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The materials contained in this document are intended to supplement a discussion with ARAC on Nov. 15, 2007



Ancillary Revenue is one of the three “hot” topics we are working on in the U.S.

Hot Airline Topics
in North America

Industry
Consolidation

Ancillary

Revenue

Asset
Unbundling

Sample of L.E.K.’s Recent Assignments in
Ancillary Revenue Strateqy

Low-Cost Carrier seeking to broaden its
appeal through enhanced a-la-carte services

Legacy Carrier seeking to create transparent market

prices on products that create greater consumer options

Early Adopter seeking to expand lead in Ancillary Revenue

by pursuing technological innovation

LEK.



Based on these experiences, we hope to prompt discussion on three themes

Critical Questions to Address

@ How much could this be worth to my airline?

@ Beyond unbundling the current offer, is there a strategic vision here?

@ Are my passengers (consumers? guests?) ready?
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@ How much could this be worth to my airline?
A lot, particularly considering the potential for “non-traditional airline margins”

Revenue King* Case Study:
Base Case Scenario - - Incremental Revenue from “Wave One”

100 (Pragmatic Implementation) Initiatives
80 - Trip
Enhancement
Building out
“packages” that
Millions of 60 - improve experience
U.S.
Dollars Charging extra for
40 A bags, seat
selection, etc.
On-Board
Experience
20 1 Only
0 Y Y Y Y Y "
Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7

Source :
*Note

L.E.K. experience and analysis,
Based on ARAC's “Revenue King International Airlines”
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@ Beyond unbundling the current offer, is there a strategic vision here?
We continue to dream of the day when the aircraft becomes a “channel”

Wave 1: Early Adopters “Unbundle” the ticket

Wave 2: Differentiators “Enhance” the experienc

Wave 3. Leaders leverage IFE or personal devices to build a captive retail channel

Windew Shiepping:
(@n-oEnd Seles)

FClicngde thie World*
(Stveys ior Rewards)

e

" Ger Org anize'd[”

(Venage AffaiHa)

Join our focus

groups to speak
your mind
$50-$75 or 1000

frequent flier miles
for your participation

Enter here to fill out
online surveys and
make some money!

Rewards will vary for
your participation

“Foll ifje Dl
([@n-ne Gambling)

Enter and customize
products to your
liking

Tell us what you
think.....

Rewards will vary for

your participation
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@ Are my passengers (consumers? guests?) ready?

Not quite... so roll-out sequence is critical...

Passengers currently perceive non-ticket offers as poor value for money

Passengers guestion guality of products purveyed by airlines

Passengers have ingrained sense of entitlement that all onboard amenities should be free

This mindset is a powerful barrier to the introduction of new and exciting revenue
opportunities

We believe that this issue must first be addressed before the true consumer behavior can be
unlocked from within the current passenger
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@ Since consumers must be conditioned, opportunities must be segmented

Weighted
Average
Score of
Interested
PAX

Product Evaluation Matrix
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Interested Passengers by Flight Type
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@ A customized Passenger Value Framework will help determine your roll-out plan

® Build small Core
product range of
exceptional
guality / value

Passenger Value Framework:

Leverage t
re-position
passenger
mindset to
of aconsu

® |ong ter
convert |
products

products

® Up-sell Impulse
offers to key

segments

® Develop and test
selected
profitable Niche
product options

<
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