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LOT Polish Airlines S.A. has been established in 1929 and is
one of the oldest continuously operating carriers in the world.
Today, it is a major player in the passenger and cargo transport
market. It operates in the medium-sized airline segment and
aspires to the 4-star standard.

The company offers a wide range of services, including both
domestic and international short and long-haul routes. Besides
its core business of transport, the Polish carrier also operates
in the area of flight training and aircraft charter. However, it
is passenger transport that is the dominant source of revenue.

On October 5, 2023, the management board of LOT Polish
Airlines presented a new strategy for the years 2024-2028.
The company has shown its growth plans which are intended
to strengthen its position in Central and Eastern Europe as
well as in new, previously absent markets such as Azerbaijan,
Uzbekistan and Saudi Arabia. This publication analyses the
assumptions of the said document. The authors aim to show
the evolution that Polish airlines have undergone, the current
situation of the company and to analyse the possibilities
of actual implementation of the strategy developed by the
company.

The text was prepared on the basis of publicly available sources
and materials of LOT Polish Airlines. We express our gratitude
to all those who have contributed to this study

THINKTANK Team
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PART I: DECADE 2013-2023

Before
PANDEMIC

2023

PLL LOT S.A. is a state-owned company. After 2010, in
pursuit of its fleet modernisation strategy, the company
invested in modern aircraft, including eight Boeing 787
Dreamliners which were successively delivered between
2012 and 2017. The first Dreamliner in LOT’s colours
flew from Seattle to Warsaw on December 15, 2012. At
the time, Polish airports served a total of 17.7 million
passengers, and LOT had 28% of the market, competing
primarily with Lufthansa (23%) and Wizz Air (20%).!

In 2012, with over 2,000 employees and almost PLN
3.5 billion in revenue, the company was at risk of los-
ing its liquidity. Among the reasons for such situation
were market stagnation, a lack of a clear strategy and the
companies — management mistakes. At the time, state
aid of PLN 400 million was launched by the govern-
ment. Almost 80 per cent of this amount was transferred
to pay off overdue liabilities and cover operating losses.
The funds allowed the company to stabilise its finances
in the short term and allowed for the commencement of
a legally required in-depth restructuring process.

The state aid had to be reported to the European
Commission, which accepted the restructuring plan
presented and enabled the debt-to-equity swap. At
the same time, the possibility was given to release the
second tranche of the loan in the amount of PLN 127
million. However, the real aid to the company was
much larger thanks to, inter alia, tax exemptions and
several months of deferred payments.

hitps://www.ulc govpl/_download/regulacia_rynku/analiza_rynku_2012.pdf
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In 2013, LOT showed an operating profit of PLN 26
million, which, though, was mainly due to financial
engineering. In addition, the company’s capital was
significantly increased through write-downs amount-
ing to PLN 479.5 million. Nevertheless, the restruc-
turing plan finally started to yield results. In 2014, for
the first time in seven years, the company generated
a profit from its core business of PLN 99 million.

The Polish government was considering selling LOT.
Wizz Air and Turkish Airlines, among others, were
taken into consideration. Ultimately, such a step was
not taken, also due to the low valuation of the compa-
ny reflecting its condition at the time.

In 2015, LOT carried 4.3 million passengers with 45
aircraft’. The approach was then changed - the car-
riage potential was analysed again and the development
strategies were redefined. LOT Polish Airlines focused
on expansion and using the market potential of Central
and Eastern Europe and competitive advantages such
as a favourable geographical location and relatively low
unit costs compared to other network carriers.

The network of long-haul routes and between the cen-
tral hub in Warsaw and cities in Central and Eastern
Europe started to be developed. Adding new destina-
tions such as Seoul, Tokyo, Miami and Los Angeles
significantly expanded the company’s reach.’ In 2014,

2 https://tvn24.pl/biznes/z-kraju/lot-odbierze-osme

3 https://finanse.wp.pl/dzis-pierwszy-lot-do-los-ang

the airline operated 55 routes. Just three years later - in
2017 - there were already 95, and a year later, with the
opening of the Warsaw-London City route, it exceed-
ed 100 destinations in its route network. The year 2019
ended with 112 routes in its route network. Worth
noting is that LOT has also developed a network of
short connections to Ukraine. In 2019, the Polish car-
rier already had a virtual monopoly on routes from
Warsaw to Lviv, Odessa, Zaporizhzhya and Kharkiv,
and held a share of around 20 per cent in Warsaw-Kiev
flights, with a total of around 850,000 passengers.

The purchase plan continued, expanding the fleet with,
among others, Boeing 737 MAX-8s (from December
2017), considered to be one of the most efficient and
environmentally friendly aircraft in their class.* In
2019, LOT Polish Airlines already had 80 aircraft at
its disposal. In 2016, LOT carried more than 5 million
passengers and in the following years increased this
number to 7 million in 2017, 9 million in 2018 and
as many as 10.4 million in 2019. In the same year on
long-haul routes, the company recorded a 28.6% in-
crease in passengers compared to the previous year.®

Contributing to this effect were, among others, visa
waiver to the USA for Polish citizens, the opening
of new connections to Asia (including South Korea,
Singapore, India, China and Japan) and the launch
of direct flights to slightly closer distances such as
Kazakhstan, Azerbaijan, Georgia and Armenia. Pol-
ish airports handled almost 49 million passengers in
2019 (7% more than in the previous year). LOT still
accounted for the largest share of the market (24.6%),
but faced strong competition in the form of Ireland’s
Ryanair (24.4%). All airlines recorded growth, how-
ever, Polish airlines had the largest number of passen-
gers — 1.4 million compared to 2018.6

This was mainly due to the expansion of the route
network, but also to effective fleet management, the
application of well-thought-out sales and marketing
strategies and investments in enhancing the quality of
the offer for passengers.” LOT then began to develop,
inter alia, charter and cargo traffic. With a change in
strategy and a good feel for the market, the compa-
ny finally started to make profits, which allowed it to
continue expanding its connections and modernising
the aircraft.

-737-max-teraz-wylicza-oszczednosci-671742625049280C

nformagie-pras m--tekordona-liczba-pasazerow-w-2019-1
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Pandemic

COVID 19

The pandemic has reduced air traffic to virtually none. In 2020, global pas-
senger traffic was just 34% of 2019 levels, according to IATA. More than 40
airlines collapsed in 2020 alone. This number rose to more than 150 in the
three pandemic years.?

In 2020, the Polish carrier launched Operation #LOTdoDomu, helping
54,000 Poles who were stranded abroad to return home. The operation in-
cluded 388 flights from 6 continents. It was carried out in March and April
2020 over a period of 22 days.’ It was one of the most organisationally
and logistically complex flight operations in the over 100-year history of
Polish and global civil aviation. In the following months, LOT carried out the
#CargodlaPolska programme, as part of which it delivered over 9,700 m’ of
protective materials and medical equipment to the Polish healthcare ser-
vice using both the baggage space and the passenger deck of Boeing 787
Dreamliner aircraft.

The pandemic created a very serious crisis for the company, as passenger
traffic virtually froze. By the end of 2020, passenger numbers had fallen by
as much as 63.2 per cent, with only 2.38 million passengers carried at the
time. Sales revenue was reduced by 42.1%, to just under PLN 2.6 billion,
and EBITDA dropped from 0.2% to -3.9%. LOT then recorded a net loss of
over PLN 1 billion. A year later, it was as high as PLN 1.3 billion net."” The
company’s main assets, including aircraft, were financed primarily through
borrowed capital.

Forecasts showed that the introduction of vaccines would contribute to
a gradual improvement in the aviation market. It was estimated that 51%
of the 2019 turnover level would not be reached until 2021, with a full re-
covery after 2024 at the earliest.

In response to the crisis, LOT Polish Airlines received state aid. The capital
injection from the state budget amounted to EUR 250 million and the loan
from the Polish Development Fund to PLN 1.8 billion." The loan is due to
be repaid by 2027.
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RECOVERY

after the pandemic

LOT used the state aid not only to cover the costs of its
current operations but also to adapt to the new market
conditions. Anticipating a faster recovery on long-haul
routes than on short European routes, the company
made a much stronger entry into the tourist and char-
ter segments and further developed the cargo branch
between 2022 and 2023." Obtaining pharmaceutical
certification enabled the Company to compete in the
transport of medicines. LOT took advantage of the time
of the pandemic to carry out a technological transfor-
mation (which had already started in 2019) in the areas
of sales, revenue management and passenger service.

After the pandemic, LOT Polish Airlines continued to
expand its fleet. In mid-2022, the company took over 6
Boeing 737 Max 8 from the bankrupt Romanian airline
Blue Air . It also ordered further three aircraft of this
type with a planned delivery date of the first quarter of
2025 and further eight Boeing 737 Max 8s for the first
half of 2025."* Currently, the Polish national carrier has
almost 80 aircraft.”” In 2021, LOT had the largest share
of the Polish aviation market (25.2%). Just behind it came
Ryanair (25.1%), followed by Wizz Air (16.1%), En-
ter Air (11.0%), Ryanair Sun (3.9%), Lufthansa (3.5%),
Smartwings (3.5%) and the rest of the airlines (11.8%).'6

Operating result 2014-2023 (PLN million)
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In 2022, Polish airports handled almost 41 million pas-
sengers - 16.4% less than in 2019, but as much as 108.6%
more than in 2021. The largest number of passengers was
carried by: Ryanair (13.3 million), PLL LOT (8.5 million)
and Wizz Air (7.6 million), which translated into market
shares of 32.5%, 22.6% and 18.6% respectively. Com-
pared to 2021, the Irish airline increased passenger num-
bers by 7.6 million, LOT by 4.5 million and the Hungar-
ian carrier by 4.3 million."”

According to the company’s calculations, LOT’s planes
made more than 90,000 flights in 2022, recording a seat
fill rate of more than 80 per cent.'®

In 2022, LOT generated revenues of PLN 8.3 billion."”
On cargo flights alone, the company earned revenue of
PLN 755 million. In 2023, operating income was PLN
1.1 billion. This recovery was mainly the result of dy-
namic revenue growth with a rational cost policy. Sales
revenue increased from PLN 8.3bn to PLN 10.1bn.

With an EBIT margin of 11% in 2023, LOT Polish Air-
lines was one of the most profitable airlines in Europe
(ahead of carriers such as Lufthansa, Austrian, Eurow-
ings, Air France, KLM and Wizz Air).
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(Source: Own study based on financial data)
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LOT Polish Airlines” new strategy involves
consistent growth in revenue and operat-
ing profit while providing funds for debt
repayment. It will be crucial for the compa-
ny’s success to implement the assumptions

of this strategy while struggling, as other
airlines in Europe will, with the challenges
of inflation and rising fuel costs as well as

complying with climate requirements.

LOT Polish Airline’s capital structure in 2023. (Source: LOT data)

INCREASING
the number of PASSENGERS

2023

LOT is planning a major expansion in the aviation mar-
ket, aiming to launch 20 additional routes.*® The com-
pany is focusing on opening new routes, mainly in Asia
and North America.?! The aim is to bring about a gradual
increase in the passenger numbers — up to 17 million in
2028, almost 7 million more than today. It is worth noting
that in September 2023 alone, LOT Polish Airlines car-
ried around 1 million passengers, while for the year as a
whole LOT Polish Airlines carried over 10 million people
bringing it close to the historic result of 2019. In 2023,
LOT also performed very well in terms of punctuality,
ranking the carrier as the fourth most punctual European
airline.”* The regularity index was 98.4 per cent and the
on-time departure rate was 71.9 per cent, placing LOT
among the most punctual European airlines.

Transit passengers already account for around 60 per
cent of all passengers carried. The marker of success

LOT Polish Airlines_Company situation and strategy analysis 2024-2028 6

will be increasing cost efficiency, which is essential to
remain competitive on these routes.

LOT Polish Airlines’s strategy is to attract an additional
three million passengers to destinations outside War-
saw by 2028. It also plans to exploit niches for new
routes from smaller cities, not served by low-cost air-
lines.

Anticipating intensified tourist traffic, the strategy
draws attention to cooperation with travel agencies.
LOT emphasises the importance of developing its
charter business, which is expected to bring it an addi-
tional 1.5 million passengers a year.

An important element of the strategy is the cargo seg-
ment initiatives, including the development of wide-
-body aircraft capacity.?

k l { ym-elementem-strategii-ro:

Higher

STANDARDS

LOT Polish Airlines’ strategy envisages further substantial investment
in fleet development. LOT intends to procure around 40 new aircraft
and carry out a modernisation of the Boeing 787-8 Dreamliner cabins.

The choice of larger-capacity aircraft will enable the average number of
seats on board each flight to be increased by more than 30%, and thanks
to modern engines, the machines will require less fuel. Therefore,
the strategy envisages a reduction in unit operating costs This seems
challenging, however, given LOT Polish Airlines’ plans to increase its
workforce by 530 new pilots and 1,100 cabin crew and its ambitions to
achieve Premium standards.

LOT intends to focus on enhancing the quality of customer service and
positioning the LOT brand in Europe as an airline that meets the needs
of passengers expecting a more personalised service. It is planning to
introduce a new standard of in-flight service (including, specifically, in-
ternet access on long-haul flights).

LOT Polish Airlines wishes to make the planes in its fleet more econom-
ical and environmentally friendly. While looking for optimum solutions
in terms of on-board product, it also intends to reduce the amount of
waste and use less environmentally harmful products.”

These initiatives are part of a larger plan to reduce the negative envi-
ronmental impact of operations and increase operational efficiency. The
company plans to introduce special ticket prices to encourage travelers
to choose more environmentally friendly travel options.

7 LOT Polish Airlines_Company situation and strategy analysis 2024-2028
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ttps://www.money.pl/gospodarka/lot-z-nowa-strategia-ma-rozpoczac-wyscig-z-najlepszymi-liniami-6948940223859296a.html
https://www.pasazer.com/news/464037/lot,oglosil,piecioletnia,strategie,2024,2028.html
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https://www.rynek-lotniczy.pl/wiadomosci/lot-cargo-waznym-elementem-strategii-rozwoju-lot-19288.html
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"' ROUTES

As part of its new strategy, LOT plans to further
expand its route network.? It envisages opening 20
new long- and short-haul routes. Potential destina-
tions include Boston, San Francisco, Washington,
Montreal, Bangkok, Hanoi, Abu Dhabi, Tehran,
Athens, Dublin, Nuremberga, Lisbon, Larnaca and
Manchester. By doing so, the company wants to
increase passenger numbers, especially in transit
traffic.
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Potential destinations: @ long-haul

(Map of potential new LOT WORLD routes (Source: Own study based on LOT data))

a-strategia-lotu-na-lata-2024-do-2028
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LOT assesses that the post-war situation in Ukraine
may create new opportunities for the airline, especially
in the context of an increase in the number of Ukraini-
an citizens residing in Poland (approximately 2 million
people in 2023). After the end of the armed conflict, the
company plans to expand connections from regional
airports in Poland to major Ukrainian cities, aiming to
gain a 50-55% share on the more popular routes and to
relaunch operations on less busy destinations.
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Comparing LOT's strategy with airlines it competes with
in the same category, such as Austrian Airlines, reveals
similar targets for passenger increase and fleet expansion.

In 2023, Austrian Airlines, like LOT, has seen a signifi-
cant improvement in performance. Austrian managed
to generate an operating profit of €127 million com-
pared to €3 million in 2022. The airline’s high punctu-
ality and nearly 14 million passengers in 2023 repre-
sent important benchmarks for the Polish company. %

On the other hand, LOT has to consider the dynam-
ic development in the area of so-called low-cost lines.
LOT’s model is based on the development of long-haul
and medium-range connections, so it differs signifi-
cantly from the low-cost approach of Irish Ryanair® or
Hungarian Wizz Air.”® These carriers, however, deprive
the Polish company of a large number of passengers.

Ryanair in particular is a challenge, having increased
its share of the Polish market by 10 percentage points
in 2022.%° The Irish company operates more than 500
aircraft in Europe, flies to more than 35 countries via
2,100 routes and has an aircraft fill rate of 94 per cent.”

Aviation market participants are gearing up for dy-
namic development in the coming years by expanding
their operational capacities and preparing for further
significant growth in demand for air services. The
forecast for the development of the Polish passenger
market estimates an increase in the number of passen-
gers from 41 million in 2022 to 63.5 million in 2028
(+32.1 per cent).* The figures for 2023 confirm the
upward trend, while indicating that LOT still carries
fewer passengers than in the corresponding period of
2019 before the pandemic, i.e. it has the perspective of
a better result in the following years.”

Development forecast for the Polish passenger market
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ttps://www.lot.com/pl/pl/biuro-prasowe/informacje-prasowe/nowa-strategia-lotu-na-lata-2024-do-2028
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https://ulc.gov.pl/_download/statystyki/2023/II_kw_2023/analiza_2_kwartal_2023_final.pdf
https://www.ulc.gov.pl/pl/aktualnosci/6287-prognoza-ruchu-lotniczego-w-polsce-na-lata-2022-2040
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FINANCIAL

2023

forecast

LOT is going to review its pricing strategies. On short-haul flights, the com-
pany falls within the market average, and on long-haul flights, especially to
North America, it can offer slightly higher prices thanks to its strong prod-
uct offering. However, on Asia-Europe routes, competition is forcing LOT
to offer lower prices. Currently, the majority of tickets for LOT flights are
sold through indirect channels. However, the company has been focusing
on the development of direct channels for quite some time now, and the
changes introduced at the company in the area of e-commerce have been
awarded several times in Poland and internationally.”

By 2028, LOT expects revenue from its core business to increase to PLN
17.86 billion, EBITDA to reach approximately 4.7% and net margin to
reach approximately 3.6%. The company aims to achieve an operating prof-
it of PLN 833 million and a net profit of PLN 639 million in 2028.

376
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Financial assumptions for 2024-2028 (Source: Own study based on LOT data)

Forecasts assume that LOT will be profitable throughout the period 2024-
2028, which would be a significant achievement. This would also allow the
timely repayment of the PLN 1.8 billion loan received from the Polish De-
velopment Fund.
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LOT Polish Airlines” development strategy for 2024-2028 focuses on
transforming the company into an enterprise with greater reach and
better financial standing, while engaging in social responsibility and
improving the quality of service” The company’s main objective by
2028 is to increase the number of passengers to 16.9 million and ex-

pand the fleet to 110 aircraft (from less than 80 aircraft at the end of

2023). This is expected to translate into achieving a 30% share of the
Polish aviation market and timely repayment of public aid received
during the pandemic

THREATS

The greatest risks to the implementation of LOT’s strategy arise from the unstable geo-
political situation and dynamically changing market conditions. Inflationary changes
and rising fuel costs, as well as exchange rate fluctuations and climatic stresses pose
a huge challenge.®

A current challenge for the aviation industry as a whole is the lack of aircraft availa-
bility, which is due to the increasing number of orders and longer delivery times. For
example, in 2023. Lufthansa ordered 80 single-aisle aircraft from Airbus and Boeing,
while Turkish Air- lines ordered 150 A321neo aircraft and 70 A350 aircraft. Airbus
has announced that it has received more than 2,000 orders in 2023 and Boeing has
received 1,085 orders. This means that the timely delivery of more aircraft for LOT is
at risk and the company will have to engage in a battle for time with other airlines.38
Another challenge for LOT is the market and marketing activities of direct competi-
tion - both from comparable network companies (e.g. Austrian Air- lines) and from
low-cost companies (Ryanair, Wizz Air). It is becoming increasingly difficult for the
Polish carrier to compete with low-cost airlines, which in 2023 already had 61% of the
market in Poland, twice as much as two years earlier.

Stricter environmental regulations for the airline industry may entail additional re-
quirements, which is likely to increase operating costs. Moreover, the European Un-
ion’s drive to replace short-haul air travel with rail connections will constrain LOT’s
plans to develop traffic between cities in Poland and to neighbouring countries.

The depletion of Chopin Airport’s capacity also poses a real risk. The increasing
number of direct air connections has an impact on tightening economic coopera-
tion and the growth of export. Relations with South Korea are a good example of
this dependency. Meanwhile, the Warsaw airport, being the main hub for LOT in the
region, is reaching its capacity limits. Therefore, a question arises as to what should
be done next.

11 LOT Polish Airlines_Company situation and strategy analysis 2024-2028
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https://www.lot.com/pl/en/explore/about-lot/lot-initiatives/arkadiusz-gawryluk-the-winner-of-the-adobe-competition
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OPPORTUNITIES

2023

. SUMMARY

SUMMARY |

|

The implementation of LOT'’s strategy will depend not only on risks but also
on many other variables, including evolving trends in the aviation industry.

Achieving the objectives set out in the strategy will demand that the company focus on a few key

activities:

W The right choice of new machinery - so as not to overestimate investments while meeting

expectations

ﬁ Further improving the quality of service — to maintain and develop customer loyalty, even
an though LOT is already in the world’s top three in terms of its approach to passengers.?

Q..

Effective pricing strategies - to compete with other airlines

Human capital will be an important factor in the implementation of LOT’s
strategy. This concerns not only the qualifications of pilots, cabin crew and
technical staff but also work atmosphere, relations between management
and employees and the arrangement of pay spines. The internal situation
within the company, resulting from these factors, will have a significant
impact on the Polish carrier’s development possibilities.

LOT’s new competitive advantage may prove to be operating from Poland,
which, in the context of the war in Ukraine and the start of the process of
European Union enlargement, has positioned itself at the heart of an in-
tegrating Europe. Assuming there is no escalation of the conflict, Poland’s
experience of being a logistical hub for more than 50 countries directly
supporting Ukraine, and the growing interest in the Central European
region due to its strategic importance for the West in the face of Russias
operations, should bring new market opportunities for the Polish carrier.

The critical importance of having its own airline for the Polish state in a sit-

uation of growing international instability is also not without significance.

39 https://wyborcza.biz/biznes, 51,30476497 Jot-na-podium-swiatowego-rankingu. htmi7disableRedirects=true
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‘{i\ x Optimum development of the route network, both on short and long-haul routes

CONCLUSIONS

In global ranking, LOT scores differently, between 73rd or 86th place in
the SkyTrack global ratings* and 3rd position (second in Europe) on the
AirHelp list.*! The differences are due to the methodological assumptions
adopted - the latter ranking highlights passenger opinions and approaches
to solving problematic situations. In the ranking of the most valuable Polish
brands, compiled by the ‘Rzeczpospolita’ daily newspaper, LOT climbed to
17th place in 2018 (from the end of the first hundred a few years earlier).*
According to the ‘Lubig, bo polskie’ ranking organised by the Polish Radio,
LOT was recognised as the best domestic brand of 2023.** The trust that
employees of the aviation sector in Poland enjoy** and the affection that
Poles feel for their national carrier should be emphasised.

2023 may turn out to be the best year financially in the nearly 100-year
history of our national carrier. However, it is important to bear in mind
that the PLN 1 billion net profit expected by the market (on ca. PLN 10
billion revenue) is also an effect of external factors (including a strong zlo-
ty, low cost of aviation fuel) and the possibility to settle the company’s loss
from previous years (although the company paid income tax of ca. PLN 40
million in the first three quarters). Nevertheless, the fact remains that once
these are removed, we will get one of the highest EBIT ever.

The positive result on the core business provides a real basis for the compa-
ny’s continued stabilisation. Improved operational efficiency (at least an in-
crease in average annual seat occupancy to around 75%), cost optimisation,
organic growth in revenue, number of passengers and fleet, and develop-
ment of new flight destinations provide grounds for optimism and increase
the likelihood of successful implementation of LOT’s strategy for 2024-2028.

Further consistent development of LOT may allow it to consolidate its mar-
ket position and to compete effectively with European carriers, which is of
key importance in the context of the consolidation of the aviation market
in this part of the world, observed for years. It may also make it possible to
achieve the scale of operations necessary for the success of a new central
airport project in Poland.

A key factor along the way will be an awareness of the opportunities and
threats described above and the ability to navigate within the company’s high-
ly dynamic environment to minimise obstacles and maximise positive trends.
It will be essential to manage wisely, relying on the need to adapt to changing
external circumstances and to be flexible in responding to new market situa-
tions, while stabilising the internal challenges the company constantly faces.
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