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Introduction


Thank you, Paul.  I’m pleased to add my welcome to each of you to this annual meeting of stockholders.  I’m also glad to have this opportunity to talk with you about our company.  


If you look at last year’s business environment from the perspective of this year, you’re likely to observe as I do today:  What a difference a year makes!


In 2003, world events, including economic recession, the war in Iraq, and the SARS epidemic, had a clear impact on our financial performance.  Also shaping our performance were strategic moves we took deliberately to defer short-term gains in the interest of long-term growth.  

2003 Financial Results

Turning to our 2003 financial results, I can report that Sabre Holdings finished the year with diluted earnings per share of $0.58 on a GAAP basis, compared to $1.50 per diluted share in 2002.  Our total revenues were $2.05 billion, a decrease of half a percent.

Our stock provided a total return to shareholders of 20.4 percent for the year.  This gain included a 52-week stock price appreciation of 19.2 percent, and dividends totaling 21 cents per share.  

The Board of Directors has since increased the dividend to 7.5 cents per share in January of this year and to 7.75 cents in April, signaling its continued confidence in our ability to generate free cash flow, as well as our prospects for growth.  

Others signs of confidence are the two stock buy-back plans the Board has authorized this year, each for $100 million, a total of $200 million.  

2003 versus 2004:  Industry Conditions

Comparing 2003 and 2004 is a bit like London and Paris in A Tale of Two Cities – a story of great contrasts.  In 2003, we faced declining demand in the travel industry overall. There was confusion in the marketplace over fares, with travelers and travel agents not being sure that they were getting access to all the discounted rates through all distribution channels.  

We faced the prospect of onerous new government regulations for our industry.  And we were playing catch-up in the online travel market, particularly in selling attractively priced packages of travel products.

Turn the calendar page to 2004, and it’s a different story.  Travel demand has returned.  The U.S. government has decided to completely deregulate the computer reservation system in this country.  And we’re light-years ahead of where we were, both with respect to guaranteed access to airline fare content and in our ability to sell packages of travel products.

DCA-3 Program

How’d it all happen?  One answer is that we launched a series of strategic initiatives to lay the foundation for future growth.  One of the biggest achievements is the DCA-3 program, a new pricing option for the major airlines that guarantees us and travel agents access to virtually 100 percent of their content for three full years.  

We gained access to those fares by offering participating airlines a discount – a bottom line impact to us of some $90 million on an annualized basis.  We believe that such an agreement was a win-win-win for all parties involved because we all gained something significant from the transaction.

 The program has been very successful, with participation from the top six U.S. airlines, two major European carriers, and many others.

From a larger perspective, DCA Three is part of our strategy for reinvigorating the conventional travel agency channel as a means of distribution for airlines and other travel suppliers.  In recent years, online channels of distribution – both supplier-direct Web sites, and online agencies such as our own Travelocity – have captured a growing share of travel bookings.  

But traditional brick-and-mortar agencies, including corporate, are and will continue to be, very important players, booking 55 percent or more of all travel purchased in North America.  And we’re committed to meeting those needs with the best possible technology and service. [possible slide, channels of distribution] 

DCA-3, then, represents an important step in providing our customers with one-stop shopping for all the best Web fares.  From there, we expect to use our emerging skills as a travel retailer to create attractive new marketing opportunities going forward – developing innovations that leverage the enormous reach of the Sabre GDS to help both travel suppliers and travel agencies achieve profitable growth.

GetThere Integration/Travelocity Business

Another move we made this past fall to benefit our customers and ourselves is the integration of GetThere into our other three business units.
The overall purpose of the change was to leverage GetThere to take advantage of synergies with our other three businesses and to capitalize on the rapidly growing online channel.  

But make no mistake about our intentions in the corporate marketplace:  We are fully committed to continuing to lead.  We’ll do that through GetThere, which has a more than 60 percent share of the BTN 100.  And we’ve also established Travelocity Business as our end-to-end corporate travel agency for companies that are looking for a full-service, highly automated corporate travel agency.  This group provides a low-cost online booking tool and offline travel agency.

Deregulation 

Yet another aspect of our strategy in 2003 was to lead the campaign for deregulation of the U.S. computer reservation system.  We fought hard for deregulation, and we were very pleased to learn on the last day of 2003, that our efforts had paid off.  But this wasn’t just a victory for our Sabre Holdings.  It’s a win for virtually everyone associated with travel – consumers, suppliers, businesses, and agents.  

What does this fundamental change mean for Sabre Holdings?  It means major changes and challenges across the industry, with the full impact not being known for several years.

But while there’s uncertainty associated with change of this magnitude, we can gain some perspective from the experience of other industries that have gone through this process.  Over the past three decades, governments around the world have deregulated a number of industries, including railroads, trucking, airlines, and telecommunications.  And this change has generally led to lower prices, newer products, and more innovation.  

In the case of the U.S. GDS industry, it will allow us much greater flexibility to run our business in the way that is best for our customers and our shareholders – and we believe that’s a great change.  

Sabre is well positioned to flourish in a deregulated market.  We’re the global distribution system (GDS) bookings share leader, with more than 45 percent of the market in North American and some 35 percent globally.  The economies of scale available due to our size should give us a significant advantage.  [possible slide, GDS market share]

Improving Business Conditions in 2004

With the strategic moves taken in 2003, we entered 2004 with the building blocks for success in place.  But not only that.  We’re also benefiting from improved business conditions, new strategies, and traditional strengths.

We’re delighted to see the global economy is picking up and economic growth beginning to take hold…Projections for 2004 are in the 4-5 percent range for the U.S. and 3-4 percent worldwide.  

Those very positive projections are strongly tied to a second positive trend:  Travel is on the rise, both business and leisure.  With an improving economy, we’re understandably seeing more travel, and that travel is increasingly resilient in the face of world events.  

So we’re bullish about travel and upbeat about our business.  After more than two years of tough conditions, we finally appear to have entered a period when the wind is at our backs to some degree.  

But we’re not sitting still.  We’re not taking anything for granted.  In fact, we’re doing even more to help shape our own future toward more substantial and more sustainable revenue and earnings.  

2004 Core Strategies

One way we’re doing that is by executing on a new set of four core strategies, which I’d like to briefly describe.  

First, we’re excelling at travel retailing, leveraging the market-leading technologies for travel packaging and hotels we’ve developed for Travelocity to further enhance our product creation and customer service.  This includes a strong push on our marketing and branding campaign to reach our targeted cosumers and increase traffic to our consumer site.

Strategy number two is to unleash the full potential of the Sabre GDS, as the industry rapidly evolves from deregulation.  We’ll see continue innovation, and our greatest opportunities will be in the form of new products and services that add significant value to our proven distribution capabilities.

Third, we’re reducing our cost structure to create a competitive advantage, by focusing on productivity improvements and by leveraging our enormous scale, particularly in Sabre Travel Network.

Fourth and finally, we’re maximizing the performance of each business unit.  Individually each of our businesses has the ability to excel in its targeted portion of the travel market.  They also benefit from being part of a broader portfolio that has great technology and intellectual capital.  I believe that we can leverage these strengths across businesses to create differentiation and significant value for our customers. 

Early indications suggest that these strategies, aided by improving market conditions, are getting results.  Last month, we reported first quarter 2004 earnings per share of $0.37 on an adjusted basis and $0.31 on a GAAP basis.  Revenue for the quarter was $540 million.  

While we’re pleased with these results, we recognize that one excellent quarter does not signal success.  We cannot afford to let up in executing our strategies.  We must continue to innovate, to cut costs, and to raise our revenue and earnings to more significant and sustainable levels.

Looking at our business units individually, I see a number of signs that we’re moving in the right direction.

As we seek to raise our level of success throughout the rest of 2004, I see two strengths of our company that are of particular benefit:  our technology and our people.  

The fact is that we’re the world’s largest developer of travel commerce technology that powers the entire spectrum of travel-related services.  We invest more in research and development than any other travel commerce company.  

We’re an InformationWeek 500 company, ranked in the top 25 percent among the nation’s leading IT innovators.

We feature more supplier inventory than any other GDS.  Our faring technology consistently ranks as the best low-fare search tool, and that’s according to independent third parties, such as Topaz.

Travelocity

This unit is the high-growth engine of our business.  While we were not happy with its financial results in 2003, Travelocity did accomplish a great deal during the year that puts it on track for growth and profitability in 2004.  Its merchant hotel achieved phenomenal success, growing from a zero base in late 2002, to more than 9,000 hotels and chains by the end of 2003.  With our purchase of World Choice Travel last year, we expanded Travelocity’s hotel distribution through more than 1,700 Web-based affiliates.  

Travelocity also introduced industry-leading dynamic packaging technology with its Total Trip.  This tool allows consumers to put together their own combinations of flights and hotels, while getting some very attractive deals in the process.  With the launch of Travelocity Business and the integration of GetThere’s leading-edge technology, we are in a strong position to expand in the business and corporate travel markets.

Sabre Travel Network

This business remains our largest, with revenues of $1.56 billion in 2003.  It launched Jurni Network last year, our consortium for leisure travel agencies.  Jurni provides agencies with sophisticated data-driven marketing technology that allows them to offer packaged travel products tailored to their customers’ lifestyle.  Supplier and agency interest has been very positive, with more than [750] agents in the network to date.  

Sabre Airline Solutions

It turned in a solid performance, almost reaching its revenue and earnings targets, despite substantial cost pressures for its primary customer base, the commercial airlines.  It scored big wins across all three segments of its business – reservations hosting, software tools for airline operations, and consulting services, signing more than 300 new contracts, including 60 in the Asia-Pacific region, the world’s fast-growing airlines market.

Conclusion

I believe that we’ve built the company’s financial strength and prospects for growth on a solid foundation.  We’re an industry leader in all travel channels.  We have a strong brand in the high-growth online segment.  We have leading-edge technology.  And we have a history of a strong balance sheet and free cash flow.

If 2003 was a year of building, 2004 is all about executing on the plans we’ve put in place.  I feel confident about the strategies we’re pursuing in 2004 and confident that our people will execute those strategies well.  As that happens, we look forward to sharing our results with you, our shareholders, to rewarding you for the trust you have placed in us.
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