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LAN Airlines today: a leading Latin American airline in passenger and cargo, se

more than 65 destinations, celebrating its'8@nniversary this year

Q TotalRevenue008 (US®illions): 4.54

Q Net Profit 2008 (US$ millions): 336

Q Passengers boarded 2008 (millions): 13.2
Q LANPASS FFP members (milho3s5

Q Passenger Load Factor (2008): 76.6%

Q Fleet: 90 aircrafts (81 passengers /9 cargo)
Q Staff (2008): 16.321

Q Major awards and distinctions during 2008:
Q Latin Tradeg; Best Airline in Latin America 2008
Q Skytrax¢ Best Company in South America

Q Businesdravellerc Best Business Class in South America

Q EuromoneyMagazineg Best managed Airline in Latin
America

Q Air Cargo News LAN Cargo, Best Latin American Airline
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Would you like to enlarge your combo for a few USD???




Value-Based Segmentation (VBS): different attributes are bundled to different fare

families in order to stimulate an upsell behavior

Q 4 different fare families in Economy class (plus 1 fare family in Business class) with
substantial differences in terms of their attributes.

Q attributes defining VBS includes:
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Buying a MIASCL ticket at LAN.com: two different attempts during the booking

process to try to stimulate the upsell

Q The first step is during the itinerary listing

Q A transparent fare displayclearly explaining the

attributes included for each fare fami¢ycurrently

allows us to have clients not choosing the cheapest

available fare for their specific trip.
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Q Once the client has chosen a specific fare, we adopt a
Y2ZNB dF 3IINBaaArAdSeé | GaGAGdzR
to the following fare family to enjoy a bundle of
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VBS at LAN.com: data analysis suggesting that the average fare difference betw

consecutive fare families do not maximize the revenue for LAN

Q! LlaStt o0SKIGA2NI F2NJ 0KS a.lFasS¢ FINB FrYAte O |
from the booking engine at LAN.com)

Q Part of the problem is explained by the fact that the fare difference between consecutive fare families is
unstable (depending on the lower fare class availability in each fare family), whereas the willitaypagWTP)
for the attributes defining the VBS should be more or less stabtdeast given a fare family (or trip purpose)

14% \ 2.4 Q The mean fare difference of the sample is
11.3%

Lo .~ optimum USD 43.6, leading to a modest upsell 33%
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Q Our customers behavior is intuitive: the
smaller the fare difference to the following
fare family, the larger the upsell

8%

% Upsell

6%

Upsell Revenue per Transaction [USD]

% - 08 Q The optimum fare difference (which
maximizes the revenue) lies in the interval of

2% r 0.4 USD 2830

0% - 0.0

Q Is it possible to move consistently towards
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o T T e T v n e 9 - i
b o B o b o e S e S L S the optimal fare difference of ~ USD25
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Q Since the difference between consecutive fare families goes beyond the VBS attgliotesxample, first
order restrictions such as Minimum Stay and Advanced Purchtmsre are some options to explore:

1. either we try to decrease the fare difference Benefits of the differant fares.
between consecutive fare families by means of — S
I R2dza Ay 3 UKS dzy RS NI € Forjustaittiemore,  Bue cinptes

you can obtain many  Thebestpice AU price sl
mora benefits.

2. X 2NJ 6S UNB G2 Migyad A R
our customers for these benefits in order to
2FFSNI GKSY Ay | atb | Loeeswes P
booking process :“:“"; : : <

Rccess 1o puelerred soatmy) ?

Q This second approach allows us to complement  fume o 2 gL EE e
UKS aOfFaaiAoOe LINA OafiysB 2 15

order restrictions) with the pricing of ancillary et e :
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(e.g, the seat reservation benefit should have a fixed

price, at least given a certain fare family/trip

purpose)
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Challenge: to identify the willingnesso-pay (WTP) of our customers for the

attributes defining the VBS, for each relevant business/segment

Q The methodology consists to implement a Stated Choice survey to customers having bought their ticket at
LAN.com, to later on specify sophisticated Discrete Choice models using this data

Q A relevant issue of this methodology is being able =“=*1° 4

to place the respondent in a choice context as similar
to the real choice situation as possible to avoid
biased responses

Q Respondents are invited to fill the survey by means
of a link included in the purchase confirmatiomil
(to an external website)

Q Subtle different versions of the survey depending

on the recent purchase of the customer at :
LAN.com, in order to ensure the experiment +o0
consistency Devolucid

Q During the exercise each respondent chooses
among 3 different hypothetical tickets, which exhibit c-cnario 4
differences in terms of the VBS attributes

Q Each respondent faces 10 choice scenarios, where
attribute values have been permuted

-,
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Modelling Approach: Discrete Choice Models based on the Random Utility Thec

(Domenciclte a OCl RRSY X MpTpoE GgKAOK AY

Q Every time an individual faces a choice situation, he acts in a rational way and possess perfect
information,i.e., he always select that option which maximizes his personal utility, subject to some constraints
(budget, social, etc.)

Q¢CKSNBEQa | OSNIIAY &eyi3 diférentlai@tickets) lanml & Bectdr 6f a8l G A 9S &
(e.g, price, FFP accrual, etc.) which defines the utilitijat the individual obtains for the consumption of that
alternative

~ ~ 7 z A

Q Without loss of generalitt) YA A KiG 06S aLISOA-ZAZZR P& X B anBBodtErex Mdch
reflects the fact that thenodelleris unable to capture all the aspects that the decision maker considers when fac
the choice situation (such askcultural aspects, brand values, etc.):

U =a ka(ik+X

k=1

Q The challenge consists to estimat¢hrough the method of Maximum Likelihoagthe vector of coefficient®
which replicates the real choice pattern in a better way. These coeffictecdsrespond to the marginal utilities of

Q Different specifications for the error termlead to different model families, the most common being tlogyit
family (which requirex to follow aGumbeldistribution)

Q In a linear specification fdd, the WTP for an attributee(g., FFP accrual) simply corresponds to the ratio of that
coefficient and the price coefficient LAN X 12
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OF NIiIiSé¢ Y2RIfAOeéX G6KAf S

Q the WTP for some attributes is fairly low for the cheapest fare family. Is it worth including these attributes
during the purchase against having a simpler booking process? (are we talking about experienced customers |

Q which attributes have a transversal appraisal across different fare families in order to qualify as candidates t
a2t R AY | at fI OFNIS¢ Y2RIfAGeK

Q which attributes need to be sold bundled to fare families and how to adjust the fare structure in order to
consider the WTP of our customers?

QX YR gKIFG Fo2dzi ReylFYAO LI O1F3IAYIAK hFFSNAYI K2
additional layer of complexity

Q how to incorporate this information into Revenue Management and Inventory decisions? Why not to have
RAFFSNBYG FINB GFfdzSa FT2NJ Odzai2YSNER ¢K2 O2yaradasSy

Q what about dilution? Offering every single attribute in an unbundled way (such as changes/refunds) might le
to business customers buying the cheapest fare family and paying a little more for that flexibility which has bee
traditionally fenced by the fare family structure. The potential risk of dilution is huge!

Q Is this Customer Centric Revenue Management (CCRM)? Probably yes!
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