224 1265 125
~ of which from invest- :
meanis acoounted for ‘
using the equity method - - - - - - - -
. Capital expendilure 1265 154 107 47 - 47 77 2 341
- of which from invest-
mernis accounted for '
using the equity method 53 - 4 2 ~ - - 8]
Other significant non- i .
cash iterns 241 22 69 33 - 13 4 282
Emplovess at the .
palancs shest date 34 700 4 980 18102 28 596 : 3180 1105 80 673
Auerage number of ‘ '
employees 34 635 5042 18 128 30872 - 3178 1128 92 743

4y
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Motes

Reconciliation of segment information with consolidated figures

£m Segment Reconciliation Group
total
2008 2004 2005 2004 2005 20u4
" Bxternal revenue 18 065 16 965 - - 18 065 16 965
— of which iraffic revenue L o 12 869 - - BG4 12860 -
Inter-segment revenue 2705 2733 205 -2733- - -
Total ravanue , 20776 19698 -2 705 -2733 18 065 16965
Other revenue . 2405 2144 - 733 - 308 1672 18385
— of which from invesiments accounted . A ' o
for using the equity method ) 387 -85 -~ 387 25 - -
Cost of materials 11 358 10 658 <348 ~ 2414 ) 9 007 8244
Staff costs 4887 4817 ~4 -4 4 853 4913
Ameortisation and depreciation » "’! 404 T -8 -19 1 39{; 12
- of which impairments S : 308 44 - -4 S 304 34
Other pperating expenses - 4399 4 297 L3 - 617 3 160 N 3880
Results 1180 939 - 441 15 719 954
" — of which from investments accounted e '
for using the equity method 387" - 85 387 85
. Assets 16 503 16 093 2789° 1977 . 18 070
- of which from investiments acoounted . . s ey Lo i
tor using the equity method o AR 592 - - 949 592
Liabililes ‘ 0859 11237 2e18 14 750 14 056
- of which from investmenis accounted
for using the equity method
Employees at the balance sheet dats f 42°303 90 €73 - 92 303 90 673 .
Average number of employees CB0.81 92 743 - - 80 811 92 743

The reconciliation column includes both the effects resultingfrom
consolidation procedures and the amountis resuliing from the different
interpretation of segrment item contents in comparison with the'corre-
sponding Group items. ) :
The eliminated revenue of the business segments generaled |
with other consolidated business segments may be gathered from
the reconcifiglion column. As regards other segment revenue, in-
come originafing from relationships with the other business segments
has been eliminated as well. (“cther revenue” reconciliation column)..
In financial year 2005, this concermed especially exchange gains
fromt intra-group loans in foreign cusrency in the amount of £110m
(previcus vear: €90m) as well as incore from intra-groun services
of €49m (previous year: €49m), in so far as the eliminated revenue -
and other income i3 compared with segment expenses with regard
to the companies which 100k up the services, such expenses have
been eliminated 100 (ype of expense” reconciliation columns), Cer-
tain compenents of the Group’s financial result have been allocated

to the business segment’s income, in particilar results from the equity -

accounting of invesiments of the business segment. Since, in the ]
Group's view, such resulls gre not allocated 1o the operating result but
the financial resull, they have 1o be eliminaled upon reconciliation with
regard tothe Group's operaling result. On the other hand, cerlain gle-
ments of the operating result as, for example, gains from shorl-term
financial invastments, are not included in segment results but have o
be re-added for determining the operating result and are thus also in-
cluded in reconciliation.

The amounts included in the "results” reconcliiation column
originate mainly from the elimination of the positive results from ac-
counting &t eguity and other financial itlems, which resuits are part
of the segment results of the business segments, however not of the
Group’s operating result. .

The reconciliation column for segment assets/liabilities contains

.- eliminated receivables and payables among the business segments,

the difference between market values and carrying amounts of finan-
cial instruments as well as, on the assels side, the carrying amounts of
equity investmenis eliminated within the scope of capital consclidation,
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Secondary reporting format - gecgraphical segment informetion for financial vear 2005

Notes

Sg5

€m Europe incl. North Amarica Cenfral and Asla/ F scific Middle East Africa Other Segment
Germany South America ' total
Traffic revenue” S 06 1885 323 2 104 228 303 - 13 904
Other opsrating revenue 2089 940 95 Y 248 100 - 4153
- i = ‘,.v
Citver segment income™ 1399 148 18 - 183 o] 32 1872
incoms from investments accounted |
for using the equity method 353 5 2 | 27 - 357
Segment assets 14 376 844 69 875 76 63 = 16503
- of which fromy investments accounted ‘
for using the equily method 805 &7 - (.4 - - - ]
§ .
Capital expenditure 1370 37 z | 38 - 2 - 1447
T ¥ o
- of which from investments ascounted :
for using the aqusty method & Z - | - - - 2
T
B Traﬁxc revenus is in this case ut@ﬁt;:ﬁ by ariginal piaueg il wi : |
20 >§h¢? Qe-gmsnf neome t,&!‘(éup""ﬂdg fo the opatating income of the (‘mup xm Sudmg mrom@ from fmanma% agzetsh
' Secpgzdary reperﬁn§ fmmat - geaagraphiwﬁ segmeré& infamaﬁaa fc:—‘ ﬁnénc:iai year 29!)&
& Europe incl.  North America Central and Asiwﬁ‘aoiﬁc Middle East Africa Ohher Segment ‘ )
Germany South America ! w%ai :
Traffic revenua” 8723 1567 291 { 830 183 275 - 1" 8()@
Cther operating revenue 1950 1129 100 S8R0 218 78 o O%'
Cther segment incoms™ 1640 43 19 | 55 17 7 570 - 1 &38
income from investments acoounted for \
using the equily method - 110 4 4 J 17 - - ~
Segrnent assels 14 408 1034 8 | 486 85 52 - BO8E
- of which from investments accountsd |
for using the equity rethod 467 45 12 ' 88 - - -
; ; - f
" Capital expenditure 2326 48 2 i 1 [0k 4
- of which from investments accounted !
for using the equity method 53 1 - 5 - - - 53

* Rounded below-€1m,

? Traffic revenhue is in this case aliocated by origingl plac

5-of sale., Preceding year aligned due 1o impr

ved gliocation of charges,

2 Other segment income cafresponds to the operating indéome of the Group (including inoor? from financial asselsh

The aliocation of iraffic revenue 1o regions is based on the original
place of sale, whereas the allocation of other operaling revenug s
_ based on the goog'aphic locationiof the customer.and the allocation
of other segment income 15 based on the place of service, The ilems
resulting from nvestments accounted for using the equfty methiod
are allocaled 1o regions depending on the location of the-head oﬁice
of the investment accountad for at equity in question. .

' Regions are-in principie defined on the hasisof geographécal
rules. Devialing from this principle, traffic revenue achieved inithe
countries of the former Soviet Union, in Turkey and in EsracE 13 ailo—
cated o Europe. ,

The “olher” column includes flerns which cannct be a%%ocaiéd
10 a cerfain region.

Lufthansa controls 1S iraffic operations on thé basis of 1&1\'@&
results, noton the basis of regional profit ransters
applies tothe Catering segment Conssquently, the ‘presentation of
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s, Something similar -

~regional segment resulls is of no informative value with regard 1o the

Lufthansa Group.
The notes concering the Passenger Transporiation Business
- gegment in the general part of the Annual Report include a presentation
of taffic revenue generated in the Passenger Transportaion Business
segment aliocated by traffic regions instead of original placas of sale

%; %9@%@5 party fransactions

The. busingzss segmems:of the Lufthansa Group render numerous
setvices o non-consolidated affiated companies within the scope of
their ordi nﬁa'y activities. I wrn, the respective investments render ser-
vices fodhe Lutthansa Group within the scope of their business pur-
L pese. zhoéa exlensive supply and sorwc* relationships are managcc
on'the basm of market prices. ‘



Notes

In addition, the Group and certain non-consolidaled subsidiaries have
concluded numerous selilement agreements regulating the padtly -
mutual ulilisation of services. Administrative services senczerad are m
this case charged as cost aliccations. ) '
The cash mianagement of the Lufthansa \;ruup is centralised,

Volume of ser-  Volume of ser-

vices rendered  vices utilised

2005 2004 2008 2004
€m £m €m €m

Joint Venture

gmd in this respect the Lulthansa Group assumes a ‘hanking func- "+ AFC Aviation Fuel Company mbH 2 > 20 210
fion ai;o n FesDeCt of non QOHS(Ohdated ,,gm“p “Omp?mes‘ The m?n . Altalia Maintenance Systems Sp.A. ; fes} 27 3 34
consolidated group companies included-in the Greup's cash man- - e -
agement invest their avallable cash in the Group or barrow funds Eﬂ;}i‘;‘"ﬁ Bombardier Aviation Services 12 7 o o
from the Group and effect their derivailve hedging transactions there. e : : - -
All of the transactions are managed under market conditons, Stas Alliance Services GmbH .5 or 8 6
Because of the geographical proximily, @ large humber-of- Thomas Cook AG {plus Condor Flugdienst
sub-rental contracts have been concluded between the Lult hansa - Gmoth P08 7o
Group and certain related parties; in these cases, the Luﬁhansa
Group usu;a ily re-debits the rental cosis and incidental expenses in- Asssciated Companics
CUrT r . : :
urred 1o the respective companies on a pro rata basis. PR : o - - "
The volume of material services rendered o-or provided by re-
tated parfies may be gathered from the following table; . Briish Midiand plc o 1 21 34
HEICO Aeraspace Holdings Corp. ' - 13 13
Volume of ser-  Volume of ser- Terminal 2 Betrisbsgeselischafl mbH & Co
vices rendered  vices ulilised oHG 3 3 108 36 -
2005 Xp4 200 20 Rounded belowctim.
X - !
Subsidiaries L B oo
o s N e o : . PSR, et T‘xere ars:- no ndmaua shareholders of Lufthansa AG with a signifi-
A fers it e M S H A G
AIbatos versicherungsdiensie Lim | ke cantinfluerice on the Group. As regards relationships with Executive
Cargo Future Communications {CFC) GmbH 81, T B 6 and vupew sory Boa«i membevs ¢t noie 47,
Delvag Luffahrversicherungs-AG o7 19 7 : : : :
Global Tele Sales (PTY) Lid, Stdafrika L g 0" B 4"
Global Tele Sales Ltd, fend c 1T 6.
Global Telesales of Canada, inc. 07 1 & 5
LRS Lufthansa Revenue Services GmbH B 100 e 65
Lulthansa Engineering and Operational ’
Services GmbH 4 5 24. 21
Lufthansa Global Tele Sales GmbH 1 1 8 7
Lufthansa Service-Center Kassel GmbH 1 - g -
Lutthansa Systems FlightNav AG, Schweiz 1 177 8 1
Lufthansa Systems Hungaria Kt 1 1 12 8
Lufthansa Systems Network Services GmbH [Shet 0%, al @
Lufthansa Technical Training GmbH 8 e 24 24
Lufthansa Technik Budapest 3
Repilbgép Nagyjavito Kit } 'E 2 23 18
Lufthansa Technik Logistik of America LLC 2 2 11 10
Lufthansa Technik Malta Limited o 1 5
Lufthansa Technik Tulsa Corporation 3 2 7 5
Lufthansa Technik Turbine Shannon Limitad s 3 11 1
Lufthansa WorldShop GmbH 2 1 42 32
LZ-Catering GmbH 9’ 10 15 11
Miles 8 More Infernational GmoH © 5§ 40 1 1

* Rounded below £1m.
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47) Supervisory Board and Executive Board
Supervisory Board and Executive Board members are listed on page’
128 et seqa.

Executive Board Remuneration The Executive Board's remuneration
is comprised of the following components: Sy :
+ The basic remuneration i paid'monthly as & salary.
= The bonus.is subject to the dperating result and the change in the
operating resull ol ihe Lufthansa Group as compared with the pre-
ceding vear, in additionto that, & discretionary bonus may be award-
od o the'Executive Baard by the presiding commitiee,
* Furihermere,Executive Board members argallowed 1o paricipate #v
the opticn programmes for senior executives ‘described in note 317
. The foliowing remuneration was paid to the individuaimembers
. of the Executive Board in 2005 (2004): '

ik

Notes

£ Basic remuneration Bonus Annual change Othet? Tolal |
claim under option :
programmes
{inhsrent value) .
Wolfgang Mayrhuber 3850 000 €55 350 - 37 220 . 1342 5707
. {600 000) (820 500) ~ 11 079) 83 407} AT 825
Dr, Karl-Ludwig Kisy 475 000 385 500 - 47164 807 664
450 000} {365 GO0) (- 11 079) (29 385} . {B35:506)
. Stefan Lauer 475 000 385 500 - 33654 - ' 894 154
{450 000) (365 000} {- 11079 @razy (845 343
Actual remuneration for the financial year - 1800000 1426 356 - 118 038 3 144 338
{1 500 000) (1 350; 500} (- 33237 {134 414) {2851.677)
|
Reconciliation to remuneration booked: :
Expenses considered for bonus 2003 in 2004% ; :
- (774 565) - - {774 565)
Expenses according to income statement 1800 000 1 426 356 - 118 038 3144 388
in the financial year {1 500 000} {2 125/065} {~ 33 237) (134 414} , {8 728 242)
" ¥ Cher remuneration iﬁ«:%udes ire gﬁarﬁ::u!arf benefils in money's worth from the use : '
of company cars, benefils from concessionary ravel in aceordancs with applicable i
IATA regulafions as well.ap aflendance fees and daily allowances forwork in the |
supshvisory boards of gubsidiaries, . s L \
2 The discretionary bonus was decided oy for 2003 inApril 2004, ‘ :
I
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Notes

The members of the Executive Board hold the foliowing shares in the
current oplion programmes

Programme 2002 ° Programme 2008 Programme 2004 Programme 2005
MNurnber e, Numbe dax, Nurnber hax. Number Max,
of shares payment nar 35 paymsnt of shares payment of sharss payment
purchassd amount pu rrh arnount purchased amount purchased amount
from own € from own € from own frorn own €

funds funds funds funds

Wottgang Mayrhuber 5102 184 488 3024 251 984 8808 252000 7 416 252000
Dr. Kari-Ludwig Kiey - - 1608 87 304 1835 52 500 7418 zov DOD
Stefan Lauer - - 1608 2936 84000 3080 10 dx)d

67 304

Lufthansa AG has set up provisions for pensions in the amount of
£13.2m (£9.5m) included in provisions for pensions (¢ note 33} for
pension commitments vis-a-vis members of the Executive Board.
Current payments 1o former members of the Ex ecdivo Board
and their surviving dependanls amounted 1o £3.8m (£3.2m). The

amount includes remuneration granted by subsidiary c@mpamee as

well as benefits in money’s worth and benefits ?rom CONCes
travel

sionary

There are pension obligations with regard to former memtsem R

ci the Executive Board and theilr surviving dependants in the amoum

of £43.8m (E42.2m). These arnounts are aEso mciuded in provns;ms .

for pensioris (cf note 33).

124

Supervisory Board Remuneration n financlal year 2005, remunera-
tion expenses for the Supenvisory Board include fixed payments

for. work in the Supervisory Board of Luftharnsa AG in the amount of
TES00 {previous vear: TE48E). In addition to this, variable remunera-

tion' in the .amount of TEEZE (previous year: TE€112) accumulated.
" Variable remunearation depends on the dividend paid for the financial

year. The amounis listed in the table on the right side relate 1o the
individual members of the Supervisory Board,
Other remuneration, mainly atiendance fees and daily aliow-

canoes, in the total amount of TE77 {previous year: TE€RG) accumulat-

&g, including benefits from concessionary travel in accordance wifh

- he applicable 1ATA regulal Hons.

Furthermore, members of the Supervisory Board of Lufthansa

- AG nolding-a supervisory board seat with Group companies were
paid TE46 (previcus year TEST for their work.
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Remuneration of individual Supervisory Board members 2005/2004

Notas

2005 ‘ 2004 )
Fixed Remuneration Vatiable  Total Sﬂ)pen Fixed Remuneration Variable Totat Super- |
remungralion  for committes  remuneration  visory Epz:}rd remuneration  for commitee  remuneration  visory Board
work remuneration Wwork remuneration
€ 3 -t € € € &
Dipt-ing. Dr-ing. Eh. Jirgen Webaer, L
Chairran 40 000 10:000 B7HG0 154 500 60 COC 10 060 17 800 87 500
: Frank Bsirske, Deputy Chairman 30 000 5000 43750 78 780 30 000 5000 § 750 43 "50
| Dr. Joset Ackermann 20 000 - 25000, 48 000 20 600 - 5 000 25 000
" Manfrad Calsow 20000 5000 3250 56250 20 000 5000 6250 31 ?%O
- Dr. Gerhard Cromme 7 20000 7 25000 45000 20 000 - 5000 25000
: ‘Michaei Uiekmann 20000 5000 U 312508 56 259 20 C00 5000 6 250 31250 ¢
Dip!, Vi Jilirgen Erwant 200007 25000 ' Lﬁ 000 20 000 - 5000 25000
Pater Geisinger : ' ;
{unti} 30.11.2004) e - . Eae 18 306 - 577 22 883
- Robert Haller 20 000 = 26 GO0 45000 26 000 - 5 000 25000
Ulrich Hartmann 20 000 50600 31250 56250 20 600 5000 250 31250
Steften Kuhniri S Ry SR
| (sincs 8.2.2004) - 20000 25.000. 45 060 6220 - 1557 7787
Dr. Otto Graf Lambsdorff L 20000 - 251000 451000 20 000 - 5000 25000
flona Rittar o :
{untit 30.6.2004; - - - G 10 000 - 2 500 12800 .
- Willi Rérig 20000 - 25000 451000 20 060 - 5000 25 000
* Dr. Kiaus G. Schiede 20000 10000 87B00- .- 67]500 20 000 10000 7500 37 500
Werner Schmidt 25000 SR 125000 451000 20 00C - 5000 25 ’,OE‘
Thomas von Sturm ' L B ;
{since 112.2004) 20 000 e 250001 45%{}01) 1694 - 423 2117
Mirco A, Vorwerk 20 000 - TEO00 3 250 561250 20 00C 5000 6250 3t 25f5
 Patricia Windaus 20000 ~ 25 000 45000 20 600 - 5000 25000 ;
- Dr. Hans-Dietrich Winkhaus 20 UG0 - 25 {}E}i}vf" 45,000 20 000 - 5000 28 000
Dr. tichael Wollstadt 20000 5000 Fr 250 851250 20 000 5000 6 250 31 250.
Dr. Klaus Zumwinket 20000 i : —  ,;2£':‘ 800 451000 20 000 - 5000 25000
 Total 450000 50000 . ° 625000 1125000 446230 50000 124 057 620 267
T I
K
|
[ -
A
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Notes

Miscellaneous

Pursuant to section 15a German Securities Trading Acl, Execulive

Board and Supervisory Board members are obiigated to disclose any

purchase or sale of Lufthansa AG shares in an amount exceeding
£€5,000.00 {(until 28 Cclober 2004 in excess of FZS,OGﬂ Q0 The app
cation of the aforesaid provisions resulted in the fo% cwmg report;

v'The fees pald 1o the audior pursuant 1o Section 319 (1) HGB and

charged to expense include the following items:

2005 2004

Waltgang Mayrhuber . = Purchase of 3500 shares

£ ans

ata price ¢f € 852 on |

13 August 2004

Dy, Kan-Ludwig Kley Purcmse of 2500 shares -
“ataprice of E14E £0n
11 Novemiber LUGS '

Stefan Lauer oy _

48} Compliance Slatement ur {ﬁ:%z‘ sedtion 161 @amm v
Stock Qomam‘%ﬁm Aot AT} o 3

The statement of compliance rcqusred by S"C‘i on 361 Perman S’{o@k
Corporation Act {AKIG) with regard to the German Corporate Gaover-

nance Code has been made by ihe Executive Board and the Super~ :

visory Board and provided io the shareholders via the Internel ..

€m
Annual audit 284
Other attestation or valuation services 077
Tax consultancy ssrvices 025
Other services 0.03

Total 3.99

) .C eqne 20 February 2006

N Dwtsche Luﬁhansa Akhengeselischaﬁ
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* Report

T ‘wwé g?

We have audited the consolidated financial statements prepared byﬁ 4
- Deutsche Lufthansa Aktiengeselischait, Cologne, for the financial year
from 1 January 16 31 December 2005, comprising balance sheet

income Staterment, statement of changes in equity, cash flow Statement”

and the notes o the financial statements, and the group management
report. The preparation of the consclidated financial staterments: and
ihe group management report in accordance with-the Internationl
Finangial Reporting Standards (IFRS) &5 applicable in the EU and the
commmercial law provisions 1o be additionally applied under Saction’

F1Ba (1 HGE are the responsibility of the Company’s Executive Board, -
daied fma’mai siatements comply with the IFRS as applicable in the

Cur responsibility s 1o assess the consolidaled financial sigternents
- andthe group management report based on our audit Our engage-

mentaiso included assessing whether the consolidated fmaﬁc al

otatcmoms generally comply with the IFRS, o .

, ' We have condusted our group audit ursuant.fo Sec%ion

521 HGEB.In aﬂcordamc with the generally accepted standards:,
for the' auditof financial statermente promulgated by e Instiut der
Wit schafts spridfer-(Institute &f Public Audilors in Germany) as well as
- the international Staﬂdard onAudiing 5A). These standards're-

i quire thzt we plan and perf@rm ihe auditsuch that any misstalements -

and viclations materially aﬁec‘(*ﬂg the presantation of the net assets,

t financial position and results of operations in the congolidated finan-

cial steiements in compliatice with the relevant accounting rulesand
in.the group management teport are detected w ith reaso;*able A%~
surgncs:.Our knowledde of the buginess s activities and the economic
and ibgd bnvmnmcm of the Group as'well as evaluations of possible

misstatements ars taken into account in thé determination of audit '
proccdures The effectiveness of the actounting-related:internal con-
frol system and.the svidence supporting the disclosures inthe con-
sofidated finaricial statements and the group management report are

H
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" ed-dinancial slatements and the group management report.

Dusseidorf

b \/Qgelpoi&

Further Information

examined primarily on a lest basis within the scope of the audit, The

auditinciudes anassessment of the individual financial staterments of

the companjes included in the consolidated financial statements, the

scope of co{zso idatad companies, the accounting and consolidation
principles ap;:»l e and significant estimates made by the Executive
Board as wall as evatuating the overall presentation of the consolidat-
We be-
lieve that our audht provides a reasonable basis for our opinion.

Cur apdt hasnot led o any resarvations.
i ourn dpinion ‘based on the findings of our audit, the *VO’SSO[

By andthe commercsa law provisions additionally applicable under

“Section 3153 {1y HGE aswell ag with the IFRS in general and give @
) iruo and fair.view ofthe Group's net assets, financial position and re-

siltsof opera‘ccnﬁ The group management report is In accordance
\m‘(h the caqﬁsahdaiea financial statements and, on the whole, glves
a ffue ahd feirview the Group's position and sushb!y preoenta the
. hancez: an’i rsks {olts iuiwe deve!opmem

chh ZOGb

,PmewatemonseCoopers
" Aldiengeselischaft:

\a\’/insohaﬁa; rufunqsqese Ischalt

Dr Husemann
W‘Erisc uaﬁcéru?ef Wirtschaflspriifer

]
i




: Deu‘f&,he Bank AG

' Dipl-Vwt. Jiirgen Erwert

Further information

ol

Supervisory Board and Executive Board

Executive Board

Wolfgang Mayrhuber
Chalrman of the Executive Board and Cme?
Executive Officer

-Bir. Kark-Ludwig Kley

Chief Financial Cfficer

’ Supervisory Board

Dr. Welfgang Rélier

Honorary Chairman of the

Supervisory Board, Dresdner Bank AG
Honerary Chairman

Members with voting rights

Robert Haller
Adrainisirative staff member

Dipl-ing. Dr.-Ing. E. h, Jirgen Weber
Former Chairman of
the Executive Board

Deutsche Luﬁhansa AG
- Chazr"s\an ! : U!r;ch Hartmam
PEa TS : Chair'ﬂzm ofithe Supemmw
Frank Ssurske Board E O?x AG :

Chairman of verd (rade u*; om
Employss representative .
Deputy Chaarman

$ :S%eﬂen Kihiirt.

Dr. JosefAckermann . St
Chairman'of the Management Board.; ..+
and the Group:Executive Commiﬁee ¢

: Dr Oﬁ‘o Graf Lambsdorﬁ
rkawyend

Manfred Calsow » . fL i Werzpapxe{bes L e \;‘
Business economist ) o
Emplovee représentative e ,-.,‘W!iﬁ Rong

_ : . Administrative staff’ member
Dr. Gerhard Cromme , e
Chairman ¢f the Quperv Isory Boa{d -

. DrWlaus G. Schlede

. ThvoscnKrupp AC e
' “Forher. Deputy C hairman 4
* " Michael Dlekmann ‘of the. Executive Board:

Chairman of the Board of -
fanagement Allianz AG

Administrative staff member .
Employee repregentative 0 L0

3

Py
N
i3

Mermber of the Executive Board

:mpiovee representa ve

e Trade uhion secretary verdi -
S Employcc rcpfe,scs;tat\m S

‘Honorary Preoadent of
Deutséhe Schu \tzvereinigung

.- Employee ropresonmim k3

.Deutache Luﬁh'msa AC ' ie

‘Biefan Laver

Member of the Executive Board
Chief Executive Aviation Services and
Human Resources

Werner Schmidt
o Chairman of the Executive Board
o Bayemche Lar;desbank

; "Thomasven Sturm
s Jdptam/ TS .
- Empﬁoyee répresentaiiye

Mzm A Vorwerk S ,
" Purser, Chairman of UFC {irade umon)
H{Emp oyo rcpr@scntatsvb :

o 'Patrscia Wndaas
o Fi@gh’i attendant.
Emp oyee represematzve ;

Cpy Hans-meinw Winkhaus
Member ¢f, the Propnetors Commmee
Herikel KGa}’-\ : ;

v M;dﬁééi Wollstadt .
Admm strative staff member
Empéoyw reprcsentatt»c

Br Kﬁaus Zumwmkei :
ot Cha rman of'the erd of Manageme 3
;'Deutsche pGSL AG
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Superwsory Board Commlttees

~?@m3 zzz%. 7 {}gmm&

Dipl-ing. Dr.ing. E h &wgea We%:er )
(Chalman)

Frank Bsirske
(Deputy f‘harman)
ifichael Diekmann
Marco A. \Iarwerk

Mombcrs as at 51 Guccmber 2005 o

om etings in n 2005

- Audh Committes .~ -

' 'Dr. Kiaus G. Schlede e

) (Chazrmam

Manfred Calsow
Ulrich Hartmann
or. Msdmei Woéistad’i

Mem‘b@rsas at 81 Dac;em’oer 2005 i

g

4 meetings in 2005 |

' '&a‘%}zmﬁzm &;m mitten pureus T
e Code-

to section 27 (%) of
%”’mm%zm ﬁm ;

Dlpi
{Chatrman ] :
Frank Bsirske e
{Depuly Chairman)
Michael Diekmann
Wil Rong

\/lemberf as at iy D%ember 2@&5

No meétings in2005

L.uﬁhaﬂéa Annual Repor 2005

with secon 89 AKIG) The Nominalin

'for Tb 'x%oa mat on

.-!ng F)r Ing. ﬁh Jurgen Weber -

when. revokanf:; thew appomiment

The: Supervisory Board has from its
Commites, members are the Chalrm
meémbers. The Nominating Commitie
the'employment conlracts withithe

Further Information

members and on the basis of parity formed a hNominating
an of the Supervisory Board, his deputy and two other
e s mcpemsﬁaém for defining, designing and concluding,
soutive Board members and for other HR matlers invohs-

ing buard members and-authorised company represenigiives (8.g. lending in accordancs

the rrermbers of the Executive Board

ng Committee represents the company i deatings with
(section 112 AKIG). It is also responsible for contracts

withrmambers of the Super\résor y Board.(section 114 AKIG) and for lending to members ohthe

Supervisory Boardy {secton 115 AKIG).

* have 1o e subm iedito the Superwféun; Board for approval in

Procedure foi the Exgcutive Board, |
soty, Board shall have the casting vo

Thie‘comimittee also rules on other HR matiers which
accordance with the Rule of ©
‘the-event of squal voling, the Chairman of the Supesv;~
s,

Committee, which! has four members
o this noet The. members of the Audl

The Supemeorv Baard has fromits membera and onthe basis o? pamy eeecied an Audi

Chalrmar is a member of the Supervisory Board € ectec
it Commitiee should have special knowledge in the area

of accounting, management and financial management The lask of the Audit t Commiliee

st discuss accounting matters in accordance with instructions from the Chairman of the

‘iuperv:sorv Board,as well as; risk management matters, the necessary independence of the
external alditor, awarding the ‘audit Grder 1o the external auditor, the focus of audits and the
remuneratson agréement, andio ma}fe recommendations in this respect o the Supervisory
Board The Audit Committee’is authonsad to govern the internal organisation of the
commities’s v work'd ni 5 own Rules of Procedure and 10 submxi these to the Supervisory Board

s 'Twe task of thac comm ittes, 'appumed in accordance with section 8 paragraph 2 of the Pom~
'.:panys Articles of Agsociation.is 163 afeguard the rights. aceording to section 31 paragraph 3

clause T-oithe Codetarmination Ac when appomtmg members o the Executive Board and




. Further information

Other mandates of the Supervisory Board members of Deutsche Lufthansa AG

Dipl-ing. Dr-ing. E. h. Jirgen Weber
a} Allianz Lebensversicherungs-AG:
Bayer AG
Deutsche Bank AG
Deulsche Post AG

Thomas Cook. AG (Chairman of 1he Quper?

visory Board} funm 31 10 2005)
Voith AG .
b Lovally Partner GmbH {Chairman of the
Supsrvisory Board)
Tetra Laval Group, Switzerland

Frank Bsarske
a) DAWAG - Deutsche Angesteliten-
Wohnungsbau AG

IBM Holding GmbH (Deputy Chairman of o
R N;ce Pres de'm

_.the Supervisory Boardy, - S
" RWE AG (Deputy Chairmar. o( the _' L
: Suo woory SOard Y

D dosef Acﬂwmnn
aj Bayer AG.
Linde AG
Siemens AG

Manfred Calsow

a} Lufthansa Technik AG" (Deputy
Chairman of the Supenvisory Board)
{until 30.8.2005)

Dr. Gerhard Cromme

a) Aliianz AG
Aoel Springer AG
EON AG
Hochtief AG
Siemens AG
ThyssenKrupp AG {Chairman of the
Supervisory Board)
Volkswagen AG

b} BNP Paribas S A, France
Compagnie de Saint-Gebain, France
Suez SA, France

Umch Har&mann
ayDevische Bank AG Y

_‘Michael Diekmann -
v &) Alfianz Deutschland-AGY

(Chaifman of the Superwsory Board)

(untl gl12.2008y

A%isam Versicherungs-AGH (Chairman of "
the Supervisory:Board) {unlil 31.12.2005)
Allianz Global Investors AGZ (Chairman of
‘ihe Supervisory Board) SR
BASFAG: ©
Dresdnex Bank AG? (Chaxrmaw of, th@
Supervisary. Board}

Linde AG (Deputy Chai irman of the
Supenvisory. Board)

b Assuranccs Gcnora fes de F Hancc

{Vice. P'es dem
S Biuniong Adnaim d

EONAGH{Chairman ¢f the

. Supervisory Board)
Hochtief AG
KB Deutsche |ndustriebank AG
{Chairman of the Supervisory Board)
Minchener Rickversicherungs-
Geselischaft AG

b) ARCELOR, Luxemburg

{Board of Directors)

Henkel KGaA

(Propr;ﬂtors Comm;ﬁec}

Steﬁen Kuhhm
&) LSG Sky Chefs Deutschland GmbH"

Dr. Otto Graf Lambsdorff

ay DAS Aligemeine Rechisschutz-
Versicherungs-AG -
HSBC Trinkaus' & Burkhardt KGaA
NVECO Magirus AG
{Chairman of the Supervisory Board)

Willi Rorig :
a} Lufthansa Cargo AGY ( {Ceputy Cha:rman
" ofthe Supefvmory Boarg)

oura SpA? FHOW

L Dr. Kaus G. Schiede
- ..a) Dautsche Postbank AG

Deutsche Telekom AG

<. b) SWISS International Alr Lines AG

{(Administrative Board)

Werner Schmidt
a} Devische Kreditbank AGY

Drees & Sommer AG (Deputy Chairman

of the Supervisory Board)

Herrenknecht-AG (Deputy Chairman of

the Supervisory Beard)

Jenoplik AG

“Wieland-Werke AG

" b} Banque LBLUX SA, Luxembourg®

{Board of Directors)

- DekaBank Deutsche Girozentrale
{Board of Directors)
landestank Saar Girozentraie® (Deputy
Chairman of the Board of Directors)
LB (Swiss) Privaibank AG, Zurich®
{Chairman of the Board of Directors)
MKB Magyar Kiilkereskedelmi Bank 1,
Budapest?
{Chairman of the Supervisory Board)

Dr. Hans-Districh Winkhaus
a) BMW AG
Degussa AG
ERGO-Versicherungsgruppe AG
Schwarz-Pharma AG
{Chairman of the Supervisory Board)
b} Henkel KGaA
{Proprigtors’ Committes)

Dr. Klaus Zumwinkel

ay Dewtsche Postbank AGY
{Chalrman of the Supervisory Board)
Deutsche Telekom AG
{Chairman of the Supervisory Board)
KarstadiQuelie AG

b} Morgan Stanley, USA
(Board of Directors)
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i Further Information

Mandates of the E)gecutive Board members of Deutsche Lufthansa AG

Woﬁfgéssg Mayrhuber Stéfan Lauer ,f o

a) BMWAG ’ ' a) LSG Luthansa Service Holding AGY
‘Eurowings Luf fewe% AGY AChairman of the Supew sory Boarch) ¢
LSG Lufthansa Senjiceé Holding AGY “Lifinansa Cargd AGY o |
_ Lufthansa Cargo AGY : ' {Chairman of the uugemsory Board)
Lufthansa CityLing GmbH ¥ {Chairman - Lufthansa Systerns Group Gmbk’
ot the Supenvisory Board) e (Chairman of the Supervisory Board)|
“ufthansa Technik AGY : ' “Lufthansa Technik AGY ,
. Thomas Cook AGY Eacputy Chairman of “(Chaifman of the Supevisory Soard)
- the Supervisory Board) L T By AMECO CorpPaking (Deputy Chairman
T MUnchéner chvvere cheruwg& SR of the Board of Directors)
Gesallschalt AG - EON Academy Gmbh
b\ HEICO Corp, Florida [Board of Di rartor } {Supervisory Board IS
TBWISS International A Lines AG ESMT Europsan School of Management
- (Administrative Board)) i and Technelogy GmbH o
R S . (Supervisory Board) i
Dr. Karl-Ludwig Kley » “Landesbank Hesaen-Thilringen Giro-
a) Delvag Luftfahriversichierungs-AGH zedirale (Board of Direciors) L
{Chairrran of the Supervisory Board) {Utthansa Flight Training GmpH" ,
"Gerling Allgemeing Versicherungs-AG (Chairman of the Supervisory Board) .
" 1SG Lufthansa Service Holding AGY " Yniversittsklinikum Marburg. L
Lufzhansa AlrPlus:Servicekarien GmbHY {Supenvisory Board)

{Chairman of the Supervssery Eeard
o lufthansa Cargo AGY
Lufthansa Technik AGJ
AN AG
Merck KGaA
Thomas Cook AG 7
Vatendall Europe AG , : ,
b} Amadeus Global Travel Distribution S, A, , . : t * i} ?Qem?ersziw G‘; supef“visff?' boards F@qu?f’éi;?y Ea;m
3 Membership of comparable supenisory bodies &
i:gdrgd (Board of D mdoém bH & C companies in Germary and abroad.
Allgemeing ‘.eaﬁ;mg m LD L .
{Board of Direciors) ‘ ) . -Company in which Deutsche Lufthansa AG has a
: . controlling interest
& Company in which Allanz AG has a controfiing
N interast
% Compeny in which Bayerische Landesbank has &
; controling irterest.
[ 4 Company in which Deutsche Post AG has a con-
k ’ ; trofiing interest,

L
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Further Information

Major Subsidiaries

Significant Subsidiaries as at 31 December 2005

Name, corporate domicile Capitai Share Voting right Equity Net profit/ioss
percentage after taxes
£m €m
Passenger Transporiation
(Air Dolomiti Sp.A. Linee Aeree Regionall Europee, Ronchi dei Legionar, aly 100.00% 23 - 28
. Airfrust AG. Zug, Switzerland 48.00% -1 -1 SPE
Eurowings Luftverkehrs AG, Nuremiberg 39619 85 =1
=5 \femehrsﬁugzeugé lit Gmbk; & CoKG, Norderfriedrichskoog 100.00 g 0
Germanwings GrbH, Dontmund 160.00% 1 ~7
GOAL Verwaltungsgeselischall mbH & G, Projeid Nr. 6 KG, Grinwald r83.33% -18 -2
GOAL Verwatungsgesellschalt mbH & Co, Projekt N 7 oHG, Grinwald 66.87% 7 -9
LeaseAlr GmbH & Co. Verkehrsfiugzeuge V KO, Dortrmund ) 1000056 55 -1
LLG Nord GmbH & Co. Bravo KG, Griimwald 1000049 866874 -1 4
LLG MNord GmbH & Co. Charfie oHG, Grinwald T 0000% £6.67% o 0
Lufthansa CityLine GmbH, Cologre - ' 10000% 100.00% 124 6
“Lufthansa Leasing GmbH & Co. Afta-Golt KG, Grunwald . 100.00% 500006 -2 1 SPE
Lufthansa Leasing GmbH & Co, Afia-Mike K ' - 100.00% 50.00% 2 5 SPE
' vember KG, Grinwald 100.00% 50005 -2 1 SPE
Lufthansa Leasing Smbtt & Co, AlfaTange KG, Grinwald o 1000055 '5000% —2 1 SPE
Lufthansa Leasing GmbH & Co. Bravo-Juliett KG, Grinwald - 10000%  5000% -2 1 SPE
tufthansa Leasing GmbH & Co, Bravo-hike K&, Grinwaid 100.00% 50.00% ~1 1 SPE
Lufthansa Lsasing GrmbH & Co, Brava-November KG, Grinwald ‘ 10000%  5000% -1 1 SPE
Lufthansa Leasing GmbH & Co. Fox-Alfa oG, Grirwald 100.00% 66.67% 6 0
Lufthansa Leasing GmbH & Co. Fox-Brave oHG, Grinwald 100.0 686754 6 o~
Luftnansa Leasing Gmbi & Co. Fox-Charlie oHG, Granwald 10000% 6667% 6 ot
Lufthansa Leasing Gm'érh‘ (’;‘Co, Fox-Delta oHG, Grinwald 100.00% £6.67% 13 o
tufthansa Leasing GmbH & Co, Fox-Echo oHG, Grinwaid 100.00% BEE7Y 13 1
Lidthansa Leasing GmbH & Co, Fox-Colf oHG, Grinwald 64.67% 3 0*
wt,t"z.ﬁhansa Leasing GmbH & Co. Fox-Hotal oHG, Grinwald T 66.67% 3 o~
Lufthangsa Leasing GmbH & Co. Fox-Quebec oHG, Grinwald 868744 4 G
_Lufthansa Leasing GrmbH & Co. FoxROmeQ OHG, Grinwald ) 100.00% 56.67% 3 o*
Lufthansa Leasing GmbH & Co, Fox-Sierma oRG, Grinwald 160.00% 56.674% 2 o
Eﬁhansa Leasing GmbH & Co, Fox-fango oHG, Grinwald ' 106.00% 38.67% 3 o
Luftnansa Leasing GmbH & Co, Fox-Uniform oHG, Grinwald 100.00% 66.67% 3 o
Lufthanisa Leasing GmbH & Co. Fox-Victor oHG, Grinwald 100.00% 68,6744 3 0
Lufthansa Leasing Gmbl & Co. Fox-Yankee oHG, Grinwald o 100.00% 6667% 3 1
Lufthansa Leasing GmbH & Co. Golf-Lima oHG, Grinwald 100.00%% 66.67% 2 1
Lufthansa Leasing GmbH & Co, Goli-Mike oHG, Grinwald 100.00% G6.67% 3 1
_ Lufthansa Malta Aircrafi-leasing Lid, Luge, Malta i ] 100.00%4 100.00% 584 10
Luftnanisa Malta Hoiding Lig, St Julians, Mafia 100.00% 100.00% 574 o
Logistics
cargo counts GmbH, Hattersheim 100.00% 10000% 0~ 1
Jettainer GmbH, Raunheim 8700% 87.00% 1 1
Lufthansa Cargo AG, Kelsterbach 100.00% 100.00% 341 74
Lufthansa Cargo Charter Agency Gmib, Kelstzrbach 10000 100.00% 0 2
Lufthansa Leasing GmbH & Co. Echo-Zulu oHG, Granwald o 100.00% 68.8754 14 -1
Lufthansa Leasing GmbH & Co, Fox-Whiskey oHG, Griinwald ) ' 100.00% 66.67% 0 4
Lufthansa Leasing GmbH & Co. Goll-India oHG, Grinwald 100.00% 66.87% 0* 2
time:matters GmbH, Kelsterbach 100.00% H00.00% [5h4 2
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Further Information

Name, corporate domicile Capital Share Yoting right Equity Net profitioss
; percentiage after taxes
| €m €m
MRO ‘
Airliance Materials 1LLC, Wilmington, USA 50.21% 11 2
Bizdet international Sates & Support, Inc, Tulsa, USA 100.00% 40 -3
Condor/Carge Technik GrbH, Franklud/M. 100.00% i 1
vii--%ambwger Gasalischal fir Flughafenantagen mbl, Hamburg 100.00% 185 4
Hawker Pacific Aerospace Inc, Sun Valley, USA 100.00% 100.00% 48 -3
Hawker Pacliic Astospace Lid, Hayes, LUK 100.00% 100.009% -5 -5
- JASEN Grundsticksgeselischalt mbit & Co. oHG, Grunwald 100.00% 50.00% -2 -2
Lufthansa A.ER.O. GmbH, Alzey 130.00%% 100.00% 18 3
Lufthansa Technik AG, Hamburg 130,008 100.00% 383 155
‘Luﬁhansa Technik Alrcraft Servicas freland Uméted“ Dublin, Irelend 100.00% 100.00%% 1 3
L ufthansa Tecnnik Airmotive Ireland Holdings Lid., Dubiin, keland 100,00% 100.00% 84 26
Lutthansa Technik Airmotive frefand {Leasing) Lid, Dublin, Ireland 1 100004 4 1
Lufthansa Technik Alrmotive reland Lid, Dublin, lreland 1 100.00% 33 10
- Lufthansa Technik immobilien- und Verwallungsgesefischaft miH, Hamburg 1 100.00% 35 ¢
{ufthansa Technik Logistik GmbH, Hamburg ' 100.00% 100.00% -2 4
Lufthansa Tecnnik North America Holding Corp, Wilmington, USA 100.00% 100.00% 108 oY
Lufthansa Technik Objekt- und Verwaltungsgeselischatl miH, Harmburg 100.00% 100.00% 35 o -
Luthansa Technik Philippines, Inc, Manila, Philippines 51.00% 5100495 52 3
vShannan Aerospace Lid, Shannon, irsland 100.00% 100.00% 48 0+
|
Catering f .
41742 Barllett (Py) Ud, Johannesiurg, South Africa 100.00%4 100.00% o* o
Agencia de Senvicios del Sur S, A, Puerio Montt, Chile ‘I:Q0.00% 100.00% o* G
£IBO Catering Services Eesti OU, Talling, Estland :54.10% 100.00% -3 1
'AiRO Catering Services Sweden AB, Stockholm-Artandea, Sweden 5410% 54.10% 1
Arlington Senvices Holding Corp., Wilmington, USA 1;0000% 100.00% 235 - 68
Adington Services, Inc, Wilmington, USA 100.00% 100.00%% 82 7
Atington Services Mexico, S.A. ds OV, Mexico City, Mexico 00,009 100.00%% 17 G
Arlington Services Panama S.A, Panarna City, Panama 100.00% 100.00% kA 0%
”Arlington Transition Carporation, Wilmington, USA 100.00% 100.00% -4 [Sh4
. Banhia Calering Lida, Seo Cristovao (Salvador), Brazil 95.00% 9500% 2 o
Capital Gain International (1986) Lid, Hongkong, Hongkong 00.00% 100.00% 1 [the
Caterair Airport Properties, Inc, Wilmington, USA Q0.00% 100.00% 3 1
Caterair Holdings Corporation, Wilmington, USA o 05% 2.00% 41 -2 SPE
© Caterair international Corporation, Dover, USA 0.15% 100.00%% [0 a*
Caterair Servicns de Bordo & Hotelaria S.A., Rio de Janeiro, Brazil %G0.0Q% 100.00% -4 ar
Caterair Taiwan in-Flight Services, Inc, Taipet, Tatwan jﬁOD.QOfVo 100.00% -1 0
Cater Suprimento de Refeicoes, Lida, Rio de Janeiro, Brazil 100,008 J0000% -5 o
Comerciatizadora de Senvicios Limitada, Santiago de Chite, Chile 100,00% 100.00% [ oM
Comisariato de Baja California, SA. de CV, Tijuana, Mevico 100.00% 100.00% 3 o
Corisariatos Golre, 4. da CV, Torreon, Mexico 100.00% 100.00% 4 G
Consolidated Catering Services (Thina) Lid, Hongkong, Hongkong 100.00% 100.00% 1 o
Fesnagh Investments (Propristary} Ud, Johannesburg, South Africa 1100.00% 100.00% 8 3
Inflight Catering (Pty) Ld,, Johannesburg, South Alrica :100,00% 100.00% 0* 0~
" in-flight Management Solutions GiribH, Neu-lsenburg iiOO,DO% 100.00% -1 o
Inversiones Turisticas Asropuerto Panama, S.A, Panama City, Panama !'10&00*?’-;1 100.00% [0 g
] LSG-A&rport Gastronomiagesealischalt mbH, Frankiurt/M. 100.00% 100.00% 3 1
LSG Asia GenbH, Krifted HOG.00% 100.00% 0 0
1SG Catering China 11d,, Hongkong, Hongkong 310000% J00.00% 2 (o
LSG Catering Guam, inc, Guam, USA HOO‘OO% 100.00% -1 o
156G Catering Hong Kong Ud, Hongkong, Hongkong :'!Q0,00% 100.00% 60 4
' |
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Further Information

. Significant Subsidiaries as at 31 DécemBer 2005 -

Capital Share

Name, corporate domicile Voting right Equity Net profit/ioss

percentage after taxes

€m €m
LSG Catering Saipan, inc., Saipan, Micronesia 100.00% T 10000% 0 o
'|SG Catering (Thalland) Lid. Bangkok, Thailand 100.00% 100.00% 5 o
. LSG-Food & Nonfood Handel GmbH, Frankfurt/M. 100.00% 100.00% 1 [th
LSG Holding Asia Ud, Hongkong, Hongkong 100.00% 1000064 0 o
LSG Lufthansa Service Asia Lk, Mongkong, Hongkong 100.00% 100.00% 40 -1
183 Withansa Service Cape Town ( “m Lid, Kapstadt, South Africa 160.00% 100.008 O o
LSG Lufthansa Service Catering- und Drenuﬁan"?ungagase(i.u]aﬂ mibH, Neu-isenburg 100.00% 100.00% [N 1
3G Lutthansa Service Enterprises Lid, Hongkong, Honglong 100.00% 00.00% 0 [
L5G Lufthansa Service Turopa/Afrika GmbH, Neu-lsenburg 100.00% 100.006¢ -32 - 24
1LSG Lufthanza Service Guam, inc, Guamn, USA 100.00%% 1000056 5 o
£SG Lufthansa Service Holding AG, Neu-lssriburg 100.00% 100.00% 456 - 239
LSG wufthansa Service Saipan, Inc,, Saipan, Micronesia 100.00% 100.00% 13 1
LSG Lufthansa Service - Sky Chefs do Brasi Calering, Refeicdes Lida, Sao Paulo, Brazit 100.00% 100.00% - 11 3
LSG Lufthansa Servics USA, Corp, Witmington, USA 100.00% 100,005 -23 -4
LBG Sky Chels Australasia Pty Umiled, Sydney, Austradia 100.00% 1G0.00% o o

LSG Sky Chefs Belgium NV, Zaventem, Belgium 100. OO ) 100.00% 2 1
LSG Sky Chefs Building AB, Stockhoim, Sweden R 100.00% 1 0*
LSG Sky Chets Catering Logistics GmbH, Neu-lsenturg 100.00% 1 &
L3G Sky Chefs Danmark A7, Kastrup, Denmark 100.00% -5 4
£3G Sky Chefs Deutschiand GmbH, Franidurt/iv. 10000% K 1
LSG Sky Chefs de Venezuela C.A, Caracas, Venszuela 80.00% 2 -1
1SG Sky Chefs Espana SA, Bl Prat de Llobregat, Spain 100.00% 100.00% 2 3
LSG/Sky Chefs Europe Holdings Lid, Horley, UK 100.00% 100000 62 [0k
LSQG / Sky Chefs France SA, Roissy, France 100.00% 100,008 -40 -5
£33 Sky Chets/GCC Lid, Feltham, UK 50,009 50.00% 11 4
LBG Sky Chafs, Inc, Wilmington, USA 100.00% 100.00% 178 ol
LSG Sky Chefs international, LL.C., Wilmington, USA 100,009 100.00% -6t - 32
LSG Sky Chefs Korea Co Lid, Incheon, Korea, South 80.00% 80.00% 38 10
LSG Sky Chefs New Zealand Limited, Auckland, New Zealand 100.00% 100.00¢4 o o
LSG Sky Chets Norge AS, Osio, Norway 100.00% 100.00% 2 3
L5G Sky Chefs Schweiz AG. Rimiang, Swizenand 100.00% 100.00% -1 1
LBG Sky Chefs 8.4, Case Nuove di Somma Lormbardo, italy 100.00% 100.00% 3 1
"£SG Sky Chefs Supply Chain Solutions, Inc,, Wirnington, USA 100.00% 10000% -85 -1
L3G Sky Chefs Sverige AB, Stockholm, Sweden 100.00% 1000084 g -1
L3G Sky Chets Taxfree AB, Sigtuna, Sweden 160.00% 1000084 1 o~
LSG Sky Chete (Thailand) Lid, Bangkok, Thailand 64.30% 100.00% & (63
{3G Sky Chetz UK Lid,, Horley, UK 10000% 100.00% 2 -4
LSG Sky Chefs US Acquisition, Inc., Wilmington, USA 100.00% 100.00% 1 &1 1
LSG Sky Chefs US Holding 2, Inc, Wilmington, USA 100.00% 100.00% 1197 0

LSG Sky Chefs US Holding, Inc, Wilmington, USA 100.00% 100.00% 1215 c*
LSG Sky Chefs Verwaltungsgesslischaft mbH, Kiifte! 100.00% 100.00% 814 (¢t
LSG-Sky Food GmbH, Alzey 100.00% 100.00% -1 1
LSG South America GmbH, Neu-lsenburg T 100.00% 100.00% I 0
Crderich Company Lid, Hongkong, Hongkong 100.00% 100.00% a- 0
Riga Catering Service SIA, Riga, Lettland 31.65% _ 5850% 1 1
SC Intemational Services, Inc, Wilmington, USA 100.00% 10000% 252 1
3G Intemational Transportation Corporation, Wilmington, USA 100.00% 100.00% o o
SCIS Air Security Corporation, Wilmington, USA 100.00% 100.00% 18 3
ServCater Internacional Lida, Guaruthos, Brazil S0.00% S0.00% -10 2
Siam Flight Services Lid, Bangkok, Thailand 49,00%% 66.67% 8 2
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) Further Information
Name, corporate domicile Capital Share Voling right Equity Net profit/ioss
; percentage after taxes
1 €m €m
&y Chefs Argentine, Inc, Wilmington, USA 100,600 100.00% -3 ar h
Sm Chets Canada Company, Toronio, Canada 100.00% 100.00%5 - 23 3
Sky Chefs Chile S.A, Santiago de Chile, Chile 100.00% 100.00 15 1
Sky Chefs De Mexico, BA. de TV, Mexico City, Mexico 00.00% 100.00% 12 -2
vS’r\v Chefs de Panama" 8.A, Panama City, Panama ) O0.00% 100.00% 2 i
Sky Chefs, inc, Wilmington, USA Q0.00% W0.00% - 478 -~ 141
Sky Chets internationad Corporation, Wilminglon, USA 100.00% 100.008% 18 o
'e stern Alre Chel Inc, Wilmington, USA GO.00% 100.0495 18 3
IT Services \
‘!_‘uﬁhansa Systerns Asronautios GmbH, F(anmmm ?O0.00% 100,008 5 -1
Lufthansa Systems Alrtine Sesvices GmbH, Kelsterbach 100.00% 106.00% 2 g
Lufthansa Systems Americas, Inc, East Meadow, USA Q0.00% 100.00%% -5 G
- Luftnansa Systems AS GmbH, Morderstedt 50.00% 100.00% 0 2
Lufthansa Systarns Berlin GmbH, Berlin G0.00% 100.00% 3 2
“Lufhansa Systems Business Solutions Gmbi, Raunheim 1000080 100.00%4 -2 i
Lufthansa Systems Group GmbH, Kelsterbach 00008 100.00% 20 32
Lufthansa Systems infratec GmbH, Ketsterbach H00.00% 100.00% 5 7
Luithansa Systems Passenger Services GmbH, Kelsterbach 00.00% 100009 4 5
Lufthansa Systems Process Management GmbH, Neu-lsenburg 100.00% 100.00% - 1
Service and Financial Companies |
Lufthansa AirPlus Servicekarten GmbH, Neu-lsenbury no0.00% 100.00% 16 3
Lutthansa Commercial Holding GmbH, Cologne 100.00% 100009 7 385
“Lutthansa Flight Training GmbH, Frankfurt/M, ’TWJ 00% 100.00% 28 5]
Lufthansa nternational Finance (Netherands) N, V., Amsterdam, Netherlands 10& 00% 100.00% 0 e
MARDU Grundsticks-Verwaltungsgeselischall mbH & Co. oHG, Grimwald 00.00% 50.00% - 23 -1
MUSA Grundstiicks-Yerwaliungsgeselischalt moH & Co. oHG, Grunwald 100.00% 5000% -9 -2
“Quinto GrundstUcksverwaltungs GmbH & Co. KG, Grinwald | 94.90% 94.73% -7 -1
T
and six Fonds { 1552 22
Co-Strategy-ABS, Luxembourg, Luxembourg ‘;100.00% 100.00% SPE
DG Hawk Fonds, Frankfusnt/M, ;fOO‘GC&% 100.00% SPE
Fonds DR-Faleon, Frankut/M. 100.00% 100.00% SFE
HEEAGLE-Fonds, Frankfury/hd. 100.00% 100.00% SFE
v LH-Strategy-Fonds, Luxernbaurg, Luxemboury 100.00% 100.00% CSFF

OP-Buzzard, Luxembourg, Luxembourg 100.00% 100000 SPE

SPE: Special Purpose Entities,
* Rounded below €1, . e
= 50.8%o0l capital shafe and 'ﬂtma, rcmtc arg provided by a call-oplion ~¢f note 1, Group of consolidated :,pmpcmies

B
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Further Information

Significant Joint Ventures as at 31 December 2005*

Name, corporate domicile Capital share Voting right Alternative
percentage fiscal year

Passenger Transporiation

Citytine Avro Simulator und Training GmbH Berlin, Berlin 50,0005 50,009

Logistics

Global Logistics Systern Europe Company for Carge Information Services GmbH, Frankiurt/M, 2.86%

Shanghai Pudong intermational Airport Cargo Terminal Co. Lid, Shanghai, China 2022%

MRO

Aircraft Maintenance and Engineering Corp, Bsiling, China 40,00% 42.86%

Alitatia Maintenance Systems S.pA, Rom, ftaly 40009 40.00%

Leisure Travel

Thomias Cook AG, Oberursel 50,009 50.00% Oct. 31
Service and Financial Companies

AirPlus Air Trave! Card Verbiebsgesalischalt mbls, Wien, Austria 3333% 33.33%

" included at aouity.
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Significant Associated Companies as at 31 December 2005*

Funther Information

Name, corporate domicile Capital share Yoting right Alternative
| percentage fiscal year
Passenger Transporiation ‘ '
British Midland pie. Donington Hall, UK 30.00% 30.00%
Swiss International Alr Lines AG, Rasel, Switzerland i 48,7284 48.72%
;

MRO f
BELAC LLC, Wilmington, USA 21.05% 21.05%
HEICO Aerospace Holdings Corp., Hollywood, USA ‘ 20.00% 20.00%
Catering
Asrococina 3.4, de CV, Mexico City, Maxico 48, 49.00%
Airport Restaurants (996) Lid, Bridgatown, Barbados ' 49, 4900% Sep. 30
CateringPor - Catering de Portugal, 5.4, Lissabon, Portugal ; 49, 45.00%

" Chira Air Catering Ltd, Hongkong, Hongkong ‘ 50, 50.00%
CLS Catering Services Lid, Richmond, Canada : 40,004 40,009
Cocina de vuslos SA. de TV, San Luis Talpa, Bl Salvador | 0.075¢ 49,00%
Goddard Catering Group (Artigua) Lid, St John's, Antigua and Barbuda §.07% 49.00% Sep, 30,
Goddard Catering Group (Barbados) Lid., Bridgetown, Barbados 49.00% 49.00% Sep. C»O '
Goddard Catering Group (St Lucia)y Lird, View: Fort, St Lucia C07% 48.00% Sep?:
Goddard Catering Group St Thomas Corp., Wilminglon, USA ‘ 3700% 3700% Sep. 30
Hongkong Beliing Air Calering Lid, Hongkong, Hongkong 4500% 35.00%

© Honglong Shanghal Alr Catering Lid, Hongkong, Hongkeng 45000 450054
infite Holdings {Cayman) Lid, Grand Cayman, Cayman lslands | 49.00% 49.00% Sep. 30
Jamestown Investments Lid., Hongkong, Hongkong ‘ 3750% 37500 ‘
LSG Lufthansa Service Hong Kong Lid, Hongkong, Hongkong J 38.12% 3812%
Nanjing Lulkou International Alrport LS Catering Co Lid. Narijing, China 1 40004 40.00%
Sancak Havadilik Hizmetler! AS,, Sefakdy-istanbul, Turkey ' 50.00% 506095
Versair In-Filte Services Lid, Kingston, Jamaica | 0.03% 2400
Xian Bastern Alr Catering Co. Lid, Xjan, China 30,004 28.57
ZAD Asromar, Moskau, Russia | 49.00% 4900%

*included at equily. ,,:
Lufthensa Annual Re;};ﬁ 2005 : 137



Further Information

Ten-year Statistics

2008 2004

Consolidated income statement” 3
Fevenue? £m - 18 085 16 965
Result :
Operating result™ €m ! 577 - 383
Frofitfioss from ordinary activities™ €m 7161 954
Profitloss befors taxss® €m 8751 541
Taves £m ! 283 133
Net profitloss for the period™ £m 453 404
Bfain cost items
Staff costes £mi 4853 4 813
Fees and charges em ! 2543 2542
Fuel for aircraft €m 2862, 1819
Depreciation, amortisation and impairment £€m 3 BQéZ 1112
MNet interest €m | - 248 - 331
Consolidated balance sheet?
Asset structure
Non-current assets® £€m 12 318 11 643
Current assets® €m . 054 6527
of which fiquid assels €m ' 3788
Capital structure
Shareholders’ equity™ £m 4522 4 (14
of which issued capital” Em 172! 1172
of which reserves ém. 2747 2398
of which profitioss for the period €m 453! 404
of which minority interest €m 190 40
Dopt &m 14750 14 056
of which retirement benefit obligalions €m 2 022 4132
of which liabilities® €m: 3 563 : 3306
Total assets €m e 18 070
Other financial data Lufthansa Group”
Capital expanditure €m 1829 1783
of which on tangible and intangible assets £m 1201 1647
of which on financial assets ém - o 608 136
Cashflow frorn operating activities™ £€m . 1986 1881
Free cashflow™ €m . a5 1 061
indebladnass
Gross €m Y 3370
net €m - 7 - 418
Deutsche Lufthansa AG
Net profitioss for the year €m 455 265
Accumulated i0sses €m T -
Transfers o/withdrawals rom resenves £€m ‘:«.?26 - 128
Dividands proposed/paid £m . 229 137

€ 050 030

Dividends per share proposed/paid’™
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Further Information

2003 2092 2001 2000 198" 1998 197" 1996
15 987 18 971 18 830 15 200 12 795 11 737 11 049 10 667
i
!
36 718 28 1042 723 1 060 ad -
- 176 1 544 378 1456 83 1437 1058 204
- 814 904 - 807 1189 974 1 251 862 310
164 182 - 202 503 334 519 310 24
984 7 623 689 830 732 551 285
|
4512 4 860 4481 3625 3232 2867 2823 2943
2290 2239 231 2 250 2095 1930 1844 1995 ©
1352 1347 1621 1489 908 884 948 o2
1930 1243 174 1022 933 865 862 710
- 341 - 415 - 308 - 256 - 219 - 196 - 280 - 45
|
|
10 685 12108 13 244 11082 9672 8713 7948 6396
5847 7034 4962 3728 3015 3579 372 3161
2724 3638 1182 970 778 1 667 1359 958
)
| 24 040 22 805
2696 4172 3528 4165 3733 3314 2694 2737
977 a77 977 o7 577 976 978 976 .
2 660 243 5 154 2 448 2084 1596 17164 1056
- 984 77 - 633 659 630 732 581 98
43 47 a0 51 142 10 3 7
14 036 14 965 14 678 10 645 9 154 & 978 8 966 5 820
4327 4020 3 701 3 354 2903 2760 2578 1875
13240 4713 4 446 2 408 2300 2375 2088 -
16 732 19 137 18 206 14810 12 887 12292 11 660 9557 -
1155 880 2979 2 446 1938 1898 1209
992 846 2549 1769 1338 1669 1036
163 234 430 677 500 229 173
|
1 581 2312 1738 2 140 809 1860 1997
1024 2813 - 798 444 - 433 773 1356
i
3312 4771 4995 2 444 2320 2404 3043 1690
591 1138 3312 1475 1542 737 1185 732
1
~1223 1 ~ 797 445 402 40 441 98
- - 797 - - I - - '
1228 -85 - -6 -~ 1188 - 187 - 266 o
229 - 229 215 215 176 08
- 060 - 0.80 056 358 046 028
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Further Information

2008 2004
Operational ratios Lufthansa Group!
Profitioss-revenue ratio
{orofitfloss before taxes¥/ravenue™ % 4.8 3.2
Return on tolal capital (profitfioss pefore wxes™ T
pius interest on debtiotal assets) Y 70 58
Return on equity . ) o
(net profit/ioss for the period®/shareholders’ equity™) % 100 101
Return on egquity ! R
(profitfioss belors taxes*/sharsholders’ equity/™) Y o 19,3 i 135
Equity ratio R
(sharehelders’ equity™'/total assels} % ) 2356 222
Ceaina e i
{net indebtedness pius retirement benefit obligations/shareholders’ aquity™ % 294 9
Nat indebledness toia! assets ratio Y% 0n -23
internal financing ratio
{cash flow'?/capital expenditure} B 106.8 1085
Net indebiedness ~ cash fiow™ ratio %% 4 - 222
Revenue efficiency
{cash fioy venue) % 108 111
Net working capital i
(current assets less short-term debty® € bn 0.0 03
Personnel ratios
Annualised average employes total ' o 90931 82 743
Revenus?/employse € O% 667 182 925
Staff costsirevenue™ Y B 269 4
Qutput data Lufthansa Group™
Total avaiiable tonne-kilometres millions 26 4856 25 8503
Totat revenue tonne-kilometres miflions ° & 18 4450
Overall load factor 45 o ) 71
Available seat-kifometres mifions v 144 “181é 140 6477
Revenue passenger-kilometres millions . '5084555««5 - 104 0837
Passengsr load factor Y Exy 740
Pagsengers carried milions 513 509
Paid passenger tonne-kilomeires millions 10 8975 10 4840
Fraight/mail t 173577 1752800
Freight/mail tonne-kilometres miffions 7 82381 7 9610
Number of flighie!® T gz ea0 647 785
Flight Kilometres millions 704, 787
Alrcraft utitisation ook hours) = 134G 248 1351 932
Alrcraft in service 432 377

The figures differ stightly from those pubiished earlier, since they bave been roanded
off 1o the nearest milion in suros, C

* Figures are converted from DM into suros,

40

Y A from the 1997 financial year the financial stadements are prepared according to
the Infernational Financial Reporting Standards {IFRS). Previous vears’ figures are
therefors not comparable.

A The figure for 1998 has been adjusted for the changed allocation of commission
paymants.

% Before 1097 operating resulls were not re

“ From 2005 profitioss rom operating activities belore income taxes {up 1o 2004

. 'proﬁr/idss‘ hefore faves including other taxes. Pravicus vear adjusted.
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Further Information

2003 2002 2001 2000 1909~ 1888 1987 195"

i
!
- 51 53 -48 78 76 107 78 29
-7 7% - 17 105 00 2 106 25
I
- 365 172 - 179 165 9 221 205 104
!
302 a7 - 229 285 263 377 220 N
. T
163 218 194 81 290 270 231 28€
|
1524 1235 2130 1159 1215 1055 1397 953
35 59 209 100 20 60 102 77
|
I
1368 2627 53 875 418 986 1652 1228
374 490 2196 68.9 1906 396 59.3 58.7
ag 136 W04 141 63 158 181 1y
| .
-03 -04 -13 10 |1 -02 02 17
94 798 94 135 87 975 65 523 66 207 sager 55 520 57 995
168 326 180 284 189 713 218 633 195 258 213 917 199 002 183 917
289 75 268 238 253 a4 255 276

23 2373 03 0413 23 5628 21 8338 20 1326 193248
18 2265 G 1869 16 G150 15 5201 141704 136209
603 676 72 74 704 705
124 0268 126 4004 123 8008 116 3883 102 354.4 98 750.0 116 1831
90 708.2 90 3865 921604 &4 4431 74 658.4 70 5814 81 7153
731 75 %44 706 730 715 703
454 457 470 4B5 405 372 aa
31379 91054 9 2519 84583 7 4741 7 o7 80248
1580 430 1655 870 1801 817 1 745 306 1702 733 1703 657 1684 729
7 0886 7 1580 70815 7 5661 7 0707 66063 6 5480 6 4430
543 549 517 922 540 674 550 598 855 680 518 615 506 456 505 126
7026 5681 687 780 6587 636.4 6148 7206
1172034 1112 062 1 157 982 1154 442 1002 893 1010897 963 675 1000723
106 302 286 34

382 344 345 33 3

Sidpito 1‘3*96 é}dore mmdrawa fsumftramfor zo rutamed aammgs d"ld betore or to 1997 liabilites wera not shown separately as a sub-item of overall debi,

rainely y insrest, : . W Caloulatedt as nst cash.rom operating activities as par cash flow statement, up to
8 From 2008 sharehalders” sauily inc ucing minorily interests Previous vears adiosiad, 1996 financial cash fow. '
&t Capital increase by €195 378 200075 320 QOO shares) in 2004, e Wi 1986 the aue value of the shares was diluted lo €2, 56; pravious years' figures
. ® Financlal stataments from 2004 ac mrdmg o new. 148t balance Qhee? *‘&mdard” were ac:;u<§ed
" Previous rsaa;uﬁted o [T R ) ) 2 Gines 1957 Condot I nolonger included, from 2003 including Alr Dolomit.

B From ’7005 numbm of flights Includes only “real fights”. The discontinuation of
' ground t{?nvpmiz particularly by Lufthansa Carge has led fo marked divergencas
Lcompared o previous year. . ‘
™ Sinos 2004 nléz indeltedness plus refirament benefit obligations; previous years
W adiusted ] ¢

Luithansa  Anoual Repor’f ?,ﬁQE : ' N C 41




www.lufthansa.com
vyww.lufthansa-financials.de

hitp/fumweltlufthansa.com




