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THINGS T0
UNBUNDLE

Ancillary revenues are a growth business if
additional opportunities can be identified

By Michele McDonald

N THE QUEST FOR NEW ANCILLARY REVENUE
streams, there’s not much more unexplored territory,” says
Jay Sorensen, CEO of IdcaWorks, a consulting company that
focuses on ancillary opportunities and estimates 2010 industry

ancillary revenues ac $22.6 billion. “I think we've seen examples of

. »
everything that can happen.

But those examples are concentratad in two types of air-
lines, he savs: Network carriers in the US and Jow-cost carri-
ers everywhere else. The concept has a lot of growth abead of
it, and many airlines that are already in the game have a long
way 10 go in fine-tuning their strategies.

The low-hanging fruit—checked -bag fees—has been
pluckad by both camps, Sorensen says, and he predics this
will spread to full-service airlines around the globe via an
unexpected source: The three major alliances, "The US was
a test case for bag fees. US zirddines implemented them across
the board and the world did not end,” he says. “Initiallv, the
alliances were impediments w such fees, but once an aidine
adopts it. it spreads for matters of consistency.”

Henry Hareveldr, principal travel analyst for Forrester
Research, agrees that US carriers “have disassembled the
product 2s much as they can.” Much of that dismanding wis
not zppealing to travders, Now, he says, it is time to lgure
out; "How do we let people craft an experience to their lik-
ing that still fits into the zidine’s budger?”

Both Harteveldt and Sorensen suggest that the way w0
passengers’ hearts may be through their stomachs. Food
will be the next frontier, Sorensen says, The days of free
food in cconomy cabins—already @ memory on most North
-x’“cll\.all Jlfllnc‘a. li(’l]w&liL ,llizhlﬁ_llc nul'nl]frctl oven on
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transocanic flights, he believes. But

its replacement won't be the typical buy-on-

board snack box designed for 2 longer shelt life than any
food product should have, or a sandwich selection that may
run out when the food car is halfway down the aisle,

Rather, he says, the new version will be pre-orderad, and
that’s the key: The aidine will know exactly how many pas-
sengers have ordered 2 meal so there will be no waste. The
tood will be preparad to order. not mass-produced 10 appear
on several flights unril it is sold. “For 100 long, food has
been cost-cut 1o death,” he says, “What a refreshing change
it will be when 2n aidine has a product passengers will like.
Consumers will be better served than when they were living
off the charity of an aidine.”

Some aitlines alraudy are experimenting with pre-orderad
food. KLM, for example, is testing an “a la cane menu® on
flights from Amsterdam to [0 Jong-haul destinations. The
options incdlude 2 Japanese dinner of sushi, chicken with
steamad rice and vegetables and 2 specialty salad; an Tadian pasta
mal with traditional sides; an organic chicken-and-veggic feast,
and Indonesian rijstaffe, a favorite 2among the Duteh. Each
meal costs €15, or about $£19.50, For now, economy class pas-
sengers can still opt for the free meal, but Sorensen belicves the
')IC ‘)H’l:]tll l])u] \Vl" l,(.'l.l‘"\c xhc norm,
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Paying, in fact, can ke the pamn
out of 2 trip. On a one-stop tnip trom Barcelona to Istanbul

aboard a “full-service” carr

. he was served a bag of potaro
chips and a cup of tble wine. "Had [ Alown easyfer. [ would
been happicer,” he says

teveldr notes that United Airlines is offering reserved

- pxi\l, hln’ ‘ ‘.\':_IHM H.a\."
H

meal “upgrades"—busings class-style brunches—on runscon-

tnental flights for $19. Essental v, he says, the carrier is all

e-like exp

mg LL"L" :‘.I\Y.'”L'L." w <"I:‘\' yYour way into uan Cl"\
ence.” And on some transatlantse Hights from San Francsco it
for $19, with a choice

15 osning reserved prenouum meals, als

of gri ]xnl tenderoin, grilled chicken or cheese tortellini.
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sells an extensi CTIges,

val specialties and Starbacks-style meals from a brighe

cheery laminated menu, And thar’s a
Sorensen says. The menu, unlike the unarttractive cardboard

box emblizoned with an airline Jogo thar flics the US skies, is

important feature,

\_\\‘J

designed to sell the
Raphad Bejar, CEQ of AirSuvings, a Paris

[
that creutes .H‘\U".l?'r pluuu»l) for 1!3.’]IY!L> o )L'l;. NS IS ossen-

l)Lu company

rs see the value of what they are buying

tial thar passens
Unbundling airline services “doesn’t create value,” and carriers
have reached the point "where they can’t unbundk anymore,”

he savs. To boost revenues, “they must increase the size of

cach fee unkess they creare thar value.”
The fatest in AbrSavings' product line is Genius365, a

concierge service that was designed for business travelers
but also s linding popularity

Bejur savs. The service can be sold within the airline book

wong vacationing families

path and the carnier earns 3 commission. The offering

fes a horel, restaurunt and evenr Jocator: book ang
" | able and reasonable i services; uccess 1o 4 ph.\mla-\ in

rnments

AN EMCTEENCY: BSISTaNce wi ith l.,lmu‘ ng ot Appo

if travel is disrupred, and other services. *When people are

stressedd, they want help,” be says, and they are willing to

pay for it. Although the minimum purchase is lor seven
shorter trips,

rs are paying the full rate fo

days, some tra
AirSa

. ;

earn high-margin commissions on travel insurance, but sales

s al Eere “bundled vices.” Airlines can
nEs also ofters  bundled services. Aurlines can

in Europe have .*l-vp’\‘\| since the EU required websites to
switch from “ope-out” 10 “opt-in” sales tacrics, [n addition,

travelers often are reluctant to buy a product tha ideally will

not be used. So Airdavings spiced up its insurance offering
by adding 30 min. of free Wi-Fi connectivity thae is deduce
ad by the second, allowing travelers to use it at whatever

intervals and in whichever locations they wish, The result

the perceived value of an existing product
whose conversion rate has been falling,” Bejar says

The maobile chunnel, which 6 n.u“j. as taken oft with the
advent of the iPhone, offers new opportunities for ancillar

IMravel Buddy Commercial Director

IS an increase In

revenues, accordi
Jason Rivola. The UK-based provider of white-label mobile

add up it 2

solutons says a little incremental revenue ¢

wt iy priced for maximum volume.
I

in the week before a Hight and those calls add costs, he savs

TravelBuddy can provide u bundle of text messages thas

s Hr” s

p! \.‘\l

Airlines typic

s ’.hln'. customenrs \'y'.lh "‘lltsfllll'l'n

anticipate those questions and provide the answers,
4 destination wea ll‘r’ forecast and other information. [F the

service is priced ar $2 and offered in the booking
check-in, he says, “You get a 15%-20% opt-in "-\ ¢ take 50

cents and the airline gets 2 profit of $1.50."

Rivolta notes that between the outbound and inbound

Higthes, aidines “lose” their customers. “They've got a load

ing.” The

of money in ther pockers und r| e airline gets nod
mobile channel can chunge thas ravelBuddy p*u‘[lh.n des
tination guides that can |1r inchuded in an SMS pack, Airlines

can offer brunded guides thar furnish 4 new mobile ad oppor-

A0 s cuf

wnity in much the same way that inflig
Within the guide, a carrier can offer its own upsells.

u ;
seeup also allows customers 1o buy show tickets, helicoprer

rides and other actvities through the mobile guide. “When

they spend, we pet u commission and we splic it with the

He ¢

"
ims the markerir

airline,” he s: 1ys. g possi ibilities are

endless. An aidine could arrange to deliver a brunded :~|nmlc

and include

lin 2 major ¢i

guide 10 4 passenger upon arr
A p:m-.v,vl welcome message from the mavor, l.-r ;-\'.uzl‘:plr.

Something New CuestLogix, 2 company that focuses on
onboard retail sules, also sees opportunities for aiclines in the

mobile chunnel. But they must be conscious of the fact dchat
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they have 10 do it right, says Executive
VP-New Markess and Producis Bre
Proud. "What's the point of having an
app if you just replicate your website?
1t zirlines can find 2 way to offer travel
ers something in addition—a concicrge
service, say—they can realize the true
opportunity and ke advantage of the
entire journey.” Cathay Pacific Ainways,
for example, doesn't just sell duty-free
goods onboard, be says, it sells home
delivery of purchased items

But the biggest thing this year,
Rivolta says, 1 that “aiclines are finally
suinting to raalize that the ancillary rev-
enue opportunity lies way beyond things
like priority boarding or checking bags.
There are Jots of other wuch poins,
such as the gate or the lounge or even
ground transportation.” The goal is o
come up with 2 product or service that

can be monetized and 2dd value, he says.

One of the oldest forms of ancillary
revenue, the cross-selling of other travel
componestts such as hotels and rental
cirs, is still underexplored, accond-
ing to a new study commissioned by
Amadeus and undertzken by Forrester

Consulting, Airlines expect the per-
centage of their revenues generated

by ancillary services to double in the
next five years, according to the study.
Third-party ancillary services, which
account for 1096 of wual ancllary rev-
enucs, will generate 13% by 2015,

One of the advanuages of cross-sclling
is that it does not alienate the passenger.
“A L carte services are seen by travelers
as fees for services that were previously
inchuded, This is not the case with third-
panty ancillary services,” says the study,
titlead “Cross Sell Your Way to Profit.”
Horels and car rentals are produces that
1"&' customer n“dﬁ and wants.

Airlines are getting the message, savs
Bobby Healy, CTO of CarTrawler,

a company that provides 2 car reagal
platform tor aitline websites. “Our mes-
sage hasn't changed much, but we're
secing more adoption, ¢ven in emerging
countries,” he says. While initial inter-
est came from LCCs, customers now
include hybrid and eraditional carriers.

Are airdines putting too many cggs
in the ancillary basker? Last full, Stelios
Haji-loannou bartded with casy]et when

the carrier's ancillary revenue crepe

up bevond 20% of total revenues; the
agreement with Haji-loannou’s easy-
Group set a limit of 239 so that the
aifine would not cannibalize other ser
vices sold by the group.

More recently, US Airways President
Scour Kirby said ancillary revenues
would account for 100% of the carrier's
2010 profits,

Harteveldt docsn't believe it's a healthy
situation. While acknowledging that
“ancillary services are the reason we have
not had more financial bloodshed” in the
industry, this is indicative of an uncom-
tortzble truth: “The message is that you
aren't developing a brand that resonates
with 2 core group of customers. Either
that or you don’t know how to price your
produce.” Arany store, similar produces
in broad categories, whether shirts or
cereals, are “priced all over the place,”
he says. “In some cases there zre tangible
benefits, in others intngible benebits.™

An mirdine that offers 2 better product
ought o be able 10 use cosmerics giant
L'Oreal’s ragline, be says: “We cost

maore, but vou're worth it."” AW

2011 AIR TRANSPORT WORLD EVENT PARTNERS

As the industry changes day by day,
partnerships between companies
become more and more critical.

ATW'S 3771 ANNUAL

ATW is proud to announce new

partners for its 2011 events.
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Greene, Tweed

For over 50 years, Greens,
Iweed has colaborated
with sarcepace ndustry
lpaders to desgn and
mamnfaciure the most
effective solutions on the market. Found in 909% of tha werkd's
arcraft, our AGTE sealng systems are the gokd standard

In eritical appiications. Qur parfcho has expandad with our
yoome® high-pardarmnance thermopiastic compaoehes that
offer dgnt-waght componants for smaler, highly-complax
shaped appicaticns,

For neary 160 years, Greene, Tweed has doveloped innovatve
SOMtONS for our Customens’ chalenges. We are pleased

to sponeor the 2011 Arine Industry Achievement Awarde

1o rocognize the imgoriant contrbutions of our aerospace
colleagues

Visit www.gtweed.com to learn more
about our full portfolio of solutions
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AIRLINE INDUSTRY
ACHIEVEMENT AWARDS

AW+ Fce-Aviation

CFM International

n 1874, Snecma |Safran groupl and Generdl Electric
Company aigned a lendmark agreament thet would redefine
intemational cogparation and forever
changed commercial adation,

That agreement tormally aunched
CFM ntermabonal as a SO/%0 kin
camparry, Thifty-six years Iater, CFM
I8 cne of the most succeeatd int
ventures in avdaton hetary and has
debvered mara than 21,500 engines
o more than 50 operators arcund
the globe. None of this success
woukd have bean possible without THe POWER
the contnued confidence of sach Or Fuenr
of those custemans in cur pecple

and our products. We are pleased 1o eponsar the Arlne
ndustry Achevement Awards and halp honoe tha andunng
contibutions these arines make 10 our industry,

cfm




