WHY BOEING'S 787-10 IS CRITICAL FOR
DREAMLINER PROFITABILITY
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Shares of Boeing have slumped more than 20% since late December. The primary culprits
have been investor concerns around aircraft demand and -- more recently -- reports of a
possible SEC investigation into Boeing's accounting for the 747 and 787 widebody jet
programs.

At an investor conference last week, Boeing CEO Dennis Muilenberg offered a spirited defense of
the company's profit and cash flow trajectory. He was particularly adamant that Boeing would earn
enough profit on future Dreamliner production to offset the tens of billions of dollars in losses it
incurred from building the first few hundred 787s.

To turn this promise into a reality, Muilenberg is counting on a big improvement in the product mix
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within the Dreamliner family. Higher production of the larger and more profitable models,
particularly the 787-10, will drive strong improvements in the program's profitability.

More revenue, not much more cost

It's generally true within any aircraft program that the larger variants are more profitable than
smaller ones. Airlines usually like the larger variants because they have lower unit costs. This
allows aircraft manufacturers like Boeing to get significantly higher prices even though production
costs aren't that much greater.

Boeing has lost more than $20 billion on 787-8 production. Photo: Boeing

For the Dreamliner, the smallest model (the 787-8) had a list price of $224.6 million as of 2015.
The list price for the mid-size 787-9 was $264.6 million, while the larger 787-10 listed for $306.1
million.

Assuming an average discount of 50%, this implies a $20 million step-up in the average selling
price going from the 787-8 to the 787-9 and a nearly $21 million step-up going from the 787-9 to
the 787-10.

On the other hand, once the production program matures, the incremental cost to build a 787-9
rather than a 787-8 or a 787-10 instead of a 787-9 should be less than $10 million. Muilenberg
noted during his remarks last week that the 787-9 is actually easier to build than the 787-8, driving
better cost performance. The 787-10 has 95% commonality with the 787-9, so Muilenberg expects
similarly good results there.

Moving the mix

Nearly 80% of the Dreamliners delivered up until the end of 2015 were the 787-8. That's one of the
reasons why Boeing has lost so much money on the program so far.

On the other hand, the 787-8 accounts for less than 20% of the firm order backlog. The bulk of the
current firm orders -- roughly 60% -- are for the 787-9, leaving the 787-10 at a little more than 20%
of the backlog.

Shifting most production toward the 787-9 rather than the 787-8 has driven big improvements in
Dreamliner profitability. However, there's a significant opportunity remaining if Boeing can sell
more 787-10s. Deutsche Bank analyst Myles Walton estimated last year that by 2020, Boeing's
average profit on the 787-10 could be $15 million higher than for the 787-9.

The 787-10 will generate the highest per-plane profit of any Dreamliner variant. Photo: Boeing

One potential driver of future 787-10 sales is replacement demand from 777-200 and 777-200ER
operators. Boeing delivered more than 400 of these planes just in the 1995-2003 timeframe. By
2020, these early 777s -- which are similar in size to the 787-10 -- will start to reach prime
replacement age.

The 787-10 could also pick up orders from airlines looking to replace the smaller 767 or the larger
747 with the most fuel-efficient plane available. Most importantly, the 787-10 could be an ideal
airplane to cater to growth on dense, medium-haul routes.

Boeing plans to deliver the first 787-10 in 2018. As the largest and most profitable Dreamliner
variant becomes a bigger portion of the sales mix in the years thereafter, Boeing should be able to
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start cranking out large profits from its 787 Dreamliner product line.

The article Why Boeing's 787-10 Is Critical for Dreamliner Profitability originally appeared on
Fool.com.

Adam Levine-Weinberg owns shares of The Boeing Company. The Motley Fool has no position in
any of the stocks mentioned. Try any of our Foolish newsletter services free for 30 days. We Fools
may not all hold the same opinions, but we all believe that considering a diverse range of insights
makes us better investors. The Motley Fool has a disclosure policy.
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