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is to contribute to the retention and improvement of The Netherlands’
competitiveness. Using the Dutch infrastructure to promote and offer
logistics systems and solutions to, for instance, Chinese customers is
an example of this.

En route to smart leadership

Through its commercial integration with Air France Cargo, KLM Cargo
has taken a major step toward improving its position in the fiercely
competitive freight market. Further implementation of the joint
commercial strategy and closer coordination of operational processes
will remain high on the agenda in the years ahead. The commercial

IT systems, for example, will be integrated to give customers even
more efficient access to the largest cargo network in the world. Under
the slogan ‘En route to smart leadership’, Air France-KLM Cargo will
continue on the course it has set itself.



42. Core Activities
Engineering &
Maintenance Business

In the extremely competitive aviation market,
fleet optimization is essential to every airline.
The time that an aircraft spends on the ground
for maintenance work has to be as short as
possible and the work itself must be of the very
highest quality. Customers in the maintenance
market, moreover, are showing greater interest
in outsourcing. More and more airlines are
contracting out all their airframe maintenance
to a single provider. In the engine and
component market, too, demand for one-

stop maintenance programs is growing.
Engineering & Maintenance is responding by
optimizing its maintenance programs.

KLM Engineering &

Maintenance performs line KLM Engineering & Maintenance has also
maintenance at Schiphol . .
and 50 other airports around strengthened its position through further

the world. Line maintenance
includes pre-flight technical ) . ) .
inspections as well as repairs. with Air France Industnes, Air France’s

coordination of its policies and operations

maintenance business. The two businesses are
a good match for each other and by presenting
themselves as a single maintenance partner,
they are in a better position to meet the
demands of certain market segments. The
next step in the cooperation is to create
procurement and sales organizations that
facilitate this growth.




43

Growth through higher volumes for established and new customers

KLM Engineering & Maintenance’s results recovered in fiscal
2005|2006. Engine maintenance made a particularly strong
contribution to a substantially higher result, thanks in part to the
opening of the new engine shop. Better results were also realized on
airframe maintenance. Performance in component maintenance
improved but the result was slightly below expectations. The results
recovery was due in part to structural cost savings and to improvements
in operational performance thanks to stronger central management.

New customers were won in fiscal 2005 |2006. Some existing
customers also extended their contracts, one being the largest customer,
KLM. KLM Engineering & Maintenance enjoys a competitive advantage
in that it can complete a D check in just four weeks instead of the six

to eight weeks its competitors take. Two new customers are active in a
new commercial market segment that has emerged with the arrival of
business jets. In this segment KLM Engineering & Maintenance won
the maintenance contracts for the PrivatAir Business Jet leased by KLM
and for EOS’s aircraft.

One-stop programs meet demand

KLM’s Engineering & Maintenance Business offers a complete package
of airframe, engine and component maintenance services. Its strategic
focus is to expand in the engine and component market, where the

ratio of material costs to labor costs is far more favorable than that

in the heavy maintenance market. In addition, KLM Engineering &
Maintenance is anticipating trends in the market. The number of
airlines outsourcing all their aircraft maintenance to a single provider,
for instance, is growing. Engineering & Maintenance is meeting this
demand by optimizing its maintenance programs in order to lower the
cost of ownership for its customers. KLM Engineering & Maintenance’s
wealth of experience in quality assurance and technical aircraft integrity
offers many benefits to its customers.

For engine maintenance, KLM’s maintenance business has entered
into an alliance with General Electric (GE). KLM Engineering &
Maintenance is the only supplier in Europe to be certified not only to
fully maintain GE’s CF6-80E1 engine but also to test it. The component
maintenance market is also growing as more customers outsource

this work. Together with Boeing, Engineering & Maintenance has
considerably strengthened its position in this market with the Next
Generation 737 Component Service Program. The two parties signed
the contract for this program in April 2005. By giving customers access
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to a component pool offering savings of up to 30%, it provides both the
customer and the supplier with a significant competitive edge.

Investing in knowledge

With some 5,000 employees and operating revenues of € 950 million,
KLM Engineering & Maintenance is the largest technical maintenance
business in The Netherlands. It therefore has a major influence on
employment and technical training opportunities in the country.

KLM Engineering & Maintenance’s excellent reputation is founded
principally on the confidence placed in its technical know-how,

broad service package, commitment and exchange of technical and
operational experience. Customers also appreciate the fact that KLM
Engineering & Maintenance is affiliated to an airline and therefore
understands what is happening in the industry. ‘Looking ahead, being
better than the competition, investing in know-how and development’,
this slogan has run through Engineering & Maintenance’s history for
more than 20 years. The business has established an excellent name
and is continuing to build up a distinctive position in the market.

The high quality of the service is underpinned by people with the right
professional and technical competences. However, competition in the
aviation industry is fierce and a knowledge advantage is quickly lost.
KLM Engineering & Maintenance therefore works actively on various
fronts to nurture know-how and cooperation and to retain its knowledge
advantage. Against this background, KLM Engineering & Maintenance
regrets that the Dutch government, which claims to support innovation,
did not grant maintenance of F16 engines for the Joint Strike Fighter
(JSF) to KLM. Knowledge is the key to innovative strength. And active
cooperation between industry and education helps keep us ahead of

the competition. KLM therefore initiates projects in cooperation with
educational institutions — from regional training centers to universities
— to stimulate the development of knowledge.

Saving costs by working smarter

Short turnaround times are important to customers and can be
achieved by working smarter in accordance with the Six Sigma method.
In the wheels workshop, Six Sigma generated considerable cost savings
in 2005|2006 and raised service standards to an even higher level.
Application of this method resulted in a work process that reduced

the average turnaround time to two days and the enormous inventory
of wheels to just 60. The benefit for the customer: fewer wheels
undergoing maintenance, more precise forecasts of the length of the



45

KLM Engineering &

Maintenance’s core activities
are: line maintenance on

the ramp, major aircraft
overhauls in the hangar,
engine maintenance in the
engine shop and maintenance
of components and full
assemblies in the components
shop.

Engineering & Maintenance Business

maintenance work and therefore more operational assurance. The
benefit for the business: better use of capacity, which creates space

for new customers. The benefit for the staff: leveling off of peaks in

the workload. This all-round success is good reason to introduce the
method in the brakes workshop. The fast turnaround time for D checks
helps reduce unit costs and makes better use of the hangar complex.

Broader basis by combining strengths

KLM Engineering & Maintenance is based at Schiphol East and has
locations with Line Maintenance activities at 50 airports throughout
the world. In Norwich in the United Kingdom, KLM UK Engineering
performs maintenance services for aircraft operating on a regional
basis. Since June 2005, EPCOR, a former joint venture between
Hamilton Sundstrand and KLM, has been a 100% holding of KLM
Engineering & Maintenance. EPCOR is specialized in the maintenance
of pneumatic aircraft components.

The portfolios of KLM Engineering & Maintenance and Air France
Industries are excellent complements to each other. The two
maintenance businesses have few overlaps and together can maintain
all CFM engine types and all Airbus and Boeing aircraft types.

The combined portfolio will eventually create more work for both
businesses, largely because the market for this combined proposition
is larger than that for the two businesses separately. To maximize the
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synergy benefits, the work will be allocated according to specialization.
All GE 9o engines will be maintained in France whereas engines for the
Airbus A330 fleets of both Air France and KLM will be maintained at
Schiphol East. This will lead to about 50 additional annual shop visits in
the coming years.

The next step in the cooperation with Air France Industries is the
creation of procurement and sales organizations so that the two
maintenance businesses can present themselves as a single partner,
regardless of where the maintenance takes place. To meet this
challenge, a joint sales organization is being set up on a regional
basis. The benefit of creating such an organization is illustrated by
the contract with LAN Chile. KLM Engineering & Maintenance and
Air France Industries each provide part of the component support for
this customer’s 24 Boeing 767-300ER aircraft, which wants to work
with just one contract partner.
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The Social Perspective

Commitment and consideration

As a company, KLM has strong roots in Dutch society. As an airline it is
a global carrier. KLM’s social profile reflects this duality. If customers
are satisfied with KLM, it is partly because of the commitment shown by
all the staff who are involved, both center stage and behind the scenes,
in the production chain. KLM is fully aware of this and its policies center
on respect for people.

New collective labor agreements (CLAs) were agreed during the year.
They are based on a vision of working at KLM. The pillars under the
agreements are sustainable employability of all members of staff and
cost control. It demands complete commitment from both KLM and all
employees to flexibility, mobility, participation and health.

KLM Group employed a workforce of 30,164 as of March 31, 2006. Of
the workforce, 26,191 worked in The Netherlands and 3,973 abroad. In
the greater Amsterdam region, KLM is one of the largest employers.

In this capacity, it wants to offer a pleasant working environment in
which challenges and fulfillment are in stimulating balance with each
other. In Dutch and international society, KLM pays specific attention to
young people. In The Netherlands, KLM shows its social commitment
chiefly through projects and initiatives with training organizations and
educational institutions.



