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Trne Curse zne Blassine of Cornrnercial Avizitlor

T ne s 2idigs gusigessils 2 tough business.

Ot Margins are thin, fixed Costs are
hlgﬁ capital expenditures are Iarge
:;gevemmenu.egulatlon has been
unstable, and taxation can be unmerciful.

Demand can be chilled by an outbreak of
disease, recession, war or terrorism.

The airline business also Is a
. Its technology Is breathtaking

The defiance of gravity, the allure of

exotic destinations or primordial

mlc domlnatlon has drawn

ent and fiffel it
NAUSthyate SUTY
lISpassionate flnanC|aI HEWA]S

seemingly would warrant.
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"‘dr&?pa'ratt?'économles and cultures, = —
stimulating social and cultural cross- P
"~ fertilization, economic growth and diversity in  NORIHAMERIGA

an |_ncreasmgly iInterdependent global
environment.

= Trade and tourism are heavily reliant on this
most modern means of transportation. \Whole
economic sectors (e.g., hotels, automobile
rental firms, convention business, and tourist
Imatlons) depend on safe, secure,
pendable, efficient and reasonabiwy’ped =
_— a
-In-time™ [JIT] inventory has moved'to a
global scale with the expeditious movement
of cargo by air. The economic ripple effect

throughout industrial and commercial sectors
and geographic regions Is profound.




GOVERNMENTLANDUHE

ALRLIN S (N DUSTTR /

Mamenfa'lmgmm.of the infrastructure
____uplon which economic growth'is built—the veins and
|IES O COMMErce, communications and national
defense—a healthy transportation system offering
reasonable prices and ubiquitous service to the
public is vitally important to the health of the nation it
Serves.

= No nation can aspire to participate in the global
economy without safe and dependable airline
service. For that reason, throughout history,
governments the world over have premoted and
: -agedﬂts-development by providing,
AStIL ch and developme b Urar
fle I | p, losieliss, 2l gtlifle B CWRETSHIPIG
IIRES —
It moves, tax it. If it keeps moving, regulate it. It
stops moving, subsidize it.” President Ronald
Reagan.




Airlines for ' America

PASSENGER NAME
SMITH, JOHN
FROM:

LOS ANGELES, CA

TO:
CHICAGO, IL
GATE

GROUPZ3 12

BOARDING PASS

I-AX ")'ORD

CLASS DATE
A~ 12MAY 12M AY

BOARDING TIME

515P 38.C

03091‘ 9871 2502354

ITDO512 / T

$63.47

FEDERAL FUEL
GOVERNMENT COSTS
TAXES
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PASSENGER NAME
SMITH, JOHN
FROM:

LOS ANGELES, CA

CHICAGO IL
FLIGHT

CLBP223 38C
GROUP 3

DATE CLASS DEPARTS
12MAY A 12MAY

‘

$51.52 $123.11
LABOR NON-LABOR/FUEL  AIRLINE
EXPENSES OPERATING AND PROFITS

OTHER EXPENSES




TRANSPORTATION

- At the dawn of the 21st century, more than 1,000 scheduled airlines
operate more than 15,000 aircraft. The commercial airline indust
carried 1.6 billion passengers and 22 million tons of cargo annually,
about 40% of the world’s manufacturing exports based upon value.

- Today, airlines carry 2.3 billion passengers on more than 26 million

flights worldwide.
- Worldwide, civil aviation employs 28 million people, directly, indirectly
or induced.
~ I%% 2000, the-commercial.airline ing nted for more than a
“trillion dollars a , indirectly, and
induced.

fthe jndustry.were ai

?I‘nl&p oduction, justaheathol CRNEY” _—
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4 Marieiine,
S RIARNING}

Revenue Management, -
__mratlons '?:*_ —
-~ Maintenance & Engineering,

i I'egal’and General Counsel, SIIPFP-G
*  Financial Planning & Analysis, W\ CONSTELLATIONS
= Human Resources/Employee Relations, | :
= Customer Service and Reservations,
= Advertising and Promotions,
= Corporate Communications/Public Relations,
= Properties and Facilities/Airport Affairs,
= Purchasing,
= |n-Flight Services,

= ment Affairs;
' ational,
ering,

"R EghtsStandardsandsiraming,

63. e y and Securlty, TWA TRANS WORLD AIRUIRES
= Regional/Area Management,
= Cargo,

= Controller and Treasurer, and
= Secretarial.
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THE PLANNING PROCESS

SR —— —

e —

—————D i1l orpgra flvas: A A

:Eoég‘@ngf_snuatlon Analysis o the SIENgIS
. EIIUNECKIESSESOIRIIERAIRINMESANGNLS JCRALFY
COMPEtorS; AU envirenmental .'
oppertunIties and threats; v

= [Ferecast future events;

= Evaluate varous alternatives, and their
fiskireward prebhabilities;

= Establishibroad strategies torsatisty
corporate ebjectives;

Formulate s08ciic ElchceiNd e

irnplernigrit siraiggies anediiidetElilnlefolarns
through all depariments;
Execuis olans sffaaiivaly
mSAppraiseresuits; and
= Modify plans as experience dictates
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e ———— q"Customers (busmess and dlscretlonary passenger —
-' ~ corporations, the government, travel agents, tour
operators, consolidators, shippers and freight forwarders);

Market identity (high or low service, high or low price);

Route structure (connecting or point-to-point, dense or thin
city-pairs, domestic/international);

Schedule (stage length, flight frequency, aircraft and gate .
utilization, load factors, fuel consumption);

Fleet (e.g., age, composition; noise stage, heterogeneous
or homogenous maintenance, reliability);

Marketing (market share, yield management, distribution
network, product lines);

Finance (return on investment cash-ﬂow-debﬂgg%w
nieresticoverage; fleetiagerand percentage lease -
Working capital; creditavailability);

Cost structure (labor, fuel, distribution);

= Personnel (salary levels, unionization, turnover, training,
morale); and

= Environment (demographic, social, economic, regulatory).
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" WELCOME Am;/'k /1
: .
NOMOVIES, FOLKS, bow g}'f}g"’" o,
FOR OUR BIVERAGE INSTEAD, LETHE ) (Y MOWS LEFTONER & -
SERVICE, WE'RE PASGING ENTERTAIN YOU! ) | ot ROAST. ENJOY! )
B | AROUND THE CAPTAN'S AGUY WALKS / THIS 15 OUR NEW) |
BOTTLE OF BOURBON,
/




Rm” AIR Boeing 737-800

THE LOW FARES AIRLINE Yours to read for
just £2 50

| B : In case of pressure loss, insert £1 into slot to
W release oxygen mask. Secure your own mask, but
4 W do not help others. They must pay for it themselves.

If the plane has to land in an emergency, insert your card into the
chip and pin device. When the transaction is complete, exit the
aircraft. A member of crew will be on hand to collect your £25
emergency disembarkation fee.
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@ SOUTH PACIFIC AIRLINES

€2 Safety Instructions ©)

HENE ARE BOME BAFETY TS IN THE PLEASE BF CAUTIONS WITH SlaaLL #ETS,
EVENT OF SNAKES Ot A FLANL SMAXES. AS THEY MAY ATTRACT MUNGHY SMAXES.

FIRE EXTINGURSHINS LOCATEO AT 0TS
CAN ALSD WARD OFF AGORLISIVE SNAXLS.

¥ YOU SUFFER FROM A SMAXE TE, MLEASE OXYOEN MASKS CAN B2 USLD I ThHE
NOTIY THE NEARESY FLGMT ATTENDANY CVINT OF PANCG Artacks. EVACUAIION, THE CMIRGEINCY SLIOT
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ihﬁ’"n‘t‘onal areas ofplannlng— s = —
,_._.forecastﬁ_QJ scheduling, fleet MEﬂ'lQ (A va|0N

acquisition, and operations—require agie N
coordination between two of the central
supply and demand organizational
areas of an airline—operations and
marketing, respectively.

= One source emphasizes the danger In
allowing either to become dominant: “If

thereperations structure is dominant, an
eased integ uply resultsoup: T

| ue. If mar etlng |s dominant,
capacity and revenues increase, but
operating costs rise measurably.”
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PLANNING

PRICING

V.P.
MARKETING

INVENTORY
MANAGEMENT ADVERTISING




FLIGHT
OPERATIONS

V.P. OPERATIONS

GROUND MAINTENANCE
OPERATIONS AND
ENGINEERING




mm will the
______ carrier operate? =—

-==—H‘6\Tv'frequmy,—and—at what times, will

It provide service between these

points? 2 A ST
= Will it serve connecting traffic, or 0000080 ngmm §

Instead focus on origin-and-destination
passengers?

= Which aircraft types will it fly, and in
what interior configuration?

= Will it offer multiple classes of service
or.example, dividing the cabin into j oy
first, business, an conomy classes), ™\ Nl SV 50
and what willl beits seatipitchz \What
Willit offer in tenmsteimnEiight
AMENItiEs (e.g., beverages, reserved .
eating, meals, and movies)? -
= At what price will it offer its product,
and with what restrictions?

=  How will it distribute its product?




=dpritiric Graegrisiet descrivgs ing
perJem of the ]ntermedt,lte and

_,m,. L)J naiure of 2is iragsoortation inis ¥
*ﬂ@yr 3

- Unlike almost every other consumer service air transportation is

not an end product but is an intermediate step used only when it is
necessary for someone to satisfy another personal or business need. ... ..

: The intermediate nature of air transportation is the reason that it is
considered, in economic terms, a commodity. An analogy can be made to

a bushel of wheat which is a commodity. for two ' reasons. First, nobody |
-bushel of Wheat what they want IS a loaf of bread or a cake and: =
termediate)material necdeditor
: IFevery bushel of wheat is just

ry. other bushel SO no producer can makerhis different from any.

other. In the same manner every airplane seat is just like every other seat.
There are, of course, different grades of wheat and there are first class

and business class seats, but for the mass market a seat is a seat.

=ESG Aviation Services, 9 Airline Monitor 1 (Oct. 1996).




Amenities,—.Efforis.io.,Achieve
H ejeluiet Diffe J%LL.LJJ\.)

e

' "-"A‘.F&E?t"
. "..Routes ..
= Schedule, Frequency, Punctuality
= Seat Pitch
= Business/First/Premium Economy Class
= Meals (hot or cold), Drinks
= Video
= Newspapers, Magazines

L igned Seating
ﬁﬁiing
~se delivers

guent Flyer Program
= More and better-trained flight attendants

= Airport lounge access iiﬂ._:_"lh..“.u' 852",

= Or, and airline can charge for these amenities with a la carte pncmg.l
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Cabin Configuration: American Airlines: DC-10

American Airlines DC-10 LuxuryLiner.

SPACIOUS COACH LOUNGE WITH
STAND-UP BAR. ANOTHER
AMERICAN AIRLINES INNOVATION.

EXTRA-WIDE-VIEW WINDOWS.

TWO COACH CABINS

TOTAL OF 172 PASSENGERS. e
\ -

FIRST CLASS CABIN
34 PASSEP’GERS.

=—__CONTOUR DESIGNED SEATS,

FIRST CLASS LOUNGE WITH BAR, FOR MORE COMFORT AND LEGROOM.
\

\ o e

@ Y

THE BELOW-DECK KITCHEN 2
AN AMERICAN AIRLINES INNOVATION.

SMOKING/NO SMOKING AREA \
{ONE IN EACH CABIN,) GENERAL ELECTRIC ADVANCED TECHNOLOGY
ENGINES, QUIET AND SMOKELESS,
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Ir Rouie Sysiarn (6 Cliy-Pairs) oifars

D

F
|
K

Hub-And-Spoke Network (48 City-

Pairs) offers a revenue advantage

B
D




- ' = High Fare, Full'Service Network Carrlers—These are carriers WhIC offer

| b|qU|tous national and international connecting service distributed'through
computer reservations systems [CRS] pre-dominantly by travel agents.
Examples are the big four U.S. airlines—United, American, Delta and
Northwest.

= Low Fare, High Service Network Carriers—These carriers which offer
widespread connecting service distributed via CRS. An example is
Continental, which under Frank Lorenzo had degenerated into a low fare,
low service network carrier, but post-Lorenzo, has much improved its
service. Low Fare, Low Service Network Carriers—These are carriers which™
offer widespread connecting service generally distributed outside: CRS and
travel agents. Examples include JetBlue.

= High Fare, High Service Point-to-Point Carriers—Midwest Express
embraced a formula of spacious seating, and gourmet meals, at relatively
high prices. .
= | ow Fare, High Service Point-to-Point Carriers—These are carriers which_‘
offer good service (ample legiroem, meals).in city-pairsydistributed S
and travel agents If high frequencies

andilew. consume
iht'add Southwest Airlines to thisHist,

BEST AI R Ll N E ght, and its inflight amenities are nil.

American Airlines Low Fare, Low Service Point-to-Point:Carriers—These are carriers which
st et s i i e offer bare bones in- -flight amenities with direct product distribution. Examples
include the Europe’s easyjet, or Asia’s Tiger Airways. Though Southwest
ranks high in customer satisfaction, it provides its clientele “bare bones” in-
flight service.

2
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— Benchmarkmgﬂmaﬁaair

«performance, cash, return on
assets, labor costs, productivity,
asset utilization vis-a-vis a peer
group of airlines

= Flight Profitability Analysis —
market profit/loss, passengers,
adfactor; break-even load

departure average pax per

ONLY IN THEATRES
departure. 08.18.06

www.SnakesOnAPlane.com
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= think when airlines want to
set new fares, they put their
people into a room without
food or water. And when
they start to hallucinate,
then they make the fares.”

Virginia De
Dean

-

- President, ...
ervices




The concept of prlce elastIC|ty of:‘demand’
describes the enhanced price sensitivity of
a leisure traveler vis-a-vis a business
traveler.

The law of demand suggests consumers
will respond to a price decline by buying
more of a given product.

Consumer sensitivity to price change Is
referred to as elasticity.

When price change gives rise to

considerable cgapge In consumptlon,-_—
Gemaneis e elastic.

Conversely, if.consumers are relatively

unresponsive to price change, demand IS
Inelastic.
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——e—rw mzmg that.the market IS segmented among Various classe of =

S— travelers with differing demand' elasiticites, a carrier can tailor a

= combination of‘price and service offerings (|n this context, travel
restrictions) designed both to increase load factors (filling seats which
otherwise would fly empty with discretionary travelers) and maximizing
yields (charging less price sensitive, or demand inelastic, travelers

more). .

= For example, business travelers are less demand elastic' than vacation
travelers, because the cost of business travel is borne by their
employer rather than themselves, Iis paid with pre-tax dollars, and the
company realizes potential business opportunities if such travel is

ader . e
| dollars by an e

paid for with pEStEta:



Passenger
Market
Segmentation

Large Corporation Leisure Visit




YOUS OUVRE TOUTE

NORTHEAST AIRLINES EASTERN AIR LINES UNITED AIR LINES NORTHWEST AIRLINES
COLONIAL AIRLINES DELTA AIR LINES NATIONAL AIRLINES TRANSCANADA AIR LINES
AMERICAN AIRLINES BRANIFF IN* AIR

+1% In disposable income
= +2.7% traffic

-10% In fares = +3% traffic

+10% In fares = -3% traffic

+7% revenue .
- .

20%

revenue
>10 trips a year = 45% of
trips flown = 8% of pax

= 40% of -



Derrizricl for A]r Crelgrnt Trarnsgort

AI R FRAN %E k ~or cargo, air frelght caters to hlgh-

value, time-sensitive shipments,
because the cost of moving freight
by air Is high, and many goods can
be routed via another mode of
transport.

" If it is of high-value, the goods can
absorb the high cost of air freight in. .

its purchase,price. .
flitisitime=sensitive (such as —--

perishable fish or flowers), it often
must move by air or not at all.

B



heRelationshipBetves
\ . _ Pricg el Gosi
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Since deregulation'. . . the pricing
structure has become much
more complex. The linkage
between costs and prices has
been broken. The price of an
airline seat has no.relationship to
the cost of producing It, but
rather reflects the degree and
nature of competition. Costs and
prices;have gone their. separate
Wways. I[NaCt; the relationship™ s

“has'been reversed. Airline
managements are seeking to
lower costs in order to match
prices...."

Dr. Julius Maldutis




__Cost- based prlcmg has become prlce basd
cosﬂng
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How come cheap airlines are so cheap?

Fastest growing segment of air travel are low fare airines [LFAs), sometimes called low cost compandes (LCC). LFAs now
constitute 35% of schaduled intra-EU point to point traffic — and the cheap flights res n in Europe only started in 1990
by Ryanale. In the USA it was the Southwest Airfines that has led the attack against high flights prices since 1971

Low cost airline Regular airline
So how cheap are the cheap flights? #cagc e (1) ~
Ryanar Eagyjet Rer lyngus Southwest \ (uftharsa Air France B¢
a4 65* 94 106,60* 235 267 324
2 0 @ @ @ @
| wway e y o4 -nnum:.)

Higher seat density - 737-300: 128 seats in a regular one

148 seats, single class cabin i
—_—
Yy alre 1I0W-C0OS =
—

- higher utilization of the plane

carriers low-cost? )

Smaller airports - cheaper; simple
ground faciities .

Turnaround slowed down by use of
a major airports with large amount of
traffic {approx. 45 min.)

la Transfers,
) | long hauls
Bigger awports
- MOre expensive.

Tickets sold directly, mostly ’

‘ Many tickets sold by travel
by Internet {easylet-§5% ) f agencies, Inturing extra charges
P ) -,
_No##ills — no additional costs - Entertainment programme,
/ )( quick check in, lounges, paper
ickets, business class, catering
Standardised fleet (only one Various dircraft
airoraft type) - cheaper { d
maintanence,
traimng. ‘
High variable-proportion of salary : \ / High basic salaries (variable proportion
(up to 26 %), better HR utifisation up to 11 %), trade union affiliation
The case of extreme productivity

Passengers per employee:
ol RRRRRRRRRRRRR] 6772 it airwas: o] 735
wonae R R R R RRRRRRRRRRER 9679  mercmewm || 715

Where do all those savings, on an average, come from?

90 0O OO0 0

Higher ower | Cheaper | Single | Minimal | No No agents

aircraft | station 1
type osls

commis:

seat aircralt rew
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2 Predatory [ESPONSES to new

—e

‘:.._i—.

entry (depending upon the
new entrant’s balance sheet
and pain threshold):

= Add frequency
= Reschedule so as to

ICh Comﬁetltor S fllghts'

- Increase advertising

RESPOIHSET 5 I\ g




The Compet 's ""fluence_

= Competition, or the eco
price. .

ol B

= A competing carrier with |O |

perishable inventory, or REEEING 0 secuepTMmmediate
cash infusion may well d NGES GeINGY all carriers.

a-high:fixed-cost industry ommercial aviation, noe
‘%ier can withstand the loss of large numbers: of

sSengers to Its rivals, and will fellow: the price leader
EEWN to preserve market share.

SENSUMEr Infermation as to the lowest priced seats h
* been significantly enhanced by the internet — good
jeigalinlines tiilEio dunp; unsold inventernysandicwers

digtrigtitfenNee Nndghad HEWS for, tthrs
'sl.czsmr)rjrc 0 aVEIEly IE1 rosmn

Ihe nterset Nasihcreaseul:
,d,J;ng Airlines to, dropNareSICIBSEr: to defs
MVENIGIASPUIIAUE. 0 g o

:




YIELD(REVENUE

Pnce IS a functlon o) both supply and
demand. Price is also related to cost and
can heavily influence load factors (both
actual and break-even).

= Demand for air transportation services Is
derived, uncertain, cyclical, directional and
highly segmented Productivity of airline -
resources is enhanced by a strategy of
carrying multidimensional traffic—business,
vacation and VER.

T = Since each group of passengers may have

s aoveaTuzges o a different demand charactensg&%
A _'_5‘31'_"_1“" seeking both tojselliperishable surp -
m Iventor and me |m|ze revenue will
develop a yield/inventeny: (or price/capacity)

SEi management system (sometimes referred

to as a revenue management system).

[PIUALE (MR

Fly the deadly skies.

ONLY IN CINEMAS
TUESDAY 215T APRIL

a2 T‘-,~_ - —— ot -
> -y -} Li Em



Yield/revenue management is the process of
combining price and inventory controls to
maximize revenue.

It requires assessing future passenger demand
(usually based on historical sales data),
determining the optimal way to price and allocate
seat inventory on each flight, and communicating
the resulting price/inventory distribution to
distribution and sales outlets.]|

= Itinvolves selectively accepting or rejectlng sales
in order to maximize revenue. As Sabre’s Ben
Vinod put it, yield management.is,. ‘selling,the right
‘eat to,the rlght CUSIOMIEN; at the right price; at't
gt iimeTtermaximizersystem revenues and
profltablllty |




eVehRuedyvialiaeEemER L i)
[ W

| h‘é“Vi@’ld manager must attempt to identify the dlfferent price elast|C|t|es of demand —
between different classes of travelers to stimulate demand from passengers who

.~ woeuldnetetherwisely, while attempting to avoid having passengers with low
demand elasticity divert to fares set for passengers with high demand elasticity.

= This is done by coupling the lower fare buckets with restrictions such as advance
purchase requirements, day and time of departure, and minimum and maximum
stay requirements.

= Advance purchase restrictions are placed on the lower fares in recognition of the
fact that leisure travelers can (and usually do) plan vacations well'ahead of time.
The carrier will also want to restrict the number of seats in every deeply discounted
fare bucket, holding back higher-yield inventory in reserve to sell to passengers
with less flexibility.

= __By.allocating a larger bucket of price discounted seats to off-peak times and days, o
j:@-'sensmve passengers can be encouraged to: shn‘t their demand to.ot_f;pea .

ndividual city-pair market, the yield manager must assess the impact of the
discount in terms of traffic generation (the number of new passengers stimulated by
the low fare, usually measured in terms of higher load factors), and on dilution (the
amount of revenue lost by giving a lower fare to passengers who would have flown
anyway at the higher fare).



= The relationship between yields, bookings and break-even load factors is a complex one,
the balance of which can be easily upset by energy prices, irrational competitive
behavior, and the vicissitudes of the marketplace environment.

= Carriers adept at yield management tend to close out lower fare buckets (e.g., 21-day
advance purchase Saturday night stay over) early, particularly during heavy demand
periods.

= Under a process termed “nesting,” as sales build for a flight; the lower-valued itinerary
classes are automatically closed, leaving the higher-yield seats open

= The trick is to avoid selling an excessive number of low-yield seats too early, for this may.
consume.inventory.and close out later bookings of higher-yield customers, causing “spill?

Oft higher-revenue traffic to a competitor, or the inability t6. accommogdate aspotenti
rchase because capacityshasibeen consumed he'less ofisales to'later
heEKING CUSIEOMESHIECAUS el emersthave consumed available

= Conversely, holding back an excessive number of seats for potential high-yield
customers who may fail to materialize may deprive the carrier of earlier sales to price-
sensitive lower-yield customers. This is referred to as “spoilage,” a situation where

demand for seats exists but, due to misallocation of inventory, they depart empty.
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— = |n 1979 there were 58, OOO domestlc alr fares A\
« “decade later; there were 4,000,000 domestic air
fares.

= Airlines have learned that by watching passenger

demand carefully, they can shrewdly manipulate

the number of seats for which restricted discounts

are offered, and fill seats with passengers paying
ﬁ‘lrﬁ:é'mammum price. s ——
ﬁgﬁmm n of tens of
— ousands of rate changes each day. An average
day may have 200,000 new fares inputted into

CRS, while during a fare war, 1,500,000 fares may
be added.




~ “The accelerated switch to e-commerce and
online ticket sales will create market
iInstablility. The Internet will give consumers
Instantaneous and easy access to airline
price and service data thereby enhancing

é_gnsumers “market power.. Tl his will

g ravateﬁmgwnwar.d-pms ureon tarl’f’fs"'"'
: dl€S.
Regis Doganis - Former CEO, Olympic Airways ﬁ
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Direct Bookings
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