O -
AIRSAVINGS

LPYE
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ANCILLARY REVENUES

Bernie Baldwin reports
on the revenue streams
which are so vital to
airlines, economic

I downturn or not.

E n tough economic times, the difference
Detwaan having black or rad &t the bottom of
an girine’s annual accounts can be the
ravenues it has gensrated through ancilary
saervices, Athough budgeting for an axact
Income might be ciMcut, it is at laast an arsa
over which an airfine has some contrel

NMoreover, akines &% Qatting Qood & the job.
Earler this year, Amadeus and KeaWorks
reporied e ancilary mvenues cisciosed by 47
arfines in 2010, then fock those statistics and
applied them %0 a list of mome than 200 arfines
to provide a global projection of anciléry
reverue activity for 2011, The conchusion was
a workivide estimate of ancilary revenues of
$32.5 bilion, & $8.9 bikon increase, equivalent
10 43.8%, over the 2070 figure.

The Amadeus Woarldwide Estimaste of
Ancilery Ravanue for 2011 represents the
Sacond year that Amadeus and IdeaWarks
hiave camied out the task of caladating global
ancillary reverus activity. IceaWorks' analysis
reveals natural groupings based upon a
camier's abity to ganarate anciliary revenues.
The "percentage of revenus” meults associated
With four gefinad caneQonss wers sppiad 10 a8
workdvide Bst of 0parsiing revenuss dieciosad
by 203 arines. Tha four categores defined by
Icea\Vorks an:

* Arcilary revenue champlons = camiens which
generaie the highest ancliary venuss a5 a
percentage of operating revenuas. The
average acheved by Tis group was 19.6%
of operating revanues, which s slightly
up from the 19.4% reparted for 2010,
Inchuded in this category am airines such as
AirAsia, Aer Lingus, easyJet, Ryanar and
Spirit Airfnes.

& Major US airines - thase camiars genarato
strong  ancillary revenues through a
combination of fagquent fiyer revenues and
baggage fees. The averags for this group
was 11.9%, a notable increase above
the 2010 rate of 7.2%. Arlines such as
Alazka, Amedcan and United are inciuded

treaming
value

nara, though it wil be Intanssting 10 568 the
efiact of American's entry into Chapter 11
barkruptey protection.

& Low-fare Sfines - these camens typically use
amix of & la cane fees 1o generate good
levels of ancliary revenues. The average in
this group was 6.5% and s abover bt year's
S5.4%. The axamples of these srines given
bry IdeaWorks are AirTran, Blue1, IndiGo,
Jazeera Airways, Pegasus Airfines and
Spang Arres,

# Tradmonal arines - tha survey treats this
catagory 8s a catch-all for the largast
number of camers. Ancillary reversas activity
may consist of fase fom unbundied sanios
and imited parnar activity in frequent Myer
programmes. The average revenues gainad
hare a5 a percantages of opensting revenyues
mmainad at 2.9%. Thesa camers include Ar
China, Emirates, Finnaic LAN, Qater Srvwarys
and Singapcre Alfings,
According to Julla Sattel, VP aifine IT with

the global low-fare airine marked tend to

cheose a modal that sticks to ndustry
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standards, rathér than using a customised
Approach 10 the developmen! and depioyment
of ther anciary senicas, “Our philosophy 8%
balance tha procuctivity and efficiency that
industry standards bring wih the desine for
Some afiNes 10 customiss e way in which
their product Is packaged and sold,” states
Sattel. “Whatever e model, there s no doubt
that the growth of ancilary sales Is here
10 sty

0 PASSENGER CHOICE
Overall, says IdeaWorks, “savwvy alrine
managers have learned ancllary revanues
should not rely upon forced chaoes, but rather
aliow consumers to taior travel according o
thek Dudoat. Consumerns who am tested fairy
and recave good value wil undoubtedy
provide arlines with ancther good year of
ancliary revers growth for 20127

S0 in which areas are the ancillary
favenuas increasing ? Wel, much comes from
revenues accruad from the unbundiing of
sarvices, but thers are aflso initiatives which
gain ancllary revenues by offering <>
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Amadous Worldwide Estimate of Ancillary Revenus

Alrtine 2011 Anciliey Revorue
US Major Arfines $12.5 bilkon
Low-oost Carrlers $4.8 ion
Tradtioral Alires $10.9 blicn
Arcilary Rovene ~ sA3biion
Chames .

Worldwide Totals 5025 biion

Souce: Arcliary apphed
Atre Naport in the July 2011 ks of A Tiengpon Vo

sornathing abova and beyoryd what might have
been in & “bundled” farea,

“The mast impreasive inftiatives we have
s0en are, firt, & much broader set of products
the bunding of ancilanes,” reports Omagh
Hoban, VP strategy and marketing & Datalex
“Icremertal revONUos Gontributed by ancilany
ravenues &= 58l 3 small percerfiags of the ol
top ine and langaly derved from fight-driven
arcilaries such as baggage fees and loyaky.
Airines are taking the opportunity to sell a
much broader range of products and sentoes
befdors, curing and afier e fight — for eample,
anbosd meals, emertainment, Wi-FL, ground
transportaton, hotels, car sental, Insurance and
other activitios.

“Dyramic fare family bunding,” she explains,
“is the process whereby the aidine can
configure prcing of ancilary tems in & bundie
and postion this as a fars famiy for a customes
sagmant or markel. Pricss can be added 1o e
ak fare and shown 85 a0 cpagque unit or n
detal by fare tarmily benefit.*

Raphise Bejar, CEO of Arsavings, has his
oan theories on where increasad ancilary
revenues ane coming from. *l would classify
e success of an ancllary reverne procuct
ar service in two ways: firstly, how much
money  genanates and, secondly, haw the
passenger perceives and adopts such a
product of Sanvice.

“In the area of unburdling, | can identify
only one that Is able to satisty both thase
'sucoass points’, and that is seat selection.
Balore tha explosion of ancllary mvenues, Sial
aaiection - o af kast, ha chare for making 8
salection -~ was not offerad by any sirine, A
passenger had $i8 right 1o sakact his or her sast
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2010 Ancilary Reverwse  Increase for 2011

S5.7 bion 8r%
336 bilon 3 33%
385 nilon 28%
$38 titicn 13%
S22.6 bilion 438%

10 N0l arine revenue resuls feted in the Workiwice

at check-in o over the phona several days prior
o departure.

*By unbunding this senice and making It
available orling for & foa at the tima of booking.
which could be days, weeks or éven months
befors & fight, akines have besen abls 1o identfy
a very swesl ncome spot - and ona hat has
net cnised R AMANESt DASSEN0MS 85, SaY,
baggage tees have. Onoa & passenger has
paid for seat selection, the chances of
repaaing the purchass on future fights i very
righ. As tha foe generated did not invale
labour or prysical oot 10 thes arna, it s a purs
profit pem.”

= PERCEIVED VALUE

“In fact, saat sakection was coe of the moast
rawarding ancilary Incomes generated by
airines last year, along with baggage fees -
which made up a8 much as 20% of the tosal
ancliary reverses for major LS aidines in 2010
Urlke baggage t9es, howewer, sast sslacion
has a highly positive perceived valus ameng
passengses,” clhims Bejar

The big three ancilary stresms am Insumance,
hotels and rental cars, and Sidings am avanys
locking for 1he rght infative. 10 Craate e next
big ancilary product.

“Ag we'va 5ean with the overall acoaptance
of e sask seloction fes, parsaived value B ane
of e kay drivers needad for passengers to
adopt @ senice or product — with a wilingness
10 pary for t," Bejar corfinues.

“With this in mind, | 566 the next major, &nd
sucoessid, ancllary stream being cre that has
a perceived vale 10 the passenger An
ampke is CONCINgR senices. The possibiity
of having a personal travel assistant or a
conciegs who &5 80 10 assiet vith every travel
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need or amargency hes 8 very high perceved
valua for travellers. What's also intaresting
about this service is that it has mutiple prcs
ponts: the letsur el the Dusiness tarske
avd the Wpaury travelier ans all willng to pay for
NS BEPNSE BUT 81t vy acading o
ther percenved valua,

“‘Up until very recently, this service was
avaliable cnly 10 8 sekct few and in & high-end
category,” he Continues, “\What we are sasing
now, however, is the trend of democratising the
cancierge Snice N both Europe and Unitea
States. It spreads the cost among travelers
very much lika Insurance sanices 0o, For the
comveniance offered, as well 38 an atactive
price, thees s & high perceived valua for what
the concienga senice can bring, 50 | baleve
this will ba tha next successiul anclllary
revenue offerng.”

For Datalex's Moban, the neot big thing is
agvances in merchandising practices 10
capbure mare share of the travel wallet, “The
arting has only resciyad e 1p of the iceberg,
In an ahways cornacted world, the possitle
consumar touchpoints 1o access that
share of the ancilary wallat have ncrdsed
exponantially; 1or example, across Wi-Fi, in
fight, or via social networks and loyalty
programmes. Tha naxt big thing wil ba mere
afective mechandsing of a much Droader set
of products, prices, promaotions and rewards.”

Wels ancliary mvenues anes obniously good
for camiers In the US, marty pecps dascrbe
the process of paying per S2vice as ‘nickel-
and-diming’ and see it 88 the alrinas simply
squeezing more maney from tham. Some
camiens, though, do “upesling” well, particutarty
onling, with other aifines abje leam from hem.

“In my opinion, thems ane 8 rumber of arfires
i the US that are haad and shoulders sbove
the pack: namely JatBiue, Virgin America,
Allaglant, Spirit and Frontier - all of whom, |
baliove, ara daing & very good job at marketng
new foo-based offédngs In a postive way and
andearing customers, instead of dlierating
tham,” deciares Bajar, “And while thess arfnes
tend fo be successful in launching naw
preducts and upselling to their passangers,
nunyolumdinssetmllngfr
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behind because they lack the workforce
flexibiity to realise that the successful operators
are bacoming e-commerce companies, wiling
to invest in innovation and take some risks.

"l also have to say that nen-industry media
in the US have consistently battered the aldine
industry over fees. | can’t understand why
airfines aren't allowed to be profitable or why
they are chastised for attempting to generate
revenues, when other industries are widely
encowraged to do s0,” he adds.

In upselling, Hoban admits that Datalex’s
customers impress the company the most.
“We love the Frontier Airlines 'AirFairs’ fare
families, where travallers can choose from three
levels to fit their budget and travel needs. Their
continued focus on optimal price differential
and real value are exemplary. Also, Aer Lingus

continues to roll cut effective new ancillary
offerings, such as car parking and cnboard
meals,” Hoban remarks.

N IT TOOLS
When it comes to IT which enhances ancilary
revenue generation and who is using it
well, Hoban holds her hands up again.
“We're blased, of course, but have basis," she
claims, “Our TDP Merchandising Platform is
recognised as one of the most versatile and
comprehensive solutions in the market.
Customers using TDP are among the carriers
generating the highest ancillary revenues as a
percentage of operating revenuss.”

Bejar also has “a bit of a plug"” as he
commaents, "We have developed a module
which we are implementing at several airlines

over the coming months and which can be
deployed for any type of commission-based
ancillary revenue. This is by far the most flexible
and quick-to-implement module that | have
seen, not because we have developed it, but
because other [T suppliers are implementing
the same senvices with a kead time of anywhere
from six to twelve months, instead of four
weeks, We believe that speed to market is
absolutely critical.

“Despite all the talk, | believe that ancillary
revenues are still very much in their infancy.
Once aifines have understood that they
have to consider themselves e-commerce
companies, and act as such, then we wil jump
10 the next level. As long as you bring value and
quality of sarvice to the clients, thers ara no
limits,” Bejar concludes. Tl




