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Objectives

* Explain why revenue management is important

« Define best revenue management tactics that are
important for your airline

* Describe which ancillary revenues can improve your
airline’s bottom line and why it is important

« Explain how social media, online booking and big data
can cut costs and improve your airline revenue

Copyright © 2014 Boeing. All rights reserved.



Why does airline pricing seem so random?

« How did another passenger pay 50% less than | did?

 Why did the fare increase €1,000 overnight?

 Does it really cost the airline 3x as much to fly on Thursday?
« Why do | have to pay €59 to sit in the exit row?

3 A A
X 1112 14 15/716 1718 19 20 21
M€751? — = OO o e — €2.0957?

C O P OO R P () ()

H R e

B am
B e — EgHHEE e
74 €1,4427 mEEn
4;h 11 111415\5 1718 19 20 21
( v k4
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Airline Revenue Management — Overview

Why is revenue management important?

Copyright © 2014 Boeing. All rights reserved.



What is revenue management?

Revenue
management
' |

Pricing

» Create overall pricing strategy
based on cost and competition

» Determine fare levels (prices)

» Design fare rules to differentiate
business vs. leisure customers

» Evaluate and respond to
competitor fare/capacity changes

Copyright © 2014 Boeing. All rights reserved.

Inventory

» Forecast high-fare vs. low-fare
demand for each flight

» Decide how many seats to sell at
each price according to demand

» Monitor demand on each flight
and adjust fare availability to match
» Manage overbooking levels
based on expected cancellations
and no-shows



Why have revenue management?

Balance supply and demand with variable pricing

Protect seat inventory for the airline’s most valuable customers
Stimulate demand on (or shift to) flights with excess capacity
Capture maximum possible revenue from each customer

Protect the airline’s competitive position in a market

Ultimate goal:

Maximize revenue (minimize loss) on every flight!

Copyright © 2014 Boeing. All rights reserved.



Revenue has a disproportionate impact on
profitability

i A 1% increase in revenue has same affect on operating profit as:

DA 13.1% decrease in maintenance cost

. A 10.5% decrease in fuel expense

. A 7.1% decrease in ownership cost

777-200ER
US International Rules

-10
I 3,000 nm

-12

-14
Revenue Maintenance Fuel Ownership
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An entire year's profit can be made (or lost!)
In just one season

Sample Airline Profitability By Season

ERevenue
ECost (variable)
M Cost (fixed)

Q1 Q3
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Revenue management is the core of the
airline’s revenue-generation chain

Fleet, network, & schedule planning
Builds strategic plan for airline growth
Search for new markets and opportunities

Sales, marketing, & loyalty (FFP)
Promote the product to customers
Develop relationships for market share and yield premium

9,
(o
-
)
—~—
9
=
O

Revenue management
Optimize revenue based on network / schedule
Find revenue opportunities & threats

Execution Lead
Time / Flexibility

Distribution
Make inventory available in every sales channel at lowest cost
Target offers to specific customers by segment & channel

Shorter

Airport & onboard service
Deliver the expected product on every flight, every day
Create customer experience to drive new and repeat business

Copyright © 2014 Boeing. All rights reserved.



A revenue forecast & variances from plan
create an early warning system

Warns of future revenue shortfalls

Allows the airline to take action through adjustments to pricing, distribution,
promotions, or schedule

Identifies specific source(s) of revenue weakness
Which markets or points of sale?

Which seasons or days of week?

Evaluates impact of competitors’ actions and strategies
Decision to match a competitor’s fare reduction

Competitive capacity changes relative to total demand

Copyright © 2014 Boeing. All rights reserved.



Demand forecasts provide critical information
for airline decisions

Identify revenue opportunity on each flight

Allows airline to keep seats available for late bookings
(high-revenue customers)

Provide guidance for personnel and equipment
planning during peak travel seasons

Revenue management uses forecasting to match
pricing to demand by opening and closing fare classes

Maximize revenue by selectively accepting or rejecting
reservation requests based on value relative to
forecasted demand

Copyright © 2014 Boeing. All rights reserved.



Airline Revenue Management — Overview

How do economic concepts drive revenue management?

Copyright © 2014 Boeing. All rights reserved.



As price decreases, demand increases

Number of people willing to
travel at each fare level

€100

Fare

0 100
Demand (number of people)

Copyright © 2014 Boeing. All rights reserved.



Offering just one fare limits revenue potential

€100

Passengers: 50
Willing to pay Revenue: €2,500

more for a
seat
Fare €50
Demand at single Cannot afford
economy fare a higher fare
0 50 100

Seats sold

ﬁ Unrealized revenue potential

Copyright © 2014 Boeing. All rights reserved.



Offering just one fare limits revenue potential

Extreme case 1
€80

Passengers: | 20
- Y Revenue: €1,600

High RPK/ yield
Low load factor
Low revenue

Fare

Class

Demand (passengers)

Extreme case 2

Passengers: 80

Revenue: €1,600

Fare

Low RPK/ yield
High load factor
Low revenue

€20

Demand (passengers)

I Unrealized revenue potential
Copyright © 2014 Boeing. All rights reserved.



Offering multiple fares is good for the airline
and
Its customers

Passengers: 80
Revenue: €4,000

Fare €50

0 50 100

Seats sold

ﬁ Unrealized revenue potential
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Price discrimination: Charging customers
different prices for the same product
Based on willingness or ability to pay

Business customers can pay more for their travel

The business customer must travel; the leisure customer wants to travel
A third party (employer) is paying for their travel

Business ticket purchases are usually easy to detect

Depart Sunday/Monday; return Thursday/Friday
Buy tickets close to departure date

Often change or cancel ticket (need flexibility to do so without penalty)

;3 €751 111214 15"{5 171819 ;I] ;1 €27095
) - = O E e o
at conference D D D % D % D % @ D critical order
A m am
ﬁ, €1,442/ snmmEEp o
Once-in-a-lifetime D D D D D

|
( trip to climb 11 12 14 1546 17 1819 20 21
L Mt. Everest ¥y v
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Price discrimination: Charging customers
different prices for the same product

Many business models utilize price discrimination

Useful when fixed costs are high, marginal costs are low, and
inventory is perishable or time-dependent

i Pubs, nightclubs: happy hour, ladies’ night

B Universities: scholarships & other financial aid

conyrigni o 2014 B @@ @S “50% Off all baked goods after 15:00”



Pricing strategies must be adapted to match
the airline’s environment

Elasticity Cost structure

 Low costs are necessary

L to compete
Price

* Many prices, same basic

product
Quantity
Competition Market
« Schedule / service « Economic activity
quality

* Market development

Passenger preferences - Passenger characteristics

 Market share
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Airline Revenue Management — Overview

Core principles of revenue optimization

Copyright © 2014 Boeing. All rights reserved.



Offering multiple fares is good for the airline
and its customers

Passengers: 80
Revenue: €4,000

Fare €50

0 50 100

Seats sold

ﬁ Unrealized revenue potential
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Optimizing fare class availability maximizes
revenue

€30,000

€26.000
Legend €24.000
EY OH @B OY

€25,000 [

_ €20,000 |
Flight €16,000

revenue €15,000 |

€10,000 [

€5,000 |

€0
Case 1 Case 2 Case 3

Average Unconstrained
fare demand

Total
passengers

Airplane capacity = 100

140 100 90 100
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Optimizing fare class availability maximizes

140 1

120 A

100

Bookings

N S
o o

o
I

oo
o
1

(o))
o
L

revenue

Flight: XX190

Leg: AAA-BBB
Departure: Friday, 26 Jun
Cabin: Economy
Capacity: 000/100

Maximum availability by fare class

Capacity

120 100 84 72 60 48 38 30 21 19

Days before departure

Copyright © 2014 Boeing. All rights reserved.

Unrestricted
Fare

Structure
Fare

Leisure
Fare

Sale Fare



Example: Protecting peak-flight inventory

Late Friday is a peak demand period for business travelers
flying home, so afternoon and evening flights are reserved for higher-
yield passengers

[ ondon (Stansted) — Dublin 71
Tue, 5ep 02 Wed, Sep 03 Thu, Sep 04 Sat, Sep 06 Sun, Sep 07 Mon, Sep 08
< 38 3800 320 27 99 27 .98 2750 |7
GBP GBP GBP GBP GBP GBP
Fri, Sep 05 2014
Flight Depart Arrive Fare (GBP) Select
FR203 06:30 07:50 38.ss ©
p rOteCte FR205 08:05 09:25 5453
FR207 09:55 11:10 64 .32 2 left @ this fare
d for FR225 13:40 15:00 76.39 1 left @ this fare
h Ig he r FR297 17:10 18:25 7655 4left @ this fare
FR215 18:00 19:20 9255
FR271 19:00 20:15 109.ss 3 left @ this fare
FR293 20:30 21:45 109.s5 2 left @ this fare
Sold out No Flight Optianal charges sxcluded
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How does an airline decide whether to accept
a booking?

A hypothetical case...

» “Getaway Airlines” has one seat left on a future flight
» The airline sells seats at two prices: €275 & €650
» A passenger calls desiring a €275 ticket for a flight

Decision:

Should the airline ...
a) Accept the €275 booking, or

b) Refuse the booking in hopes of selling the same seat to a
€650 passenger?

Copyright © 2014 Boeing. All rights reserved.



How does an airline decide whether to accept
a booking?

Sell discount fare €275

Prob (demand > current bkd

> €650

Wait for higher fare

Prob (demand < current bkd)

> €0

Copyright © 2014 Boeing. All rights reserved.



How does an airline decide whether to accept

a booking?
Sell discount fare €275

Prob (demand > current bkd)

> €650

Wait for higher fare

Prob (demand < current bkd)

> €0

Copyright © 2014 Boeing. All rights reserved.



How does an airline decide whether to accept

~abooking?
Sell discount fare €275
Prob = 100% ?
PayOﬁ: = €275 Prob (demand > current bkd)
5 > €650
Prob =60% -~
Payoff = €390"

Wait for higher fare

-,

Er06 (demand < current bkd

)
> €0

Indifference probability = " Prob = 40%
€275 / €650 = 42% Payoff = €0

If the probability of a €650 booking > 42%, then the expected payoff of

waiting is higher and we should refuse the €275 booking

Copyright © 2014 Boeing. All rights reserved.



When is revenue management most

effective?

Flights with high demand
Limit lower-fare availability to protect seats for higher-fare customers

Normal peak travel periods or special events
Sun/Mon/Thu/Fri for business markets

Weekends for leisure destinations

Holidays / school vacations

Special events with large groups
(conferences, sporting events, etc.)

&
&
&

On low-demand flights, customers with higher willingness to pay
are “sold up” to higher fares by pricing rules

Advance purchase requirement
Saturday night or minimum stay at destination
Ability to change/cancel without penalty

Copyright © 2014 Boeing. All rights reserved.



End result: Booking data shows customers
segmented, revenue maximized

. EEEREEEEE | BB8ER E SEEEEE
. EERREEREEEE . BEERE® | zzemee

TrEEENNEE

€100- | €200- €400- €600- €800- €1,000-
Fare range O | €199 | €309 | €509 | €799 | €999 | €1,999 | €2:000+
Average fare -- 0 €162 €324 €541 €758 €974 €1,624 €2,707
Passengers (em8pty) 19 34 23 23 49 23 15 18
Load factor 4% 9% 16% 11% 11% 23% 11% 7% 8%
Revenue €0 | €5,523 | €7,473 | €12,455 | €37,147 | €22,418 | €24,368 €48,735
Avg. advance
purchase 65 46 35 32 26 11 6
(days)
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Focus on total network revenue, not just leg

revenue
P 1 (If there is one seat left “Which passenger
assenger on the FCO-IST flight, contributes the
FU” fare Y, FCO'IST which passenger most to network
€ 100 revenue?”

should we bump?”  B=E

Passenger 2

Discounted Y, FCO-DEL
€ 250

A revenue-optimal passenger mix
balances long and short-haul
demand, while maintaining the

appropriate level of discount-fare
availability

Copyright © 2014 Boeing. All rights reserved.



In this simplified network, which passengers
should we accept to maximize revenue”?

Assume that demand is certain and no connection costs exist

What is your total revenue?

2 seats available

1 seat
available

5 seats available

FCO-IST €100
IST-DXB €200
IST-DEL €225

FCO-DEL €250
FCO-DXB €205
Total Accepted

=S NN -~
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In this simplified network, which passengers
should we accept to maximize revenue”?

Assume that demand is certain and no connection costs exist

What is your total revenue?

2 seats available

1 seat
available

5 seats available

FCO-IST €100 1
IST-DXB €200 2
IST-DEL €225 2
FCO-DEL €250 1
FCO-DXB €205 1 1
Total Accepted €1055 5

Copyright © 2014 Boeing. All rights reserved.



Passenger demand profile

- Unconstrained demand — customers wanting to book

I Constrained demand — customers actually booked

-w s

i Demand spill - Customers turned away for lack of seats

Seat capacity

Bookings

Days to Departure

Copyright © 2014 Boeing. All rights reserved.



Concepts: Spill and spoilage

Average Onboard Airplane
Demand Load  Capacity

Spoilage
occurs when
load factor is

/ less than 100%

Spill
occurs when

demand exceeds
capacity

% Demand

Unconstrained Passenger Demand
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Concepts: Spill and spoilage

Spill is demand that was turned away because:

Seats were not offered at a fare a customer was willing to pay

The flight was sold out when the customer was attempting to book

Spoilage is seats left unsold at departure time because:

Not enough seats were offered at discount fares
Too many seats were held back for higher-yield customers

Customers booked seats but later canceled or no-showed

Optimal revenue management requires a

careful balance between spill and spoilage

Copyright © 2014 Boeing. All rights reserved.



Minimize spoilage due to no-shows &
cancellations with overbooking

Legend
- Booked |: Denied boardings
| wm— Capacity i spoiled seats

. 1 Overbooked Ed Flown

Passengers 1

Capacity

Day0 Day1 Day 0 Day 1 Day0 Day1 Day 0 Day 1
Departure 1 Departure 2 Departure 3 Departure 4
No overbooking Perfect overbooking Spoiled seats Denied boardings

(no spoiled seats or
denied boarding)
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The cost of overbooking: “bumped” passengers

Denied boardings will occur because of volatility in no-show rates;
forecasts are rarely 100% accurate

Existence of denied boardings does not mean the system has failed
Some denied boardings are desirable — otherwise unnecessary spoilage occurs

Overbooking brings additional costs, which should be considered
when determining optimal overbook rates

Getawa}//'illli”es TAKE FLIGHT CERTIFICATE Getaway Airlines

Denied boarding compensation s PASSEARERRECEES el

VAL
.FROU DATE OF ISSUE
Usp 400.00 DISCOUNT MAY BE APPLIED TOWARDS PURCHASE OF ONE TICKET. T
CALL ~- - 72 AT 1-800-5_=-._ _

; TO MAKE YOUR RESERVATIONS. 037
Alternate transportation .
0377 NOT VALID AFTER - 20SEPL0
PASSENGER SELECTED PIN _ ?ﬁ"‘ You FOR FLYING =
Hotel and meal vouchers e o s e s . T
FP WS FC ORIGINAL TICKET-03773F . 'MRIGINAL PNR- /DB
rrrrrr SLCPHX TFC EVOUCHER ISSUED DUE TO DENIED BOARDING FOR NO CASH VALUE

$400 OFF A FUTURE PURCHASED TICKET.END

Customer goodwill

... but the revenue benefit of overbooking should
outweigh these costs!

Copyright © 2014 Boeing. All rights reserved.



The cost of overbooking: “bumped” passengers

When a flight is overbooked, ask customers at check-in to
volunteer for a later flight ... and offer them enough compensation
to make it worthwhile!

This reduces gate delays and builds customer goodwill

Ensure that all denied boardings (voluntary or involuntary) are
reported to improve future no-show forecasts

VOLUNTEERS ARE NEEDED

NYC-KENNEDY, NY » LOS ANGELES, CA 29 JUN 2014

Do you want to be added to the volunteer list for your flight departing from NYC-Kennedy, NY to Los Angeles, CA?
We are seeking volunteers willing to take a different flight in exchange for a travel voucher redeemable within 1 year on
Your existing itinerary will not be changed until you review alternate flights at the departure gate.

Select the dollar value of the travel voucher you would accept as compensation for velunteering your seat.
Note: If your seat is needed, you will receive a travel voucher for this amount

AMOUNT:

$UsD

© Helpful Tip: accepts the lowest bids first. SUBMIT BID

‘ $200 \ $300 H $400 H $500

Copyright © 2014 Boeing. All rights reserved.



Successful airlines focus on maximizing
revenue per available seat-kilometer (RASK)

Total passengers flown

Load factor =
Total available seats

Copyright © 2014 Boeing. All rights reserved.

Revenue per available seat-kilometer

Total passenger revenue

Yield =

Revenue passenger kilometers
—

Revenue per passenger-kilometer




Airline Revenue Management — Overview

How are customers impacted by revenue management?

Copyright © 2014 Boeing. All rights reserved.



Customers see revenue management at work
when they shop for airline tickets

Higher (lower) fares available during peak (off-peak) days and times

Leave Return

Airlines target flexible (low-yield) 0110372013 Ty =
customers with “search +/- __days” "o
option on website

(@) Flexible travel days
Search 3 « day(s) earlier Search 3 - day(s) earlier

Search 3 « day(s) later Search 7« day(s) later

Vacation-package providers and consolidators sell seats the airline
does not expect to be able to sell at higher fares

“Opaque” travel sites hide airline name
and schedule until booking is complete

Discounted fares for large groups;
airline trades higher yield for reduced
spoilage risk

Copyright © 2014 Boeing. All rights reserved.



Revenue management is key to the success
of both low-cost and network carriers

@ Round trip | Berlin-Tegel I_l
@ One way | Cologne-Bonn I_l
Outward flight
One month earlier One month Iaterm
September 2014
LOYV fareS Mon Tue Wied Th Fri Sat sun
available on . - 5 s g . .
off-peak dates; € *e€ *te *e *te *g g =
peak flights 7959 6959 69599 7999 7959 5999 149,00
protected for g 9 10 11 12 13 14
i £ * € * |l * |l * € * € * € *
Igher rares 4933 119.00 5933 5959 4933 4999 11900
15 16 17 18 19 20 21
3 £ * £ * £ * £ * £ * £ *
3953 3953 3953 4953 4958 4959 9900
22 23 24 25 26 27 28
€ * € * |l * € * |l * € * € *
3953 3300 4953 5953 4958 4958 7999
29 20
£ £ *
3953 33.00
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Revenue management is key to the success
of both low-cost and network carriers

Economy

+ 1 day

: . . _ _ Tango Latitude
Op. Flights Depart  Arrive Aircraft Dwuration Connections

@ AC108 07:00 14:26 321 4hrz26 - » O $416 i @ $1007
W aciez 08:00 15:26 333 4hr26 : - » () 454 ! O %1007
W  acozs 09:00 16:23 77L 4hr23 .  © 497 | © $1007
: : M aciie 10:00 17:26 321 4hr26 = » sa97 ¢ O $1007

How is this an : L e
@ AC1176 11:30  18:56 763 4hrza ; 2 P D) 57y i © t1007

example of ; E—
: W aciso 12:00 19:26 319 ahr2e6 : - . () g577 ¢ ) #1007

effective ® s = ;

AC132 12:30 19:56 320 4hr26 : - ¥ O sa16 i © 1007

revenue ® === - : - E
AC1136 13:15 20:38 77W 4hr23 i ) ¢351 ) s416 i D s1007

management? — T
@ AC102 14:15 21:38 77w 4hr23 i@ g3m1 R - ¢ 2 s1p07
@ AC148 15:00 22:26 320 4hr26 : = '}@ s588 ';..z;. $1018
W acioo 16:00 23:26 319 ahr26 : » ) gasa | © s1007

00:56 = : »

= R | : s
@ AC152 17:30 ¥ 1 day 320 4hr2e ;O £351 : ("] $416 5 ) $1007

05:56 - b ™
W acise 2230 T 321 4hr2a | © $351 ' © $416 - © $1007

06:41 e : o
@ AC162 23:15 | Ta 321 4hr26 . O $351 : ) $416 . O $1007

07:21 . - .
W acii7z 23:55 320 ahr2s : © $351 : © g416 | © s1007
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Airline Revenue Management — Overview

How does the revenue management process work?

Copyright © 2014 Boeing. All rights reserved.



Revenue management process

Network, capacity, schedule

Forecast demand

Optimize capacity, fare mix, overbooking

Set fare availability

Forecast revenue & monitor performance —

Copyright © 2014 Boeing. All rights reserved.



Revenue management — transaction flow

/ \

Booking
eques

)al distrib

Booking

eques

Computer reservation
system (CRS)

Seat inventory

Copyright © 2014 Boeing. All rights reserved.

Revenue
managemnt
system

Internal
airline
information



Revenue management — application
sequencing

Inputs Processing

Average
fares
|
Forecasting

Historical module

. —_—>
booking curves
Seasonal

‘ demand index
Unconstrained
| demand routine

Future Forecasting

booking curves

Schedule, ‘

l

Optimization
module
Cabin capacity

Planned
upgrades

Fare mix (EMSR)
Overbooking

Decrement
schedules

Gating

! Inventory
control

__ capacity,

current
bookings

v

Fare
class
matrix

Output

Authorized booking
limits by fare class
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Pricing, inventory management, and
scheduling should give each other continuous
feedback ...

Inventory
management

“Tuesday'‘s 9:00 flight has poor
Ioads even at our lowest fares.
Could we swap in a smaller
awplane’)”

“Our normal leisure fare isn'’t
selling well ... could we add a
sale fare then?”

@

“We’re adding another Paris flight, but the new
arrival time is not attractive; could we file a new
Copyright © 2014 Boeing. All rights reserved. fare for the eaStbound Ieg’)”



... and should be Jointly accountable for

market / network revenue performance
Otherwise, the result is a never-ending “blame game”...

“Inventory management
never
opens the lowest fare
classes
when we file sale fares!”

“Scheduling always puts in too
much capacity!”

Scheduling

“Our analysis clearly showed enough demand
for this additional flight! Pricing just can't file the
Copyright © 2014 Boeing. All rights reserved. rlght fares o n



Airline Revenue Management — Overview

Challenges and trends in revenue management

Copyright © 2014 Boeing. All rights reserved.



Revenue management complexity is
increasing

More computing power = more precise demand forecasts
Forecasts based on passenger attributes, seasonality, etc.
Managing interacting demand between fare classes (e.g., class nesting)

Fare class availability moving from
leg/segment to O&D-based

« Balance local vs. connecting fare mix to maximize network revenue
* Increase connections between

. Y RF 8>
alliance partners ¥ !
Joint RM controls between —%
alliance members with antitrust SRS = =
. . 5Z///7‘ AN
Immunity N\

Example: Sharing bid-price data on
immunized joint-venture flights

Copyright © 2014 Boeing. All rights reserved.



Revenue management is becoming more difficult

Historically, most airlines segmented business
and leisure travel demand using fare rules

Refundable fare
Day of week / seasonal fare validity
Advance-purchase requirement

Shrinking budgets force some business
travelers to adopt leisure traveler purchase
patterns, making fare rules less effective

Low-cost carriers often use “no-rules” fares to
stimulate demand and increase market share

Copyright © 2014 Boeing. All rights reserved.

Flight restrictions

THE FARE COMPONENT MUST NOT BE ON
ONE OR MORE OF THE FOLLOWING
TK FLIGHTS 7300 THROUGH 7399
TK FLIGHTS 7500 THROUGH 7599
TK FLIGHTS 9000 THROUGH 5299.
NOTE -
CPERATED AJET DIRECT FLIGTHS
AND
THE FARE CCMPONENT MUST BE ON
CONE OR MCORE OF THE FOLLOWING
ENY TE FLIGHT OPERATED BY TK.

Advanced reservation/ticketing restrictions

RESERVATICNS ARE REQUIRED FCOR ALL SECTORS.
TICKETING MUST BE COMPLETED WITHIN 7 DAYS AFTER
RESERVATICNS RRE MRDE.
NOTE -
FAREQUOTE GENERATES & LAST TICKETING DATE WHICH
MAY DIFFER FROM THE DATE MENTICHED IN THE PFHR.
THE MOST RESTRICTIVE DATE PREVAILS.

Maximum stay

requirements

TRAVEL FRCM LAST STOPCVER MUST COMMENCE WO LATER THAN 12
MCNTHS AFTER DEPARTURE FRCM FARE CRIGIN.

Stopover restrictions

2 FREE STCOPOVERS PERMITTED COHN THE PRICING UNIT - 1 IN EACH
DIRECTION IN IST.

Combinability

CIRCLE TRIPS NOT PERMITTED.
APPLICABLE ADD-ON CCONSTRUCTICH IS ADDRESSED IN MISCELLANE
PROVISIONS - CATEGORY 23.
END-CH-END
END-ON-END COMBINATIONS PERMITTED WITH TK DOMESTIC FARES
BUT ARE NOT PERMITTED WITH TK INTERNATICNAL FARES.
VALIDATE ALL FARE CCMPCNENTS. SIDE TRIPS PERMITTED.
CPEN JEWS/ROUND TRIES
FARES MAY BE CCMBINED CHM A HALF RCUND TRIP BASIS WITH TK
FLRES
-TC FORM SINGLE CR DOUBLE CPEN JAWS.
A MAXIMOM OF TWO INTERWATIONAL FARE COMPONENTS
PERMITTED.
-TC FORM ROUND TRIPS
ROUND TRIPFS NCTE -
CPEN JAWS/ROUND TRIPS NOTE -
WHEN FARES ARE CCMBINED THE MOST RESTRICTIVE
CONDITIONS APFLY INCLUDING CANCELLATIONS AND
REFUNDS.
PROVIDED -

COMBINATIONS ARE WITH ANY FARE FOR CARRIER TE IN ANY
RULE IN THIS TARIFF OR WITH FARRES IN ANY RULE IN
TLRIFF
IPFRAFAS - BETWEEN AFRICA-ARER 3
IPFREUAS - BETWEEN EURCPE-ARER 3
TIPRMEAS - BETWEEN THE MIDDLE EAST-ZREA 3
IPREG — WITHIN RREA 3-INTERWNATICNAL.



Internet enables comparison shopping, drives
customers to more costly booking channels

* Increases difficulty of maximizing revenue capture

 Reinforces customer perception that travel is a

commodity, which pushes airlines into destructive
“price taker” behavior

* Price transparency allows competing airlines to
observe each other’s strategies

) ) . Multipl Austrian
i Emirates  pojicos Ezztern HE— Air China Aeroflot irlines Finnair Alital Air France Airlinas
- D £ a A
All flights 5 @ i Jj; -~ 4 W3 [ asr 7
Nonstop
1 stop From From From From - From From From From From From From
EF2T £822 £908 £978 £1,078 £1,082 £1,123 £1,231 £1,287 £1,342 £1,345
3 ctope - - - - From - - From
- £1,041 £1,492
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Reduce transparency and lower distribution
costs with “unbundling” of airline products

Add your flight options
Many al rI | n eS are “ u n b u n d I | n g n th e travel I3 Travel insurance Want to relax on your trip?

Owr great value & Star rated travel ingurance will cover you for medical emergencies,

experience into pieces that customers
can buy separately et ot £1370

CheCked bags ;::;:::‘:;Ztessooo ‘r@‘

Priority check-in and boarding et T oo
Luggage

Prefe rred Seats £2200 Book now! U to...
i Half Price

online discount!

In-flight entertainment and Internet access

= How does it work?

4 Speedy Boarding

T N
Priority boarding to b the first on the pl = R
riority boarding to be among the first on the plane £2000 Lr?}_ 5/,
- LG ST per passenger all flights

These “ancillary” products maximize it R
per-customer revenue capture while

making price comparisons more difficult

% Sports equipment %5

Traveling with sports eguipment? Add it to your A }
booking. £2500 ‘g %ﬁ
Per item 3
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Ancillary revenue is growing sharply

Airline-reported ancillary revenue has grown from $2.5B to more
than €31B in six years

$35B
$30B ~
$25B /
$20B /

$15B /

$10B //
$5B

$OB T T T T T T 1
2007 2008 2009 2010 2011 2012 2013
Carriers 23 35 47 47 50 53 59
reporting

Source: IdeaWorks / Amadeus joint press release, July 16, 2014
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Ancillary revenue: not just for low-cost carriers

Some large network carriers are the among the most successful

Top 10 Airlines - 2013 Ancillary Revenue Per Passenger

Qantas -

Spirit _
AirAsia X
Jet2.com

Allegiant _

United -

Korean Air

Virgin Atlantic

Jetstar

Alaska

€0 €5 €10 €15 €20 €25 €30 €35 €40 €45

Source: IdeaWorks’ Yearbook of Ancillary Revenue Results, 2013
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Improve customer perception of value through
“fare branding”

At first, customers may perceive unbundling as unjustified
up-charging

“Why is the airline making me pay for what | used to get for free?”

Fare branding or “fare families” help clarify the relationship between
fare paid and value received — and can even encourage “buy-up”!

Video: Air
New
Zealand
“fare
families”
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Improve customer perception of value through
“fare branding”

At first, customers may perceive unbundling as unjustified
up-charging
“Why is the airline making me pay for what | used to get for free?”

Fare branding or “fare families” help clarify the relationship between
fare paid and value received — and can even encourage “buy-up”!
Example: Air New Zealand “fare families”

Seat+Bag | The | WorksDeluxe

*1carry on bag, Tky  Seat option plus: IBIIt + Bag plus:  The Works plus:

- Tea, coffee & -1 checked bag, -Meal and drinks  +1ewxtra bag, 23kg
water (no meal) 23kg Maovies ‘Premium check-in
| Buy snacks -Seat request ‘Lounge access
. onboard -Neighbour free
Int'l *TW, music, games, Please note: guarantes
Airline | Departs Arrives Duration AirNZ flights only  meal not included
G:45 pm 11:55 pm 3h 10m = 2 2 ot
i Tue 13 Mar | Tue 13 Mar | 1 flight - 5229 - 5254 - 5234 - 5399
9:20 am 2:30 pm 3h10m . 3 ?
L Tue 13 Mar | Tue 13 Mar | 1flight - $2T9 - 53{]4 - $334
9:40 am 5:30 pm &h 50m . : 2 y
LTl Tue 13 Mar | Tue 13 Mar | 2flights 2 5341 = 5355 E 5395 = 5541
11:30 am 7:30 pm Gh 0m - . = =
- Tue 13 Mar | Tue 13 Mar | 2 flights . 5341 = 5355 ' $395 = 5541
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Customer data is being used to target
personalized product bundles and pricing ...

Create customized offers based on customer profile and
purchase history

Offer discounts or bonuses (loyalty miles, free ancillary products)
Reinforce customer loyalty by getting them to “shop with us first”

Next step: Channel- e —
= Y s |

specific pricing and a

availability " Time to take off
Drive traffic to lower-cost ool R e
booking channels (e.g., airline
website)

Save 30% Across Canada Bring the Kids :ar;'ltup to 6 Free
s
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.. which means a wide range of data must be
retalned and analyzed

From {Find airporty To {Find ainport) .

Schedule Available fares &
[Flsearch nearby siports  [ClSearch nearby sirports
@ Roundtrip (O) One-way Multi-city de ma nd fO recaSt
Departing o 4
B osmornz Anytime - >
Returning
B ozmvrz Antime -
Search by

@ Schedule & price

- _ Web galytics /
Airline website look-to-book data

Jptimization
— module or
_ b,y offer engine”

- ,@ .

Call centers
Customer data / CRM

Economy I Business
vvvvv L 1I111)]
s I aaaen
i
1 T I
113313311 EERRee sommme

Adddddd d oA

Customized and dynamic product offers,

GDS / agencies
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The integrated customer database is key to
an ideal revenue management platform ...

Global distribution systems (agencies)

Economy I Business
HIEEERENE BEiEE |s33222
1432111 T
Airline web Real-time 32(511;ing Empty X G LV H B Y J
& call center , T —
~ . Dynamic seat availability decisions
rom {Find airport) TO {Find sirport)
A
[Flsearch nearby sirports [lSearch nearby sirports ; _Pf
@ Roundtrip ) One-way Multi-city < } A £
Departin . \
@p&nminz Anytime - Real-time . 3 L @
Returning - *-_‘. -:.?A:-, . 1 -
EH vszriiz | Anytime - . Real-time
e ny Computer reservgtlon database
@ Schedule & price @ Price » Flexible SyStem (CRS)’
Seat inventory
l(lll IZLIZ
98 43
— 112
. ) qIU Lz3
Periodic Lo s
112 Per|0d|C
10
Schedule oy
— > Departure control
Periodic (check-in system)

Revenue management

& network optimization
system
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... but it requires an airline to capture and utilize
a wide range of customer & transaction data

Internet retailers know that “look-to-book” matters just as
much as “booked”

What markets/dates are customers querying even when they don’t buy?

Use website “screen scraping” to compare real-time fares

Analyze online fare searches by O&D to find restrictive fare inventory
or less-preferred schedules

Multiply RM’s benefits by using customer data to make
customized offers

Target discount offers based on specific customer’s transaction history

Reinforce loyalty by getting customers to “shop with us first”

Infrastructure is expensive and customer buy-in takes time,

but the return on investment is worth the effort!
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Important concepts

Revenue management maximizes revenue by forecasting demand,
segmenting customers, & optimizing fare availability

Forecast data has many other valuable uses for an airline

Optimal revenue management requires a
careful balance between spill and spoilage

Successful airlines focus on revenue per
available seat-kilometer (RASK)

Future gains in revenue management will require a wealth of data in
order to understand customers and shape their behavior
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