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Figure1 Current Price: $91.55 Target Price: $115.4] Sector: Industrials
Profile Class A Shares BULEL.S e Upside: 26.06% Industry: Airlines

CLOSING PRICE | 4 9155

SUMMARY: CPA is a commercial aviation provider of passenger and cargo flights to

4201MM  cauntries in South, Central and North America and the Caribbean.
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26.06% HIGHLIGHTS

289 We issue a BUY recommendation with a 1year target price of $11541 per class A share: representing
»m% | 2606% upside from its January 4th, 2017 closing price of $9155. Our valuation is based on a TO/£0 mix
Source: Team Analysis of EV/EBITDAR multiple analysis and the Free Cash Flow to Equity Model. Our recornmendations lays
oh the following key catalysts:
CPACAPITALIZES ON LATIN AMERICAN ECONOMIC RECOVERY
Recent implementation of initiatives from CPAefficient allocation of Capacity, redluction of Cost per

Figure 4 Available Seat Miles (CASM), the launch of a Law-Cost Carrier Wingo) and ConnectMile in-house
loyatty program, will boost profitability under a more favorable Latin Ametica market. Economic activity

INDUSTRY METRICS pickup in key Latin American countries that were affected by negative shock during the last two years
RPM: Revenue Passenger by mile are now recovering, translating into an sronger air travel dernand restoration and the cease of pressure
ASM: Available seats per mile on yieldsCPA has been very effective moving capacity to more profitable markets in Latin America, as

CASM: Cost per available seat mile well as opening new destinations in North America, which are growing at a higher pace. The top line
‘Passenger Yield: Average fare ber was 4%, higher during 3016 thanin  previous year same quarter. During 2017 and forward | the
d ) 9 P combination of better passenger demand outiook and stabilizing yields will lock the path to sustainec

mile per passenger growth that the company has exhibited in the last 4Qs,

RASM: Revenue per available seat  EFHCIENT COSTMANAGEMENT WITH HIGH PREMIUM SERVICE

mile Ex-fuel Cost per Available Seat Miles (CASM)is follawing a downtrend in conjunction with maintaining
Biock Hours: time between an a Premium Service.  CPA has one of the lowest CASM among its peers (653 cents per ASM S-years
aircraft leaving a gate and arriving = sverage for CPA vs 763 5-years average for peers) ard cantinues to allocate investments in lower cost
to another maintenance assels, such gs modermnization of their fleet An average fleet age of 7 years, contributes to

lower fuel costs and more Avallable Seat Miles per block hours, Altogether, CPA will compete in a
robust position as it continues to increase cash for shareholders due to lower CASM and higher assets
turmover.

STRONGER LOAD FACTOR:

CPA has been able to adapt to a low vield environment faster than cther carriers in the region and ha
managed totailorits operations to this context being able to increase the load factor to a historical high

Key Financials VAT Y I T CY P TP LY P YRR O 496 1n 316 A more dlisciplined capacity growth
plan and commerclal strategies are also in motion,

Source; Company Annual Report

EBITDAR Margin 277% 257% 25.0% 247% 244% 'We expect CPA to keep capitalizing from those
ROA 78% 69% 68% 7.0%  7.0% measuresinthe near future,
Revenue Growth 8.2% 58% 7.0% 7 49 739% In addition, CPA stock significantly outperformed

the S&P 500 over the past vear. 88219 of CPA vs,
Ex-Fuel Cost to Revenue  602% 593% 585%  57.5% 56.6% o540 cfthe Indlox Farthemmere an improvormont

Dividend per share 2.89 3.02 2.85 2.98 3.27 in dividends pear share is expected this year due o
Dividend yield 26% 27% 25% 26% 29% kst P;H‘O*)ﬂ thvsigvefofl;@t imﬂ;ﬂe estimates (US$2.89 <
] per share). For the following five years, an increase in
Debt/Capital 31.2% 299% 287% 275% 264% dividend per share is foreseen
Source: Team Estimates For further details and explanations please see appendix 24.
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Figure 5 BUSINESS DESCRIPTION
Cop.af Holdings SA (NYSE: CPA)is a forglgn private issUer \_N}th headquat.'ters in I?anama City, Panama.
) - . CPA s the parent company of Copa Airlines, and Copa Alrlines Colormibia 11}, which operate under the

EM 210 24 PAX = B Hub & Spoke network modelt. During 4Q16, the comparny launched WINGO, a low-cost carrier, which

737- X o . o
ES 124 PAX o Is autonomous but operates under Copa Airlines Colombia, Through each airline, the company acts as
737-800 154/160 PAX 54 53 64 T : . - .
[ Moo TR o o ol® commercial aviation provider of passengerand cargo scheduled flights to countries in the Caribbean,
el South, Central and North America. Founded in 1947, it operated as a privately owned company until its

IPC in 2005, CPA is considered a leadling commercial aviation provider of the region and is recoanized
as the most-on-tirne carrier in Latin Amefica by FlightStats, providing 360 daily scheduled flights on 74
Figure 6 Revenue by Geography destinations in 31 countries.
FLEET AND SERVICE DESCRIPTION Copa Holdings operated a fleet 0f 99 aircrafts by the end of 2015,
14 of therm Boeing 737-700, 64 Beeing's 737-800 and 21 Embraer’s 190, (Figure 5) As of 2016, aircraft
leases represented one-third of the fleet with an average maturity of 43 years, Thay usually return leased
fleet upon fulfilfment The rmoderm fleet, such as Boeing Max-9, contributes to the achieverment of 3
strong and elevated completion factor (scheduled flights not canceled), and allows them to optimize
thelr CASM. bringing more efficiency and profitability {Appendix 22). At the moment. CBA provide
access to more than 200 destinations through it alliances, Strategic dlestinations are placed with
convenient schedule, on-time performance and competitive fares, which increases passenger loyalty
along with the frequent flyer program, ConnectMiles.

GEOGRAPHIC LOCATION Pararina is ohe of the fastest growing econcimies in Latin America due to
@ Parama @B @ Vonezucia higih public and private Investrment, an increase of Multinational companies headquarters instauration
£ Geniral America (@) Colombia ) North Ameriea  anc] substanitial touristic dynarnisim. The country has the second largest containers port in the region.
@ Other South American countries Furthermore, Tocumen intemational Airport (PTY} in Panama City, enables connections to major

Figure 7 rarkets, consolidating wraffic to serve destinations that do not generate enough demand for a
point-to-point senvicez). Moreover, Copas hub in Panama allows the benefit of a free-trade zone and
stable, dollar-based economy. The company’s huix helps their strategy of providing its service to
regional destinations in Central America and the Caribbean by enhancing the overall connectivity and
profitability of their network Copa corsiders their intra-latin American network is the most corveniant
option for them to expand as 65% of their passengers deftive from 45% of the underserved markets in
which they are present. According to Copa's investors presentation of Septernber 2016, there stil] are
more than 25 underserved hew destinations in America that could be includied inits network,

COMPANY STRATEGIES

EXPAND NETWORK CPA is seeking to integrate route networks to enhance profitability with both,

Copa Aitlines and Wingo. They are focusing on increasing frequencies of more profitable routes, as well

as adding new destinations to meet growing demand on markets that need a hub. A concrete action

to reach new markets and improve network presence was the launch of Wingo: through which they
added domestic and intemational destinations not completely covered by existing low-cost carrier
competitors in Colombia. Their strategy rests on their proven choice of using Parama's Tocumen

Intermational Airport as Hub, and complementi hg it with thair new low cost business line in Colomibia,

INCREASE COST EFFICIENCY: MODERN FLEET & REDUCE DISTRIBUTION COSTS The company has

aircraft orclers and lease agreements with Boeing and Emibraer for the next eight years. The size of the

fleet is expected to slightly increase starting 2017. Firm ordered aircrafts are expected to be delivered

Sourca: Company Data between 2077 and 2025, aiming to to replace 31 leased aircrafts maturing along the same time frame,

Figure 8 Class A Shares, Ownership Structure and 1o Cover expected demand increment. The new aircrafts promise to cost Jess than 817 cants per

nautical mile, consiclerably below than 1432 cents and 952 cents of current planes, {(Appendix 22) In

addition, CPA is aiming to decrease its distribution costs through direct sales. To reduce transactions
i fees paid to travel agents is a priofity. In order to do so, new technology and automated procass are

Mutual Fund planned to be implerented.

Holders FOCUS ON QUALITY SERVICE AND LOYALTY The company places great emphasis on rnaking its
brand associated with quality through their operational differentiation from other airines, mainly by
on-time performance and offering corvenient and attractive schedules and destinations. Also, adding

Source: Company Data

Sourcer Company Data

75.2% more setvices for their custormer such as the new progiam ConnectMiles, were members ara eligible
Institutional Holders to eam and redeam miles to any of the destinations within the Star Alfiance, adding more value for
thelir clierits.
CORPORATE GOVERNANCE

SHAREHOLDER STRUCTURE CPA: authorized caital stock consists of Class A, Class B, and Class C
shares, 80 million shares of cormmon stock without par value Class A shares represent 7379 of
Saurce: The Wall Streat Journal €conomic interest of CPA and s the only Class listed o NYSE (Figures 8 & 9}, Class A and Class B shares
Figure @ posses the same economic rights and privileges, including dividends. CIASA (Corporacién de
Inversiones Adreas, SA), a group of Panamanian investors, currently owns 100% of Class B shares, which
grants them voting power within the company. Class A shares are entitled to vote anly on specific
CLASS A 20924 737 matters like changes affecting their rights and privileges, a transformation, merger, acquisition, spin-off
CLASS B 7466 263 O change in the comporate purpose of the company. Class A shares have limited voting power under _(‘
TOTAL 28390 100 Certain particular circumstances, for instance, a proxy representation and tag-along rights. As of March

Source: Company Data
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Figure 10 Top Institutional Holders

Source: The Wall Street Journal
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Figure 11 Mutual Fund Holders
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31, 2016. there were 249 holders of Class A shares, According to CPA Heldings profile on The Wall Streat
Journal, Institutions have 75% of ownership and Mutual Funds 25%. &)

CORPORATE MANAGEMENT The team of directors is diverse regarding experience. Stanley Motta,
Chairman and Director, has been with the company since 1998 and Pedro Heillbron, the CEO, has been
through every transition of the business since 1988 and was elected at the end of 2016 as Chairman of
the Star Alfiance. On the other hand 8333% of executives have relevant experience in the aitline
industry, notonly with CPA butwith otherimportant airlinesin the continent such as American Airines,
United Alrlinas and Northwest Airlines. For the recent launch of Wingo, the cormpany chose Catalina M.
Breton as General Manager. She has occupied leadership positions for Avianca and Jet Blus for 12 vears,
focusing specially in Latin America and the Caribbean. While in Avianca, she | miplemented new routes
and major network changes which resulted in market share gains and EBITDA improverment. Also,
with several implementations of communication mechanisms, Catalina led Avianca's amgloyees
towards a common goal. Executive Officers have dermonstrated to rmake the necessary changes to
keep up with customer's needs and industry changes, creating with this a competitive acdvantage.
CORPORATE GOVERNANCE CPA has & Board of Directors of twelve members, with four different
cormmittees Audit, Cormpensation, Norminating Corporate Governance and Independent. Incidentally,
corporate govemance differences take place betwean NYSE Standards and companies registered in
Panama. CPA Board of Directors has four independent mermbers (333396}, not considering
specifications under the NYSE Standarcls. Howaver, they do have a Nominating and Corporate
Governance Committee, even though it is not mandatory in Panarmars. Moreover, the cormpany cdoes
not hold executive sessions nor equity compensation plans and related individuals conform the
structure of the Board of Directors, {Appendix 8) which we believe allows the cormpany to focus on
long-term growth opportunities. Historically, this can be one of the main feasons of how rapidiy the
company has implementad changas, innovations, and improvements to adapt to market changes.
Consequently, according to Cheng and Lopez-cle-Silanes, very high levels of ownership, voting rights
concentrations and sofid governance structures are comimon in Latin American canpanies.

SOCIAL RESPONSIBILITY CPAs efforts towards their pitlars of youth education and the ervironment
led themn to understand it is everyone's task to acknowledge and transmit sustainable developmeant.
One of the company’s programs is intended to improve the communities in which they operate with
social and educational initiatives, thus benefiting more than 25000 children. On the other hand, the
company has implementad the 3 R's (Reduce, Recycle and Reuse) program to reduce the impact of
CO? emissions. The companry helieves that, for them to be successiul, they depend on helping the
nearby communities. This is the reason they encourage the Corporate Volunteerism, led by employees
to help nearby communities on topics such as education, childhood, and environment. According to
CPA, they helped to train 150 public school professors, benefited more than 100 children fom the J¢
Achievernent Program and more than 250 thousand dollars were invested in scholarships for
employess and their children.

INDUSTRY OVERVIEW & COMPETITIVE POSITIONING

The Airline Industry is characterized for its aggressive competition, thin marging and high sensitivity to
econarmic changes of the regions in which it operates, volatility of oil prices, and variation in consumer
trends. In 2015, the industry mobilized more than 358 passengers and 5IMM metric tons of cargo
worldwide, with a workforce of 10MM employees in an average of 100,000 flights a day in over 51000
routes . During the same year, for the first time, the airine industry as a whole rmanaged to gererate
a return on invested capital that surpassed the cost of capital, with US$335B in et profits i) Even
though 2015 proved to be a chalienging year for carriers in Latin America, mainly due to a economics
shocks in Brazil, Colombia and Venezuela, the compary was efficient in analyzing the regior's
environment and making strategic decisions to innprove its results in 2016 by managing its capacity
and growth plans. Overall operational effidency seems to be at the top of the agenda for airlines
around the waorld, including CPA whe managed to achieve their highest load factor yet (84296) in the,
3Qof 2016,

MACROECONOMICS

Oneofair travel demand's key drivers is raising per capita income, as tising purchasing power translate:
into more travel experiences. Industry's growth has historically been about twice the annual GD
growth of a country or region (7, JATA expects 0.9% of world's GDP to be spent on air transport on 2017,
or the equivalent of approxirmately Us$769 billion. Economic factors have given the air transportatio
industry a significant boost, such as increasing connections between cities and rmiore available price
for passengers and cargo services, At the same time, high fuel cost has provoked aiflines to replace les
efficient aircraft to increase aircraft's fuel efficiency.

LATIN AMERICA'S ECONOMY EXPECTED RECOVERY ON 2017 AND FORWARD According to the
latest IMF's projections for 2016, aggregated real growth of the Latin America region is projected to
decline by 079, a downtum drove mainly by the recession of Brazil and Argenting as their siz
represent a significant share of the LAC region aggregate ). Also, currencies in commodities export

BARMA BUSINESS SCHOOL STUDENT RESEARCH 2017



Figure 14 Rpm Growth Vs Gdp Growth
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Figure 17 Air freight vs, Global
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Figure 18 Global air travel and
business confidence index
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countries like Brazil and Colormnbia have depreciated 2196 and 27% respectively with FX rates affecting
consumer capacity via the pass-through effect, and ultimately vield of the industry. Nevertheless most
countries in the region are projected to grow at positive rates.

Sorne of the region's largest economies that recently experienced slowdown have turned the corner.
{Figure 16}. In 2017, a recovery of the regional outlook is expected as a resuit of a slightly recovery of
commodity prices and a political environment with less uncertaingy. Thus, a better fiscal position to
implement reforms and public spending necessary to medium term and long term growth ). As a
result aggregated GDP is expected to grow by 1:6% in 2017 and 2.6% for 2012, Brazil, which makes up
3494 of the region's GDP and 18% of CPA's revenue at 2015, is expected to grow 05% for 2017. Similarly,
Colombia’'s output s expected to recover as international cormmodities prices start to slightly recover
and easy up the pressure on the currency during 2017,

Given the expected recovery in the South Ametican economies, we anticipate CPA will capitalize on
revenug and CASM implementations that took place this year to counter effect the soft derand
economy from late-2014 to mid-2016. In the midst of softer dermand ersvdronment In the first three
quarters of 2016, CPA was able o obtain levels of profitability similar to previous years, through a
disciplined management of capacity and reduction of CASM.

PANAMA'S ECONOMY According to the World Bank Paname, a dollar-based economy, has been one
of the fastest growing economies worldwide, the economy grew 58% and 6,0% during 2015 and 2016
respectively (o). By 2013 the aeronautical industry, which contributed 42 % of GDP in Panama,
sustained more than forty thousand jolss and had paid more than US$T70MM in taxes my. Furthermore,
Panarma is in an excellent geographic point for one of the most complete connecting hubs of the
Amnericas, and the more positive outlook of the Latin Ametica region as whole increases passenger
traffic to and from Panama,

NORTH AMERICA'S ECONOMY The USA is growing slowly, but healthier than in previous years and
close 1o full employment. Traffic between North Armerica and Latin Armerica continuies to grow despite
economic difficulties in the region (Figure 15). According to the Federal Aviation Administration of the
United States Latin America is still the largest intemational destination from the USA, and it will
continue to be the market with higher grow for USA travel 121 Another inmportant driver for traffic
bebween the regions is the growing Latino Community currently living in the USA which reached
56MiM in 2015, Considering the circumstances, CPA has added more North American destinations
throughout the years and, consequently, the revenue generated by this region has consistently
increased, reprasenting 25% of CPAs revenue for 2015, As a result of a more stable econorry, the
Federal Reserve of the United States, decided to raise the "target range for the federal funds rate from
05% to 0.75% (31, This decision has the potential to trigger down into the debot market and affect the
cost of borrowing for CPA.

DRIVERS

WORLD TRAVEL GROWTH: As a region’s econcimy becomes stronger, air traffic demand is proven to
grow. Even though Latin America's GDP growth forecast is rodest for 2017, according to Airbus Global
Market Forecast, traffic growth tofformfwithin Latin America and the Caribbean is expected to expand
atan annual 479 rats, above the 46% world annual rate. Global air travel has grown 596 on average per
year on the last 30 years, with important variation between each year due 1o “changing econormic
condlitions and differences in econornic growth in different regions of the world” g4, On that line, even if
Copa Holdings RPM growth has not presented a linear growth, it has consistently increasaed YoY.
TRADE BETWEEN COUNTRIES IN THE REGION: Is the primary driver for cargo revenue. During 2016,
world trade leveled off and, in corsequenice global trade forecssis for 20162017 have been
downgraded. Thisis consistent with evidence of a deterioration in the relationship between world tradle
and activity. In conseqguence, Freight Tonne Kilormeters (FTKs) are expected to decrease in forthcorming
years (Figure 17)

ANCILLARY REVENUE: Alrlines generate additional revenue for exdra senvces such as on-board sales,
ticket, change fees, excess baggage or seais with extra leg room. With the incorporation of Wingo, we
expect CPAS ancillary revenue to increase in the next years due to the Low Cost business model,
BUSINESS CONFIDENCE: Consumer Confidence is a leading indicator of spending power and overal
conficlence of consumers. i s particularly periinent in the aifine industry because consumers are mor
willing to spend on leisure services when the index is strang (Fgure 18}, According to Nielser's Globa
Consumer Confidence Report, sentimentin Latin Aimerica is moving in a positive direction despite th
eccnomic difficulties of the region, notably in Perl, Colornbia, Mexico and Brazil The last thre
countries menticned before are important mavkets for CPA,

JET FUEL

Alrcraft fuel is the most critical operating expeanses for aitlines. Jet fuel the most common fuel, is highl
cotrelated to oil prices. In the last five yeats, the industry has bean affected by a high volatility due t
many different gichal factors, such as geopolitical, ervironmental and ecoromic. During 2016, oil prices
averaged $4329 dollars per barrel {Oklahoma WTI Spot Price) which is the lowest yeaidy average since
2004 Undler these circumstance, the Organization of the Petroleumn Exporting Countries (OPEC), o
November 2016, agreed to a daily production target of 325 miillion bairel per day or a 3% decreased t
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Figure 21 Why costumers participate
in Reward Programs
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Receiving Rewards

increase oil prices on the international market1s. Alsc, Non-OPEC couniries (notably the United Sates)
recuced supply in 2016 due to cutbacks ininvestrent in 2015 and 2014 g&).

In contrast, recent developments in the productivity of shale comipanies in the United States can boost
production and mitigate the effect of supply cuts. In effect fuel ol production in the United States
increase in the second part of 2016 similar to the grow from 2012 to 2014 when fusal production of oil
increase an average of 1596 Ya3Y (7. Furthermore, a weaker than expected demand, especially from the
Asian countries can downside the risk of higher oll prices. CPA, as other companies in the industry,
miitigates the risk of the price of oil by fuel hedging. Companies are also focusing its efforts on
inmproving fuel efficiency by replacing existing fleet with maodem aircraft and better operations.
REGULATIONS

Within the industry, established regulations vary by imarkets where a carrier operates, representing a
key aspect of defining the performance of anairline in a particular market. Regulations have a profound
impact on international routes to which an airline serves, creating agreements in regards of flight
frequency and fairs. Agreements based on negotiations between countries are usually based on
reciprocity. Equally, the access to different alrports in a connected network, such as CPA's network,
partrays a crucial factor to ensure an efficient operation. Conseguently, other regulatory restrictions
comprise ownership limitations of the asronautical companies. Notably, the "Panamanian Aviation
Act" establishes ownership and effective control of the company must remain within Panamanian
nationazls to continue operating under the benefits of agreernents between Panama and other
countries, Furthermore, CPA acts under other markets regulations with international entities such as
the US Federal Aviation Administration, by which CPA covers reduirements related to security
rmeasures, safely standards, environmental issues and rmaintenance procedures,

TRENDS

LOW-COST CARRIERS have grown atimpressive rates well over 10%6 per year. (Figure 20 ) LCC's strateqy
is to offer point to point routes that are much mors cost efficient compared to the Hub & Spoke model
used by Copa. LCC share growth in South America boosted connections to new underserved
destinations and additional freguencies. As a resuit, at the end of 2016, CPA launchead Winge, a low-cost
optiot that operates administratively and functionally under Copa Alrlines Colombia unit, with
completely free structures for its commercialization, distrilbution systeims, and customer sefvice.
MERGES, INVESTING AND ALLIANCES Many airlines in the industry use strategies of partial ownership,
alliances or acquisition to improve their share and service in a particular region or market. Latin America
is o exception to this rule, in 2015-2016 many strong Europsaan and North Ametican carriers invested in
regional carriers. According to Bloomberg, Air France and Delta Airlines {16%6) irwvested in GOL Linhas
Aéreas inteligentes S.A United (5%0) and HNA groun {(2496) in Azul, Delta partially owns Aeromexico and
Avianca is rumored to be in a spot for a near future Merge or acquisition, As stated by CPA's CEQ, Pedro
Heilbron, the campany does not have plans in the near future to incur in any of rmerger and acquisition
strategies. However, CPA belongs to the Star Alliance, which conveys a connection with many top
international aviation cormpanies and regional aifines such as Lufthansa, Turkish Airines, United
Alrlines, Avianca and Alr Canada The allance & an advantage bscause of the joint marketing,
code-sharing armangements and costrelated benefits as they have more purchasing power in
negotiations with aircraft vendors and insurers. CPA has alliances with Air France, KLM Roval Duich
Alrlines, United Aifdines, Gol, Cubana de Aviacion and recently Emirates wiich will allows the company
o take advantage of new rmarkets. In fact, CPA just renewed alliance agreement with United Alrlines
{UAL} for another five years.

LOYALTY PROGRAMS are an important factor in the decision-making process of consumers in the
inclustry, In 2015, CPA cease to co-branding with MileagePlus and launched its frequent flyer program
ConnectMiles. Through their new program, mermbers are gligible to eam and redeern milas to any of
the destinations within the Star Alliance, adding more value for their clients. The program has had an
axcellent response from consumers who demonstrate their affinity and acceptance of the brand,
According to Heilbron, the program is strengthening the relationship and value propositions with
custorners. Frequent fiyer programs are a solution to the entire industry situation of customer churn, to
satisfy theit neseds and show they know their clients, as chum occurs mainly because of inadequate
sevrvices or high prices,

COMPETITIVE POSITIONING

The airline industry is characterized for srong rivalry arnong competitors and a significant suppliers and
customers power. [Appendix 9} CPA sustains an unyisiding competitive position in Latin America. Copa
Airlines, the biggest company in the holding, is recegnized as one of largest airline carriers in the region,
conferring CPA a strong bargaining power with industry suppliers and an advantage regarding
custormer airline selection { Appendix 8} On the other hand, their recent addition to the holding, Wingo,
allows themto bea part of the low-cost playfield which has shown incredible arowth in the region and
will expectantly heip them boost their market share in Colombia

COPA AIRLINES COMPETITIVE POSITIONING Copa Alrlines maintains a leadership position in Lati
America focusing on underservad thin markets that cannot sustain point to point service, Hence,
Copa's nabwork is in many cases the most favorable option These markets make up for 65% of Copa’s
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Figure 26

Relative Valuation (M)

EV/EBITDAR {with Premium) 7.85
Projected EBITDAR 2017 665
Enterprise Value 4,956
Total Debt 1274
Cash & Cash Equivalents 1,008
Market Cap 4,956
Outstanding Shares 42.05
Price Relative Valuation 17.87
Weight of Relative Valuation 70.0%

Free Cash Flow to Equity Valuation (M)

PV FCFE 1159
Terminal value 3,452
Equity Value 461
Qutstanding Shares 42.05
Price FCFE Valuation 109.66
Weight of FCFE Valuation 30.0%
TARGET PRICE 115.41

Source: Team analysis
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passengers. CPAs value proposition focuses on offering aworld-class product fworld's Znd best ontime
carrier by FlightStats), supported by a robust infrastructure through an extensive network of routes
which aliows tharn to become one of the mast trustable and known carriers in the region. This is a
favorable trait to have in a highly competitive industry. {Appendix 8)

Our analysis has identified the following main competitors: LATAM Alrlines Group SA. Avianca Taca
Holdings SA, United Airines, Amnerican Airlines and Delta Alr Lines, due to the similarities inf markets,
routes, and destinations where they operate We based our analysis on a competitors assessiment
taking into consideration key success factors and weighted each one by importance. The purpose of
the assessment is to measure the overall competitive strength for each rival. Cur presented key factors
are customer service reputation, pricefvalue, employee satisfaction, time efficiency and others
{Appendix 12} According to our analysis CPA enjoys a competitive advantage based on the overall
strength rating.

WINGO COMPETITIVE POSITIONING Winge, the newest vanture of CPA, is a low-cost carrier focusedin
ayounger segment, offering cheaper traveling without cormpromising quality. Wingo's point to point
operation is centralized in Colormbia servicing 16 cities in 10 countries throughout Latin America and the
Caribbean. Its launch is & strategic response to Colombia’s dynamic market opportunities. Wingo's
main competitor is Viva Colombia a Colombian low-cost carrier partly owned by Ryanair (Europs’s
biggest LLC) They compete directly on four domestic and two international routes.

INVESTMENT SUMMARY

INVESTMENT THESIS

We issue a BUY recommendation on Copa Holdings (CPA) with a target price of $11541 per Class A
shares. representing an 28.06% upside from closing price of US$91.55 per share of January 4th, 2017.0ur
targiet price is based on a mix of the Discounted Cash Flow to Equity Model and EV/EBITDAR muliiples,
attributing 30% and 70% weighting respeciively to each methodology. The key drivers for our
recommendation are:

KEY POTENTIAL DRIVERS

STEPPING UP REVENUES: GDP GROWTH RECOVERY Activity pickup in some Latin American
countries that have been affected by negative shocks on their economies could boost air travel
demand and ease off the pressure on Yield. CPA has been very effective moving capacity to more
profitable markets in Latin America, as well as opening new destinations in North America, which are
growing at a higher pace. CPA operates in some markets, such as Panama, South America lexcept
Brazil) and cthers, which are projected to grow at higher rates than world average. IMF projections
estimate an average GDP growth of 260% over the next five years for the region and 220% for the
United States. Based on this outlook during 2017 we expect Copa's RPM o grow 474% due to the
correlation betweer CDP growth and RPM growth; for the following vears an average of 645% RPM
increase is forecasted. The soft demand ervironment and high depreciation of sorme curencies in the
region have deteriorated the passenger yield during the last few years. Nevertheless, a vield recovery is
expected in the shott term.

STRONG LOAD FACTOR Copa have been able to adapt faster than other carriers in the region to this
scenario. As vields have suffered during the last faw years due to a higher competitive environment,
CPA has been able to efficiently accornmodate to these conditions and was capable of increasing the
lnad factor to a historical high of 8494 in 3Q 2016. The company has taken important actions reveals its
fast operational adaptability to changes produced by extemal shocks on key streams as yield:
evidenced by a more disciplined capacity growth plan and the successful commercial plans in place,
We expect Copa to grow an average of 69% YoY in ASM, balancing the estimated RPM growth and
higher load factor,

EFFICIENT COST MANAGEMENT Ex fuel Cost par Availabla Seat Miles {CASM) is in a decreasing trend,
{Appendix X} Even ifthe company's value proposition contemplates to provide quality service, they still
have the lowest CASM among peers and comipatitors. Their investmants has been allocated in lower
cost maintenance assets, such as modem fleet, contributing to lower fuel costs and more ASM per
block hours. In addition, sustained improvement in daily aircraft utilization is foreseeabsle,

VALUATION
Qur valuation arrives at a $11541 target price, driven by 309 of our DFCF to Equity model price of $109.6
and 70% of EV/EBITDAR multiple analysis price of $17.87. The 70% assigned to relative valuation wa
hased on the fct that FCFE rmodel has a sighificant weight on terminal value We considered itto b
more accurate to provide more weight on multiples due to a suitable amount of comparabl
companies to CPA, allowing us to build a sound analysis. In addition, the compaiable method allowed
us to workaround the volatility of business cycles.

INTRINSIC VALUATION: FREE CASH FLOW TO EQUITY FCFE moedel was selected because CPA hasa
stable Free Cash Flow te Equity expected to increase over time which reflects the fundamentals of the
comipany. This method consists of a two-stage growth model. The first phase is based on a specific year,
to year forecast up to 2021 and the second phase of a constant growth of 2.44%. Based on our FCF
analysis, the estimated price is $10941. {Appendix 23)

COST OF EQUITY was calculated through the Capital Asset Pricing Model adjusted to country risk
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Figure 27
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prermiurn. The 10vears US Government bond rate was used as risk-free rate, estimated at 2449, We
deterrnined CPAS beta by using four years weekly prices vs S&P 500 index in a regression analysis,
resulting in a 148 beta; above the aitline industry average 112, The expectad market risk prermium was
defined to be 569% (Damodaran), which lead us to a 10.86% preliminar cost of equity. On the other
hand, as CPA has considerable risk exposure to economies in Latin, Central and South Amarica, we
considered appropriate to include an additional country risk premium of 28194, This country risk
premium is a weighted average premium of countries where CPA has business exposure (Figure 27},
We obtained a Cost of equity of 1368%.

TERMINAL GROWTH VALUE The projected Latin Arnerica and US GDP growth rates for 2030 are
286% and 267% respectively. By weighting themn into CPA current geographically revenue
composition. we obtained a GDP growth of 272%. However, we considered the 10-year US
Govermnment Bond vield to be a more assertive proxy for CPA Terminal Growth Rate as its implicitly
reflects the nominal growth of the econamy, At Valuation date, the 10y US Gov Bond rate was 24496,
(Appendix 16}

RELATIVE VALUATION: PEER ANALYSIS We identified Entemprise Value (EV) to Earnings before
Interest, Taxes, Depreciation, Amortization and Rent (EBITDAR) as the most appropriate multiple to
compare CPA o its peers. We used EV/EBITDAR mainly because the airline industry is a capital
intensive business comprised by companies with complex financial leverage, substantial depreciation,
amaortization and rent or leasing expenses. As Rent is equivalent to operating leases subtracting Rent
frorn EBITDA is healthy for industries where operating leases are heavily used as financing altermative,

TICKER PEER NAME PRICE (JAN 4TH) ROI (5Y) GROWTH (5Y) MKT CAP ($US BN)
AVH Avianca Holdings SA 1C.05 5.47% 12.83% 116

ADR Gol Linhas Aereas Inteligents 16.40 -0.44% B8.57% 0.59

HA Hawaiian Holdings Inc 57.85 13.36% 12.16% 310

IBLUE JetBlue Airways Corp 2265 6.19% 11.84% 6.73

LFL Latam Airlines Group SA 842 3.63% 2217% 5.60

S SlofWest [ne 3745 2.72% 320% 1.87

WIA Weastlet Alrlines Ltcl 23.73 9.43% 10.08% 2.70

Source: Bloomberg

This adjustment enables a fair relation of the company’s value with actual eamings exclusive of
non-cash expenses, The peer group is comprised of imajor and regional aidines companies with a
comparable size {(Srmall & Mid Market Cap. only) Our peer analysis lead us to a1 year horizon target price
of $11787, which weighs 70% of the total valuation analysis. {Appetidix18)

We did not consider exclusively airlines within the same market as a compatrison factor for the peer
valuation aswe understand alrlines with similar bshavior and compaosition inother markets can also be
consiclered. Likewise, airlines such as United Continental Holdings Inc, American Airlings, Southwast
Alrlines ror Delta Air Lines Inc have been contemiplated because of their size regarding the factors we
considlered!: revenue growth and market cap.

CPA's EV/EBITDAR has had a premium over its peers for 8 out of the last 10 years; fact we took into
consideration in our analysis. This prermium has been a reflection of higher RO than the rest and lower
risk profile (oeta)

FINANCIAL ANALYSIS

REVENUE GROWTH: RPM & YIELD: CPA has historically shown consistent growth rates, with only fwo
exceptions: 2000 and 2015, due to unusual economics shocks produced in specific countriss. In spite of
this, through 2016 guarterly results, growth rates have irnproved. Clear signs of recovery are perceived
witha12.7% passenger traffic (RPM) increass, leading to 496 Yo revenue arowih cluring 2Q16. Revenus,
conformed by multiolying the RPM and vield metrics, is directly impacted by CDP growth. We foresee
a 475% RPM increment. for Copa Holdings on 2017, as the result of CPA's CDP/RPM growth relation
and the predicted GDP of each country where the cornpany opeiates. (Appendix 19,
For 2017, yields are exwpected to preserve (stay flat) and break the previous downtrend they were
expatiencing given a healthier travel dermand and the expected economic recovery in Latin Armerica
e Cur forecast contemplates the last four guarters yield weighited average by the RPMs per quarter,
resulting in a welghled average annual yield of 01202 cents. We are not contemplating any further
increase in yield for the following years, Considering this. if the weighted average annual vield falls below
O8] cenis our recommendation would ke HOLD, if it plunges below 0040 levels our
recommendation would be a SELL

Cargo revenuea stream has followed a decreasing trend from 614%6 in 2006 to 2709 i 2015.1n line with
commercial aifline industry tendency of contracting from 87236 weight in 2010 to 585%. For the
future, we expect cargo to maintain a sitnilar proportion of total ravenues.

FUEL COSTS: CHANGES IN JET FUEL: Fuiel Costs as propartion of revenue has been decreasing during'(‘




Figure 29 Operating Expenses 2016 LN last 5 years from 3239 in 2012 to 238% in 2016 Jet fuel prices are estimated based on cil, given a
92% correlation between jet fuel and oil prices. For 2017, changes in il prices were determined using
futures commiadity prices, since the current price of futures reflects the pricing expectation at the

FuslCosts  MALLIFItY of each contract For the following years, we used an average per year of oil prices forecast of

thiree strong references: World Bank, International Monetary Fund, and Economist Intelligence Unit

PASSENGER SERVICING AND SALARIES: Salarics represented 145996 of total operating expenses in

2015, placing them in an important position. Even if several situations have raised over the past two

years with employees, frorm which 58% are unionized, there are no major issuas on the horizon that

could impact or provoke unusual wages increase. They have historically increased at the rate of inflation

saares  and Number of employeesCPA has a sighificant lower labor cost per ASM than Peers average. {083 v

205 cents), and below the industry media of 180 cents.
ey o Passenger servicing represents the third mostimportant expense, right after fuel costs and salarieswith

Source: Company Data, Team Estimates 130296 of total revenues in 2015, They comprise the costs related to dependent of airport and aircraft

services such as baggage handling, insurance, catering, entertainment and othets, The costs are usually

related to the passengers they transport of the flights they serve and directly associated to the level of
service provided, It is expected o continue its moderate Uptrend,

MARGIN: Copa Holdings last five years average EBITDAR Margin has been the higher between its peers
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Figure 30 Total Fuel Costs as % of revenue

32'39;{1_10_,03@_ 303% — (Figure 34). Considerably higher than the global industry average, 225% CPA vs 159% Industry.
B m--33%_231%  (Appendix 20) The main reason being the remarkable balance between RASM and CASM. We
understand their business model is consistent and profitable. Excluding 2015 as an unusual year
(Appendix 24), during the previous ten years the EBITDAR Margin averaged 2629, similar lavels to what
wie expect for the following years.

002 2013 2004 2015 2016 207E CASHGENERATION: The company's business rmodel allows them to be a sound cash generator, The
Source: 20F and Teem Estimatss average collection period prowl below 17 days while the average payable days usually surpasses 100
days. This gap allows CPA to have available cash to maske considerable short-term investmants along
the year and generate interest income. During the last few years Copa Airlines has been able to meet
their working capital reguirements through cash for operations, Consequently, in the last ten years, net
cash provided by operating activities was never under 149% over sales, For upcoming years, a sirmilar
behavior is egoacted. Also, CPA shows a hea thy current ratio, allowing them to meet their short term

Figure 31 Salaries 8 Passenger
Servicing as % Of Op. Expense

- - - - - comrmitments with current assets as cash and short term investments, Cornpared to peers, they ars in
. ey B very competitive position,

B! Bloomberg and Team Arsias CAPITAL EXPENDITURE: CapEx is primarily focused on aircraft purchases, flight, and related ground

support equipment As they are set in advance, they are predictable During the last five years, the

Figure 32 CapEx Ratio comparny generated more from its main activity than spendingon maintaining or expand therm, The

CapEx Ratio has been above 15 over the same pettod {Figure 32), For our forecast we took in
consicleration the shift tendeancy to a more efficient and modern fleet; contribxuting to optimize their
Revenue per Available Seat Mile (RASM) hence maintaining a high load factor. In addition, we
considered the use of operating leases for further expansion,
OPERATING & FINANCIAL LEASES: At the end of 2015, 4077% of total adjusted CPAS debt
—s = S corresponded to operating and financial leases, fom which 592% were operating leases. This
—— ;;;an;;:am ;S:m;’ T T financing method allows for reductions in their CapEx requirements. to have more flexibility over their
fleet plan and to mitigate the aircraft residual value risk During the last few years, they mainly finance
these leases with JOLCO. CPA had 28 of their 33 operating leased aircraft at fixed rate, which is positive

Figure 33 Current Ratio inthe current rates uptrend context, As opetating leases impact financial staternents, they should be
contemplated for veluation purposes. In our relative valuation, we used EV/EBITDAR multiple,
Avianca | 063 066 070 078 consicering operating leases (Rent} to have a more objective comparison with peets. On the other
PRI IES hand, according to Darmodaran, there is o effect on free cash flow to equity on reclassifying operating
Gol 042 044 071 103 | |ease expense as financing expense.

Latam 049 050 062 077 CAP[TAL STRUCTURE: Debt+Opleases/Capital ratie for the closing previous fiscal year amounted
;':;;’E::” O"gg g‘gg g'gi g-:g 629%, corsiderably below the sarme market peers Avianca, LATAM, and Gol, with 7839, 859% and
SkyWest 148 135 189 236 | 13849 respectively (Figure 35)This reflects that if grqwth 'opportunitées atise, there is enpugh room for
WestJet 131 097 129 108 [Eversge Upto3QI16 all debt is related to aircraft financing. Our forecast proposes an increase in the

ratio as thay have an active profile and contempiates an increase in financial exparses due to FED rate
hikes expectations v to 2071, Additionally, we understand CPA can confront this level of debt
corsidering an average five-year Altran Z-score of almost 3, which is [zositive, as it is the Z-score
considered by investars when purchasing a stock, {Apendix 7)
REPORTED EARNINGS: Annual audits have been conducted by EY, exprassing that consolidated
financials objectively present CPA's financial position, We performed the 8 variable Beneish M-scora
ﬂ::';‘;';: analysis for the last five year-end financial staterments to evaluate CPA's eamings quality. Based on the
TR variables, the company has a low likelihood of Mmahipulating eamings. We notice an average of an
AT M-score of -3.74 during the last five years, which is below the -222 indicator The lower the indicator, the
INDUSTRY AVERAGE 169 | lesslikely is the firm to manipulate earings results. {Appendix 6)

Figure 34 5yrs. Average EBITDAR Margin
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Figure 35 Debt + Op. Leases/capital
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LATAM 85.9%

GOL 138.4%

Source: Companies Data, Team Estimales
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could distress our target price and may halter our BUY recommendation. We developed two
independent approaches to evaluate the impact these potential variables and how different results
might change our recomimeandation.

MONTE CARLO SIMULATION: We executed a Monte Carlo Simulation to understand the sensitivity of
ourmodel to variations in our adopted assumptions. For this, we tested the variables related to income,
such as vield and growth in Latin America and the United States economies. Second, regarding
cperating expenses. we stressed ol prices increase in wage prices and the services to
passengers/revenuss ratio. Finally, within the operative variables, we measured load factor, average
aircraft utilization arcwth and the percentage of decreased in block hour vs ASM due to the changing
composition of the company's fleet. Alter running the simulation, we cbserved g 685% potential of
ohtaining a target price above 1096 upside or $100 per share. Lastly, a 838% probability of the stock
downgraded toa SELL

Fromthe simulation’s result, we concluded that the most sensitive variables in our model are oil prices,
vield and load factor, Hence the impottance of continuing mitigating the risk of oil through hedges and
reducing the fuel cost
through new airplanes. This
last one also allows CPA to
have more ASM with the
same block hours and sustain
the advantage of CASM
which allows more space to
maneuver on  yield, In
additionkeeping the
improvernent on the capacity
allocation achieved on 2016 is
crucial.

SENSITIVITY ANALYSIS: Based on our insights, we also performed a sensitivity analysis on the primary
variables of the mode| ermphasizing on testing values for ol prices and passenger yield. Ol prices have
o increase US$I0 dollars per barrel vearly over the next five year to change our recomimendation to a
SELL Given the volatility in recent years on ol prices and the impact on our operating expenses, this is
one of the main risks of our model. Simitarly, recluctions of 796 in yield can deteriorate the company's
revenue and change our recornmendation, Civen that vield is operating at its lowest level in more than
adecade and there is no foresesable pressure on the demand side, we do not expect a deterioraticn of
this retric to continue, we understand it ismore likely to recover.
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INVESTMENT RISKS
MARKET RISK:

MK 1 SYSTEMIC DETERIORATION OF LATIN AMERICAN ECONOMIES {IMPACT: HIGH\ PROBABILITY:
LOW) The prirnary market of CRPA comes from passengers from Latin Ametica IFwe measure it by
ravenue, 75% cormes from Latin American economiss. A deterioration of Latin American eccnomies
has a direct impact on the number of passengers and puts pressure on yield, whichis already low, We
consider a systemic decline in most of these markets an unlikely event. Mitigart: CPA has been ableto
rapidly rmove its available capacity from markets with low profitabllity to other potential matkets. For
example, according to Copa Holdings CEO, Pedro Heillron, in 2015 the company roved around 30%
of its avallable capacity in Brazil to others markets. $econd, CPAs revenue is diversified across the
different countries of Latin America and North Arnerica.

MK 2 : INCREASE COST IN JET FUEL PRICES (IMPACT: HIGH\ PROBABILITY: MEDIUM) Oil price on
international market has a direct effect on income through highar operating expenses. Operational
results rmay be affected by the volatility of fuel prices considering it accounted for 27% and 24% of
opemting expenses on 2015 and 2016 respectively. Pecent announcement by members of the
Organizationtofthe Petroleum Exporting Countries (OPEC) to cut output fiom 33.0 to 32 barrels per day
can put pressure on the ol price. Non-OPEC countries (notably the United Sates), reduced supply in
2016 due to cutbacks in investrnents in the past couple of years Recently, developments in the
productivity of shale companies in the United States and slightly higher piices can boost the
production and mitigate the effect of supply cuts. Furthermore, a weaker than expected demand,
especially frorn Asian countries can downside the risk for CPA of higher oil pricesie. Mitigant: Hedlging
decisions are the paint on which future pricing will have to balance budget dacisions, stibseguently
affecting forecasted profits, Notwithstanding, a sudden and steady lower fuel price can increase price
competition, resulting in a decrease in revenues for alt carriers affected. For an attempt at reduction o
expostire to changes infuel prices, CPA petiodically enters into derivatives instrument contracts.

MK 3: PROTECTIONISM AND MITIGATION POLICIES IN THE UNITED STATES AND EUROPE (IMPACT:
MEDIUM\ PROBABILITY: MEDIUM} The recent change in the United States govemiment and
uncertainty about Europe’s political landscape can affect fiee trade policies these countries have
pursued over the years. This tumarcund can impact Latin American economies recoveries, such as'('
Mexico and Colomibia, where 80% and 28% of total exports are directed to the USA (data taken from
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WTT World Bank}. Negotiation of trade agreements can add uncertainty and, eventually, recluce
investments in the short tertm, Mexico and Central American countries, where CPA does not have a
strong presence, have a higher exposure to thisrisk.

The second cause of concern is a change in the US immigration policies as it adds uncertainty to latin
immigrants which can cause lower spending. Related to CPA's revenue, North Armericals segiment is
consistently increasing its share and changes in this market can have a modest future impact future

Figure 38 Federal Fund Rate revenue growth. Mitigant: CPA has been able to rapidily move its available capacity from markets with

FED-Fund Rate low profitability to other potential rmarkets,
=~ 20% 0% FINANCIAL RISK
2% 21% FI1: INTEREST RATE- FINANCIAL RISK (IMPACT: LOW\ PROBABILITY: HIGH) Mast of the company's
- 14% long-term debts are international syndicated loans related to aircraft acquisiions. Recent
W 0.6% announcernents from the Federal Reserve of the United States, to increase the Federal Funds to 1194 in
o= 2017 and subsequently increments can impact the availability of CPA to incur in debt at a low-interest

Wame  NROT IBETIE YIR0E WRmie Wom
Sourca: Board of Governor of the Federal R=serve Systam

ratel3. Mitigant: CPA has kept a significant portion of its debt in fixed-rate instruments. At 3Q of 2016,
60% of its debt was in fixad income instrument. Also, CPA is recurring to mitigating the risk by Interest
Rates Swap contracts to hedge against market rate fluctuations.

Figure 38 Panama Average Salary- Median [ 2: AVAILABILITY OF CREDIT/LIQUIDITY- FINANCIAL RISK ((MPACT: HIGH \PROBABILITY: LOW) Lack
-~ s56 Of capability of the company to fulfill its contracted obiigations, originating financial losses for CPA Also,
s00 R 3528 it maintains sufficient cash on hand and in banks or equivalents of easy realization into cash. The
500 41y Y848 company alse has lines of credit in financial institutions that allow thern to withstand potential cash
400 deficit to fuffilt financial commitments. Conducting business with strong financial institutions with
300 liguidity indicators above the market average is a passible mitigant for the risk in reference.

200 Fi 3: CURRENCY FLUCTUATION- MARKET RISK {(IMPACT: LOW\PROBABILITY \MEDIUM) As of 2015,
100 457% of revenues and 679% of expanses are in US. dollars, However, Colormbian paso, Brazilian real,
00 zom  zoz 2o 20w 200 20w AYOENTINE peso and Mexican peso represented 134%, T16%, 56% and 35%, respectively in 2015, The
Souree: Economic Report from the Pansmanian Ministry petioc of exposure to most foreign currencies s limited to two weeks bebwesn the sale and the
o Eeonamics & Firanse conversion to US. dollar. (Excluding Venezuela), As a result of inflation and devaluation, focusing on the
US dollar could lead to a decrease in revenue from foreign countries. According to 1ATA, FX changes
impact the aiflines by the composition of passenger demand and its sensitivity that varies from maarket
to market, Approximately 60% of CPA's passengers are driven by leasure factors, being this segment
the most sensitive. Mitigant: the company is increasing sales in US dollar and opting for factoring
agreements on credit card sales and receivables outstanding.

BUSINESS AND OPERATIONAL RISK:

OPl. LABOUR RELATIONS AND COST OF LABOUR -OPERATIONAL RISK (IMPACT:
MEDIUM\PROBABILITY: HIGH) The indlustry is labor intensive, dermanding a large number of pilots,
flight attendants, mechanics and cther personnel Under Panamanian law there is a limit to the
maximum number of non-Panamanians a company can employ. Panama median salaries have
increased on average 819 YoY from from 2011 to 2016, Additional increments can put pressure on
CASM conseciuently in the EBITDAR margin of CPA. Likewise, approximately 60% of CPA workforce is
unicnizeck strikes or labor disagreerments may harmfully disturb the ability to operate normally, Onthe
other hand, the company is dependent on the experience and industry knowledge of its officers and
pilots and other key employees to implement the business plans. Mitigant: CPA has been active in
bargaining with the 9 different urions that covered their emiployees, Also, CPA sponsors "Escuela
Latinoamericana de Aviacion Superior” and aviation school to attract and stimulate future pilots for the
company,

OPZ: NEW COMPETITORS IN THE MARKET\LOW COST CARRIER (IMPACT: MEDIUM\PROBABILITY:
LOW) The threat of new entrants in the airline industry is low due to a large annount of capital needed
to operate. New entrants are a conseguence of more Joint Vientures, Mergers, and Acquisition to target
international growth, In addlition, expansion of the LCCs business madel heightens aggressive
competition. CRPA reacted recently to this risk by launching Wingo. Mitigant: Copa is becoming a
conhected aifine through aliances with airlines frorm the sarme region and worldwide.

OPF3: OTHER UNFORESEEABLE RiSK-OTHER RISKS (IMPACT: HIGH\PROBAEILITY: LOW)} Events
outside the cormpany'’s control such as natural disasters and terrotist attacks can hinder the business.
Asan example, terrorist attacks on September 1, US passenger traffic dropped 25%. After every major
air disaster, the aidine industry usually experiences a decrease in air traffic, leading to a crisis. Latin
American countries are not especially in cdanger of a terrorist attack, but attacks on other nations asthe
United States where CPA has substantial revenues, can meaningfully reduce the dermand for air travel.
ifa CPA aircraft is irivolved in & crash, the company acknowledges it as a significant liability: If insurance
is not adequate, they will be forced to bear substantial losses from the accident. Furthermore, any
accident concerning an alliance aircraft, public perception unreliability or unsafely could be created,
harming the cornpany's brand image and reputation as a result of sir travelers being unwiliing to fiy on
CPA's flest The comipary holds a liability insurance as a contingency for this kind of events. (Appendix
26)
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