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TOPICS OF DISCUSSION

How the LCCs using it low fare over advertised fare to deceive the consumer and generate
advance money at the under cost price and taking chance to leverage with the last minute higher
fare to maintain its cost. Giving the example of the total seat number (that | asked T and you to
study) and assuming the certain percentage that can be sold at extraordinary fare to retrieve
advance money, T has made some study before of the yield control of Air Asia using different
scheme of fare structure which proof that it is possible to leverage but on very *high¥ risk that
nothing can assure the passenger who purchased in advance if once the money game read to top
of the pyramid. This presentation have to be easy and clear.

Display cost of ticket of Tiger Air, Air Asia and Jet Star that it always complicate which are
normally not include many fees and so, in some case such as Tiger Air do not display or
breakdown the other cost details such as the airport taxes and in the case of Tiger Air they are
saying that their fare is cheap because of the advantage of using LCC terminal but in fact, with the
reduction of the less airport tax imposed by Singapore airport, Tiger air charge same taxes as the
other terminal as it is not displayed in the fees detail.

Airport Cost (LCCS Terminal) Do the cost breakdown of operation which are : aircraft lease,
maintenance cost, insurance, pilot and overhead in graphic and show that the proportion of airport
cost is very small compare to the other part which all LCCs use that to advertise the reason why
they can be low cost. In conclusion, using LCC terminal provided by the government is an
accomplishment to commit the crime against the consumer in deceiving them that LCC can
maintain low fare because of big saving in airport cost (which is not true) and taking the decent
and minimum facility that consumer are deserved for and assume bias to the consumer.
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LCC’'S RAPID GROWTH IN ASIA IS INDISPUTABLE
...but barriers and challenges still exist

LCC Key Growth Drivers ...agqlnst f_actors that are
hindering growth

« Recent liberalization of some * Asians routes less liberal

markets * LCC can not begin unlimited
« Strong economic growth in some service to all regional destination
regions under bilateral agreement

restrictions
e Fewer secondary airports
e SEA LCCs not able to use

* Capital Investment and
Entrepreneurial interest
* Newly emerging government support

for airlines competition secondary airports as major cost
» Over 500 Million people in 240 cities reducthn since only few exist

« 130 cities with a population base of - Legacy carriers generally reasonably
more than 1 Million efficient with relatively low cost

» Some under-utilized secondary structures
airports exist * Highly urbanized culture

o With the vast majority of industry
and population concentrated in
capital cities, few opportunities
may exist to tap un-served markets

* (India and China are exceptions)




WHILE CURRENT ASIAN GENERIC LCCs PRICING

IS DESTRUCTIVE

Super low
advertised fares

Small percentage
allocated
for advertised fares

Complex f
rules expecte

low fare

re
dto No real
cost-savings low-sentiment
compensate
for passengers /e[S i{o) R0} 1LY

Passengers

* $9, $99
schemes for
market entry

* Heavy
advertising
budget spent

« Effective for
exposure but
will this justify
COSts?

» Majority will
find
advertised
fares
unattainable

» Switching
may occur if
competitors
offer better
alternatives

* Attempt to
‘vlay’
passengers
by making
incremental
gains from
strict fare
rules;
charges for
itinerary
change, high
rates for
excess
baggage, etc.
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» Eventual * Market
costs may mechanics
exceed flying destroyed
with full-

service

carriers




LCC REVENUE MANAGEMENT IS MISUSED TO
ALLEVIATE CASH FLOW PROBLEMS?
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« What is the profit
justification for ‘1,000,000
Free Seats’?

e Define the term ‘free seats’

* A promotion campaign to
facilitate risky revenue
management technique to
obtain advanced cash flow?

 What are the implications
on customers?

e Thai Air Asia advertisement,
but nearly all operations in
Malaysia?



THE STORY BEHIND THE ONE-MILLION TICKET
CAMPAIGN

Sudden Revenue growth from
campaign to inject advanced
cash flow.

Revenue declines even s e
Jan 07 before ticket utilization ~ May. 07 ~_ T
begins

...And reaches a steady

decline after ticket Revenue
utilization begins from Ticket
Sales

Campaign Ticket
Utilization
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.THIS IS WHY A MILLION FREE/SUPER CHEAP
TICKETS COME BY SO OFTEN

1 000 000
nﬂllﬁﬂﬂ)TUUS'ﬁﬂﬂ i

AuMsIauNog no)aauivos

N antl
Budun Lnfif

o NSVINWY
on IBaving

2 E

12 - 18 Aumau 2549
idumudond3uf : 3 unsau - 30 dgnau 2550

s0uvevliesiolde (AK FLIGHT) nnifiualu
puSuAbdunsOufauLtugossuDiudur 28 Austeu 2549

OSIDSOUALIMD

BODCIQU' Iﬂw‘!.H‘IUOUIHﬂSIUUIH‘IU

alra5|a.com

[T
Tubiorus \nu-u T




AND, CUSTOMER COST VIEWED AS OPERATORS
REVENUE GENERATION

How sustainable is this mindset?

A few examples of today’'s LCCs’ Fare Breakdown...Are low-cost flyers really benefiting?
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Here is a breakdown of the taxes and
fees that apply to your purchase,

Going Out:
100,00 THE Afrport Tax
20,00 THE Insurance Surcharge
a0.00 THB Administration Fee
— [ 111,93 THE Yalue added Tax
400,00 THB Fuel Surcharge
711.93 THE Total Tax
Ok
v

Tax on top of Airport Tax?

Departure (Lovwest Fare)
1 &dult &t 510,00 THE
Taxes and Fees (detail=)

Return (Lowest Fare)
1 &dult &t 540,00 THE
Taxes and Fees (detail=)

Total Cost of Flight

310.00 THE
112300 THE

340.00 THE

151000 THE — |

/AN

Here is a breakdown of the taxes and
fees that apply o your purchase.

Departure:
1,125.00 THE Taxes, Fees & Charges
1,125.00 THE Total Tax

/'

Since when did tax exceed retail price
in any industry?

1,985.00 THE



‘LOW-COST' HAS BECOME A MONEY-MAKING TERM

But is it justifiable at the expense of fooling customers?
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LCC Average Direct Operating Costs Breakdown by

Percentage
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* Airport Fees represent minimal
operating costs

* Airport costs has become a
commodity. No difference in
operating cost between low cost
terminal and normal terminal

» But LCCs use low cost perception
to justify poor facilities at low cost
airports

* Airport cost just another example
of spill over effect the ‘low cost’
term has in deceiving passengers
to receive poor service under the
uncontrollable low-cost spread

* Is this justifiable? And will this
hurt customer retention in the long
run?



Offerings

Strategy

ASIAN CONSUMERS ARE
INHERENTLY DIFFERENT

Understanding optimal level of consumer focus and offerings is key

“Low cost”

“Low Fare”

*No frills

*Simple fares

*Homogeneous fleet
*Cut-throat pricing
eInflexible Fares

-Smgll pltched seat!ng | +Easy to understand fare : *Full service
*No in-flight entertainment | ! :
+| rules :
| *Extended Economy :
: *Explore new aircraft
types 1| eAlliances

*More flexible fares

» Customer-centric, aims
to build loyalty through
repeat flyers

*Compete to enhance
consumers’ value
perception
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...HENCE GENERIC LCCs NEED TO IMPROVE VALUE

Market Shifts

Source: Mercer Management Consulting

PROPOSITION

Four Factors Affecting Market

* Premium space
seating options

opportunities

* Foray into network
airlines primary hubs

* Purchase and
deployment of
regional jets

head competition

* Increased capital
commitment by
investment
community

* Increased flexibility
of network carriers
post-
bankruptcy/restructu
ring

Increased Increased Increased Increased cost
Customer business + Competitive | T+
) : pressure
Expectations complexity Pressure
* Improved onboard * Increased * Proliferation of * Increased
product connection LCCs in head-to- complexity and

improved value
proposition
pressures cost
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HENCE, THE ONE-TWO-GO MODEL

Harnessing customer-orientation and cost-effectiveness

One-Two-GO
Customer & Market Driven

Definition for LCC

Argument

LCC Goals

Types of Marketing
Campaign

Results

Service offerings based on what
customers want

Maximizing customer satisfaction
to increase retention-higher
sustainability

To acquire new customers with
high retention rate

Loyalty-building

High proportion of repeat flyers

Competitor LCCs
Profit Driven
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Service offerings to stimulate fast
and sharp revenue gains

SEA LCC markets largely
untapped, enough resources to
utilize first time flyer focus

To acquire new customers in
untapped markets

Price discounts/Ticket giveaways

Able to attract new flyers but
mostly non-returning
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