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Why do airline
fares fluctuate?
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What is

RM'?

E, 2 b7
Deregulation Necessity Operating Performance Drivers
i i Unit cost, Output, Traffic & Yield
Initially Publicly Perishable capacity. P

Variation in demand
and Variable pricing.
Market Segmentation.

controlled, later has
become market driven.



How do you
manage?

Market Segmentation

’
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Route Planning
&

Predict the PAX demand

Optimize Price

Recalibrate
Dynamically



Route Planning

Identifying the best routes.
Analyzing seasonal and
traditional flow of demand.
Providing robust connections.
Assessing potential demand
and optimal utilization of
resources.

Work as a decision support for
scheduling, FM & RM.
Model-LCC/FSC, Hub N Spoke,
P2P, Hopping, Connecting.
Optimal fleet plan.
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Capacity management plays a key role in

Commercial planning

Market
Research Price Structure
Network
Developme
nt
RBD

Fleet Schedule Structure and
Planning control

Strategic Planning Scheduling & Pricing

Starts before 3 years till 1 year before Starts before 1 year -- 6 months before

operations operations

Seat allocation

& Dynamic Pricing

Tactical Planning
3 months -- DOD



Market Segmentation

Business Traveler

Holiday Traveler

. VFR



Needs
Package of air+land content
Pre-planned solution

New places to see

Product and price responses

Inclusive tours, airline holiday
program’s

Brochures featuring
departures for a year ahead,
guaranteed bookings

Development of new
destinations

Holiday

Travel

Wants
Security

Price sensitivity

High — low price is key

Tour guides & representatives

Cut prices to increase revenue

Needs
Good schedules
Speed

Comfort

Product & Prices responses

Suitable timings, high Fq
Non-stops

Business class, Sleeper cl

Business

Travel

Wants
Excellent service

Price sensitivity

Low — prepared to pay for
quality, flexibility

Better trained crew, IFE

Hold or increase prices to up
revenue




Needs
Air fare only

Pre-planned solution

Same people and places to see

Wants
Security

Price sensitivity

High — low price is key

Product & price responses

Individual excursion fares
Advance booking or purchase featuring flts for a year ahead

Build up capacity to main destinations for VFR travel

Travel insurance, association membership

Cut price to increase revenue — develop new fare concepts




Private travellers

Price sensitive

Early booking
Highly flexibel in the
trip planning

Economy class

Business travellers

Not so price sensitive
Late booking

Need high degree of
flexibility for their trip
planning

Often frequent travellers
High product and service

expectations



Managing The Demand

Strategic Measures

Variation in demand

> Factors influencing demand. Historical Data <«

Booking Curve <
Revenue Pattern ¢
Price Sensitivity <«

RM System <



Demand
forecasted over
a range of prices
at different
Seasons

Peak Season

A Business

Price per Seat —>

Leisure

Low Season

Capacity
Available

Demand per Seat ——



Airlines uses
price to
control
demand and
optimize
revenue

Price per Seat —>»

Capacity
Available

Demand per Seat ——>»



Pricing

 Monetary equivalent for the product
* Predefined with rules and conditions
 Components of tariff :

Fare = Base fare +Taxes + Fare rules
 Fares differ according to
-Product (Business/ Economy)
-Markets
-Time & Day
-Turnover purchased
-Customer segments




* Differential Pricing

 Fare Rules and
restriction

* Cost-based Pricing

* Competition-based
Pricing

* Value-based Pricing

* RBD/Booking classes

Fare family

BUSINESS

FLEX

ECONOMY

MISC

Class

W OON<Z dIr R"Z2< ICwn<=—=x=mT>

Fare in Euros
400
300
220
180
200
100

80
70
65
60
55
50
45
40
35



e Pricing is the most important factor to derive demand

Price

Business travellers
P1

Private travellers
P2

P3 Students

v

Quantity

e Customer segmentation according to the travel behaviour

* Price level depends on individual price sensitivity



Inventory Management

* Capacity control.

* Seats allocation in the classes.

* Nesting.

* Groups.

* Inventory is managed through the Revenue Management systems.
* These RM systems are integrated with Pricing and GDS.

e Systems are inbuilt with forecasting tools.

 Examples: PROS, RADIX, Navitare, Amadeus, AirRM, SABRE, SITA &
BIRD.



RM- Strategies

Revenue Maximization.
Controlling the spillage & spoilage.
Ancillary products.

Capacity adjustments.

Inventory
Control

Optimization

e M
- — SYSTEM
Passenger
Behavior

)

Forecast



Monitoring the Performance

Demand Optimisation Capacity
Global Market Capital Investment
s Tar%et i : = Long Term - Plan Fleet &
USIOMET cogmems g Strategy > Design Network
& Distribution Channels Market Value of
Opportunities Investment
A
Corporate Moritor .
Strate Cost/Benefit
9y of Strategy
Demand L -
Initial Schedule
Manage Forecasts ) :
Product Devel ¢ Medium Term < Design Schedule
mlle Fove OPIER: e Planning y & Assign Fleet
& Distribution Sales Adjusted
Targets A Schedule
Corporate Monitor
Targets Actuals
Detailed L ;
Planned Capacity
Manage Forecasts
Booki T Short Term - Change Gauge
8?0 i = Management o or Cancel Flight
Price Bid Prices & Seat Impact of
Allocations Capacity Changes




Performance drivers....

* Performance measurement helps in decision making.
e Key performance indicators.

e CASK: Cost per Available Seat Kilometer(ASK)

» ASK: Available seat KM: Capacity * Stage length

* RPK: Revenue PAX KM: Flown PAX * Stage length

* RASK: Revenue per Available Seat Kilometer

* Yield: Revenue per Revenue PAX Kilometer

* Load Factor: Revenue PAX KM per Available Seat KM
* ATV: Average Ticket Value

e Performance(Profit per ASK)= RASK-CASK



Brain storming...




METRO

NON METRO

Fare family

Class

Fare

Fare family

Class

Fare

M-N

BUSINESS

40000

30000

22000

22000

Fare family

Class

Fare

BUSINESS

18000

20000

FLEX

18000

20000

10000

8000

ECONOMY

7000

10000

BUSINESS

30000

22000

18000

8000

FLEX

7000

6500

FLEX

20000

ORG DES [Stage Length
DEL JAI 230KM
JAI AMD [525KM

AMD BOM |442KM

BOM DEL |1134KM

10000

8000

7000

6500

6000

5500

5000

4500

4000

3500

6000

5500

5000

4500

ECONOMY

4000

3500

3000
2500

MISC

T (O|IOIN|I<|HA|r|[m|Z|I|T|C|lv|(<|—<|=m|T|>

ECONOMY

6500

6000

5500

5000

4500

4000

3500

3000

MISC

w|oO|0|IN|<|d|[[=m[ZI|[zT|clv|<|—=|[D|T|>

MISC

wO|OIN|I<|d|r|[m|Z|IZ|T|Cclv|<|—<|m|T|>

Assumptions:
1 IndiGo has all A320 (180 seats per
2 An hour operation cost for A320 is
a Metro to Metl 3 Lacs
b Mentro to Nc 2.75 Lacs
c NonMetro - M 2.5 Lacs

Calculate the following:
1.CASK for any M-M Market
2.Allocate inventory on a NM-NM market wit
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