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Conventional wisdom tells us that airline business is a unit cost game

Revenues

driven by
the market/

level of
competition

Cost

driven by
management/

strategy

Profit/Loss
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While this certainly holds true, we suggest to look at a transparent set of
price/service options*

Basic product
e.g. on time performance, reliable passenger and bag connex

In addition: flexibility
No charge for rebooking or reimbursement

In addition: comfort + speed
Lounge, seating comfort,
shorter process times at

airport

Business ClassEconomy Class

basic fares
(Either restricted

conditions or
restricted
availability)

flex fares
(e.g. Full Fare Y, B)

business fares
(e.g. C and D)

* Taneja: The Airline Survival Kit, Ashgate, 2003, p. 77ff
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More than half of our revenues come from flexible tickets

Basic
70%

Flex
10%

Flex and
Comfort

20%

Basic
40%

Flex
20%

Flex and
Comfort

40%

Passengers Revenues

Passengers and revenues by segments
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For the flexible segments we have to play the value added game

1. Lowest unit cost
2. Best basic quality (e.g. on time performance, connex performance)

3. Network value added (flexibility, connectivity)

Business
ClassEconomy Class

basic
product

flexible
economy

business

4. Speed and comfort value added (seating, lounges)
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Network value added means simultaneous revenue and cost
optimization

n Hub connectivity (-> revenues)

n On time performance and connex
reliability (-> revenues and cost)

n Aircraft utilization (-> cost)
Q Shorter minimum ground times

through process optimization
Q Shorter block times into hub

through depeaking
Q Shorter night stops through

maintenance optimization

n Block hours per day and
aircraft increased by  10%

n Holding times into hub
reduced by 5 to 10 minutes
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The effects of optimal depeaking  are significant

Effects of
depeaking

Revenue
increase

Quality
improvement

Shorter block
times inbound Hub

Cost
savings

More connections
in given time window

Less irregularity
costs

Shorter block
times inbound Hub

Better ontime
performance

Less variance
in performance
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Depeaking in FRA: lower peaks - but more movements
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This reduces holding patterns
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This saves 100.000 tons
of kerosine p.a. in FRA

Minutes Holding at FRA - Comparison Summer 2003 to Summer 2004

Shorter block times inbound hub
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Block hours can be reduced and the number connections increased

n Slight increase in every
time window

n The mechanism for this
(surprising?) effect is
shown on the next
slide
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* Only those connections counted that sell

+0,4%
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More connections in given time window
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The improved connectivity can be explained by
the flattening of the banks

MCT

MCT

Few connections get worse
Many connections improve

Before After

Bank structure and connections in Min Connecting Time - Graph not to scale

More connections in given time window
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More than 70% of the Top 50 O&D s have shorter elapsed time
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Cost savings through depeaking are substantial

n Since arrivals in FRA are depeaked by 5% and departures by 10%, we get a
corresponding reduction in cost for the following functions

Q Passenger services (Check-in, Boarding)

Q Aircraft services (Loading, Catering, Cleaning, Fuelling etc.)

n The peak staffing and equipment can be reduced by up to 10%

n Gate utilization is improved

n Irregularity costs are reduced

n Costs for flying holding patterns are reduced significantly

Cost savings
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In addition to playing the unit cost game, traditional carriers should
focus on segment profitability

n For the basic product, low unit costs
and high quality is key

n For customers seeking flexibility,
some network value added is needed

n For customers seeking flexibility and
comfort, even more value has to be
added

n Optimal depeaking  serves all three
segments

For all three segments,
the magic inequality

Costs < Revenues < Perceived Value

must hold true


