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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days.    ☒  Yes    ☐  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web
site, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation
S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant
was required to submit and post such files).    ☒  Yes    ☐  No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a
non-accelerated filer, or an emerging growth company. See the definitions of �large accelerated filer,� �accelerated
filer,� and �emerging growth company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☒ Accelerated filer ☐

Non-accelerated filer ☐ Emerging growth company ☐
If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate
by check mark if the registrant has elected not to use the extended transition period for complying with any
new or revised financial accounting standards� provided pursuant to Section 13(a) of the Exchange Act.  ☐

� The term �new or revised financial accounting standard� refers to any update issued by the Financial
Accounting Standards Board to its Accounting Standards Codification after April 5, 2012.

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements
included in this filing:

U.S. GAAP  ☐ International Financial Reporting Standards as issued

by the International Accounting Standards Board  ☒

Other  ☐

If �Other� has been checked in response to the previous question, indicate by check mark which financial
statement item the registrant has elected to follow:

☐  Item 17    ☐  Item 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule
12b-2 of the Exchange Act).    ☐  Yes    ☒  No
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Introduction

In this annual report on Form 20-F, unless the context otherwise requires, references to �Copa Airlines� are to Compañía
Panameña de Aviación, S.A., the unconsolidated operating entity, �Copa Colombia� refers to AeroRepública, S.A., the
unconsolidated operating entity, and references to �Copa,� �Copa Holdings,� �we,� �us� or the �Company� are to Copa
Holdings, S.A. and its consolidated subsidiaries. References to �Class A shares� refer to Class A shares of Copa
Holdings, S.A.

This annual report contains terms relating to operating performance that are commonly used within the airline industry
and are defined as follows:

� �Aircraft utilization� represents the average number of block hours operated per day per aircraft for
the total aircraft fleet.

� �Available seat miles� or �ASMs� represents the aircraft seating capacity multiplied by the number of
miles the seats are flown.

� �Average stage length� represents the average number of miles flown per flight segment.

� �Block hours� refers to the elapsed time between an aircraft leaving an airport gate and arriving at
an airport gate.

� �Break-even load factor�, or �BELF�, represents the load factor that would have resulted in total
revenues being equal to total expenses.

� �Load factor� represents the percentage of aircraft seating capacity that is actually utilized
(calculated by dividing revenue passenger miles by available seat miles).

� �Operating expense per available seat mile� represents operating expenses divided by available seat
miles.

� �Operating revenue per available seat mile� represents operating revenues divided by available seat
miles.

� �Passenger revenue per available seat mile� represents passenger revenue divided by available seat
miles.
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� �Revenue passenger miles� represents the number of miles flown by revenue passengers.

� �Revenue passengers� represents the total number of paying passengers (including all passengers
redeeming frequent flyer miles and other travel awards) flown on all flight segments (with each
connecting segment being considered a separate flight segment).

� �Yield� represent the average amount one passenger pays to fly one mile.
Market Data

This annual report contains certain statistical data regarding our airline routes and our competitive position and market
share in, and the market size of, the Latin American airline industry. This information has been derived from a variety
of sources, including the International Air Transport Association, the U.S. Federal Aviation Administration, the
International Monetary Fund and other third-party sources, governmental agencies or industry or general publications.
Information for which no source is cited has been prepared by us on the basis of our knowledge of Latin American
airline markets and other information available to us. The methodology and terminology used by different sources are
not always consistent, and data from different sources are not readily comparable. In addition, sources other than us
use methodologies that are not identical to ours and may produce results that differ from our own estimates. Although
we have not independently verified the information concerning our competitive position, market share, market size,
market growth or other similar data provided by third-party sources or by industry or general publications, we believe
these sources and publications are generally accurate and reliable.

ii
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Presentation of Financial and Statistical Data

Included in this annual report are our audited consolidated statement of financial position as of December 31, 2016
and 2015, and the related audited consolidated statements of profit or loss, comprehensive income or loss, changes in
equity and cash flows for the years ended December 31, 2016, 2015 and 2014.

The Company�s consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards or �IFRS,� as issued by the International Accounting Standards Board, or �IASB.�

Unless otherwise indicated, all references in the annual report to �$� or �dollars� refer to U.S. dollars.

Certain figures included in this annual report have been subject to rounding adjustments. Accordingly, figures
shown as totals in certain tables may not be an arithmetic aggregation of the figures that precede them.

Special Note About Forward-Looking Statements

This annual report includes forward-looking statements, principally under the captions �Risk Factors,� �Business
Overview� and �Operating and Financial Review and Prospects.� We have based these forward-looking statements
largely on our current beliefs, expectations and projections about future events and financial trends affecting our
business. Many important factors, in addition to those discussed elsewhere in this annual report, could cause our
actual results to differ substantially from those anticipated in our forward-looking statements, including, among other
things:

� general economic, political and business conditions in Panama and Latin America and particularly
in the geographic markets we serve;

� our management�s expectations and estimates concerning our future financial performance and
financing plans and programs;

� our level of debt and other fixed obligations;

� demand for passenger and cargo air service in the markets in which we operate;

� competition;

� our capital expenditure plans;

� changes in the regulatory environment in which we operate;
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� changes in labor costs, maintenance costs, fuel costs and insurance premiums;

� changes in market prices, customer demand and preferences and competitive conditions;

� cyclical and seasonal fluctuations in our operating results;

� defects or mechanical problems with our aircraft;

� our ability to successfully implement our growth strategy;

� our ability to obtain financing on commercially reasonable terms; and

� the risk factors discussed under �Risk Factors� beginning on page 4.

iii
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The words �believe,� �may,� �will,� �aim,� �estimate,� �continue,� �anticipate,� �intend,� �expect� and similar words are intended to
identify forward-looking statements. Forward-looking statements include information concerning our possible or
assumed future results of operations, business strategies, financing plans, competitive position, industry environment,
potential growth opportunities, the effects of future regulation and the effects of competition. Forward-looking
statements speak only as of the date they were made, and we undertake no obligation to update publicly or to revise
any forward-looking statements after the date of this annual report because of new information, future events or other
factors. In light of the risks and uncertainties described above, the forward-looking events and circumstances
discussed in this annual report might not occur and are not guarantees of future performance. Considering these
limitations, you should not place undue reliance on forward-looking statements contained in this annual report.

PART I

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key Information

A. Selected Financial Data

The following table presents summary consolidated financial and operating data for each of the periods indicated. Our
consolidated financial statements are prepared in accordance with IFRS, as issued by the IASB and are stated in U.S.
dollars. You should read this information in conjunction with our consolidated financial statements included in this
annual report and the information under �Item 5. Operating and Financial Review and Prospects� appearing elsewhere in
this annual report.

The summary consolidated financial information as of December 31, 2016 and 2015, and for the years ended
December 31, 2016, 2015 and 2014 has been derived from our audited consolidated financial statements included
elsewhere in this annual report. The summary consolidated financial information as of December 31, 2014, 2013 and
2012, and for the years ended December 31, 2013 and 2012, has been derived from our consolidated statements of
profit or loss for these periods.

Year Ended December 31, (in thousands of dollars, except share and per share data
and operating data)

2016 2015 2014 2013 2012

STATEMENT OF PROFIT OR
LOSS DATA
Operating revenue:

Passenger revenue 2,133,186 2,166,727 2,619,856 2,519,650 2,163,136

Cargo, mail and other 88,663 83,335 85,212 88,682 86,252
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Total operating revenues 2,221,849 2,250,062 2,705,068 2,608,332 2,249,388

Operating expenses:

Aircraft fuel 527,918 602,777 820,694 783,092 725,763

Salaries and benefits 293,044 289,512 299,182 276,156 247,405

Passenger servicing 259,524 258,302 268,762 250,604 217,137

Commissions 83,981 88,557 99,115 103,685 89,378

1
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Reservations and sales 99,918 88,051 93,766 99,822 84,992

Maintenance, materials and
repairs 122,873 111,181 101,421 92,993 92,166

Aircraft rentals 120,841 122,217 112,082 90,233 72,468

Flight operations 127,777 130,930 132,156 121,903 104,993

Depreciation, amortization and
impairment 159,278 134,888 115,147 137,412 89,217

Landing fees and other rentals 55,498 56,703 53,746 50,288 46,233

Other 94,584 100,856 87,910 84,590 77,101

Total operating expenses 1,945,236 1,983,974 2,183,981 2,090,778 1,846,852

Operating profit 276,613 266,088 521,087 517,554 402,535

Non-operating income (expense):

Finance cost (37,024) (33,155) (29,529) (30,180) (32,795) 

Finance income 13,000 25,947 18,066 12,636 11,689

Other, net(1) 120,226 (451,095) (111,316) (11,440) (15,086) 

Total non-operating income
(expense), net 96,202 (458,303) (122,779) (28,984) (36,192) 

Profit (loss) before taxes 372,815 (192,215) 398,308 488,570 366,343

Income tax expense (38,271) (32,759) (36,639) (61,099) (39,867) 

Net profit (loss) 334,544 (224,974) 361,669 427,471 326,476

STATEMENT OF FINANCIAL
POSITION DATA

Total cash, cash equivalents and
short-term investments 814,689 684,948 766,603 1,131,689 651,103

Accounts receivable, net 116,100 105,777 122,150 135,056 136,336

Total current assets 1,069,391 907,585 1,011,449 1,401,153 917,490

Purchase deposits for flight
equipment 250,165 243,070 321,175 327,545 245,544

Total property and equipment 2,623,682 2,650,653 2,505,336 2,348,514 2,284,631

Total assets 3,846,113 3,715,476 4,079,612 3,952,764 3,479,500
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Long-term debt 961,414 1,055,183 928,964 913,507 1,069,836

Total shareholders� equity 1,842,271 1,587,422 2,075,108 1,901,906 1,536,544

Capital stock 93,440 85,845 81,811 77,123 70,717

CASH FLOW DATA

Net cash from operating activities 594,590 316,863 384,892 830,265 538,026

Net cash (used in) from investing
activities (179,909) 32,384 21,147 (565,720) (654,605) 

Net cash used in financing
activities (248,625) (357,466) (316,420) (201,268) (54,299) 

OTHER FINANCIAL DATA

Underlying net income(2) 201,359 226,002 486,181 436,157 336,053

Adjusted EBITDA(3) 556,117 (50,119) 524,918 643,526 476,666

Aircraft rentals 120,841 122,217 112,082 90,233 72,468

Operating margin(4) 12.4% 11.8% 19.3% 19.8% 17.9% 
Weighted average shares used in
computing net income per share
(basic) 42,358,091 43,861,084 44,381,265 44,388,098 44,400,224
Weighted average shares used in
computing net income per share
(diluted) 42,363,171 43,868,864 44,393,054 44,403,098 44,400,224

2

Edgar Filing: Copa Holdings, S.A. - Form 20-F

Table of Contents 13



Table of Contents

Earnings (Loss) per share (basic) 7.90 (5.13) 8.15 9.63 7.35
Earnings (Loss) per share (diluted) 7.90 (5.13) 8.15 9.63 7.35
Dividends per share paid $ 2.04 $ 3.36 $ 3.84 $ 1.46 $ 2.10
Dividends per share paid in
advance(5) �  �  �  �  $ 2.25
Total number of shares at end of
period 42,050,481 41,955,227 43,988,423 44,098,620 44,036,470

OPERATING DATA
Revenue passengers carried(6) 12,870 11,876 11,681 11,345 10,214
Revenue passenger miles(7) 17,690 16,309 15,913 14,533 12,499
Available seat miles(8) 22,004 21,675 20,757 18,950 16,567
Load factor(9) 80.4% 75.3% 76.7% 76.7% 75.4% 
Break-even load factor(10) 64.4% 85.6% 63.5% 61.1% 61.7% 
Total block hours(11) 388,058 388,355 376,903 348,882 313,321
Average daily aircraft utilization(12) 10.6 10.8 11.0 11.1 10.9
Average passenger fare 165.7 182.4 224.3 222.1 211.8
Yield(13) 12.06 13.29 16.46 17.34 17.31
Passenger revenue per ASM(14) 9.69 10.00 12.62 13.30 13.06
Operating revenue per ASM(15) 10.10 10.38 13.03 13.76 13.58
Operating expenses per ASM
(CASM)(16) 8.84 9.15 10.52 11.03 11.15
Departures 123,098 122,588 121,310 119,177 112,551
Average daily departures 337.3 335.9 332.4 326.5 307.7
Average number of aircraft 99.9 98.3 93.8 86.4 78.5
Cities served at period end 73 73 69 66 64
On-Time Performance (17) 88.4% 90.6% 90.5% 87.7% 85.5% 
Stage Length (18) 1,213 1,236 1,213 1,140 1,076

(1) Consists primarily of foreign currency translation gains/losses, including the Venezuelan foreign currency
translation loss in 2015 and changes in the fair value of fuel derivative contracts.

(2) Underlying net income represents net income (loss) minus the sum of fuel hedge mark-to-market (loss)/gain, and
devaluation and translation losses in Venezuela and Argentina. Underlying net income is presented because the
Company uses this measure to determine annual dividends. However, underlying net income should not be
considered in isolation, as a substitute for net income (loss) prepared in accordance with IFRS as issued by the
IASB or as a measure of our profitability. The following table presents a reconciliation of our net income (loss) to
underlying net income for the specified periods.

2016 2015 2014 2013 2012

Net income (loss) 334,544 (224,974) 361,669 427,471 326,476
Fuel hedge Mark to market loss/(gain) (111,642) 11,572 117,950 (5,241) 9,577
Venezuela Devaluation (21,543) 432,503 6,562 13,927 0
Argentina Devaluation 0 6,901 0 0 0
Underlying net income 201,359 226,002 486,181 436,157 336,053
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(3) Adjusted EBITDA represents net income (loss) plus the sum of interest expense, income taxes, depreciation,
amortization and impairment minus interest income. Adjusted EBITDA is presented as supplemental information
because we believe it is a useful indicator of our operating performance and is useful in comparing our operating
performance with other companies in the airline industry. However, adjusted EBITDA should not be considered
in isolation, as a substitute for net income (loss) prepared in accordance with IFRS as issued by the IASB or as a
measure of our profitability. In addition, our calculation of adjusted EBITDA may not be comparable to other
companies� similarly titled measures. The following table presents a reconciliation of our net income (loss) to
adjusted EBITDA for the specified periods: Aircraft rentals represent a significant operating expense of our
business. Because we leased several of our aircraft during the periods presented, we believe that when assessing
our adjusted EBITDA you should also consider the impact of our aircraft rentals.

3
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2016 2015 2014 2013 2012

Net income 334,544 (224,974) 361,669 427,471 326,476
Interest expense 37,024 33,155 29,529 30,180 32,795
Income taxes 38,271 32,759 36,639 61,099 39,867
Depreciation and amortization 159,278 134,888 115,147 137,412 89,217
Interest income (13,000) (25,947) (18,066) (12,636) (11,689) 

Adjusted EBITDA 556,117 (50,119) 524,918 643,526 476,666

(4) Operating margin represents operating income as a percentage of operating revenues.
(5) 2012 dividend per share payment was accelerated from June 2013 to December 2012.
(6) Total number of paying passengers (including all passengers redeeming frequent flyer miles and other travel

awards) flown on all flight segments, expressed in thousands.
(7) Number of miles flown by revenue passengers, expressed in millions.
(8) Aircraft seating capacity multiplied by the number of miles the seats are flown, expressed in millions.
(9) Percentage of aircraft seating capacity that is actually utilized. Load factors are calculated by dividing revenue

passenger miles by available seat miles.
(10) Load factor that would have resulted in total revenues being equal to total expenses. Excluding the effect of fuel

derivative mark-to-market and foreign currency translation losses, this figure would have been 69.7% in 2016,
65.4% in 2015, 59.6% in 2014, 59.6% in 2013 and 61.3% in 2012.

(11) The number of hours from the time an airplane moves off the departure gate for a revenue flight until it is parked
at the gate of the arrival airport.

(12) Average number of block hours operated per day per aircraft for the total aircraft fleet.
(13) Average amount (in cents) one passenger pays to fly one mile.
(14) Passenger revenues (in cents) divided by the number of available seat miles.
(15) Total operating revenues (in cents) divided by the number of available seat miles.
(16) Total operating expenses (in cents) divided by the number of available seat miles.
(17) Percentage of flights that arrive at the destination gate within fourteen minutes of scheduled arrival.
(18) The average number of miles flown per flight.
B. Capitalization and Indebtedness

Not applicable

C. Reasons for the Offer and Use of Proceeds

Not applicable

D. Risk Factors

Risks Relating to Our Company

Failure to successfully implement our growth strategy may adversely affect our results of operations and harm the
market value of our Class A shares.
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Through a growth-oriented fleet plan, we intend to expand our service to new markets and to increase the frequency of
flights to the markets we currently serve. Achieving these goals is essential in order for our business to benefit from
cost efficiencies resulting from economies of scale. We expect to have substantial cash needs as we expand, including
cash required to fund aircraft acquisitions or aircraft deposits as we add to our fleet. If we do not have sufficient cash
to fund such projects, we may not be able to successfully expand our route system and our future revenue and earnings
growth would be limited.

4

Edgar Filing: Copa Holdings, S.A. - Form 20-F

Table of Contents 17



Table of Contents

When we commence a new route, load factors tend to be lower than those on our established routes and our
advertising and other promotional costs tend to be higher, which could result in initial losses that could have a
negative impact on our results of operations as well as require a substantial amount of cash to fund. We also
periodically run special promotional fare campaigns, particularly in connection with the opening of new routes.
Promotional fares can have the effect of increasing load factors while reducing our yield on such routes during the
period that they are in effect. The number of markets we serve and flight frequencies depend on our ability to identify
the appropriate geographic markets upon which to focus and to gain suitable airport access and route approval in these
markets. There can be no assurance that the new markets we enter will yield passenger traffic that is sufficient to make
our operations in those new markets profitable. Any condition that would prevent or delay our access to key airports
or routes, including limitations on the ability to process more passengers, the imposition of flight capacity restrictions,
the inability to secure additional route rights under bilateral agreements or the inability to maintain our existing slots
and flight banks and obtain additional slots and flight banks, could constrain the expansion of our operations.

The expansion of our business will also require additional skilled personnel, equipment and facilities. The inability to
hire, retain and/or train pilots and other personnel or secure the required equipment and facilities efficiently,
cost-effectively, and on a timely basis, could adversely affect our ability to execute our plans. It also could strain our
existing management resources and operational, financial and management information systems to the point where
they may no longer be adequate to support our operations, requiring us to make significant expenditures in these areas.
In light of these factors, we cannot ensure that we will be able to successfully establish new markets or expand our
existing markets, and our failure to do so could have an impact on our business and results of operations, as well as
the value of our Class A shares.

Our performance is heavily dependent on economic and political conditions in the countries in which we do
business.

Passenger demand is heavily cyclical and highly dependent on global, regional and country-specific economic growth,
economic expectations and foreign exchange rate variations. In the past, we have been negatively impacted by poor
economic performance in certain emerging market countries in which we operate and in 2016, we were particularly
affected by weaker Latin American currencies, especially during the first half of the year, with a more stable demand
environment as we approached the fourth quarter. Any of the following developments (or a continuation or worsening
of any of the following currently in existence) in the countries in which we operate could adversely affect our
business, financial condition, liquidity and results of operations:

� changes in economic or other governmental policies, including exchange controls;

� changes in regulatory, legal or administrative practices; or

� other political or economic developments over which we have no control.
Additionally, a significant portion of our revenues is derived from discretionary and leisure travel, which are
especially sensitive to economic downturns. An adverse economic environment, whether global, regional or in a
special country, could result in a reduction in passenger traffic, and leisure travel in particular, as well as a reduction
in our cargo business, and could also impact our ability to raise fares, which in turn would materially and negatively
affect our financial condition and results of operations.
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The cost of refinancing our debt and obtaining additional financing for new aircraft has increased and may
continue to increase, which may negatively impact our business.

We currently finance our aircraft through bank loans, sale-leasebacks and operating leases. In the past, we have been
able to obtain lease or debt financing on terms attractive to us. We have obtained most of the financing for our Boeing
aircraft purchases from commercial financial institutions utilizing guarantees provided by the Export-Import Bank of
the United States. The Export-Import Bank provides guarantees to companies that purchase goods from U.S.
companies for export, enabling them to obtain financing at substantially lower interest rates as compared to those that
they could obtain without a guarantee. Although the terms provided by the Export-Import Bank are competitive, the
Export-Import Bank has imposed more restrictive conditions on us in the past when we have requested new
guarantees and they may impose additional conditions on us in the future. The Export-Import Bank does not provide
similar guarantees in connection with financing for our aircraft purchases from Embraer since those aircraft are not
exports from the United States. As of December 31, 2016, we had $446.5 million of outstanding indebtedness with
financial institutions under financing arrangements guaranteed by the Export-Import Bank.

5
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In recent years the Company has diversified its financing sources and obtained access to very competitive financing
terms. Since 2014 our aircraft deliveries have been financed through a mix of sale-leasebacks and Japanese Operating
Leases with Call Options (JOLCO).

Nevertheless, we cannot ensure that we will be able to continue to raise financing from past sources, or from other
sources, on terms comparable to our existing financing or at all. The recent turmoil in the financial markets, for
example, tightened the availability of credit and increased the cost of obtaining lease and debt financing. If the cost of
such financing increases or we are unable to obtain such financing, we may be forced to incur higher than anticipated
financing costs, which could have an adverse impact on the execution of our growth strategy and business.

We have historically operated using a hub-and-spoke model and are vulnerable to competitors offering direct
flights between destinations we serve.

The general structure of our flight operations follows what is known in the airline industry as a �hub-and-spoke� model.
This model aggregates passengers by operating flights from a number of �spoke� origins to a central hub through which
they are transported to their final destinations. In recent years, many traditional hub-and-spoke operators have faced
significant and increasing competitive pressure from low-cost, point-to-point carriers on routes with sufficient demand
to sustain point-to-point service. A point-to-point structure enables airlines to focus on the most profitable,
high-demand routes and to offer greater convenience and, in many instances, lower fares. As demand for air travel in
Latin America increases, some of our competitors have initiated non-stop service between destinations that we
currently serve through our hub in Panama. Non-stop service, which bypasses our hub in Panama, is more convenient
and possibly less expensive than our connecting service and could significantly decrease demand for our service to
those destinations. In December 2016, we launched a new low-cost model, Wingo, to diversify our offerings and to
better compete with other low-cost carriers, or �LCCs,� in the market. However, our traditional hub-and-spoke model
remains our primary operational model and we believe that competition from point-to-point carriers will be directed
towards the largest markets that we serve and is likely to continue at this level or intensify in the future. As a result,
the effect of competition on us could be significant and could have a material adverse effect on our business, financial
condition and results of operations.

We may not realize benefits from Wingo, our low-cost carrier.

Wingo, our new low cost business model (�LCC�), which is part of Copa Colombia, utilizes four of our 737-700s, each
configured with 142 seats in a single class cabin. Wingo operates point-to-point flights within Colombia and other
international destinations in the region. Although LCCs are generally able to offer more basic services at a lower cost
structure, our main line services may attain higher average fares, more passenger traffic and a greater percentage of
business passengers than Wingo may attain due to a much larger route network with domestic and international
connections, more flights and convenient flight schedules on routes that overlap with those offered by Wingo.

We do not have previous experience operating an LCC and we may not be able to accurately predict its impact on our
main line services. In particular, if demand for Wingo flights is not substantial, if our pricing strategy does not
adequately align with our cost structure, if Wingo does not meet customer expectations or if demand for Wingo flights
cannibalizes some of our main line flights, Wingo�s operations may have a negative impact on our reputation or our
operating results.

Wingo operates administratively and functionally under Copa Colombia, and it has an independent structure for its
commercialization, distribution systems and customer service.
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Our business is subject to extensive regulation which may restrict our growth or our operations or increase our
costs.

Our business, financial condition and results of operations could be adversely affected if we or certain aviation
authorities in the countries to which we fly fail to maintain the required foreign and domestic governmental
authorizations necessary for our operations. In order to maintain the necessary authorizations issued by the
Panamanian Civil Aviation Authority (the Autoridad de Aeronáutica Civil, or the �AAC�), the Colombian Civil
Aviation Administration (the Unidad Administrativa Especial de Aeronáutica Civil, or the �UAEAC�), and other
corresponding foreign authorities, we must continue to comply with applicable statutes, rules and regulations
pertaining to the airline industry, including any rules and regulations that may be adopted in the future. In addition,
Panama is a member state of the International Civil Aviation Organization, or �ICAO,� a UN specialized agency. ICAO
coordinates with its member states and various industry groups to establish and maintain international civil aviation
standards and recommended practices and policies, which are then used by ICAO member states to ensure that their
local civil aviation operations and regulations conform to global norms. We cannot predict or control any actions that
the AAC, the UAEAC, ICAO or foreign aviation regulators may take in the future, which could include restricting our
operations or imposing new and costly regulations or policies. Also, our fares are technically subject to review by the
AAC, the UAEAC, and the regulators of certain other countries to which we fly, any of which may in the future
impose restrictions on our fares.
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We are also subject to international bilateral air transport agreements that provide for the exchange of air traffic rights
between each of Panama and Colombia, and various other countries, and we must obtain permission from the
applicable foreign governments to provide service to foreign destinations. There can be no assurance that existing
bilateral agreements between the countries in which our airline operating companies are based and foreign
governments will continue, or that we will be able to obtain more route rights under those agreements to accommodate
our future expansion plans. Any modification, suspension or revocation of one or more bilateral agreements could
have a material adverse effect on our business, financial condition and results of operations. The suspension of our
permits to operate to certain airports or destinations, the cancellation of any of our provisional routes, the inability for
us to obtain favorable take-off and landing authorizations at certain high-density airports or the imposition of other
sanctions could also have a negative impact on our business. Due to the nature of bilateral agreements, we can fly to
many destinations only from Panama and to certain destinations only from Colombia. We cannot be certain that a
change in a foreign government�s administration of current laws and regulations or the adoption of new laws and
regulations will not have a material adverse effect on our business, financial condition and results of operations.

We plan to continue to increase the scale of our operations and revenues by expanding our presence on new and
existing routes. Our ability to successfully implement this strategy will depend upon many factors, several of which
are outside our control or subject to change. These factors include the permanence of a suitable political, economic
and regulatory environment in the Latin American countries in which we operate or intend to operate and our ability
to identify strategic local partners.

The most active government regulator among the countries to which we fly is the U.S. Federal Aviation
Administration, or �FAA.� The FAA from time to time issues directives and other regulations relating to the
maintenance and operation of aircraft that require significant expenditures. FAA requirements cover, among other
things, security measures, collision avoidance systems, airborne wind shear avoidance systems, noise abatement and
other environmental issues, and increased inspections and maintenance procedures to be conducted on older aircraft.
Additional new regulations continue to be regularly implemented by the U.S. Transportation Security Administration,
or �TSA,� as well. As we continue to expand our presence on routes to and from the United States, we expect to
continue incurring expenses to comply with the FAA�s regulations, and any increase in the cost of compliance could
have an adverse effect on our financial condition and results of operations.

The growth of our operations to the United States and the benefits of our code-sharing arrangements with UAL are
dependent on Panama�s continued favorable safety assessment.

The FAA periodically audits the aviation regulatory authorities of other countries. As a result of its investigation, each
country is given an International Aviation Safety Assessment, or �IASA,� rating. Since April 2004, IASA has rated
Panama as a Category 1 jurisdiction, which means that Panama complies with the safety requirements set forth by the
ICAO. A recent ICAO study found significant safety deficiencies in Panama, but the country�s category has not been
downgraded. We cannot guarantee that the government of Panama and the AAC in particular, will continue to meet
international safety standards, and we have no direct control over their compliance with IASA guidelines. If Panama�s
IASA rating were to be downgraded in the future, it could prohibit us from increasing service to the United States and
UAL would have to suspend codesharing on our flights, causing us to lose direct revenue from codesharing as well as
reducing flight options to our customers.

We are highly dependent on our hub at Panama City�s Tocumen International Airport.

Our business is heavily dependent on our operations at our hub at Panama City�s Tocumen International Airport.
Substantially all of our Copa flights either depart from or arrive at our hub. Our operations and growth strategy is
therefore highly dependent on its facilities and infrastructure, including the success of its multi-phase expansion
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projects, certain of which have been completed and others, such as Terminal 2, that are underway and have
experienced important delays. One of the contractors responsible for the construction of Terminal 2, Norberto
Odebrecht Construction, is under investigation for its past practices related to project approvals. Their involvement in
the construction of Terminal 2 may further delay completion of the expansion based on delays related to government
approvals of individual projects or if they lack sufficient liquidity to complete their portion of the Tocumen
International Airport. Terminal 2 is currently scheduled for completion in 2018. Due to the magnitude of the
construction required for this new Terminal 2 currently under construction, we may experience logistical issues and/or
be subject to increased passenger taxes and airport charges related to the financing of the construction.

In addition, the hub-and-spoke structure of our operations is particularly dependent on the on-time arrival of tightly
coordinated groupings of flights (or banks) to ensure that passengers can make timely connections to continuing
flights. Like other airlines, we are subject to delays caused by factors beyond our control, including air traffic
congestion at airports, adverse weather conditions and increased security measures. Delays inconvenience passengers,
reduce aircraft utilization and
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increase costs, all of which in turn negatively affect our profitability. In addition, at its current utilization level,
Tocumen International Airport has limited fuel storage capacity. In the event there is a disruption in the transport of
fuel to the airport, we may be forced to suspend flights until the fuel tanks can be refueled. A significant interruption
or disruption in service or fuel at Tocumen International Airport could have a serious impact on our business, financial
condition and operating results.

Tocumen International Airport is operated by a corporation that is owned and controlled by the government of the
Republic of Panama. We depend on our good working relationship with the quasi-governmental corporation that
operates the airport to ensure that we have adequate access to aircraft parking positions, landing rights and gate
assignments for our aircraft to accommodate our current operations and future plans for expansion. The corporation
that operates Tocumen International Airport does not enter into any formal, written leases or other agreements with
airlines to govern rights to use the airport�s jet ways or aircraft parking spaces. Therefore, we would not have
contractual recourse if the airport authority assigned new capacity to competing airlines, reassigned our resources to
other aircraft operators, raised fees or discontinued investments in the airport�s maintenance and expansion. Any of
these events could result in significant new competition for our routes or could otherwise have a material adverse
effect on our current operations or capacity for future growth.

We are exposed to increases in airport charges, taxes and various other fees and cannot be assured access to
adequate facilities and landing rights necessary to achieve our expansion plans.

We must pay fees to airport operators for the use of their facilities. Any substantial increase in airport charges,
including at Tocumen International Airport, could have a material adverse impact on our results of operations.
Passenger taxes and airport charges have increased in recent years, sometimes substantially. Certain important airports
that we use may be privatized in the near future, which is likely to result in significant cost increases to the airlines
that use these airports. We cannot ensure that the airports used by us will not impose, or further increase, passenger
taxes and airport charges in the future, and any such increases could have an adverse effect on our financial condition
and results of operations.

Certain airports that we serve (or that we plan to serve in the future) are subject to capacity constraints and impose
various restrictions, including slot restrictions during certain periods of the day, limits on aircraft noise levels, limits
on the number of average daily departures and curfews on runway use. We cannot be certain that we will be able to
obtain a sufficient number of slots, gates and other facilities at airports to expand our services in line with our growth
strategy. It is also possible that airports not currently subject to capacity constraints may become so in the future. In
addition, an airline must use its slots on a regular and timely basis or risk having those slots re-allocated to others.
Where slots or other airport resources are not available or their availability is restricted in some way, we may have to
amend our schedules, change routes or reduce aircraft utilization. Any of these alternatives could have an adverse
financial impact on us. In addition, we cannot ensure that airports at which there are no such restrictions may not
implement restrictions in the future or that, where such restrictions exist, they may not become more onerous. Such
restrictions may limit our ability to continue to provide or to increase services at such airports.

We have significant fixed financing costs and expect to incur additional fixed costs as we expand our fleet.

The airline business is characterized by high leverage, and we have a high level of indebtedness. We also have
significant fixed expenditures in connection with our operating leases and facility rental costs, and substantially all of
our property and equipment is pledged to secure indebtedness. For the year ended December 31, 2016, our interest
expense and aircraft and facility rental expense under operating leases totaled $174.4 million. At December 31, 2016,
approximately 59.3% of our total indebtedness bore interest at fixed rates and the remainder was determined with
reference to LIBOR. Most of our aircraft lease obligations bear interest at fixed rates. Accordingly, our financing and
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rent expense will not decrease significantly if market interest rates decline, but given LIBOR�s record low rates, our
financing costs could materially increase as LIBOR rates increase.

As of December 31, 2016, the Company had two purchase contracts with Boeing: the first contract entails four firm
orders of Boeing 737 Next Generation aircraft, which will be delivered between 2017 and 2018, and the second
contract entails 71 firm orders of Boeing 737 MAX 8 and 9 aircraft, which will be delivered between 2018 and 2025.
The firm orders have an approximate value of $9.5 billion based on aircraft list prices, including estimated amounts
for contractual price escalation and pre-delivery deposits. We will require substantial capital from external sources to
meet our future financial commitments. In addition, the acquisition and financing of these aircraft will likely result in
a substantial increase in our leverage and fixed financing costs. A high degree of leverage and fixed payment
obligations could:

� limit our ability in the future to obtain additional financing for working capital or other important
needs;

� impair our liquidity by diverting substantial cash from our operating needs to service fixed
financing obligations; or
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� limit our ability to plan for or react to changes in our business, in the airline industry or in general
economic conditions.
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Any one of these could have a material adverse effect on our business, financial condition and results of operations.

Our existing debt financing agreements and our aircraft operating leases contain restrictive covenants that impose
significant operating and financial restrictions on us.

Our aircraft financing loans, operating leases and the instruments governing our other indebtedness contain a number
of significant covenants and restrictions that limit our and our subsidiaries� ability to:

� create material liens on our assets;

� take certain actions that may impair creditors� rights to our aircraft;

� sell assets or engage in certain mergers or consolidations; and

� engage in other specified significant transactions.
In addition, several of our aircraft financing agreements require us to maintain compliance with specified financial
ratios and other financial and operating tests. For example, our access to certain borrowings under our aircraft
financing arrangements is conditioned upon our maintenance of minimum debt service coverage and capitalization
ratios. See �Item 5. Operating and Financial Review and Prospects�Liquidity and Capital Resources.� Complying with
these covenants may cause us to take actions that could make it more difficult to execute our business strategy
successfully, and we may face competition from companies not subject to such restrictions. Moreover, our failure to
comply with these covenants could result in an event of default or refusal by our creditors to extend certain of our
loans.

If we fail to successfully take delivery of or reliably operate new aircraft, our business could be harmed.

We fly and rely on Boeing and Embraer aircraft. As of December 31, 2016 we operated a fleet of 78 Boeing aircraft
and 21 Embraer 190 aircraft. In 2017, we expect to take delivery of two additional Boeing 737-800s and in the future
we expect to continue to incorporate new aircraft into our fleet. The decision to incorporate new aircraft is based on a
variety of factors, including the implementation of our growth strategy. Acquisition of new aircraft involves a variety
of risks relating to their ability to be successfully placed into service including:

� manufacturer�s delays in meeting the agreed upon aircraft delivery schedule;

� difficulties in obtaining financing on acceptable terms to complete our purchase of all of the
aircraft we have committed to purchase; and

� the inability of new aircraft and their components to comply with agreed upon specifications and
performance standards.
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In addition, we cannot predict the reliability of our fleet as the aircraft matures. Any technical issues with our aircraft
would increase our maintenance expenses.

If we fail to successfully take delivery of or reliably operate new aircraft, our business, financial condition and results
of operations could be harmed.

If we were to determine that our aircraft, rotable parts or inventory were impaired, it would have a significant
adverse effect on our operating results.

If there is objective evidence that an impairment loss on long-lived assets carried at amortized cost has been incurred,
the amount of the impairment loss is measured as the difference between the asset�s carrying amount and the higher of
its fair value less cost to sell and its value in use, defined as the present value of estimated future cash flows
(excluding future expected credit losses that have not been incurred) discounted at the asset�s risk adjusted interest
rate. The carrying amount of the asset is reduced and the loss is recorded in the consolidated statement of profit or
loss. In addition to the fact that the value of our fleet declines as it ages, any potential excess capacity in the airline
industry, airline bankruptcies and other factors beyond our control may further contribute to the decline of the fair
market value of our aircraft and related rotable parts and inventory. If such impairment does occur, we would be
required under IFRS to write down these assets through a charge to earnings. A significant charge to earnings would
adversely affect our financial condition and operating results. In addition, the interest rates on and the availability of
certain of our aircraft financing loans are tied to the value of the aircraft securing the loans. If those values were to
decrease substantially, our interest rates may rise or the lenders under those loans may cease extending credit to us,
either of which could have an adverse impact on our financial condition and results of operations.
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We rely on information and other aviation technology systems to operate our businesses and any failure or
disruption of these systems may have an impact on our business.

We rely upon information technology systems to operate our business and increase our efficiency. We are highly
reliant on certain systems for flight operations, maintenance, reservations, check-in, revenue management, accounting
and cargo distribution. Other systems are designed to decrease distribution costs through internet reservations and to
maximize cargo distributions, crew utilization and flight operations. These systems may not deliver their anticipated
benefits.

In the ordinary course of business, we may upgrade or replace our systems or otherwise modify and refine our existing
systems to address changing business requirements. In particular, aircraft rely on advanced technology and, as this
technology is updated, old aircraft models may become obsolete. Our operations and competitive position could be
adversely affected if we are unable to upgrade or replace our systems in a timely and effective manner once they
become outdated, and any inability to upgrade or replace our systems could negatively impact our financial results.

Further, Wingo, our new LCC, uses a reservation system that differs from the system we have traditionally used for
our operations, and in 2017 we will change our revenue accounting system. Any transition to new systems may result
in a loss of data or service interruption that could harm our business. Information systems could also suffer disruptions
due to events beyond our control, including natural disasters, power failures, terrorist attacks, cyber-attacks, data theft,
equipment or software failures, computer viruses or telecommunications failures. We cannot assure you that our
security measures or disaster recovery plans are adequate to prevent failures or disruptions. Substantial or repeated
website, reservations systems or telecommunication system failures or disruptions, including failures or disruptions
related to our integration of technology systems, could reduce the attractiveness of our Company versus our
competitors, materially impair our ability to market our services and operate flights, result in the unauthorized release
of confidential or otherwise protected information, and result in increased costs, lost revenue, or the loss or
compromise of important data.

Our reputation and business may be harmed and we may be subject to legal claims if there is a loss, unlawful
disclosure or misappropriation of, or unsanctioned access to, our customers�, employees�, business partners� or
our own information, or any other breaches of our information security.

We make extensive use of online services and centralized data processing, including through third-party service
providers. The secure maintenance and transmission of customer and employee information is a critical element of our
operations. Our information technology and other systems, or those of service providers or business partners that
maintain and transmit customer information, may be compromised by a malicious third-party penetration of our
network security, or of a third-party service provider or business partner, or impacted by deliberate or inadvertent
actions or inactions by our employees, or those of a third-party service provider or business partner. As a result,
personal information may be lost, disclosed, accessed or taken without consent.

We transmit confidential credit card information by way of secure private retail networks and rely on encryption and
authentication technology licensed from third parties to provide the security and authentication necessary to effect
secure transmission and storage of confidential information, such as customer credit card information. The Company
has made significant efforts to secure its computer network. If our security or computer network were compromised in
any way, it could have a material adverse effect on the reputation, business, operating results and financial condition
of the Company, and could result in a loss of customers. Additionally, any material failure by the Company to achieve
or maintain compliance with the Payment Card Industry, or �PCI,� security requirements or rectify a security issue may
result in fines and the imposition of restrictions on the Company�s ability to accept credit cards as a form of payment.
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As a result of these types of risks, we regularly review and update procedures and processes to prevent and protect
against unauthorized access to our systems and information and inadvertent misuse of data. However, we cannot be
certain that we will not be the target of attacks on our networks and intrusions into our data, particularly given recent
advances in technical capabilities, and increased financial and political motivations to carry out cyber-attacks on
physical systems, gain unauthorized access to information, and make information unavailable for use through, for
example, ransomware or denial-of-service attacks, and otherwise exploit new and existing vulnerabilities in our
infrastructure. The risk of a data security incident or disruption, particularly through cyber-attack or cyber intrusion,
including by computer hackers, foreign governments and cyber terrorists, has increased as the number, intensity and
sophistication of attempted attacks and intrusions from around the world have increased. Furthermore, in response to
these threats there has been heightened legislative and regulatory focus on attacks on critical infrastructures, including
those in the transportation sector, and on data security in Panama, the United States and other parts of the world,
including requirements for varying levels of data subject notification in the event of a data security incident.

Any such loss, disclosure or misappropriation of, or access to, customers�, employees� or business partners� information
or other breach of our information security could result in legal claims or legal proceedings, including regulatory
investigations and actions, may have a negative impact on our reputation and may materially adversely affect our
business, operating results and financial condition. Furthermore, the loss, disclosure or misappropriation of our
business information may materially adversely affect our business, operating results and financial condition.
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Our liquidity could be adversely impacted in the event one or more of our credit card processors were to impose
material reserve requirements for payments due to us from credit card transactions.

We currently have agreements with organizations that process credit card transactions arising from purchases of air
travel tickets by our customers. Credit card processors have financial risk associated with tickets purchased for travel
that can occur several weeks after the purchase. Our credit card processing agreements provide for reserves to be
deposited with the processor in certain circumstances. We do not currently have reserves posted for our credit card
processors. If circumstances were to occur requiring us to deposit reserves, the negative impact on our liquidity could
be significant, which could materially adversely affect our business.

Our quarterly results could fluctuate substantially, and the trading price of our Class A shares may be affected by
such variations.

The airline industry is by nature cyclical and seasonal, and our operating results may vary from quarter to quarter. In
general, demand for air travel is higher in the third and fourth quarters, particularly in international markets, because
of the increase in vacation travel during these periods relative to the remainder of the year. We tend to experience the
highest levels of traffic and revenue in July and August, with a smaller peak in traffic in December and January. We
generally experience our lowest levels of passenger traffic in April and May. Given our high proportion of fixed costs,
seasonality can affect our profitability from quarter to quarter. Demand for air travel is also affected by factors such as
economic conditions, war or the threat of war, fare levels and weather conditions.

Due to the factors described above and others described in this annual report, quarter-to-quarter comparisons of our
operating results may not be good indicators of our future performance. In addition, it is possible that in any quarter
our operating results could be below the expectations of investors and any published reports or analyses regarding our
Company. In that event, the price of our Class A shares could decline, perhaps substantially.

Our reputation and financial results could be harmed in the event of an accident or incident involving our aircraft.

An accident or incident involving one of our aircraft could involve significant claims by injured passengers and
others, as well as significant costs related to the repair or replacement of a damaged aircraft and its temporary or
permanent loss from service. We are required by our creditors and the lessors of our aircraft under our operating lease
agreements to carry liability insurance, but the amount of such liability insurance coverage may not be adequate and
we may be forced to bear substantial losses in the event of an accident. Our insurance premiums may also increase due
to an accident or incident affecting one of our aircraft. Substantial claims resulting from an accident in excess of our
related insurance coverage or increased premiums would harm our business and financial results.

Moreover, any aircraft accident or incident, even if fully insured, could cause the public to perceive us as less safe or
reliable than other airlines, which could harm our business and results of operations. The Copa brand name and our
corporate reputation are important and valuable assets. Adverse publicity (whether or not justified) could tarnish our
reputation and reduce the value of our brand. Adverse perceptions of the types of aircraft that we operate arising from
safety concerns or other problems, whether real or perceived, or in the event of an accident involving those types of
aircraft, could significantly harm our business as the public may avoid flying on our aircraft.

Fluctuations in foreign exchange rates could negatively affect our net income.

In 2016, approximately 67.2% of our expenses and 46.8% of our revenues were denominated in U.S. dollars. The
remainder of our expenses and revenues were denominated in the currencies of the various countries to which we fly,
with the largest non-dollar amount denominated in Colombian Pesos due to our volume of business in Colombia. If
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any of these currencies decline in value against the U.S. dollar, our revenues, expressed in U.S. dollars, and our
operating margin would be adversely affected. We may not be able to adjust our fares denominated in other currencies
to offset any increases in U.S. dollar-denominated expenses, increases in interest expense or exchange losses on fixed
obligations or indebtedness denominated in foreign currency.

We are also exposed to exchange rate losses, as well as gains, due to the fluctuation in the value of local currencies
vis-à-vis the U.S. dollar during the period of time between the time we are paid in local currencies and the time we are
able to repatriate the revenues in U.S. dollars. Typically this process takes between one and two weeks in most
countries to which we fly, excluding Venezuela.
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Our maintenance costs will increase as our fleet ages.

The average age of our fleet was approximately 7.2 years as of December 31, 2016. Historically, we have incurred
low levels of maintenance expenses relative to the size of our fleet because most of the parts on our aircraft are
covered under multi-year warranties. As our fleet ages and these warranties expire and the mileage on each aircraft
increases, our maintenance costs may increase significantly, both on an absolute basis and as a percentage of our
operating expenses.

If we enter into a prolonged dispute with any of our employees, many of whom are represented by unions, or if we
are required to substantially increase the salaries or benefits of our employees, it may have an adverse impact on
our operations and financial condition.

Approximately 62.4% of our 8,733 employees are unionized. There are currently five unions covering our employees
based in Panama: the pilots� union; the flight attendants� union; the mechanics� union; the passenger service agents�
union; and an industry union, which represents ground personnel, messengers, drivers, passenger service agents,
counter agents and other non-executive administrative staff. Copa entered into collective bargaining agreements with
the pilot�s union in August 2012, the industry union in December 2013 and the mechanics� union in February 2014.
Currently Copa is re-negotiating the collective bargaining agreement with the pilot�s union, and we expect these
negotiations to conclude during the second quarter of 2017. Collective bargaining agreements in Panama typically
have four-year terms. We also have union contracts with our Copa employees in Colombia, Brazil and Mexico.

A strike, work interruption or stoppage or any prolonged dispute with our employees who are represented by any of
these unions could have an adverse impact on our operations. These risks are typically exacerbated during periods of
renegotiation with the unions, which typically occurs every two to four years depending on the jurisdiction and the
union. Any renegotiated collective bargaining agreement could feature significant wage increases and a consequent
increase in our operating expenses. Any failure to reach an agreement during negotiations with unions may require us
to enter into arbitration proceedings, use financial and management resources, and potentially agree to terms that are
less favorable to us than our existing agreements. Employees who are not currently members of unions may also form
new unions that may seek further wage increases or benefits.

Our business is labor-intensive. We expect salaries, wages and benefits to increase on a gross basis, and these costs
could increase as a percentage of our overall costs. If we are unable to hire, train and retain qualified pilots and other
employees at a reasonable cost, our business could be harmed and we may be unable to complete our expansion plans.

Our revenues depend on our relationship with travel agents and tour operators and we must manage the costs,
rights and functionality of these third-party distribution channels effectively.

In 2016, approximately 66.8% of our revenues were derived from tickets sold through third-party distribution
channels, including those provided by conventional travel agents, online travel agents, or �OTAs� (for example, Expedia
and Orbitz), or tour operators. We cannot assure that we will be able to maintain favorable relationships with these
ticket sellers. Our revenues could be adversely impacted if travel agents or tour operators elect to favor other airlines
or to disfavor us. Our relationship with travel agents and tour operators may be affected by:

� the size of commissions offered by other airlines;
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� changes in our arrangements with other distributors of airline tickets; and

� the introduction and growth of new methods of selling tickets.
These third-party distribution channels, along with global distribution systems, or �GDSs,� that travel agents and tour
operators use to obtain airline travel information and issue airline tickets, are more expensive than those we operate
ourselves, such as our website. Certain of these distribution channels also effectively restrict the manner in which we
distribute our products generally. To remain competitive, we will need to successfully manage our distribution costs
and rights, increase our distribution flexibility and improve the functionality of third-party distribution channels, while
maintaining an industry-competitive cost structure. These initiatives may affect our relationships with our third-party
distribution channels. Any inability to manage our third-party distribution costs, rights and functionality at a
competitive level or any material diminishment or disruption in the distribution of our tickets could have a material
adverse effect on our business, results of operations and financial condition.

We rely on third parties to provide our customers and us with services that are integral to our business.

We have several agreements with third-party contractors to provide certain services primarily outside of Panama.
Maintenance services include aircraft heavy checks, engine maintenance, overhaul, component repairs and line
maintenance
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activities. In addition to call center services, third-party contractors also provide us with �below the wing� aircraft
services. At airports other than Tocumen International Airport, most of our aircraft services are performed by
third-party contractors. Substantially all of our agreements with third-party contractors are subject to termination on
short notice. The loss or expiration of these agreements or our inability to renew these agreements or to negotiate new
agreements with other providers at comparable rates could negatively impact our business and results of operations.
Further, our reliance on third parties to provide reliable equipment or essential services on our behalf could lead us to
have less control over the costs, efficiency, timeliness and quality of our service. A contractor�s negligence could
compromise our aircraft or endanger passengers and crew. This could also have a material adverse effect on our
business. We expect to be dependent on such agreements for the foreseeable future and if we enter any new market,
we will need to have similar agreements in place.

We depend on a limited number of suppliers.

We are subject to the risks of having a limited number of suppliers for our aircraft and engines. One of the elements of
our business strategy is to save costs by operating a simplified fleet. Copa currently operates the Boeing 737-700/800
Next Generation aircraft powered by CFM 56-7B engines from CFM International and the Embraer 190, powered by
General Electric CF 34-10 engines. We currently intend to continue to rely exclusively on these aircraft. However,
starting in August 2018 we will receive the 737 MAX, which is an advanced version of the existing 737-Next
Generation. This aircraft will be equipped with a Leap 1B engine, also manufactured by CFM International. If any of
Boeing, Embraer, CFM International or GE Engines are unable to perform their contractual obligations, or if we are
unable to acquire or lease new aircraft or engines from aircraft or engine manufacturers or lessors on acceptable terms,
we would have to find another supplier for a similar type of aircraft or engine.

If we have to lease or purchase aircraft from another supplier, we could lose the benefits we derive from our current
fleet composition. We cannot ensure that any replacement aircraft would have the same operating advantages as the
Boeing 737-700/800 Next Generation or Embraer 190 aircraft that would be replaced or that Copa could lease or
purchase engines that would be as reliable and efficient as the CFM 56-7B and GE CF34-10. We may also incur
substantial transition costs, including costs associated with acquiring spare parts for different aircraft models,
retraining our employees, replacing our manuals and adapting our facilities. Our operations could also be harmed by
the failure or inability of Boeing, Embraer, CFM International or GE Engines to provide sufficient parts or related
support services on a timely basis.

Our business would be impacted if a design defect or mechanical problem with any of the types of aircraft or
components that we operate were discovered that would ground any of our aircraft while the defect or problem was
being addressed, assuming it could be corrected at all. The use of our aircraft could be suspended or restricted by
regulatory authorities in the event of any actual or perceived mechanical or design issues. Our business would also be
negatively impacted if the public began to avoid flying with us due to an adverse perception of the types of aircraft
that we operate stemming from safety concerns or other problems, whether real or perceived, or in the event of an
accident involving those types of aircraft or components.

We also depend on a limited number of suppliers with respect to supplies obtained locally, such as our fuel. These
local suppliers may not be able to maintain the pace of our growth and our requirements may exceed their capabilities,
which may adversely affect our ability to execute our day-to-day operations and our growth strategy.

Our business financial condition and results of operations could be materially affected by the loss of key personnel.

Our success depends to a significant extent on the ability of our senior management team and key personnel to operate
and manage our business effectively. Most of our employment agreements with key personnel do not contain any

Edgar Filing: Copa Holdings, S.A. - Form 20-F

Table of Contents 35



non-competition provisions applicable upon termination. Competition for highly qualified personnel is intense. If we
lose any executive officer, senior manager or other key employee and are not able to obtain an adequate replacement,
or if we are unable to attract and retain new qualified personnel, our business, financial condition and results of
operations could be materially adversely affected.

Our operations in Cuba may adversely affect the market price of our Class A shares

We currently operate seven daily departures to and from Cuba which provide passenger, cargo and mail transportation
service. For the year ended December 31, 2016, our transported passengers to and from Cuba represented
approximately 4.7% of our total passengers. Our operating revenues from Cuban operations during the year ended
December 31, 2016 represented approximately 1.7% of our total consolidated operating revenues for such year. Our
assets located in Cuba are not significant.

The U.S. Treasury Department�s Office of Foreign Assets Control (OFAC) administers and enforces economic and
trade sanctions based on U.S. foreign policy against Cuba and certain other targeted foreign countries, and groups
opposed to

13

Edgar Filing: Copa Holdings, S.A. - Form 20-F

Table of Contents 36



Table of Contents

the Cuban regime may seek to exert pressure on companies doing business in Cuba. Although Cuba has been removed
from the U.S. Department of State�s list of state sponsors of terrorism, uncertainty remains over OFAC�s enforcement
of sanctions against Cuba and the impact the sanctions program will have on our operations, particularly if such
activities grow in the future. Certain U.S. states have enacted or may enact legislation regarding investments by
state-owned investors, such as public employee pension funds and state university endowments, in companies that
have business activities with Cuba. As a result, such state-owned institutional investors may be subject to restrictions
with respect to investments in companies such as ours, which could adversely affect the market for our shares.

Risks Relating to the Airline Industry

The airline industry is highly competitive.

We face intense competition throughout our route network. Overall airline industry profit margins are low and
industry earnings are volatile. Airlines compete in the areas of pricing, scheduling (frequency and flight times),
on-time performance, frequent flyer programs and other services. Some of our competitors, such as American
Airlines, have larger customer bases and greater brand recognition in the markets we serve outside Panama, and some
of our competitors have significantly greater financial and marketing resources than we have. Airlines based in other
countries may also receive subsidies, tax incentives or other state aid from their respective governments, which are not
provided by the Panamanian government. Changes in our interactions with our passengers or our product offerings
could negatively impact our business. For example, prior to 2015, we had participated in UAL�s loyalty program,
MileagePlus, but in July 2015, we launched our ConnectMiles frequent flyer program. Although, ConnectMiles is
allowing us to build a more direct relationship with our customers, it may not be as successful as UAL�s MileagePlus
program in building, and maintaining, brand loyalty. In addition, the commencement of, or increase in, service on the
routes we serve by existing or new carriers could negatively impact our operating results. Likewise, competitors�
service on routes that we are targeting for expansion may make those expansion plans less attractive.

We compete with a number of other airlines that currently serve some of the routes on which we operate, including
Avianca-Taca, American Airlines, Delta Air Lines, Aeromexico, and LATAM Group, or �LATAM,� among others.
Strategic alliances, bankruptcy restructurings and industry consolidations characterize the airline industry and tend to
intensify competition. Several air carriers have merged and/or reorganized in recent years, including certain of our
competitors, such as LATAM, Avianca-Taca, American-US Airways and Delta-Northwest, and have benefited from
lower operating costs and fare discounting in order to maintain cash flows and to enhance continued customer loyalty.

In addition, since 2008, the airline industry has experienced increased consolidation and changes in international
alliances, both of which have altered and will continue to alter the competitive landscape in the industry by resulting
in the formation of airlines and alliances with increased financial resources, more extensive global networks and
altered cost structures. For example, Viva Colombia and Volaris are low-cost competitors, which operate domestic
and international flights out of Colombia and Mexico, respectively. In December 2016, Copa�s subsidiary in Colombia,
AeroRepública, launched Wingo, a low-cost product to serve domestic destinations and some point-to-point leisure
markets, to improve Copa�s position within Colombia, and better compete with low unbundled prices from LCCs.
Although we intend to compete vigorously and maintain our strong competitive position in the industry, Avianca and
LAN Colombia (LATAM) represent a significant portion of the domestic market in Colombia and have access to
greater resources as a result of their recent combinations. Therefore, Copa faces stronger competition than in recent
years, and its prior results may not be indicative of its future performance.

Traditional hub-and-spoke carriers in the United States and Europe continue to face substantial and increasing
competitive pressure from low-cost carriers offering discounted fares. The low-cost carriers� operations are typically
characterized by point-to-point route networks focusing on the highest demand city pairs, high aircraft utilization,
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single class service and fewer in-flight amenities. As evidenced by Grupo Viva, which is growing in domestic and
international markets in Latin America; Spirit, which serves Latin America, including Panama, from Fort Lauderdale;
JetBlue, which flies from Orlando to Latin America; Azul, which flies from Brazil to several Latin America countries
and the United States and a number of LCCs that operate within the Latin America region, the LCC business model
appears to be gaining acceptance in the Latin American aviation industry. As a result, we may face new and
substantial competition from LCCs in the future which could result in significant and lasting downward pressure on
the fares we charge for flights on our routes.

We must constantly react to changes in prices and services offered by our competitors to remain competitive. The
airline industry is highly susceptible to price discounting, particularly because airlines incur very low marginal costs
for providing service to passengers occupying otherwise unsold seats. Carriers use discount fares to stimulate traffic
during periods of lower demand to generate cash flow and to increase market share. Any lower fares offered by one
airline are often matched by competing airlines, which often results in lower industry yields with little or no increase
in traffic levels. Price competition among airlines in the future could lead to lower fares or passenger traffic on some
or all of our routes, which could negatively impact our profitability. We cannot be certain that any of our competitors
will not undercut our fares in the
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future or increase capacity on routes in an effort to increase their respective market share. Although we intend to
compete vigorously and to assert our rights against any predatory conduct, such activity by other airlines could reduce
the level of fares or passenger traffic on our routes to the point where profitable levels of operations cannot be
maintained. Due to our smaller size and financial resources compared to several of our competitors, we may be less
able to withstand aggressive marketing tactics or fare wars engaged in by our competitors should such events occur.

Significant changes or extended periods of high fuel costs or fuel supply disruptions could materially affect our
operating results.

Fuel costs constitute a significant portion of our total operating expenses, representing approximately 27.1% of
operating expenses in 2016, 30.4% in 2015 and 37.6% in 2014. Jet fuel costs have been subject to wide fluctuations as
a result of increases in demand, sudden disruptions in and other concerns about global supply, as well as market
speculation. Fuel prices reached record levels during the middle of 2008, decreased substantially in 2009, and have
fluctuated up and down since 2009, reaching a new low in 2015. Both the cost and availability of fuel are subject to
many economic, political, weather, environmental and other factors and events occurring throughout the world that we
can neither control nor accurately predict, including international political and economic circumstances such as the
political instability in major oil-exporting countries in Latin America, Africa and Asia. Any future fuel supply
shortage (for example, as a result of production curtailments by the Organization of the Petroleum Exporting
Countries, or �OPEC,� a disruption of oil imports, supply disruptions resulting from severe weather or natural disasters,
the continued unrest in the Middle East or otherwise could result in higher fuel prices or further reductions in
scheduled airline services). We cannot ensure that we would be able to offset any increases in the price of fuel by
increasing our fares.

We routinely enter into derivative contracts for a portion of our fuel needs to protect against rising fuel costs, although
in recent periods, we have entered into such arrangements on a much more selective basis. These agreements provide
only limited protection against increases in the price of fuel or our counterparties� inability to perform under the
agreement, can be less effective during volatile market conditions and may be unavailable to us in the event of a
deterioration in our financial condition. Because of the large volume of jet fuel that we consume in our business,
entering into derivative contracts for any substantial portion of our future projected fuel requirements is costly. Fuel
prices are likely to increase above their current levels and may do so in the near future, which could materially and
negatively affect our operating results. Conversely, declines in fuel prices may increase the costs associated with our
fuel hedging arrangements to the extent we have entered into swaps or collars. Swaps and put options sold as part of a
collar obligate us to make payments to the counterparty upon settlement of the contracts if the price of the commodity
hedged falls below the agreed upon amount. Historically, declining crude oil prices have resulted in our being required
to post significant amounts of collateral to cover potential amounts owed with respect to swap and collar contracts that
have not yet settled. Additionally, lower fuel prices may result in lower fares through the reduction or elimination of
fuel surcharges.

We may experience difficulty recruiting, training and retaining pilots and other employees.

The airline industry is a labor-intensive business. We employ a large number of flight attendants, maintenance
technicians and other operating and administrative personnel. The airline industry has, from time to time, experienced
a shortage of qualified personnel. Recently, we have experienced significant turnover due to shifting economic
environments worldwide that have led competitors to offer incentives to attract skilled pilots. As is common with most
of our competitors, considerable turnover of employees may occur and may not always be predictable. When we
experience higher turnover, our training costs may be higher due to the significant amount of time required to train
each new employee and, in particular, each new pilot. If our pilots terminate their contracts earlier than anticipated, we
may be unable to successfully recoup the costs spent to train those pilots. We cannot be certain that we will be able to
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recruit, train and retain the qualified employees that we need to continue our current operations to replace departing
employees. A failure to hire, train and retain qualified employees at a reasonable cost could materially adversely affect
our business, financial condition and results of operations.

Under Panamanian law, there is a limit on the maximum number of non-Panamanian employees that we may employ.
Our need for qualified pilots has at times exceeded the domestic supply and as such, we have had to hire a substantial
number of non-Panamanian national pilots. However, we cannot ensure that we will continue to attract foreign pilots.
The inability to attract and retain pilots may adversely affect our growth strategy by limiting our ability to add new
routes or increase the frequency of existing routes.

Because the airline industry is characterized by high fixed costs and relatively elastic revenues, airlines cannot
quickly reduce their costs to respond to shortfalls in expected revenue.

The airline industry is characterized by low gross profit margins, high fixed costs and revenues that generally exhibit
substantially greater elasticity than costs. The operating costs of each flight do not vary significantly with the number
of
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passengers flown and, therefore, a relatively small change in the number of passengers, fare pricing or traffic mix
could have a significant effect on operating and financial results. These fixed costs cannot be adjusted quickly to
respond to changes in revenues, and a shortfall from expected revenue levels could have a material adverse effect on
our net income.

Our business may be adversely affected by downturns in the airline industry caused by terrorist attacks, political
unrest, war or outbreak of disease, which may alter travel behavior or increase costs.

Demand for air transportation may be adversely affected by terrorist attacks, war or political and social instability, an
outbreak of a disease or similar public health threat, natural disasters, cyber security threats and other events. Any of
these events could cause governmental authorities to impose travel restrictions or otherwise cause a reduction in travel
demand or changes in travel behavior in the markets in which we operate. Any of these events in our markets could
have a material impact on our business, financial condition and results of operations. Furthermore, these types of
situations could have a prolonged effect on air transportation demand and on certain cost items, such as security and
insurance costs.

The terrorist attacks in the United States on September 11, 2001, for example, had a severe and lasting adverse impact
on the airline industry, in particular, a decrease in airline traffic in the United States and, to a lesser extent, in Latin
America. Our revenues depend on the number of passengers traveling on our flights. Therefore, any future terrorist
attacks or threat of attacks, whether or not involving commercial aircraft, any increase in hostilities relating to
reprisals against terrorist organizations, including an escalation of military involvement in the Middle East, or
otherwise, and any related economic impact could result in decreased passenger traffic and materially and negatively
affect our business, financial condition and results of operations.

Increases in insurance costs and/or significant reductions in coverage would harm our business, financial
condition and results of operations.

Following the 2001 terrorist attacks, premiums for insurance against aircraft damage and liability to third parties
increased substantially, and insurers could reduce their coverage or increase their premiums even further in the event
of additional terrorist attacks, hijackings, airline crashes or other events adversely affecting the airline industry abroad
or in Latin America. In the future, certain aviation insurance could become unaffordable, unavailable, or available
only for reduced amounts of coverage that are insufficient to comply with the levels of insurance coverage required by
aircraft lenders and lessors or applicable government regulations. While governments in other countries have agreed to
indemnify airlines for liabilities that they might incur from terrorist attacks or provide low-cost insurance for terrorism
risks, the Panamanian government has not indicated an intention to provide similar benefits to us. Increases in the cost
of insurance may result in higher fares, which could result in a decreased demand and materially and negatively affect
our business, financial condition and results of operations.

Failure to comply with applicable environmental regulations could adversely affect our business.

Our operations are covered by various local, national and international environmental regulations. These regulations
cover, among other things, emissions to the atmosphere, disposal of solid waste and aqueous effluents, aircraft noise
and other activities that result from the operation of aircraft. Future operations and financial results may vary as a
result of such regulations. Compliance with these regulations and new or existing regulations that may be applicable
to us in the future could increase our cost base and adversely affect our operations and financial results.

Risks Relating to Panama and our Region
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We are highly dependent on conditions in Panama and, to a lesser extent, in Colombia.

A substantial portion of our assets are located in the Republic of Panama and a significant proportion of our
passengers� trips either originates or ends in Panama. Furthermore, substantially all of Copa�s flights operate through
our hub at Tocumen International Airport. As a result, we depend on economic and political conditions prevailing
from time to time in Panama. Panama�s economic conditions in turn highly depend on the continued profitability and
economic impact of the Panama Canal. Control of the Panama Canal and many other assets were transferred from the
United States to Panama in 1999 after nearly a century of U.S. control. Political events in Panama may significantly
affect our operations.

Copa Colombia�s results of operations are highly sensitive to macroeconomic and political conditions prevailing in
Colombia, which have been highly volatile and unstable in recent decades. Although the state of affairs in Colombia
has been steadily improving since 2002, the Colombian economy�s growth slowed in 2015, and political unrest and
instability in Colombia could resume, which could adversely affect Copa Colombia�s financial condition and results of
operations.
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According to International Monetary Fund estimates, during 2017 the Panamanian and Colombian economies are
expected to grow by 5.8% and 2.7%, respectively, as measured by their GDP at constant prices. However, if either
economy experiences a sustained recession, or significant political disruptions, our business, financial condition or
results of operations could be materially and negatively affected.

Any increase in the taxes we or our shareholders pay in Panama or the other countries where we do business could
adversely affect the value of our Class A shares.

We cannot ensure that our current tax rates will not increase. Our provision for income taxes was $38.3 million,
$32.8 million and $36.6 million in the years ended December 31, 2016, 2015 and 2014, respectively, which
represented an effective income tax rate of 10.3%, -17.0% and 9.2%, respectively. We are subject to local tax
regulations in each of the jurisdictions where we operate, the great majority of which are related to the taxation of
income. In some of the countries to which we fly, we do not pay any income taxes, because we do not generate
income under the laws of those countries either because they do not have income tax or because of treaties or other
arrangements those countries have with Panama. In the remaining countries, we pay income tax at rates ranging from
22% to 34% of income.

Different countries calculate income in different ways, but they are typically derived from sales in the applicable
country multiplied by our net margin or by a presumed net margin set by the relevant tax legislation. The
determination of our taxable income in certain countries is based on a combination of revenues sourced to each
particular country and the allocation of expenses of our operations to that particular country. The methodology for
multinational transportation company sourcing of revenues and expenses is not always specifically prescribed in the
relevant tax regulations, and therefore is subject to interpretation by both us and the respective taxing authorities.
Additionally, in some countries, the applicability of certain regulations governing non-income taxes and the
determination of our filing status are also subject to interpretation. We cannot estimate the amount, if any, of potential
tax liabilities that might result if the allocations, interpretations and filing positions used by us in our tax returns were
challenged by the taxing authorities of one or more countries. If taxes were to increase, our financial performance and
results of operations could be materially and adversely affected. Due to the competitive revenue environment, many
increases in fees and taxes have been absorbed by the airline industry rather than being passed on to the passenger. If
we were to pass any of these increases in fees and taxes onto passengers, we may no longer compete effectively as
those increases may result in reduced customer demand for air travel with us and we may no longer compete
effectively, thereby reducing our revenues. If we were to absorb any increases in fees and taxes, the additional costs
could have a material adverse effect on our results of operations.

In 2010, the Panamanian tax code for the airline industry was amended to make taxes based on net income earned for
traffic whose origin or final destination is the Republic of Panama. The applicable tax rate for 2010 was 27.5%. For
2011 and going forward, the applicable tax rate has been established at 25.0%. On December 30, 2013, the
Panamanian National Assembly approved amendments to the tax code that would have changed Panama�s tax system
from a territoriality regime to a global tax regime, subject to certain exceptions. Although these amendments were
repealed on January 10, 2014 by the Assembly, the Panamanian tax code could be subject to further change in the
future, which could materially increase our effective tax rate.

Dividends from our Panamanian subsidiaries, including Copa, are separately subject to a 10% percent withholding tax
on the portion attributable to Panamanian-sourced income and a 5% withholding tax on the portion attributable to
foreign-sourced income. Additionally, a 7% value added tax is levied on tickets issued in Panama for travel
commencing in Panama and going abroad, irrespective of where such tickets were ordered.
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Political unrest and instability in Latin American countries in which we operate may adversely affect our business
and the market price of our Class A shares.

While geographic diversity helps reduce our exposure to risks in any one country, we operate primarily within Latin
America and are thus subject to a full range of risks associated with our operations in these regions. These risks may
include unstable political or economic conditions, lack of well-established or reliable legal systems, exchange controls
and other limits on our ability to repatriate earnings and changeable legal and regulatory requirements. In Venezuela
and Argentina, for example, we and other airlines and foreign companies may only repatriate cash through specific
governmental programs, which may effectively preclude us from repatriating cash for periods of time. In addition,
Venezuela has experienced difficult political conditions and declines in the rate of economic growth in recent periods
as well as governmental actions that have adversely impacted businesses that operate there. For the year ended
December 31, 2016 sales in local currency in Venezuela and Argentina represented 0.1% and 8.2% of our total sales,
respectively. Inflation, any decline in GDP or other future economic, social and political developments in Latin
America may adversely affect our financial condition or results of operations.
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Although conditions throughout Latin America vary from country to country, our customers� reactions to
developments in Latin America generally may result in a reduction in passenger traffic, which could materially and
negatively affect our financial condition, results of operations and the market price of our Class A shares.

Risks Relating to Our Class A Shares

The value of our Class A shares may be adversely affected by ownership restrictions on our capital stock and the
power of our Board of Directors to take remedial actions to preserve our operating license and international route
rights by requiring sales of certain outstanding shares or issuing new stock.

Pursuant to the Panamanian Aviation Act, as amended and interpreted to date, and certain of the bilateral treaties
affording us the right to fly to other countries, we are required to be �substantially owned� and �effectively controlled� by
Panamanian nationals. Our failure to comply with such requirements could result in the loss of our Panamanian
operating license and/or our right to fly to certain important countries. Our Articles of Incorporation (Pacto Social)
give special powers to our independent directors to take certain significant actions to attempt to ensure that the amount
of shares held in us by non-Panamanian nationals does not reach a level that could jeopardize our compliance with
Panamanian and bilateral ownership and control requirements. If our independent directors determine it is reasonably
likely that we will be in violation of these ownership and control requirements and our Class B shares represent less
than 10% of our total outstanding capital stock (excluding newly issued shares sold with the approval of our
independent directors committee), our independent directors will have the power to issue additional Class B shares or
Class C shares with special voting rights solely to Panamanian nationals. See �10B. Memorandum and Articles of
Association�Description of Capital Stock.�

If any of these remedial actions are taken, the trading price of the Class A shares may be materially and adversely
affected. An issuance of Class C shares could have the effect of discouraging certain changes of control of Copa
Holdings or may reduce any voting power that the Class A shares enjoy prior to the Class C share issuance. There can
be no assurance that we would be able to complete an issuance of Class B shares to Panamanian nationals. We cannot
be certain that restrictions on ownership by non-Panamanian nationals will not impede the development of an active
public trading market for the Class A shares, adversely affect the market price of the Class A shares or materially limit
our ability to raise capital in markets outside of Panama in the future.

Our controlling shareholder has the ability to direct our business and affairs, and its interests could conflict with
those of other shareholders.

All of our Class B shares, representing approximately 26.0% of the economic interest in Copa Holdings and 100% of
the voting power of our capital stock, are owned by Corporación de Inversiones Aéreas, S.A., or �CIASA,� a
Panamanian entity. CIASA is in turn controlled by a group of Panamanian investors. In order to comply with the
Panamanian Aviation Act, as amended and interpreted to date, we have amended our organizational documents to
modify our share capital so that CIASA will continue to exercise voting control of Copa Holdings. CIASA will not be
able to transfer its voting control unless control of our Company will remain with Panamanian nationals. CIASA will
maintain voting control of the Company so long as CIASA continues to own a majority of our Class B shares and the
Class B shares continue to represent more than 10% of our total share capital (excluding newly issued shares sold with
the approval of our independent directors committee). Even if CIASA ceases to own the majority of the voting power
of our capital stock, CIASA may continue to control our Board of Directors indirectly through its control of our
Nominating and Corporate Governance Committee. As the controlling shareholder, CIASA may direct us to take
actions that could be contrary to other shareholders� interests and under certain circumstances CIASA will be able to
prevent other shareholders, including you, from blocking these actions. Also, CIASA may prevent change of control
transactions that might otherwise provide an opportunity to dispose of or realize a premium on investments in our
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Class A shares.

The Class A shares will only be permitted to vote in very limited circumstances and may never have full voting
rights.

The holders of Class A shares have no right to vote at our shareholders� meetings except with respect to corporate
transformations of Copa Holdings, mergers, consolidations or spin-offs of Copa Holdings, changes of corporate
purpose, voluntary delisting of the Class A shares from the NYSE, the approval of nominations of our independent
directors and amendments to the foregoing provisions that adversely affect the rights and privileges of any Class A
shares. The holders of Class B shares have the power, subject to our supplemental agreement with UAL, to elect the
Board of Directors and to determine the outcome of all other matters to be decided by a vote of shareholders. Class A
shares will not have full voting rights unless the Class B shares represent less than 10% of our total capital stock
(excluding newly issued shares sold with the approval of our independent directors committee). See �Item 10B.
Memorandum and Articles of Association�Description of Capital Stock.� We cannot assure that the Class A shares will
ever carry full voting rights.
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Substantial future sales of our Class A shares by CIASA could cause the price of the Class A shares to decrease.

CIASA owns all of our Class B shares, and those Class B shares will be converted into Class A shares if they are sold
to non-Panamanian investors. In connection with our initial public offering in December 2005, Continental and
CIASA reduced their ownership of our total capital stock from 49.0% to approximately 27.3% and from 51.0% to
approximately 25.1%, respectively. In a follow-on offering in June 2006, Continental further reduced its ownership of
our total capital stock from 27.3% to 10.0%. In May 2008, we and CIASA released Continental from its standstill
obligations and they sold down their remaining shares in the public market. CIASA holds registration rights with
respect to a significant portion of its shares pursuant to a registration rights agreement entered into in connection with
our initial public offering. In March 2010, CIASA converted a portion of its Class B shares into 1.6 million
non-voting Class A shares and sold such Class A shares in an SEC-registered public offering. In the event CIASA
seeks to reduce its ownership below 10% of our total share capital, our independent directors may decide to issue
special voting shares solely to Panamanian nationals to maintain the ownership requirements mandated by the
Panamanian Aviation Act. As a result, the market price of our Class A shares could drop significantly if CIASA
further reduces its investment in us, other significant holders of our shares sell a significant number of shares or if the
market perceives that CIASA or other significant holders intend to sell their shares. As of December 31, 2016 CIASA
owns 26.0% of Copa Holdings� total capital stock mainly as a result of share repurchase programs executed in 2014
and 2015.

Holders of our common stock are not entitled to preemptive rights, and as a result shareholders may experience
substantial dilution upon future issuances of stock by us.

Under Panamanian corporate law and our organizational documents, holders of our Class A shares are not entitled to
any preemptive rights with respect to future issuances of capital stock by us. Therefore, unlike companies organized
under the laws of many other Latin American jurisdictions, we are free to issue new shares of stock to other parties
without first offering them to our existing Class A shareholders. In the future we may sell Class A or other shares to
persons other than our existing shareholders at a lower price than the shares already sold, and as a result shareholders
may experience substantial dilution of their interest in us.

Shareholders may not be able to sell our Class A shares at the price or at the time desired because an active or
liquid market for the Class A shares may not continue.

Our Class A shares are listed on the NYSE. During the three months ended December 31, 2016, the average daily
trading volume for our Class A shares as reported by the NYSE was approximately 446,448 shares. Active, liquid
trading markets generally result in lower price volatility and more efficient execution of buy and sell orders for our
investors. The liquidity of a securities market is often affected by the volume of shares publicly held by unrelated
parties. We cannot predict whether an active liquid public trading market for our Class A shares will be sustained.

Our Board of Directors may, in its discretion, amend or repeal our dividend policy. Shareholders may not receive
the level of dividends provided for in the dividend policy or any dividends at all.

In February 2016, the Board of Directors approved a change to the dividend policy to limit aggregate annual dividends
to an amount equal to 40% of the previous year�s annual consolidated underlying net income, to be distributed in equal
quarterly installments subject to board approval. Our Board of Directors may, in its sole discretion and for any reason,
amend or repeal any aspect of this dividend policy. Our Board of Directors may decrease the level of dividends
provided for in this dividend policy or entirely discontinue the payment of dividends. Future dividends with respect to
shares of our common stock, if any, will depend on, among other things, our results of operations, cash requirements,
financial condition, contractual restrictions, business opportunities, provisions of applicable law and other factors that
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our Board of Directors may deem relevant. See �Item 8A. Consolidated Statements and Other Financial
Information�Dividend Policy.�

To the extent we pay dividends to our shareholders, we will have less capital available to meet our future liquidity
needs.

Our Board of Directors has reserved the right to amend the dividend policy or pay dividends in excess of the level
circumscribed in the dividend policy. The aviation industry has cyclical characteristics, and many international
airlines are currently experiencing difficulties meeting their liquidity needs. Also, our business strategy contemplates
growth over the next several years, and we expect such growth will require a great deal of liquidity. To the extent that
we pay dividends in accordance with, or in excess of, our dividend policy, the money that we distribute to
shareholders will not be available to us to fund future growth and meet our other liquidity needs.
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Our Articles of Incorporation impose ownership and control restrictions on our Company that ensure that
Panamanian nationals will continue to control us and these restrictions operate to prevent any change of control or
some transfers of ownership in order to comply with the Aviation Act and other bilateral restrictions.

Under Law No. 21 of January 29, 2003, as amended and interpreted to date, or the �Aviation Act,� which regulates the
aviation industry in the Republic of Panama, Panamanian nationals must exercise �effective control� over the operations
of the airline and must maintain �substantial ownership.� Under certain of the bilateral agreements between Panama and
other countries pursuant to which we have the right to fly to those other countries and over their territories, we must
also continue to have substantial Panamanian ownership and effective control by Panamanian nationals to retain these
rights. On November 25, 2005, the Executive Branch of the Government of Panama promulgated a decree stating that
the �substantial ownership� and �effective control� requirements of the Aviation Act are met if a Panamanian citizen or a
Panamanian company is the record holder of shares representing 51% or more of the voting power of the Company.
Although the decree has the force of law for so long as it remains in effect, it does not supersede the Aviation Act, and
it could be modified or superseded at any time by a future Executive Branch decree. Additionally, the decree has no
binding effect on regulatory authorities of other countries whose bilateral agreements impose Panamanian ownership
and control limitations on us. These phrases are not defined in the Aviation Act itself or in the bilateral agreements to
which Panama is a party, and it is unclear how a Panamanian court or, in the case of the bilateral agreements, foreign
regulatory authorities, would interpret them.

The share ownership requirements and transfer restrictions contained in our Articles of Incorporation, as well as the
dual-class structure of our voting capital stock, are designed to ensure compliance with these ownership and control
restrictions. See �Item 10B. Memorandum and Articles of Association�Description of Capital Stock.� At the present time,
CIASA is the record owner of 100% of our Class B voting shares, representing approximately 26.0% of our total share
capital and all of the voting power of our capital stock. These provisions of our Articles of Incorporation may prevent
change of control transactions that might otherwise provide an opportunity to realize a premium on investments in our
Class A shares. They also ensure that Panamanians will continue to control all the decisions of our Company for the
foreseeable future.

The protections afforded to minority shareholders in Panama are different from and more limited than those in the
United States and may be more difficult to enforce.

Under Panamanian law, the protections afforded to minority shareholders are different from, and much more limited
than, those in the United States and some other Latin American countries. For example, the legal framework with
respect to shareholder disputes is less developed under Panamanian law than under U.S. law and there are different
procedural requirements for bringing shareholder lawsuits, including shareholder derivative suits. As a result, it may
be more difficult for our minority shareholders to enforce their rights against us or our directors or controlling
shareholder than it would be for shareholders of a U.S. company. In addition, Panamanian law does not afford
minority shareholders as many protections for investors through corporate governance mechanisms as in the United
States and provides no mandatory tender offer or similar protective mechanisms for minority shareholders in the event
of a change in control. While our Articles of Incorporation provide limited rights to holders of our Class A shares to
sell their shares at the same price as CIASA in the event that a sale of Class B shares by CIASA results in the
purchaser having the right to elect a majority of our board, there are other change of control transactions in which
holders of our Class A shares would not have the right to participate, including the sale of interests by a party that had
previously acquired Class B shares from CIASA, the sale of interests by another party in conjunction with a sale by
CIASA, the sale by CIASA of control to more than one party, or the sale of controlling interests in CIASA itself.

Item 4. Information on the Company
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A. History and Development of the Company

General

Copa was established in 1947 by a group of Panamanian investors and Pan American World Airways, which provided
technical and economic assistance as well as capital. Initially, Copa served three domestic destinations in Panama with
a fleet of three Douglas C-47 aircraft. In the 1960s, Copa began its international service with three weekly flights to
cities in Costa Rica, Jamaica and Colombia using a small fleet of Avro 748s and Electra 188s. In 1971, Pan American
World Airways sold its stake in Copa to a group of Panamanian investors who retained control of the airline until
1986. During the 1980s, Copa suspended its domestic service to focus on international flights.

In 1986, CIASA purchased 99% of Copa, which was controlled by the group of Panamanian shareholders who
currently control CIASA. From 1992 until 1998, Copa was a part of a commercial alliance with Grupo TACA�s
network of Central American airline carriers. In 1997, together with Grupo TACA, Copa entered into a strategic
alliance with American Airlines. After a year our alliance with American Airlines was terminated by mutual consent.
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On May 6, 1998, Copa Holdings, S.A., the holding company for Copa and related companies was incorporated as a
sociedad anónima under the laws of Panama to facilitate the sale by CIASA of a 49% stake in Copa Holdings to
Continental. In connection with Continental�s investment, we entered into an extensive alliance agreement with
Continental providing for code-sharing, joint marketing, technical exchanges and other cooperative initiatives between
the airlines. At the time of our initial public offering in December 2005, Continental reduced its ownership of our total
capital stock from 49% to approximately 27.3%. In a follow-on offering in June 2006, Continental further reduced its
ownership of our total capital stock from 27.3% to 10.0%. In May 2008, Continental sold its remaining shares in the
public market. In March 2010, CIASA sold 4.2% of its interest and as of December 31, 2016 held 26.0% of our total
capital stock.

Since 1998, we have grown and modernized our fleet while improving customer service and reliability. Copa has
expanded its operational fleet from 13 aircraft to 99 aircraft at December 31, 2016. In 1999, we received our first
Boeing 737-700s, in 2003 we received our first Boeing 737-800, and in 2005 we received our first Embraer 190. In
the first quarter of 2005, we completed our fleet renovation program and discontinued the use of our last Boeing
737-200.Since 2005, we have expanded from 24 destinations in 18 countries to 73 destinations in 31 countries. We
plan to continue our expansion, which includes increasing our fleet, over the next several years.

On April 22, 2005, we acquired an initial 85.6% equity ownership interest in Copa Colombia, which was one of the
largest domestic carriers in Colombia in terms of passengers carried. Through subsequent acquisitions, we increased
our total ownership interest in Copa Colombia to 99.9% by the end of that year. We believe that Copa Airlines�
operational coordination with Copa Colombia creates additional passenger traffic in our existing route network by
providing Colombian passengers more convenient access to the international destinations served through our Panama
hub.

In December 2016, we launched a new low-cost model, Wingo, to diversify our offerings and to better compete with
other low cost carriers in the markets. Wingo serves domestic flights in Colombia and some international cities to and
from Colombia.

Our registered office is located at Boulevard Costa del Este, Avenida Principal y Avenida de la Rotonda,
Urbanización Costa del Este, Complejo Business Park, Torre Norte, Parque Lefevre, Panama City, Panama and our
telephone number is +507 304-2774. The website of Copa Airlines is www.copaair.com. Information contained on, or
accessible through, this website is not incorporated by reference herein and shall not be considered part of this annual
report. Our agent for service of process in the United States is Puglisi & Associates, 850 Library Avenue, Suite 204,
Newark, Delaware 19715, and its telephone number is +(302) 738-6680.

Capital Expenditures

During 2016, our capital expenditures were $106.7 million, which consisted primarily of the acquisition of property
and equipment. During 2015, our capital expenditures were $3.7 million, which consisted primarily of expenditures
related to advance payments on aircraft purchase contracts and acquisition of property and equipment. During 2014,
our capital expenditures were $99.9 million, which consisted primarily of expenditures related to our purchase of four
Boeing 737-800 aircraft, as well as expenditures related to advance payments on aircraft purchase contracts.

B. Business Overview

We are a leading Latin American provider of airline passenger and cargo service through our two principal operating
subsidiaries, Copa Airlines and Copa Colombia. Copa Airlines operates from its strategically-located position in the
Republic of Panama, and Copa Colombia flies from Colombia to Copa Airlines Hub of the Americas in Panama, and

Edgar Filing: Copa Holdings, S.A. - Form 20-F

Table of Contents 51



operates a low cost model within Colombia and various cities in the region. We currently operate a fleet of 99 aircraft,
78 Boeing 737-Next Generation aircraft and 21 Embraer 190 aircraft to meet our growing capacity requirements. As
of December 31, 2016 the Company had two purchase contracts with Boeing: the first contract entails four firm orders
of Boeing 737 Next Generation aircraft, which will be delivered between 2017 and 2018, and the second contract
entails 71 firm orders of Boeing 737 MAX aircraft, which will be delivered between 2018 and 2025.

Copa currently offers approximately 337 daily scheduled flights among 73 destinations in 31 countries in North,
Central and South America and the Caribbean from its Panama City hub. Copa provides passengers with access to
flights to more than 146 other destinations through codeshare arrangements with UAL and other airlines pursuant to
which each airline places its name and flight designation code on the other�s flights. Through its Panama City hub,
Copa is able to consolidate passenger traffic from multiple points to serve each destination effectively.
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Copa began its strategic alliance with Continental in 1998. Since then, Copa, Continental and Continental�s successor,
United Airlines, or �UAL� or �United,� have conducted joint marketing and codesharing arrangements. On October 1st,
2010, Continental merged with United Airlines. The combined carrier took the United Airlines name but uses the
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former Continental�s livery and logo. All of the service and alliance agreements we had in place with Continental have
been transferred to the combined UAL entity. We believe that Copa�s co-branding and joint marketing activities, which
continue with UAL, have enhanced its brand in Latin America, and that the relationship with UAL has afforded it
cost-related benefits, such as improved purchasing power in negotiations with aircraft vendors and insurers. We have
reached a mutually beneficial arrangement with UAL and extended the term, and continue with, an updated alliance
agreement from May 2016 forward. Due to the long-standing alliance relationship with Continental, and in order to
ensure Copa remained fully aligned with Continental on a number of important joint initiatives, Copa officially joined
Star Alliance on June 21, 2012, which Continental had joined at the end of 2009.

Since January 2001, we have grown significantly and have established a track record of consistent profitability, with
the one exception of 2015. Although in 2015 and 2016 our revenues and margins decreased as compared to 2014, our
total operating revenues increased from $0.3 billion in 2001 to $2.2 billion in 2016 while our operating margins also
increased from 8.6% to 12.4% over the same period.

Our Strengths

We believe our primary business strengths that have allowed us to compete successfully in the airline industry include
the following:

� Our �Hub of the Americas� airport is strategically located. We believe that Copa�s base of
operations at the geographically central location of Tocumen International Airport in Panama
City, Panama provides convenient connections to our principal markets in North, Central and
South America and the Caribbean, enabling us to consolidate traffic to serve several destinations
that do not generate enough demand to justify point-to-point service. Flights from Panama operate
with few service disruptions due to weather, contributing to high completion factors and on-time
performance. Tocumen International Airport�s sea-level altitude allows our aircraft to operate
without the performance restrictions they would be subject to at higher-altitude airports. We
believe that Copa�s hub in Panama allows us to benefit from Panama City�s status as a center for
financial services, shipping and commerce and from Panama�s stable, dollar-based economy,
free-trade zone and growing tourism.

� We focus on keeping our operating costs low. In recent years, our low operating costs and
efficiency have contributed significantly to our profitability. Our operating cost per available seat
mile, excluding costs for fuel, fleet charges and intangible write-off charges, was $5.16 in 2012,
$5.50 in 2013, $5.29 in 2014, $5.14 in 2015 and $5.18 in 2016. We believe that our cost per
available seat mile reflects our modern fleet, efficient operations and the competitive cost of labor
in Panama.

� We operate a modern fleet. Our fleet consists of modern Boeing 737-Next Generation and
Embraer 190 aircraft equipped with winglets and other modern cost-saving and safety features.
Over the next several years, we intend to enhance our modern fleet through the addition of four
Boeing 737-Next Generation aircraft which will be delivered between 2017 and 2018 and 71
additional 737-MAX 8 and 9 aircraft to be delivered between 2018 and 2025. We believe that our
modern fleet contributes to our on-time performance and high completion factor (percentage of
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scheduled flights not cancelled).

� We believe Copa has a strong brand and a reputation for quality service. We believe that the
Copa brand is associated with value to passengers, providing world-class service and competitive
pricing. For the year ended December 31, 2016, Copa�s statistic for on-time performance,
according to DOT standard methodology of arrivals within 14 minutes of scheduled arrival time,
was 88.4% and its completion factor was 99.8%. We believe our focus on customer service has
helped to build passenger loyalty. In addition, the excellent response to our new loyalty program,
ConnectMiles, demonstrates the strong affinity Copa customers have for the brand. During 2016
we were recognized by OAG for the second consecutive year as the second most on-time airline
in the world, and by Flight Stats, for the fourth consecutive year as the most on-time airline in
Latin America. We were also recognized for best airline, best staff and best regional airline in our
region by Skytrax Airlines Award.

� Our management fosters a culture of teamwork and continuous improvement. Our management
team has been successful at creating a culture based on teamwork and focused on continuous
improvement. Each of our employees has individual objectives based on corporate goals that
serve as a basis for measuring performance. When corporate operational and financial targets are
met, employees are eligible to receive bonuses according to our profit sharing program. See �Item
6D. Employees.� We also recognize outstanding performance of individual employees through
company-wide recognition, one-time awards, special events and, in the case of our senior
management, grants of restricted stock and stock options. Our goal-oriented culture and incentive
programs have contributed to a motivated work force that is focused on satisfying customers,
achieving efficiencies and growing profitability.
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Our Strategy

Our goal is to continue to grow profitably and enhance our position as a leader in Latin American aviation by
providing a combination of superior customer service, convenient schedules and competitive fares, while maintaining
competitive costs. The key elements of our business strategy include the following:

� Expand our network by increasing frequencies and adding new destinations. We believe that
demand for air travel in Latin America is likely to expand in the next decade, and we intend to use
our increasing fleet capacity to meet this growing demand. We intend to focus on expanding our
operations by increasing flight frequencies on our most profitable routes and initiating service to
new destinations. Copa�s Panama City hub allows us to consolidate traffic and provide non-stop or
one-stop connecting service to over 2,000 city pairs, and we intend to focus on providing new or
increased service to destinations that we believe best enhance the overall connectivity and
profitability of our network.

� Continue to focus on keeping our costs low. We seek to reduce our cost per available seat mile
without sacrificing services valued by our customers as we execute our growth plans. Our goal is
to maintain a modern fleet and to make effective use of our resources through efficient aircraft
utilization and employee productivity. We intend to reduce our distribution costs by increasing
direct sales as well as improving efficiency through technology and automated processes.

� Emphasize superior service and value to our customers. We intend to continue to focus on
satisfying our customers and earning their loyalty by providing a combination of superior service
and competitive fares. We believe that continuing our operational success in keeping flights on
time, reducing mishandled luggage and offering convenient schedules to attractive destinations
will be essential to achieving this goal. We intend to continue to incentivize our employees to
improve or maintain operating and service metrics relating to our customers� satisfaction by
continuing our profit sharing plan and employee recognition programs. We will continue to
reward our customer loyalty with, ConnectMiles awards, upgrades and access to our Copa Club
lounges.

Industry

In Latin America, the scheduled passenger service market consists of three principal groups of travelers: strictly
leisure, business and travelers visiting friends and family. Leisure passengers and passengers visiting friends and
family typically place a higher emphasis on lower fares, whereas business passengers typically place a higher
emphasis on flight frequency, on-time performance, breadth of network and service enhancements, including loyalty
programs and airport lounges.

According to data from the International Air Transport Association, or �IATA,� Latin America comprised
approximately 7.5% of international worldwide passengers flown in 2015 or 267.3 million passengers.

The Central American aviation market is dominated by international traffic. According to data from IATA,
international revenue passenger miles, or �RPMs,� are concentrated between North America and Central America. This
segment represented 79.1% of international RPMs flown to and from Central America in 2015, compared to 16.6%
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RPMs flown between Central America and South America and 4.3% for RPMs flown between Central American
countries. Total RPMs flown on international flights to and from Central America remained flat in 2015, and load
factors on international flights to and from Central America were 80% on average.

The chart below details passenger traffic between regions in 2015:

2015 IATA Traffic Results
Passenger Kms Flown Available Seat Kms Passenger LF
(Millions)Change (%) (Millions) Change (%) LF Change (%)

North America - Central America / Caribbean 138,756 7.4 169,601 6.6 82% 0.6 p.p.
North America - South America 98,382 6.6 120,819 6.7 81% -0.1 p.p.
Within South America 37,651 4.9 47,345 3.6 80% -2.4 p.p.
Central America/Caribbean - South America 29,201 7.8 37,822 10.2 77% 2 p.p.
Within Central America 7,548 7.9 11,459 4.7 66% 1.9 p.p.
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Panama serves as a hub for connecting passenger traffic between major markets in North, South, and Central America
and the Caribbean. Accordingly, passenger traffic to and from Panama is significantly influenced by economic growth
in surrounding regions. Major passenger traffic markets in North, South and Central America experienced growth in
their GDP in 2016. Preliminary figures indicate that real GDP increased by 5.2% in Panama and by 2.2% in
Colombia, according to data of the World Economic and Financial Survey conducted by the International Monetary
Fund or �IMF.�

GDP (in US$ billions) GDP per Capita
2016 2016 2016

Current Prices
(US$)

Real GDP
(% Growth)

Current
Prices
(US$)

Argentina 542 (1.76) 12,425

Brazil 1,770 (3.27) 8,587

Chile 235 1.70 12,910

Colombia 274 2.17 5,623

Mexico 1,064 2.09 8,699

Panama 55 5.20 13,515

USA 18,562 1.58 57,294
Source: International Monetary Fund, World Economic Outlook Database, October 2016.

Panama has benefited from a stable economy with moderate inflation and steady GDP growth. According to IMF
estimates, from 2010 to 2016, Panama�s real GDP grew at an average annual rate of 7.8%, while inflation averaged
3.4% per year. According to Panama�s Contraloría General, the service sector represents approximately 74.0% of total
real GDP in Panama, a higher percentage of GDP than the service sector represents in most other Latin American
countries. The IMF currently estimates Panama�s population to be approximately 4.2 million in 2016, with the majority
of the population concentrated in Panama City, where our hub at Tocumen International Airport is located. We believe
the combination of a stable, service-oriented economy and steady population growth has helped drive our domestic
origin and destination passenger traffic.

Domestic travel within Panama primarily consists of individuals visiting families as well as domestic and foreign
tourists visiting the countryside. Most of this travel is done via ground transportation, and its main flow is to and from
Panama City, where most of the economic activity and population is concentrated. Demand for domestic air travel is
growing and relates primarily to leisure travel from foreign and local tourists. Since January 2015, Copa has operated
three daily flights to the second-largest city in Panama, David in Chiriqui. The remaining market is served primarily
by one local airline, Air Panama, which operates a fleet primarily consisting of turbo prop aircraft generally with less
than 50 seats. This airline offers limited international service and operates in the domestic terminal of Panama City,
which is located 30 minutes by car from Tocumen International Airport.

Colombia is the third largest country in Latin America in terms of population, with a population of approximately
48.8 million in 2016 according to the IMF, and has a land area of approximately 440,000 square miles. Colombia�s
GDP is estimated to be $274.1 billion for 2016, and per capita income was approximately $5.6 thousand (current
prices) according to the IMF. Colombia�s geography is marked by the Andean mountains and an inadequate road and
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rail infrastructure, making air travel a convenient and attractive transportation alternative. Colombia shares a border
with Panama, and for historic, cultural and business reasons it represents a significant market for many Panamanian
businesses.
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Route Network and Schedules

As of December 31, 2016, Copa provided regularly-scheduled flights to 73 cities in North, Central and South America
and the Caribbean. The majority of Copa flights operate through our hub in Panama City which allows us to transport
passengers and cargo among a large number of destinations with service that is more frequent than if each route were
served directly.

We believe our hub-and-spoke model is the most efficient way for us to operate our business since most of the
origination/destination city pairs we serve do not generate sufficient traffic to justify point-to-point service. Also,
since we serve many countries, it would be very difficult to obtain the bilateral route rights necessary to operate a
competitive network-wide point-to-point system.

Copa schedules its hub flights using a �connecting bank� structure, where flights arrive at the hub at approximately the
same time and depart a short time later. In June 2011, we increased our banks of flights from four to six a day. This
allowed us to increase efficiency in the use of hub infrastructure in addition to providing more time of day choices to
passengers.

As a part of our strategic relationship with UAL, Copa provides flights through codesharing arrangements to over 146
other destinations. In addition to codeshares provided with our Star Alliance partners, Copa also has codesharing
arrangements in place with several other carriers, including Air France, KLM, Iberia, Emirates, Gol, Tame and
Aeromexico.

In addition to increasing the frequencies to destinations we already serve, Copa�s business strategy is also focused on
adding new destinations across Latin America, the Caribbean and North America in order to increase the
attractiveness of our Hub of the Americas at Tocumen International Airport for intra-American traffic. We currently
plan to introduce new destinations and to increase frequencies to many of the destinations that Copa currently serves.
Our Embraer 190 aircraft, together with the Boeing 737-Next Generation aircraft, allow us to improve our service by
increasing frequencies and service to new destinations with the right-sized aircraft.

In December 2016, we launched a new low-cost model, Wingo, to diversify our offerings and to better compete with
other low cost carriers in the markets. Wingo serves domestic flights in Colombia and some international cities to and
from Colombia.

Our plans to introduce new destinations and increase frequencies depend on the allocation of route rights, a process
over which we do not have direct influence. Route rights are allocated through negotiations between the government
of Panama and Colombia, and the governments of countries to which we intend to increase flights. If we are unable to
obtain route rights, we will exercise the flexibility within our route network to re-allocate capacity as appropriate.

Revenue by Region

The following table shows our revenue generated in each of our major operating regions.

Year Ended December 31,
Region 2016 2015 2014 2013 2012

North America (1) 28.8% 24.9% 20.5% 18.0% 16.7% 
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South America 42.1% 45.6% 55.1% 63.6% 60.8% 

Central America (2) 23.2% 23.3% 19.7% 13.7% 17.8% 

Caribbean (3) 5.9% 6.2% 4.7% 4.7% 4.7% 

(1) Includes USA, Canada, Mexico
(2) Includes Panama
(3) Cuba, Dominican Republic, Haiti, Jamaica, Puerto Rico, Aruba, Curaçao, St. Maarten, Bahamas, and Trinidad

and Tobago.
Airline Operations

Passenger Operations

Passenger revenue accounted for approximately $2,133.2 million in 2016, $2,166.7 million in 2015, and
$2,619.9 million in 2014, representing 96.0%, 96.3%, and 96.8%, respectively, of Copa�s total revenues. Leisure
traffic, which makes up close to half of Copa�s total traffic, tends to coincide with holidays, school vacations and
cultural events and peaks in July and August, and again in December and January. Despite these seasonal variations,
Copa�s overall traffic pattern is relatively stable due to the constant influx of business travelers. Approximately half of
Copa�s passengers regard Panama City as their destination or origination point, and most of the remaining passengers
pass through Panama City in transit to other points on our route network.
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Cargo Operations

In addition to our passenger service, we make efficient use of extra capacity in the belly of our aircraft by carrying
cargo. Our cargo operations consist principally of freight service. Copa�s cargo business generated revenues of
approximately $54.0 million in 2016, $56.8 million in 2015, and $60.6 million in 2014, representing 2.4%, 2.5%, and
2.2% respectively, of Copa�s operating revenues. We primarily move our cargo in the belly of our aircraft; however,
we also wet-lease and charter freighter capacity when necessary to meet our cargo customers� needs.

Pricing and Revenue Management

Copa has designed its fare structure to balance its load factors and yields in a way that it believes will maximize
profits on its flights. Copa also maintains revenue management policies and procedures that are intended to maximize
total revenues, while remaining generally competitive with those of our major competitors. Copa uses Revenue
Manager, the revenue management software designed by Sabre.

Copa charges more for tickets on higher-demand routes, tickets purchased on short notice and other itineraries
suggesting a passenger would be willing to pay a premium. This represents strong value to Copa�s business customers,
who need more flexibility with their flight plans. The number of seats Copa offers at each fare level in each market
results from a continual process of analysis and forecasting. Past booking history, seasonality, the effects of
competition and current booking trends are used to forecast demand. Current fares and knowledge of upcoming events
at destinations that will affect traffic volumes are included in Copa�s forecasting model to arrive at optimal seat
allocations for its fares on specific routes. Copa uses a combination of approaches, taking into account yields, flight
load factors and effects on load factors of continuing traffic, depending on the characteristics of the markets served, to
arrive at a strategy for achieving the best possible revenue per available seat mile, balancing the average fare charged
against the corresponding effect on our load factors.

Relationship with UAL

It is common practice in the commercial aviation industry for airlines to develop marketing and commercial alliances
with other carriers in order to offer a more complete and seamless travel experience to passengers. These alliances
typically yield certain conveniences such as codesharing, frequent flyer reciprocity, and, where permitted, coordinated
scheduling of flights as well as additional joint marketing activities.

In May 1998, Copa Airlines and Continental entered into a comprehensive alliance agreement package, encompassing
a broad array of activities such as Copa�s participation in Continental�s frequent flyer programs and VIP lounges; as
well as agreements in other areas, such as trademarks. These agreements were initially signed for a period of ten years.
In November 2005, Copa and Continental amended and restated these agreements and extended their term through the
year 2016. In 2010, United Airlines merged with Continental Airlines, keeping the name United Airlines. In May
2016 Copa and United Airlines amended and restated these agreements and extended their term through the year
2021.

Copa Holdings is also a party to a supplemental agreement with CIASA and Continental entered into in connection
with Continental�s May 2008 offering of our shares. The supplemental agreement terminates the shareholders�
agreement between the Company, CIASA and Continental that existed prior to Continental�s exit and further amends
the amended and restated registration rights agreement between the parties. Pursuant to the supplemental agreement,
Continental received the right to appoint a member of its senior management to our Board of Directors during the term
of our alliance agreement with Continental.
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On October 1st, 2010, Continental merged with United Airlines and became a wholly-owned subsidiary of UAL. All
the benefits from our previous alliance with Continental have been recognized by UAL. Our alliance relationship with
Continental enjoyed a grant of antitrust immunity from the U.S. Department of Transportation, or �DOT.� The DOT
issued a �route transfer order� document after Continental merged with UAL, whereby the existing antitrust immunity
grant between Continental and Copa Airlines is now in effect between UAL and Copa Airlines.

As a result of our alliance, we have benefited from Continental�s and now UAL�s expertise and experience over the past
decade. For example, prior to July 2015 when we launched our own frequent flyer program, ConnectMiles, we
adopted Continental�s OnePass (now UAL�s MileagePlus) frequent flyer program and rolled out a co-branded joint
product in much of Latin America, which enabled Copa to develop brand loyalty among travelers. The co-branding of
the OnePass (now MileagePlus) loyalty program helped to leverage the brand recognition that Continental already
enjoyed across Latin America and has enabled Copa to compete more effectively against regional competitors such as
Avianca-Taca and the Oneworld alliance represented by American Airlines and LATAM Airlines. We also share
UAL�s Sceptre inventory management software, which allows Copa to pool spare parts with UAL and to rely on UAL
to provide engineering support for
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maintenance projects. We have also been able to take advantage of UAL�s purchasing power and negotiate more
competitive rates for spare parts and third-party maintenance work. In addition to the Sceptre system, we have adopted
several important information technology systems, such as the SHARES computer reservation system in an effort to
maintain commonality with UAL.

In 2007, Copa joined the SkyTeam global alliance as an Associate Member, in part due to the support and sponsorship
of Continental. Continental left the SkyTeam Alliance and joined the Star Alliance effective the fourth quarter of
2009. Due to the long-standing alliance relationship with Continental, and in order to ensure Copa remained fully
aligned with Continental on a number of important joint initiatives, Copa also exited the SkyTeam Alliance during the
fourth quarter of 2009 and officially joined Star Alliance on June 21, 2012.

Alliance Agreement. Under our current alliance agreement with UAL, both entities agree to continue their codesharing
relationship with extensions as they feel appropriate and to work to maintain our antitrust immunity with the DOT. In
order to support the codesharing relationship, the alliance agreement also contains provisions mandating a continued
frequent flyer relationship between the airlines, setting minimum levels of quality of service for the airlines and
encouraging cooperation in marketing and other operational initiatives. Other than by expiration as described above,
the agreement is also terminable by either airline in cases of, among other things, uncured material breaches of the
alliance agreement by the other airline, bankruptcy of the other airline, termination of the services agreement for
breach by the other airline, termination of the frequent flyer participation agreement without entering into a successor
agreement with the other airline, certain competitive activities, certain changes of control of either of the parties and
certain significant operational service failures by the other airline.

Frequent Flyer Participation Agreement. In July 2015, we elected to cease co-branding the MileagePlus frequent flyer
program in Latin America and launched our own frequent flyer program, ConnectMiles. We have reached a scale
where establishing our own direct relationship with our customers is warranted. Copa and UAL will remain strong
loyalty partners through our participation in the Star Alliance.

Trademark License Agreement. Under the trademark license agreement, we have the right to use a logo incorporating
a design that is similar to the design of the new UAL logo. We also have the right to use UAL�s trade dress, aircraft
livery and certain other UAL marks under the agreement that allow us to more closely align our overall product with
our alliance partner. The trademark license agreement is coterminous with the alliance agreement and can also be
terminated for breach. In most cases, we will have a period of five years after termination to cease to use the marks on
our aircraft, with less time provided for signage and other uses of the marks or in cases where the agreement is
terminated for a breach by us.

Sales, Marketing and Distribution

Sales and Distribution. Approximately 65.8% of sales during 2016 were completed through travel agents, including
OTAs and other airlines while approximately 34.2% were direct sales via our city ticket offices, or �CTOs,� call centers,
airport counters or website. Travel agents receive base commissions, not including back-end incentive payments,
ranging from 0% to 6.7% depending on the country. The weighted average rate for these commissions during 2016
was 1.9%. In recent years, base commissions have decreased significantly in most markets as more efficient back-end
incentive programs have been implemented to reward selected travel agencies that exceed their sales targets.

Travel agents obtain airline travel information and issue airline tickets through global distribution systems, or �GDSs�,
that enable them to make reservations on flights from a large number of airlines. GDSs are also used by travel agents
to make hotel and car rental reservations. Copa participates actively in all major international GDSs, including
SABRE, Amadeus, Galileo and Worldspan. In return for access to these systems, Copa pays transaction fees that are
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generally based on the number of reservations booked through each system.

Copa has a sales and marketing network consisting of 71 domestic and international ticket offices, including city
ticket offices located in Panama and Colombia, in addition to the airports where we operate.

The call center that operates Copa�s reservations and sales services handles calls from Panama as well as most other
countries to which Copa flies. Such centralization has resulted in a significant increase in telephone sales, as it
efficiently allows for improvements in service levels such as 24-hour-a-day, 7-days-a-week service, in three different
languages.

Advertising and Promotional Activities. Our advertising and promotional activities include the use of television, print,
radio and billboards, as well as targeted public relation events in the cities where we fly. In recent years, we have
increased our use of digital marketing, including social media via Facebook and Twitter to enhance our brand image
and engage customers in a new way. We believe that the corporate traveler is an important part of our business, and
we particularly promote our service to these customers by conveying the reliability, convenience and consistency of
our service and offering value-added services such as convention and conference travel arrangements. We also
promote package deals for the destinations where we fly through combined efforts with selected hotels and travel
agencies.
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Competition

We face considerable competition throughout our route network. Overall airline industry profit margins are relatively
low and industry earnings are volatile. Airlines compete in the areas of pricing, scheduling (frequency and flight
times), on-time performance, frequent flyer programs and other services. Strategic alliances, bankruptcy restructurings
and industry consolidations characterize the airline industry and tend to intensify competition.

Copa competes with a number of other airlines that currently serve the routes on which we operate, including
Avianca, American Airlines, Delta Airlines, Aeromexico, and LATAM, among others. In order to remain competitive,
we must constantly react to changes in prices and services offered by our competitors.

In 2011, the LAN Group acquired Aires, a low-cost Colombian air carrier, which is now operated as LATAM. In
2012, the LAN Group acquired the Brazilian TAM Airlines, which resulted in the creation of the LATAM Airlines
Group (LATAM). In addition, several other air carriers have reorganized in recent years, including certain of our
competitors, such as Avianca-Taca, American and Delta, and have benefited from lower operating costs and fare
discounting in order to maintain cash flows and to enhance continued customer loyalty.

In addition, since 2008, the airline industry has experienced increased consolidation and changes in international
alliances, both of which have altered and will continue to alter the competitive landscape in the industry by resulting
in the formation of airlines and alliances with increased financial resources, more extensive global networks and
altered cost structures.

The airline industry is highly susceptible to price discounting, particularly because airlines incur very low marginal
costs for providing service to passengers occupying otherwise unsold seats. Carriers use discount fares to stimulate
traffic during periods of lower demand to generate cash flow and to increase market share. Any lower fares offered by
one airline are often matched by competing airlines, which frequently results in lower industry yields with little or no
increase in traffic levels. Price competition among airlines could lead to lower fares or passenger traffic on some or all
of our routes, which could negatively impact our profitability.

Airlines based in other countries may also receive subsidies, tax incentives or other state aid from their respective
governments, which are not provided by the Panamanian government. The commencement of, or increase in, service
on the routes we serve by existing or new carriers could negatively impact our operating results. Likewise,
competitors� service on routes that we are targeting for expansion may make those expansion plans less attractive. We
must constantly react to changes in prices and services offered by our competitors to remain competitive.

Traditional hub-and-spoke carriers in the United States and Europe have in recent years faced substantial and
increasing competitive pressure from low-cost carriers offering discounted fares. The low-cost carriers� operations are
typically characterized by point-to-point route networks focusing on the highest demand city pairs, high aircraft
utilization, single class service and fewer in-flight amenities. As evidenced by the operations of competitors in Brazil
and other South American countries and several new low-cost carriers which have launched service, the �low-cost
carrier� business model appears to be gaining acceptance in the Latin American aviation industry, and we may face
new and substantial competition from low-cost carriers in the future.

With respect to our cargo operations, we will continue to face competition from all of the major airfreight companies,
most notably DHL, which has a cargo hub operation at Tocumen International Airport.

Aircraft
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As of December 31, 2016, Copa operated a fleet consisting of 99 aircraft, including 14 Boeing 737-700 Next
Generation aircraft, 64 Boeing 737-800 Next Generation aircraft and 21 Embraer 190 aircraft. As of December 31,
2016, Copa had firm orders, including purchase and lease commitments, for four additional Boeing 737 Next
Generation aircraft to be delivered in 2017 and 2018, and 71 additional 737-MAX 8 and 9 aircraft to be delivered
between 2018 and 2025.
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The current composition of the Copa fleet as of December 31, 2016 is fully described below:

Average Term of Lease
Number of Aircraft Remaining Average Age Seating
Total Owned Leased (Years) (Years) Capacity

Boeing 737-700 14 12 2 4.3 14.6 124
Boeing 737-800 64 37 27 4.3 4.8 154/160
Embraer 190 21 19 2 1.0 9.5 94/106

Total 99 68 31 4.1 7.2 �  
The table below describes the expected size of our fleet at the end of each year set forth below, assuming delivery of
all aircraft for which we currently have firm orders but not taking into account any aircraft for which we have
purchase rights and options:

Aircraft Type 2017 2018 2019 2020 2021 2022
737-700(1) 14 14 14 16 14 14
737-800(2) 66 68 59 56 52 47
737-MAX(3) � 5 10 22 34 46
Embraer 190 20 19 19 19 19 19

Total Fleet 100 106 102 113 119 126

(1) Assumes the return of leased aircraft upon expiration of lease contracts.
(2) We have the flexibility to choose between the different members of the 737-Next Generation family of aircraft

for most of the 737-800 aircraft deliveries.
(3) We have the flexibility to choose between the different members of the 737-MAX family.
The Boeing 737 aircraft currently in our fleet are fuel-efficient and suit our operations well for the following reasons:

� They have simplified maintenance procedures.

� They require just one type of standardized training for our crews.

� They have one of the lowest operating costs in their class.
Our focus on profitable operations means that we periodically review our fleet composition. As a result, our fleet
composition changes over time when we conclude that adding other types of aircraft will help us achieve this goal.
The introduction of any new type of aircraft to our fleet is only done if, after careful consideration, we determine that
such a step will improve our profitability. In line with this philosophy, after conducting a careful cost-benefit analysis,
we added the Embraer 190 aircraft because its combination of smaller size and highly efficient operating
characteristics made it the ideal aircraft to serve new mid-sized markets and to increase frequency to existing

Edgar Filing: Copa Holdings, S.A. - Form 20-F

Table of Contents 68



destinations. The Embraer 190 incorporates advanced design features, such as integrated avionics, fly-by-wire flight
controls, and CF34-10 engines made by General Electric. The Embraer 190 has a range of approximately 2,000
nautical miles, enabling it to fly to a wide range of destinations from short-haul to certain medium-haul destinations.
We have configured Copa�s Embraer aircraft with a business class section similar to the business class section we have
on our Boeing 737-Next Generation aircraft. Following our growth strategy, we have placed an order of 71 Boeing
737-MAX 8 and 9 aircraft. The 737-MAX will provide additional benefits to the current fleet such as fuel efficiency,
longer range and additional capacity compared to the current Copa seat configuration.

Through several special purpose vehicles, we currently have beneficial ownership of 68 of our aircraft, including 19
Embraer 190s. In addition, we lease two of our Boeing 737-700s, 27 of our Boeing 737-800s, and two of our Embraer
190s under long-term operating lease agreements that have an average remaining term of 4.1 years. In the last three
years, we have begun financing certain aircraft by entering into sale-leaseback transactions. In 2013, we sold four
Boeing 737-800 aircraft delivered in 2013 to MC Aviation Partners, or �MCAP,� the aircraft leasing arm of Mitsubishi
Corporation, and in 2014 an additional four Boeing 737-800 aircraft delivered in 2014 to SMBC Aviation Capital or
�SMBC.� We have entered into leasing arrangements on market terms with the purchasers for all eight aircraft. Leasing
some of our aircraft provides us with flexibility to change our fleet composition if we consider it to be in our best
interests to do so. We make monthly rental payments, some of which are based on floating rates, but we are not
required to make termination payments at the end of the lease. Currently, we do not have purchase options under any
of our operating lease agreements. Under our operating lease agreements, we are required in some cases to keep
maintenance reserve accounts and in other cases to make supplemental rent payments at the end of the lease that are
calculated with reference to the aircraft�s maintenance schedule. In either case, we must return the aircraft in the
agreed-upon condition at the end of the lease term. Title to the aircraft remains with the lessor. We are responsible for
the maintenance, servicing, insurance, repair and overhaul of the aircraft during the term of the lease.
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To better serve the growing number of business travelers, we offer a business class (Clase Ejecutiva) configuration in
our fleet. Our business class service features upgraded meal service, special check-in desks, bonus mileage for
full-fare business class passengers and access to VIP lounges. In each of our Boeing 737-700 aircraft, we offer 12
business class luxury seats with 38-inch pitch. Our Boeing 737-800 aircraft currently have two different
configurations, one with 16 business class seats with 38-inch pitch; and a second, with 49-inch pitch seats, which is
currently being used in 36 of our 737-800s. In order to accommodate these luxury seats, a row from economy class
was removed, decreasing the total number of seats in those aircraft from 160 to 154. On our Embraer 190s, we offer
two different configurations, one with 12 business class seats in a four abreast configuration with 40-inch pitch, and
one with 10 business class seats in a three abreast configuration with 38-inch pitch.

Also, within the Copa Holdings fleet, there are four 737-700s dedicated to the operations of Wingo. These aircraft are
equipped with 142 economy class seats.

Each of our Boeing 737-Next Generation aircraft is powered by two CFM International Model CFM 56-7B engines.
Each of our Embraer 190 aircraft is powered by two CF34-10 engines made by General Electric. We currently have 13
spare engines for service replacements and for periodic rotation through our fleet.

Maintenance

The maintenance performed on our aircraft can be divided into two general categories: line and heavy maintenance.
Line maintenance consists of routine, scheduled maintenance checks on our aircraft, including pre-flight, daily and
overnight checks, �A-checks� and any diagnostics and routine repairs. Copa�s line maintenance is performed by Copa�s
own technicians at our main base in Panama and/or at the out stations by Copa Airlines and/or Copa Colombia
employees or third-party contractors. Heavy maintenance consists of more complex inspections and overhauls,
including �C-checks,� and servicing of the aircraft that cannot be accomplished during an overnight visit. Maintenance
checks are performed intermittently as determined by the aircraft manufacturer through Copa Airlines AAC approved
maintenance program. These checks are based on the number of hours or calendar months flown. Historically we had
contracted with certified outside maintenance providers, such as COOPESA. In October of 2010, Copa decided to
begin performing a portion of the heavy maintenance work in-house. The hiring, training, facility and tooling setup, as
well as enhancing certain support shops, were completed during a ten-month period. Ultimately, Copa acquired the
required certifications by the local authorities to perform the first in-house C-Check in August 2011, followed by its
second C-check in October of the same year. Today we are performing a continuous line of C-Checks in-house for the
entire year, and on January 20, 2017 we held the ground-breaking of our new maintenance facility which allows us to
perform up to three complete continuous lines of C-checks, as required. We estimate the completion date for the new
facility to be July 2018. In 2016, 17 heavy maintenance checks were successfully performed in-house. When possible,
Copa attempts to schedule heavy maintenance during its lower-demand seasons in order to maximize productive use
of its aircraft.

Copa has exclusive long-term contracts with GE Engines whereby they perform maintenance on all of our CFM-56
and CFM-34 engines.

In October of 2014 Copa Airlines established its own maintenance technician training program. Through this program
we recruit and train technicians through on-the-job training and formal classes. These future technicians stay in the
program for four years and once they have received both airframe and power plant licenses will be released as
mechanics to our work force. Presently we have 60 students in the program.

Copa Airlines and Copa Colombia employ, system-wide, around 500 maintenance professionals, who perform
maintenance in accordance with maintenance programs that are established by the manufacturer and approved and
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certified by international aviation authorities. Every mechanic is trained in factory procedures and goes through our
own rigorous in-house training program. Every mechanic is licensed by the AAC and approximately 34 of our
mechanics are also licensed by the FAA. Our safety and maintenance procedures are reviewed and periodically
audited by the aircraft manufacturer, the AAC, the FAA, IATA and, to a lesser extent, every foreign country to which
we fly. Copa Airlines� maintenance facility at Tocumen International Airport has been certified by the FAA as an
approved repair station, and twice a year the FAA inspects this facility to validate and renew the certification. Copa�s
aircraft are initially covered by warranties that have a term of four years, resulting in lower maintenance expenses
during the period of coverage. All of Copa Airlines� and Copa Colombia�s mechanics are trained to perform line
maintenance on both the Boeing 737-Next Generation and Embraer 190 aircraft.

All of Copa Colombia�s maintenance and safety procedures are performed according to Boeing standards (certified by
the FAA), and certified by the Aeronáutica Civil of Colombia and BVQi, the institute that issues International
Organization for Standardization, or �ISO,� quality certificates. All of Copa Colombia�s maintenance personnel are
licensed by the Aeronáutica Civil of Colombia. In August 2015, Copa Colombia received its IATA Operational Safety
Audit, or �IOSA,� compliance certification, which will remain valid until December 2017.
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Safety

We place a high priority on providing safe and reliable air service. We are focused on continuously improving our
safety performance by implementing internationally recognized best practices such as Safety Management System, or
�SMS,� Flight Data Analysis (FDA), internal and external operational safety audits, and associated programs.

Our SMS provides operational leaders with reactive, proactive, and predictive data analyses that are delivered on a
frequent and recurring basis. This program also uses a three-tiered meeting structure to ensure the safety risk of all
identified hazards are assessed and corrective actions (if required) are implemented. At the lowest meeting level, the
Operational Leaders review the risk assessments, assign actions, and monitor progress. At the middle meeting level,
the Chief Operations Officer meets with the Operational Leaders to ensure all cross-divisional issues are properly
addressed and funded. At the highest meeting level, the Chief Executive Officer monitors the performance of the SMS
program and ensures the safety risk is being properly managed.

The SMS is supported by safety investigations and a comprehensive audit program. Investigations are initiated either
by operational events or analyses of relevant trend information, such as via our Flight Data Analysis program. These
investigations are conducted by properly qualified and trained internal safety professionals. Our audit program
consists of three major components. The first serves as the aircraft maintenance quality assurance program and is
supported by six dedicated maintenance professionals. The second team consists of an internal team dedicated to
conducting standardized audits of airport, flight operations, and associated functions. The third component of our
audit program is a biennial audit of all operational components by the internationally recognized standard IOSA. We
are happy to report that in 2015 Copa Airlines�Colombia, and in 2017 Copa Airlines�Panama successfully completed
IOSA audits by external providers. We expect to complete Copa Airlines�Colombia�s recertification later in 2017.

Airport Facilities

We believe that our hub at Panama City�s Tocumen International Airport (PTY) is an excellent base of operations for
the following reasons:

� Panama�s consistently temperate climate is ideal for airport operations. For example, in recent
years Tocumen was closed and unavailable for flight operations for a total of fewer than two
hours per year on average.

� Tocumen is the only airport in Central America with two operational runways. Also, unlike some
other regional airports, consistent modernization and growth of our hub has kept pace with our
needs. In 2012, Tocumen Airport completed Phase II of an expansion project of the existing
terminal. In 2013, Tocumen started the bid for the construction of a new south terminal, with an
additional 20 gates, eight remote positions and a second customs area, was awarded.

� Panama�s central and sea level location provides a very efficient base to operate our narrow body
fleet, efficiently serving short and long-haul destinations in Central, North and South America, as
well as the Caribbean.
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� Travelers can generally make connections seamlessly through Tocumen because of its
manageable size and Panama�s policies accommodating in-transit passengers.

Tocumen International Airport is operated by an independent corporate entity established by the government, where
stakeholders have a say in the operation and development of the airport. The law that created this entity also provided
for a significant portion of revenues generated at Tocumen to be used for airport expansion and improvements. We do
not have any formal, written agreements with the airport management to govern access fees, landing rights or
allocation of terminal gates. We rely upon our good working relationship with the airport�s management and the
Panamanian government to ensure that we have access to the airport resources we need at prices that are reasonable.

We worked closely with the airport�s management and consulted with the IATA infrastructure group to provide plans
and guidance for Phase I of an airport expansion that provided eight new gate positions with jet bridges, six new
remote parking positions, expanded retail areas and improved baggage-handling facilities. The government authorized
$70 million to cover the costs of this expansion. Work on Phase I was completed in the third quarter of 2006. Phase II
of the expansion added 12 additional jet bridge gates and was completed in the fourth quarter of 2012. Recently, a bid
for the construction of a new south terminal, with an additional 20 gates, eight remote positions and a second customs
area, was awarded. Construction on the south terminal started in 2013 and is expected to be completed in 2018.
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We provide most of our own ground services and handling of passengers and cargo at Tocumen International Airport.
In addition, we provide services to several of the principal foreign airlines that operate at Tocumen. At most of the
foreign airports where we operate, foreign airport services companies provide all of our support services other than
sales, counter services and some minor maintenance.
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We lease a variety of facilities at Tocumen, including our maintenance hangar and our operations facilities in the
airport terminal. We generally cooperate with the airport authority to modify the lease terms as necessary to account
for capital improvements and expansion plans. Currently, our Gold and higher PreferMember passengers have access
to a Copa Club at the Tocumen International Airport in Panama. The capacity of the lounge is approximately 300
passengers and boasts a spacious footprint of more than 13,000 square feet, offering more space, improved facilities
and additional value to our passengers.

Our Gold and higher PreferMember passengers also have access to four other Copa Clubs in the region, which are
strategically located in San José, Guatemala City, Santo Domingo, and Medellin. The Copa Club in San José is
located at the Juan Santa Maria International Airport and has a capacity of up to 160 passengers with an area of almost
6,400 square feet. The Copa Club in Guatemala City is located at the Aurora International Airport and has a capacity
of more than 55 passengers with an area of almost 2,400 square feet. In Santo Domingo, the lounge is located at the
Las Americas International Airport with a capacity in excess of 65 passengers and an area of almost 3,000 square
feet. Additionally, the Copa Club in Medellin, located at Jose Maria Cordova International Airport, has an area close
to 2,800 square feet and a capacity of more than 65 passengers.

Fuel

Fuel costs are extremely volatile, as they are subject to many global economic, geopolitical, weather, environmental
and other factors that we can neither control nor accurately predict. Due to its inherent volatility, aircraft fuel has
historically been our most unpredictable unit cost. In the past, rapid increases in prices have come from increased
demand for oil coupled with limited refinery capacity and instability in oil-exporting countries. Recently, prices have
decreased due to the strong U.S. dollar, declining demand and rising crude oil inventories.

Aircraft Fuel Data
2016 2015 2014

Average price per gallon of jet fuel into plane (excluding
hedge) (in U.S. dollars) $ 1.53 $ 1.83 $ 3.05
Gallons consumed (in millions) 284.3 277.1 268.5
Available seat miles (in millions) 22,004 21,675 20,757
Gallons per ASM (in hundredths) 1.29 1.28 1.29

In 2016 the average price of West Texas Intermediate or �WTI� crude oil, a benchmark widely used for crude oil prices
that is measured in barrels and quoted in U.S. dollars, increased by 34% from $31.9 per barrel to $42.9 per barrel. For
the year 2016 we maintained hedge positions representing 34% of our requirements through the use of jet fuel swap
and zero cost collars. For 2017, we have hedged approximately 5% of our anticipated fuel needs. Although we have
not added hedge positions since August of 2015, we continue to evaluate various hedging strategies and may enter
into additional hedging agreements in the future, as any substantial and prolonged increase in the price of jet fuel will
likely materially and negatively affect our business, financial condition and results of operation. In the past, we have
managed to offset some of the increases in fuel prices with higher load factors, fuel surcharges and fare increases. In
addition, our relatively young, winglet-equipped fleet also helps us mitigate the impact of higher fuel prices.

Tocumen International Airport has limited fuel storage capacity. In the event there is a disruption in the transport of
fuel to the airport, we may be forced to suspend flights until the fuel tanks can be refueled.

Insurance
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We maintain passenger liability insurance in an amount consistent with industry practice, and we insure our aircraft
against losses and damages on an �all risks� basis. We have obtained all insurance coverage required by the terms of our
leases. We believe our insurance coverage is consistent with airline industry standards and appropriate to protect us
from material losses in light of the activities we conduct. No assurance can be given, however, that the amount of
insurance we carry will be sufficient to protect us from material losses. We have negotiated low premiums on our
Copa Airlines insurance policies by leveraging the purchasing power of our alliance partner, UAL. Copa Airlines� hull
and liability operations are insured under UAL�s insurance policy. We maintain separate insurance policies for our
Copa Colombia operations.
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Environmental

Our operations are covered by various local, national, and international environmental regulations. These regulations
cover, among other things, gas emissions into the atmosphere, disposal of solid waste and aqueous effluents, aircraft
noise, and other activities that result from the operation of aircraft and our aircraft comply with all environmental
standards applicable to their operations as described in this annual report. Currently, we maintain an Environmental
Management and Adequacy Program, or �PAMA,� in all our facilities, including our maintenance hangar and support
facilities at the Tocumen International Airport. This program was approved by the Panamanian National
Environmental Authority, or �MiAmbiente,� in 2013, and includes actions like a recycling program, better use of natural
resources, an electric energy consumption reduction plan, and final disposition of domestic water, among many others.
Currently, we are in the process of presenting the PAMA final report to MiAmbiente in order to get final resolution
and establish its annual follow-up assessments. Copa Airlines is an active signatory company of the Global Compact
of the United Nations and its local chapter of the Global Compact Network Panama, and have, thus, published our
Communication on Progress, or �COP,� since October 2001. This Global Compact agreement requires us to implement
measures like maintaining a young fleet, incorporating new navigation technologies such as RNAV to reduce fuel
consumption, installing winglets and scimitars in our planes to reduce fuel consumption, and recycling, among many
others. During 2016 we collected a total of 257 tons of recycling materials in Panama�s Copa facilities, which
represents a total of approximately $30,000 in savings resulting from not sending this waste to the landfill. Our
recycling programs also include the utilization of burned oil from vehicles and contaminated fuel drained from
aircrafts. We outsourced the collection of 8,500 gallons of hydrocarbons in 2016 and its subsequent conversion into
industrial boiler fuel. We also outsourced the collection of 238,219 gallons of oily water from aircraft cleaning and
painting operations and the subsequent treatment of that water made it possible to recover 190,575 gallons of water
which were then returned to nature.

Regulation

Panama

Authorizations and Certificates. Panamanian law requires airlines providing commercial services in Panama to hold
an Operation Certificate and an Air Transportation License/Certificate issued by the AAC. The Air Transportation
Certificate specifies the routes, equipment used, capacity, and frequency of flights. This certificate must be updated
every time Copa acquires new aircraft, or when routes and frequencies to a particular destination are modified.

Panamanian law also requires that the aircraft operated by Copa Airlines be registered with the Panamanian National
Aviation Registrar kept by the AAC, and that the AAC certifies the airworthiness of each aircraft in the fleet.

The Panamanian government does not have an equity interest in our Company. Bilateral agreements signed by the
Panamanian government have protected our operational position and route network, allowing us to have a significant
hub in Panama to transport intraregional traffic within and between the Americas and the Caribbean. All international
fares are filed and, depending on the bilateral agreement, are technically subject to the approval of the Panamanian
government. Historically, we have been able to modify ticket prices on a daily basis to respond to market conditions.
Copa Airlines� status as a private carrier means that it is not required under Panamanian law to serve any particular
route and is free to withdraw service from any of the routes it currently serves, subject to bilateral agreements. We are
also free to determine the frequency of service we offer across our route network without any minimum frequencies
imposed by the Panamanian authorities.

Ownership Requirements. The most significant restriction on our Company imposed by the Panamanian Aviation Act,
as amended and interpreted to date, is that Panamanian nationals must exercise �effective control� over the operations of
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the airline and must maintain �substantial ownership.� These phrases are not defined in the Aviation Act itself and it is
unclear how a Panamanian court would interpret them. The share ownership requirements and transfer restrictions
contained in our Articles of Incorporation, as well as the structure of our capital stock described under the caption
�Description of Capital Stock,� are designed to ensure compliance with these ownership and control restrictions created
by the Aviation Act. While we believe that our ownership structure complies with the ownership and control
restrictions of the Aviation Act as interpreted by a recent decree by the Executive Branch, we cannot assure you that a
Panamanian court would share our interpretation of the Aviation Act or the decree or that any such interpretations
would remain valid for the entire time you hold our Class A shares.

Although the Panamanian government does not currently have the authority to dictate the terms of our service, the
government is responsible for negotiating the bilateral agreements with other nations that allow us to fly to other
countries. Several of these agreements require Copa to remain �effectively controlled� and �substantially owned� by
Panamanian nationals in order for us to use the rights conferred by the agreements. Such requirements are analogous
to the Panamanian Aviation Act described above that requires Panamanian control of our business.
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Antitrust Regulations. In 1996, the Republic of Panama enacted antitrust legislation, which regulates industry
concentration and vertical anticompetitive practices and prohibits horizontal collusion. The Consumer Protection and
Free

33

Edgar Filing: Copa Holdings, S.A. - Form 20-F

Table of Contents 79



Table of Contents

Trade Authority is in charge of enforcement and may impose fines only after a competent court renders an adverse
judgment. The law also provides for direct action by any affected market participant or consumer, independently or
through class actions. The law does not provide for the granting of antitrust immunity, as is the case in the United
States. In February 2006, the antitrust legislation was amended to increase the maximum fines that may be assessed
for violations to $1,000,000 for violations and $250,000 for minor infractions of antitrust law. In October 2007, the
antitrust legislation was amended again to include new regulations.

Colombia

Even though the Colombian aviation market continues to be regulated by the Colombian Civil Aviation
Administration, Unidad Especial Administrativa de Aeronáutica Civil, or �Aeronáutica Civil,� the government policies
have become more liberal in recent years.

Colombia has expanded its open-skies agreements with several countries in the last years. In addition to Aruba and the
Andean Pact nations of Bolivia, Ecuador and Peru, open-skies agreements have been negotiated with Costa Rica, El
Salvador, Panama, and Dominican Republic. In the framework of liberalization between Colombia and Panama, any
airline has the right to operate unlimited frequencies between any city pair of the two countries. As a result, Copa
offers scheduled services between nine main cities in Colombia and Panama. In November 2010, Colombia signed an
open-skies agreement with the United States, which took effect in January 2013. With respect to domestic aviation,
airlines must present feasibility studies to secure specific route rights, and no airline may serve the city pairs with the
most traffic unless that airline has at least five aircraft with valid airworthiness certificates. While Aeronáutica Civil
has historically regulated the competition on domestic routes, in December 2012 it revoked a restriction requiring a
maximum number of competing airlines on each domestic route.

In October 2011, Aeronáutica Civil announced its decision to liberalize air fares in Colombia starting April 1, 2012,
including the elimination of fuel surcharges. However, airlines are required to charge an administrative fee (tarifa
administrativa) for each ticket sold on domestic routes within Colombia through an airline�s direct channels.
Passengers in Colombia are also entitled by law to compensation in the event of delays in excess of four hours,
over-bookings and cancellations. Currently, the San Andrés, Bogotá, Pereira, Cali, Cartagena, Medellin,
Bucaramanga, Cucuta, and Santa Marta airports, among others, are under private management arrangements. The
government�s decision to privatize airport administration in order to finance the necessary expansion projects and
increase the efficiency of operations has increased airports fees and facility rentals at those airports.

Authorization and Certificates. Colombian law requires airlines providing commercial services in Colombia to hold an
operation certificate issued by the Aeronáutica Civil which is automatically renewed every five years. Copa
Colombia�s operation certificate was automatically renewed in 2013.

Safety Assessment. On December 9, 2010, Colombia was re-certified as a Category 1 country under the FAA�s IASA
program.

Ownership Requirements. Colombian regulations establish that an airline satisfies the ownership requirements of
Colombia if it is registered under the Colombian Laws and Regulations.

Antitrust Regulations. In 2009, an antitrust law was issued by the Republic of Colombia; however, commercial
aviation activities remain under the authority of the Aeronáutica Civil.

Airport Facilities. The airports of the major cities in Colombia have been granted to concessionaries, who impose
charges on the airlines for the rendering of airport services. The ability to contest these charges is limited, but
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contractual negotiations with the concessionaries are possible.

United States

Operations to the United States by non-U.S. airlines, such as Copa Airlines, are subject to Title 49 of the U.S. Code,
under which the DOT, the FAA and the TSA exercise regulatory authority. The U.S. Department of Justice also has
jurisdiction over airline competition matters under federal antitrust laws.
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Authorizations and Licenses. The DOT has jurisdiction over international aviation with respect to air transportation to
and from the United States, including regulation of related route authorities, the granting of which are subject to
review by the President of the United States. The DOT exercises its jurisdiction with respect to unfair practices and
methods of competition by airlines and related consumer protection matters as to all airlines operating to and from the
United States. Copa Airlines is authorized by the DOT to engage in scheduled and charter air transportation services,
including the transportation
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of persons, property (cargo) and mail, or combinations thereof, between points in Panama and points in the United
States and beyond (via intermediate points in other countries). Copa Airlines holds the necessary authorizations from
the DOT in the form of a foreign air carrier permit, an exemption authority and statements of authorization to conduct
our current operations to and from the United States. The exemption authority was granted by the DOT in February
1998 and was due to expire in February 2000. However, the authority remains in effect by operation of law under the
terms of the Administrative Procedure Act pending final DOT action on the application we filed to renew the
authority on January 3, 2000. There can be no assurance that the DOT will grant the application. Our foreign air
carrier permit has no expiration date.

Copa Airlines� operations in the United States are also subject to regulation by the FAA with respect to aviation safety
matters, including aircraft maintenance and operations, equipment, aircraft noise, ground facilities, dispatch,
communications, personnel, training, weather observation, air traffic control and other matters affecting air safety. The
FAA requires each foreign air carrier serving the United States to obtain operational specifications pursuant to 14 CFR
Part 129 of its regulations and to meet operational criteria associated with operating specified equipment on approved
international routes. We believe that we are in compliance in all material respects with all requirements necessary to
maintain in good standing our operations specifications issued by the FAA. The FAA can amend, suspend, revoke or
terminate those specifications, or can temporarily suspend or permanently revoke our authority if we fail to comply
with the regulations, and can assess civil penalties for such failure. A modification, suspension or revocation of any of
our DOT authorizations or FAA operating specifications could have a material adverse effect on our business. The
FAA also conducts safety audits and has the power to impose fines and other sanctions for violations of airline safety
regulations. We have not incurred any material fines related to operations. The FAA also conducts safety International
Aviation Safety Assessment, or �IASA,� as to Panama�s compliance with ICAO safety standards. Panama is currently
considered a Category 1 country that complies with ICAO international safety standards. As a Category 1 country, no
limitations are placed upon our operating rights to the Unites States. If the FAA should determine that Panama does
not meet the ICAO safety standards, the FAA and DOT would restrict our rights to expand operations to the United
States.

Security. On November 19, 2001, the U.S. Congress passed, and the President signed into law, the Aviation and
Transportation Security Act or the �Aviation Security Act.� This law federalized substantially all aspects of civil
aviation security and created the TSA, an agency of the Department of Homeland Security, to which the security
responsibilities previously held by the FAA were transitioned. The Aviation Security Act requires, among other
things, the implementation of certain security measures by airlines and airports, such as the requirement that all
passengers, their bags and all cargo be screened for explosives and other security-related contraband. Funding for
airline and airport security required under the Aviation Security Act is provided in part by a $2.50 per segment
passenger security fees for flights departing from the United States, subject to a $10 per roundtrip cap; however,
airlines are responsible for costs incurred to meet security requirements beyond those provided by the TSA. The
United States government is considering increases to this fee as the TSA�s costs exceed the revenue it receives from
these fees. Implementation of the requirements of the Aviation Security Act has resulted in increased costs for airlines
and their passengers. Since the events of September 11, 2001, the U.S. Congress has mandated and the TSA has
implemented numerous security procedures and requirements that have imposed and will continue to impose burdens
on airlines, passengers and shippers.

Passenger Facility Charges. Most major U.S. airports impose passenger facility charges. The ability of airlines to
contest increases in these charges is restricted by federal legislation, DOT regulations and judicial decisions. With
certain exceptions, air carriers pass these charges on to passengers. However, our ability to pass through passenger
facility charges to our customers is subject to various factors, including market conditions and competitive factors.
The current cap on passenger facility charges is $4.50 per segment, subject to a $9 per one-way trip and an $18 per
roundtrip cap.
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Airport Access. Two U.S. airports at which we operate, O�Hare International Airport in Chicago (O�Hare) and John F.
Kennedy International Airport in New York, or �JFK,� were formerly designated by the FAA as �high density� traffic
airports subject to arrival and departure slot restrictions during certain periods of the day. From time to time, the FAA
has also issued temporary orders imposing slot restrictions at certain airports. Although slot restrictions at JFK were
formally eliminated as of January 1st, 2007, on January 15, 2008, the FAA issued an order limiting the number of
scheduled flight operations at JFK during peak hours to address the over-scheduling, congestion and delays at JFK.
The FAA is currently contemplating the implementation of a long-term congestion management rule at LaGuardia
Airport, JFK and Newark Liberty International Airport, which would replace the order currently in effect at JFK. We
cannot predict the outcome of this potential rule change on our costs or ability to operate at JFK.

On July 8, 2008, the DOT also issued a revised Airport Rates and Charges policy that allows airports to establish
non-weight based fees during peak hours and to apportion certain expenses from �reliever� airports to the charges for
larger airports in an effort to limit congestion.
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Noise Restrictions. Under the Airport Noise and Capacity Act of 1990 and related FAA regulations, aircraft that fly to
the United States must comply with certain Stage 3 noise restrictions, which are currently the most stringent FAA
operating noise requirements. All of our Copa aircraft meet the Stage 3 requirement.
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Other Regulation. U.S. laws and regulations have been proposed from time to time that could significantly increase
the cost of airline operations by imposing additional requirements or restrictions on airlines. There can be no
assurance that laws and regulations currently enacted or enacted in the future will not adversely affect our ability to
maintain our current level of operating results.

Other Jurisdictions

We are also subject to regulation by the aviation regulatory bodies that set standards and enforce national aviation
legislation in each of the jurisdictions to which we fly. These regulators may have the power to set fares, enforce
environmental and safety standards, levy fines, restrict operations within their respective jurisdictions or any other
powers associated with aviation regulation. We cannot predict how these various regulatory bodies will perform in the
future, and the evolving standards enforced by any of them could have a material adverse effect on our operations.

C. Organizational Structure

The following is an organizational chart showing Copa Holdings and its principal subsidiaries.

* Includes ownership by us held through wholly-owned holding companies organized in the British Virgin Islands.
Copa Airlines is our principal airline operating subsidiary that operates out of our hub in Panama and provides
passenger service in North, South and Central America and the Caribbean. Copa Airlines Colombia is our operating
subsidiary that provides air travel from Colombia to Copa Airlines Hub of the Americas in Panama, and operates a
low cost model within Colombia and various cities in the region. Oval Financial Leasing, Ltd. controls the special
purpose vehicles that have a beneficial interest in the majority of our fleet.

D. Property and Equipment

Headquarters

Our headquarters are located six miles away from Tocumen International Airport. We have leased six floors
consisting of approximately 119,700 square feet of the building from Desarollo Inmobiliario del Este, S.A., an entity
controlled by the same group of investors that controls CIASA, under a ten-year lease that began in January 2015 at a
rate of $0.3 million per month.
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Other Property

At Tocumen International Airport, we lease a maintenance hangar, operations offices in the terminal, counter space,
parking spaces and other operational properties from the entity that manages the airport. We pay approximately
$160,314 per month for this leased property. Around Panama City, we also lease various office spaces, parking spaces
and other properties from a variety of lessors, for which we pay approximately $92,908 per month in the aggregate.

In each of our destination cities, we also lease space at the airport for check-in, reservations and airport ticket office
sales, and we lease space for CTOs in 52 of those cities.

Copa Colombia leases most of its airport offices and CTOs. Owned properties only include one CTO and a warehouse
close to the Bogota airport.

See also our discussion of �Aircraft� and �Airport Facilities� above.

Item 4A. Unresolved Staff Comments

None.

Item 5. Operating and Financial Review and Prospects

A. Operating Results

You should read the following discussion in conjunction with our consolidated financial statements and the related
notes and the other financial information included elsewhere in this annual report.

We are a leading Latin American provider of airline passenger and cargo service through our two principal operating
subsidiaries, Copa Airlines and Copa Colombia. Copa Airlines operates from its strategically located position in the
Republic of Panama, and Copa Colombia provides air travel from Colombia to Copa Airlines Hub of the Americas in
Panama, and operates a low cost model within Colombia and various cities in the region.

Copa currently offers approximately 337 daily scheduled flights among 73 destinations in 31 countries in North,
Central and South America and the Caribbean from its Panama City hub. Copa provides passengers with access to
flights to more than 146 other destinations through codeshare arrangements with UAL pursuant to which each airline
places its name and flight designation code on the other�s flights. Through its Panama City hub, Copa Airlines is able
to consolidate passenger traffic from multiple points to serve each destination effectively.

Copa Airlines and Copa Colombia operate a modern fleet of 78 Boeing 737-Next Generation aircraft and 21 Embraer
190 aircraft. To meet growing capacity requirements, we have firm orders, including purchase and lease
commitments. As of December 31, 2016 the Company has two purchase contracts with Boeing: the first contract
entails four firm orders of Boeing 737 Next Generation aircraft, which will be delivered between 2017 and 2018, the
second contract entails 71 firm orders of Boeing 737 MAX 8 and 9 aircraft, which will be delivered between 2018 and
2025.

We began our strategic alliance with Continental, now UAL, in 1998. Since then, we have conducted joint marketing
and code-sharing arrangements. We believe that Copa�s co-branding and joint marketing activities with UAL have
enhanced our brand in Latin America, and that the relationship with UAL has afforded cost-related benefits, such as
improved purchasing power in negotiations with aircraft vendors and insurers. We are currently advanced in mutually
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beneficial negotiations with UAL and expect to extend the term, and continue with, an updated alliance agreement
from May 2016 forward.

Factors Affecting Our Results of Operations

Fuel

In 2016 the average price of WTI crude oil, a benchmark widely used for crude oil prices that is measured in barrels
and quoted in U.S. dollars, increased by 34% from $31.9 per barrel to $42.9 per barrel. For the year 2016, we
maintained hedge positions representing 34% of our requirements through the use of jet fuel swap and zero cost
collars. For 2017, we have hedged approximately 5% of our anticipated fuel needs. Although we have not added
hedge positions since August of 2015, we continue to evaluate various hedging strategies and may enter into
additional hedging agreements in the future, as any substantial and prolonged increase in the price of jet fuel will
likely materially and negatively affect our business, financial condition and results of operation. In the past, we have
managed to offset some of the increases in fuel prices with higher load
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factors, fuel surcharges and fare increases. In addition, our relatively young, winglet-equipped fleet also helps us
mitigate the impact of higher fuel prices.

Regional Economic Environment

Our historical financial results have been, and we expect them to continue to be, materially affected by the general
level of economic activity and growth of per capita disposable income in North, South and Central America and the
Caribbean, which have a material impact on discretionary and leisure travel (drivers of our passenger revenue) and the
volume of trade between countries in the region (the principal driver of our cargo revenue). As an example, during
2016 passenger revenue totaled $2.1 billion in 2016, a 1.5% decrease over passenger revenue of $2.2 billion in 2015,
mainly driven by a yield decrease of 9.2 percentage points to 12.06 cents in 2016 compared to 2015. This decrease
was due to weaker Latin American currencies, especially during the first half of the year.

In 2015, our passenger yield decreased to 13.28 cents, a 19.3% decrease as compared to 2014. This decrease was
primarily due to economic downturns and political uncertainty in Brazil, Colombia and Venezuela.

In Brazil, real GDP at constant prices contracted 3.8% in 2015, average inflation of consumer prices rose
approximately 9.0% and unemployment was approximately 6.8%, according to the April 2016 World Economic and
Financial Survey conducted by the IMF. When combined with political uncertainty, these factors led to a decrease in
disposable income.

In Colombia, yields in 2015 decreased primarily due to a significant devaluation of the Colombian peso against the
U.S. dollar. Real GDP growth in Colombia at constant prices was approximately 3.1% in 2015, which represents a
slower growth rate than in 2014 primarily because of lower oil prices. Average inflation of consumer prices in
Colombia rose approximately 5.0% in 2015, according to the April 2016 World Economic and Financial Survey
conducted by the IMF.

Our yields in Venezuela were negatively impacted by exchange controls, which led us to restrict ticket sales for
passengers paying in Venezuelan bolivars, along with high inflation and political uncertainty. According to data from
The World Bank, Venezuela�s GDP contracted by 5.7% in 2015, largely due to decreases in oil prices. Exact data
regarding inflation rates in Venezuela varies significantly, depending on the source.

Operating revenue in Brazil, Colombia and Venezuela comprised approximately 12.9%, 7.7% and 2.1%, respectively,
of total operating revenue in 2015, and passengers in those countries made up approximately 10.3%, 13.8% and 2.1%,
respectively, of our passenger traffic in the same period. In 2016, those countries comprised approximately and
11.1%, 6.4%, and 1.1%, respectively, of total operating revenue, and 9.3%, 11.3% and 1.2%, respectively, of our
passenger traffic in the same period. Due to the importance of these countries on a combined basis to our results of
operations, the drop in passenger yield on our routes to and from Brazil, Colombia and Venezuela contributed to a
material decrease in our 2015 passenger revenue.

During the latter half of 2016, Latin American currencies such as the Brazilian Real, and the Colombian peso have
been stronger as compared to 2015, and we have been able to deliver higher load factors and year-over-year yield
improvements, resulting in significant revenue expansion. According to data from The Preliminary Overview of the
Economies of Latin America and the Caribbean, an annual United Nations publication prepared by the Economic
Development Division, the economy of Latin America (including the Caribbean) decreased by 1.1% in 2016 and is
estimated to increase by 1.3% in 2017. In recent years, the Panamanian economy has outpaced the economic growth
of the United States and of Latin America as a whole. Preliminary figures for 2016 indicate that the Panamanian
economy grew by 5.2% (versus 6.0% in 2015), while headline inflation (as indicated by the consumer price index)
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rose by 1.2% in 2016. Additionally, the Colombian economy has experienced relatively stable growth. The Colombian
gross domestic product grew by 2.5% in 2015 and an estimated 2.2% in 2016, while headline inflation (as indicated
by the consumer price index) rose by 7.6% in 2016.

Revenues

We derive our revenues primarily from passenger transportation, which represented 96.0% of our revenues for the
year ended December 31, 2016. In addition, 4.0% of our total revenues are derived from cargo and other revenues.
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We recognize passenger revenue when transportation is provided. Passenger revenues reflect the capacity of our
aircraft on the routes we fly, load factor and yield. Our capacity is measured in terms of available seat miles, or �ASMs,�
which represents the number of seats available on our aircraft multiplied by the number of miles the seats are flown.
Our usage is measured in terms of RPMs, which is the number of revenue passengers multiplied by the miles these
passengers fly. Load factor, or the percentage of our capacity that is actually used by paying customers, is calculated
by dividing RPMs by ASMs. Yield is the average amount that one passenger pays to fly one mile. We use a
combination of approaches, taking into account
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yields, flight load factors and effects on load factors of connecting traffic, depending on the characteristics of the
markets served, to arrive at a strategy for achieving the best possible revenue per available seat mile, balancing the
average fare charged against the corresponding effect on our load factors.

We recognize cargo revenue when transportation is provided. Our other revenue consists primarily of excess baggage
charges, ticket change fees and charter flights.

Overall demand for our passenger and cargo services is highly dependent on the regional economic environment in
which we operate, including the GDP of the countries we serve and the disposable income of the residents of those
countries. Approximately 40% of our passengers travel at least in part for business reasons, and the growth of
intraregional trade greatly affects that portion of our business. The remaining 60% of our passengers are tourists or
travelers visiting friends and family.

The following table sets forth our capacity, load factor and yields for the periods indicated.

2016 2015 2014 2013 2012

Capacity (in available seat miles, in millions) 22,004 21,675 20,757 18,950 16,567
Load factor 80.4% 75.3% 76.7% 76.7% 75.4% 
Yield (in cents) 12.06 13.29 16.46 17.34 17.31
Seasonality

Generally, our revenues from and the profitability of our flights peak during the northern hemisphere�s summer season
in July and August and again during the December and January holiday season. Given our high proportion of fixed
costs, this seasonality is likely to cause our results of operations to vary from quarter to quarter.

Operating Expenses

The main components of our operating expenses are aircraft fuel, salaries and benefits, passenger servicing,
depreciation amortization and impairment and flight operations. A common measure of per unit costs in the airline
industry is cost per available seat mile, or �CASM,� which is generally defined as operating expenses divided by ASMs.

Aircraft fuel. The price we pay for aircraft fuel varies significantly from country to country primarily due to local
taxes. While we purchase aircraft fuel at most of the airports to which we fly, we attempt to negotiate fueling contracts
with companies that have a multinational presence in order to benefit from volume purchases. During 2016, as a result
of the location of its hub, Copa purchased 56% of its aircraft fuel in Panama. Copa has 21 suppliers of aircraft fuel
across its network. In some cases, we tanker fuel in order to minimize our cost by fueling in airports where fuel prices
are lowest. Our aircraft fuel expenses are variable and fluctuate based on global oil prices.

Aircraft Fuel Data
2016 2015 2014

Average price per gallon of jet fuel into plane (excluding
hedge) (in U.S. dollars) $ 1.53 $ 1.83 $ 3.05
Gallons consumed (in millions) 284.3 277.1 268.5
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Available seat miles (in millions) 22,004 21,675 20,757
Gallons per ASM (in hundredths) 1.29 1.28 1.29

Salaries and benefits. Salary and benefit expenses have historically increased at the rate of inflation and by the growth
in the number of our employees. In some cases, we have adjusted the salaries of our employees to correspond to
changes in the cost of living in the countries where these employees work. We do not increase salaries based on
seniority.
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Passenger servicing expenses. Our passenger servicing expenses consist of expenses for liability insurance, baggage
handling, catering, in-flight entertainment and other costs related to aircraft and airport services. These expenses are
generally directly related to the number of passengers we carry or the number of flights we operate. Passenger
servicing expenses provide us with a directional measurement of cost variances.

Commissions. Commission expenses are driven mainly by passenger revenues, indirect channel penetration
performance, and agreed commission rates, as opposed to ASM growth. Our commission expenses consist primarily
of payments for ticket sales made by travel agents and commissions paid to credit card companies. Travel agents
receive base commissions, not including back-end incentive programs, ranging from 0% to 6.7% depending on the
country. During the last few years we have reduced our commission expense per available seat mile as a result of an
industry-wide trend of paying lower commissions to travel agencies and by increasing the proportion of our sales
made through direct channels. We expect this trend to continue as more of our customers become accustomed to
purchasing through call centers and through the internet. While increasing direct sales may increase the commissions
we pay to credit card companies, we expect that the savings from the corresponding reduction in travel agency
commissions will more than offset this increase. In recent years, base commissions paid to travel agents have
decreased significantly. At the same time, we have encouraged travel agencies to move from standard base
commissions to incentive compensation based on sales volume and fare types.

Maintenance, material and repair expenses. Our maintenance, material and repair expenses consist of aircraft repair
expenses and charges related to the line maintenance of our aircraft, including maintenance materials, and aircraft
return costs. As the age of our fleet increases and our warranties expire, our maintenance expenses will increase. We
conduct line maintenance internally and outsource most heavy maintenance to independent third party contractors. In
2003, we negotiated with GE Engine Services a maintenance cost per hour program for the repair and maintenance of
our CFM-56 engines which power our Boeing 737 Next Generation fleet. Our engine maintenance costs are also aided
by the sea-level elevation of our hub and the use of winglets which allow us to operate the engines on our Boeing 737
Next Generation aircraft with lower thrust, thus putting less strain on the engines. In 2011 and 2012, we negotiated a
maintenance agreement with GE Engine Services for the repair and maintenance of our CF-34 and CFM-56 engines.

Aircraft rent. Our aircraft rental expenses are generally fixed by the terms of our operating lease agreements. We
currently have 31 operating leases, 26 of which are operating leases with fixed rates not subject to fluctuations in
interest rates; the remaining five operating leases are tied to LIBOR. Our aircraft rent expense also includes rental
payments related to any wet-leasing of freighter aircraft to supplement our cargo operations.

Reservations and sales expenses. The main variable involved in driving reservations and sales expenses is the number
of bookings made through our global distribution channels, as opposed to ASM. Our reservations and sales expenses
arise primarily from payments to these global distribution systems, such as Amadeus and Sabre, which list our flight
offerings on reservation systems around the world. These reservation systems tend to raise their rates periodically, but
we expect that if we are successful in encouraging our customers to purchase tickets through our direct sales channels,
these costs will decrease as a percentage of our operating costs. A portion of our reservations and sales expenses is
also comprised of our licensing payments for the SHARES reservation and check-in management software we use,
which is not expected to change significantly from period to period.

Flight operations, landing fees and other rentals. These expenses are generally directly related to the number of
flights we operate, with a component attributed to fixed costs relating to facility rental expenses.

Other expenses. Other expenses include our frequent flyer program, publicity and promotion expenses, expenses
related to our cargo operations, technology related initiatives and miscellaneous other expenses.
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Taxes

We pay taxes in the Republic of Panama and in other countries in which we operate, based on regulations in effect in
each respective country. Our revenues come principally from foreign operations, and according to the Panamanian
Fiscal Code income from these foreign operations are not subject to income tax in Panama.

The Panamanian Fiscal Code for the airline industry states that tax is based on net income earned for traffic whose
origin or final destination is the Republic of Panama. The applicable tax rate is currently 25%. Dividends from our
Panamanian subsidiaries, including Copa, are separately subject to a 10% percent withholding tax on the portion
attributable to Panamanian sourced income and a 5% withholding tax on the portion attributable to foreign sourced
income. Additionally, a 7% value added tax is levied on tickets issued in Panama for travel commencing in Panama
and going abroad, irrespective of where such tickets were ordered.
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We are also subject to local tax regulations in each of the other jurisdictions where we operate, the great majority of
which are related to the taxation of our income. In some of the countries to which we fly, we do not pay any income
taxes
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because we do not generate income under the laws of those countries either because they do not have income taxes or
due to treaties or other arrangements those countries have with Panama. In the remaining countries, we pay income
tax at rates ranging from 22% to 34% of our income attributable to those countries. Different countries calculate our
income in different ways, but they are typically derived from our sales in the applicable country multiplied by our net
margin or by a presumed net margin set by the relevant tax legislation.

The determination of our taxable income in several countries is based on a combination of revenues sourced to each
particular country and the allocation of expenses to that particular country. The methodology for multinational
transportation company sourcing of revenue and expense is not always specifically prescribed in the relevant tax
regulations, and therefore is subject to interpretation by both ourselves and the respective tax authorities. Additionally,
in some countries, the applicability of certain regulations governing non-income taxes and the determination of our
filing status are also subject to interpretation. We cannot estimate the amount, if any, of the potential tax liabilities that
might result if the allocations, interpretations and filing positions we use in preparing our income tax returns were
challenged by the tax authorities of one or more countries. If taxes were to increase, our financial performance and
results of operations could be materially and adversely affected. Due to the competitive revenue environment, many
increases in fees and taxes have been absorbed by the airline industry rather than being passed on to the passenger.
Any such increases in our fees and taxes may reduce demand for air travel and thus our revenues.

Under a reciprocal exemption confirmed by a bilateral agreement between Panama and the United States, we are
exempt from the U.S. source transportation income tax derived from the international operation of aircraft.

Our income tax expense totaled approximately $38.3 million in 2016, $32.8 million in 2015 and $36.6 million in
2014.

Critical Accounting Policies and Estimates

The preparation of our consolidated financial statements in conformity with IFRS as issued by the IASB requires our
management to adopt accounting policies and make estimates and judgments to develop amounts reported in our
consolidated financial statements and related notes. We strive to maintain a process to review the application of our
accounting policies and to evaluate the appropriateness of the estimates required for the preparation of our
consolidated financial statements. We believe that our estimates and judgments are reasonable; however, actual results
and the timing of recognition of such amounts could differ from those estimates. In addition, estimates routinely
require adjustments based on changing circumstances and the receipt of new or better information.

Our critical accounting policies are described below and estimates are defined as those that are reflective of significant
judgments and uncertainties and potentially result in materially different results under different assumptions and
conditions. For a discussion of these and other accounting policies, see notes 3 and 4 to our annual consolidated
financial statements.

Goodwill. During both 2015 and 2014, the goodwill acquired through the Company�s past Colombia business
combinations was allocated to the domestic and international routes comprising the cash generating units, or �CGUs,� of
Copa Colombia. Through analysis it was estimated that the recoverable amount for goodwill was $269.1 million at
December 31, 2015 by comparing the income approach via the discounted cash flow method and the market approach
via the guideline public company method, based on the assessment that they were the most appropriate methods for
estimating the recoverable amount of the CGUs.

During 2016, as a result of certain restructuring efforts, the Company determined that a change in CGU was
appropriate with all goodwill being attributable to consolidated air transportation services.
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The Company performed its annual impairment test in October 2016 and the recoverable amount was estimated at
$3,491.4 million, an amount far in excess of the $20.4 million of goodwill recorded.

Maintenance Deposit. Until December 2014, the Company made payments for engine overhauls under power by the
hour agreements, or �PBH�. Payments related to engine overhauls under PBH agreements were recognized as other
assets until the maintenance event occurred, at which time the actual maintenance cost are capitalized and amortized
over the expected period until the next event. During 2016, the Company has used the entire balance of this deposit.

Currently, the Company maintains PBH agreements covering minor maintenance events, which are recognized as an
expense when they occur.

Maintenance Provision. The recording of maintenance provisions related to return conditions on aircraft leases
requires management to make estimates of the future costs associated with the maintenance events required under the
lease return condition and estimates of the expected future maintenance condition of the aircraft at the time of lease
expiry. These
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estimates take into account current costs of these maintenance events and estimates of inflation surrounding these
costs, as well as assumptions surrounding utilization of the related aircraft. Any difference in the actual maintenance
cost incurred and the amount of the provision is recorded in maintenance expense in the period. The effect of any
changes in estimates, including changes in discount rates, inflation assumptions, cost estimates or lease expiries, is
also recognized in maintenance expense in the period.

Accounting for Property and Equipment. Property and equipment, including rotable parts, are recorded at cost and are
depreciated to estimated residual values over their estimated useful lives using the straight-line method.

Under IAS 16 �Property, Plant and Equipment,� major maintenance events, including major engine overhauls, are
treated as a separate asset component with the cost capitalized and depreciated over the period until the next major
event. All other replacement spares and costs relating to maintenance of fleet assets are charged to the consolidated
statement of profit or loss on consumption or as incurred.

Pre-delivery deposits refer to prepayments made based on the agreements entered into with the Boeing Company for
the purchase of Boeing 737 aircraft and include interest and other finance charges incurred during the manufacture of
aircraft. Interest costs incurred on borrowings that fund progress payments on assets under construction, including
pre-delivery deposits to acquire new aircraft, are capitalized and included as part of the cost of the assets through the
earlier of the date of completion or aircraft delivery.

In estimating the useful lives and expected residual values of its aircraft, the Company has relied primarily upon actual
experience with the same or similar aircraft types and recommendations from Boeing and Embraer, the manufacturers
of the Company�s aircraft. Subsequent revisions to these estimates, which can be significant, could be caused by
changes to the Company�s maintenance program, changes in the utilization of aircraft (actual cycles during a given
period of time), governmental regulations related to aging aircraft, and changing market prices of new and used
aircraft of the same or similar types. The Company evaluates its estimates and assumptions each reporting period and,
when warranted, adjusts these estimates and assumptions. These adjustments are accounted for on a prospective basis
through depreciation and amortization expense, as required by IFRS.

We evaluate annually whether there is an indication that our property, plant and equipment may be impaired. Factors
that would indicate potential impairment may include, but are not limited to technological obsolescence, significant
decreases in the market value of long-lived asset(s), a significant change in physical condition or useful life of
long-lived asset(s), and operating or cash flow losses associated with the use of long-lived asset(s). We have not
identified any impairment related to our existing aircraft fleet.

Revenue recognition � Expired tickets. The Company recognizes estimated fare revenue for tickets that are expected to
expire (unused) based on historical data and experience. Estimating the expected expired tickets requires
management�s judgment, among other things, the historical data and experience is an indication of future customer
behavior.

Frequent Flyer Program. On July 1st, 2015, the Company launched its frequent flyer program, whose objective is to
reward customer loyalty through the earning of miles whenever programs holders make certain flights. The miles or
points earned can be exchanged for flights on Copa or any of the other Star Alliance partners� airlines.

When a passenger elects to receive frequent flyer miles in connection with a flight, the Company recognizes a portion
of the ticket sales as revenue when the air transportation is provided and recognizes a deferred liability (frequent flyer
deferred revenue) for a portion of the ticket sale representing the value of the related miles as a multiple-deliverable
revenue arrangement, in accordance with IFRIC 13: Customer loyalty programs. To determine the amount of revenue
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to be deferred, the Company estimates and allocates the fair value of the miles that were essentially sold along with
the airfare, based on a weighted average ticket value less fulfillment discount, which incorporates the expected
redemption of miles including such factors as redemption pattern, cabin class, loyalty status and geographic region.

For the short and long-term classification of the frequent flyer deferred revenue the Company use data arising from
models that includes estimates based on redemption rates projected by management and clients� behavior.

Furthermore, the Company estimates miles earned by members which will not be redeemed for an award before they
expire (breakage). A statistical model that estimates the percentage of points that will not be redeemed before
expiration is utilized to estimate breakage. The breakage and the Fair Value of the miles are reviewed annually.

In addition, the Company sells miles to non-airline businesses with which it has marketing agreements. The main
contracts to sell miles relate to co-branded credit card relationships with two major banks in the region. The Company
determined the selling prices of miles according to a negotiated rate.
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Prior to July 1st, 2015, the Company participated in United�s Mileage Plus frequent flyer program. Under the terms of
the Company�s frequent flyer agreement with United, Mileage Plus members received Mileage Plus frequent flyer
mileage credits for traveling on the Company�s flight and the Company paid United a per mile rate for each mileage
credit granted by United at the time of the flight.

The amounts paid to United were recognized by the Company through a deduction under �Passenger revenue� in the
consolidated statement of profit or loss and the Company had no further payment or service obligation with respect to
the mileage credits.

United pays the Company a per mile rate for every mile flown by a Mileage Plus Member redeeming miles on a Copa
Airlines or Copa Colombia flight. The rates paid by United depend on the class of service, the flight length, and the
availability of the reward.

This revenue received from United is recorded in �Passenger revenue� in the accompanying consolidated statement of
profit or loss as flight services are provided to the passenger.

Lease accounting. Aircraft lease agreements can be accounted for as either operating or finance leases. When the risks
and benefits of the asset under lease are transferred to us, as lessee, the lease is classified as a finance lease. Finance
leases are accounted for as an acquisition obtained through a financing, with the aircraft recorded as a fixed asset and
a corresponding liability recorded as a loan. Finance lease assets are measured initially at an amount equal to the
lower of their fair value and the present value of the minimum lease payments. Minimum lease payments made under
finance leases are apportioned between the finance expense and the reduction of the outstanding liability. The finance
expense is allocated to each period during the lease term so as to produce a constant periodic rate of interest on the
remaining balance of the liability; these are recognized as finance cost in the consolidated statement of profit or loss.
Lease agreements that do not transfer the risks and benefits to us are classified as operating leases. Operating leases
are accounted as a rental, and the minimum lease expense is recognized through the straight line method.

Lease accounting is critical for us because it requires an extensive analysis of the lease agreements in order to classify
and measure the transactions in our financial statements and significantly impacts our financial position and results of
operations. Changes in the terms of our outstanding lease agreements and the terms of future lease agreements may
impact the accounting for the lease transactions and our future financial position and results of operations.

Deferred taxes. Deferred taxes are recognized for tax losses, tax credits, and temporary differences between tax bases
and carrying amounts for financial reporting purposes of our assets and liabilities. Recognition and measurement of
deferred taxes is a critical accounting policy for us because it requires a number of assumptions and is based on our
best estimate of our projections related to future taxable profit. In addition, because the preparation of our business
plan is subject to a variety of market conditions, the results of our operations may vary significantly from our
projections and as such, the amounts recorded as deferred tax assets may be impa

Edgar Filing: Copa Holdings, S.A. - Form 20-F

Table of Contents 101


