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Case study Flamingo Airlines

You have been invited to advise the new management of Flamingo Airlines on the
restructuring of this ailing aidine. You have been asked to propose changes to the
business model, its network, fleet and schedule to help the airline turn to profitability.

Background of the airline and ownership

Flamingo Airlines was founded 30 years ago as the flag carmier of Birlandia. It was
fully owned by the government of Bilandia with the objective to provide vital air inks
to surrounding countries. It has been loss-making since its inception and to change
the airlines fortunas, the government has partly privatized the airline last year.

The current ownership is as follows:

Government of Birlandia 25%
Popular Bank 25%
Stiener Industries 45%
Management 5%

Popular Bank is the largest bank of Birlandia and has branches throughout the
region. It wants the aidine to expand and improve the connections to nearby
countries to support its intermational operation and facilitate further expansion_ It
prefers direct flights and at least 3 frequencies daily to provide flexibility.

Stiener Industnes 1s a major industnal conglomerate with its headquarters and
several factories in Ardtown (airport code AAA), the capital of Birlandia. It also has
several factories in and around Mayburg (airport code MMM) and have recently
acquired a large industrial manufacturer with factories in Palaciaro (PPP) and
Dartmundi (DDD). It aims to continue to expand rapidly in the region and needs the
airlinks to support their business expansion.

Mark Stiener, the founder and CEO of Stiener Industries lives in Hillforest (HHH) and
commutes frequently between HHH, AAA and MMM. Due to the recent acquisition,
he also envisions having to fly regularly to PPP and DDD. He sees growth and
expansion as a way to furn around underparforming companies.

The government is keen to keep all existing routes and would like to see Air Flamingo
to expand further. It is willing to invest for up to 3 more years in the airline, after this,
they will no longer financially support the airline. Within 5 to 10 years they would like
to divest their remaining shareholding.

The CEO, CFO and CCO, COO together own 5% of the shares. Their main objective
1s to turm around the airline as fast as possible and sell their shares.

The supervisory board of Air Flamingo consists of 7 people, 4 of which have been
appointed by Stiener Industries, 2 by Popular Bank and 1 by the Government of

Metwork, Flest and Schedule planning. Page 1
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Bidandia. Mark Stiener is the president and the board member appointed by the
government has a special veto power for decisions regarding the network.

Current Network
Flamingo Airlines operates as a hub & spoke camer, using AAA as its hub.

It operates a single domestic route to HHH. It is a short flight, but due to difficult
terrain will take around & hours to get there by car.

Flamingo Airlines also operates services to nearby regional destinations BEB, CCC,
DDD, EEE and FFF. Since it operates to EEE and FFF as a triangle flight, it also
offers EEE-FFF.

It operates one long haul route fo MMM.

It has also studied flying to PPP, which has potential and can be served by either a
single aisle or widebody aircraft.

Markets and traffic rights

Ardtown (AAA) has developed itself into a regional financial center with all major
banks, insurance companies and other financial institutions having their regional
headquarters in Ardtown. In addition to the financial institutions, Ardtown is home to
the regional headquarter of several regional non-governmental organizations.

Birlandia is well known for its splendid nature and is drawing tourist from around the
world for bird watching, hiking, mountain biking and skiing.

Birlandia has a population of &5 million of which 1 million live in Ardtown (AA44).
Hillforrest (HHH) is the second largest city with 150,000 inhabitants. Birlandia has a
large population of immigrants from Palaciaro (PPP) who have come to work mainly
in agriculture which is situated around Hilforrest (HHH).

Currently, around 35% of Flamingo Airlines passengers are fraveling for business
with 65% of passengers traveling for leisure. Currently, 15% of its passengers are
connecting in AAA_ On the route AAA-MMM, 50% of the business class passengers
have a connection in AAA.

CCC, MMM and PPP are cities of more than 5 million inhabitants each and major
hubs of other airines.

Flamingo Airlines does not have any interline or codeshare agreements, noris it
member of an alliance.

Metwaork, Fleet and Schedule planning. Page 2
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The traffic growth in the region is forecasted to be around 2% per year for the next 5
years and previous studies have found that doubling the frequency to destinations
would result in a 35% growth in demand for Air Flamingo.

Flamingo Airlines has 3™ and 4% freedom traffic rights for services from AAA to BBB,
CCC, DDD, EEE, FFF, MMM and PPP and 6® freedom rights on all international
connections via AAA_ It also has 7% freedom rights between EEE and BBB, DDD,
FFF, MMM and PPP.

Competition

Penguin Air (PEA) is a network carmer based in CCC. It boasts a large hub & spoke
network with domestic, regional and long haul destinations. It offers business class
on all flights except domestic, has a frequent flyer program and is member of an
alliance. Mew code share agreements outside the alliance are no longer permitted.

Air Tucan (ATC) is small regional carrier based in FFF. It offers a single class of
service, connections on its own network and has interline and codeshare agreements
with Penguin Air_ It is open to cooperate with other aifdines and currently operates the
route FFF-CCC as a wet lease for Penguin Air.

Flying Fish Airways (FFA) is a low cost camer based in DDD. Its business model is to
offer single daily connections to destinations within 3 hours flying distance. It offers a
single class of service, no connections (neither online nor offline) and a very simple
frequent flyer program.

Royal Eagle Air (REA) is a premium network carmer based in DDD. All its long haul
flights boast 4 classes of service (First, Business, Premium, Economy) and all its
regional flights have 3 classes of service (Business, Premium, Economy). It has an
extensive frequent flyer program and is member of an alliance. It has several
cooperation agreements with airlines both inside and outside of the alliance.

The table below shows the competition on the different routes.

Route Direct PEA ATC FFA REA
AAA —BBB 2 x daily *

AAA — CCC 4 x daily

AAA-DDD 2 xdaily* 1 x daily

AAA-EEE 2 xdaily * 1 x daily *

AAA—-FFF 2 xdaily* 1 x daily

AAA — HHH

AAA - MMM 1 xdaily ™ 1 x daily
AAA-PPP 2 x daily * 3% week ® 1 x daily *
EEE — FFF 2 x daily

Frequencies marked with an asterisk are offered as a connecting flight via the hub or
focus city of the airline concerned.

Metwork, Fleet and Schedule planning. Page 3
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Current Fleet

The airline operates an older fleet of 2 x ERJ-135 (35 economy class seats), 3 x 737-
300 (130 economy class seats) and 2 x747-400 aircraft (30 business class, 330
economy class seats). The average age of the aircraft is 19 years.

The old aircraft are responsible for a poor on-time performance and poor completion
rate. The vanable operating costs of the current aircraft are some 20% higher than
the aircraft now available on the market due to high fuel bum and high maintenance
costs.

The route AAA-HHH is operated by an ATR42 turboprop which is wet-leased from a
local charter airline. HHH has a short runway and can only be served by a turboprop
aircraft. The turbo prop does not have sufficient range to operate any of the other
routes flown by Flamingo Airlines.

There is a maintenance station in AAA for the 737-300, maintenance for the 747-400
is currently performed in MMM, with other providers based in CCC and PPP. The
ERJ-135 is currently maintained in EEE and occasionally FFF, with another provider
located in CCC.

Management has been in contact with several manufactures and has obtained the
following options for replacement aircraft:

turboprop regional narrow body aircraft wide body aircraft
s0 | 75 50 75 | 100 130 | 160 | 190 | 240 | 200 | 340
900n
500 nm m 1900 nm 3200 nm 5500 nm

The table shows the maximum number of passengers and the maximum range. The
maximum number of passengers is based on single class, all economy seats.

To add business class, deduct 1.5 economy class seat per business class seat for
the regional and narrow body or 2 economy class seats per business class seat for
the widebody aircraft. For first class, deduct 4 economy class seats for each first
class seat on widebody aircraft. For premium economy, deduct 3 economy class
seats per 2 premium economy class seats.

For example, the 240 seat wide body can have a configuration of 20 business class
(=40 economy seats) and 200 economy class seats.

Product
Air Flamingo offers a single class of service on its domestic and regional flights and

has a 2-class configuration with angled lie-flat beds in business class and a standard
economy class on its widebody aircraft.

Metework, Fleet and Schedule planning. FPage 4
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Only the widebody aircraft offer inflight entertainment in both economy and business
class. Inflight wifi is not available on any aircraft, however a streaming service of
popular tv seres is available on the turboprop.

Flamingo Airlines offers a free snack and drink on regional flights and full meal
service on long-haul flights. Business class passengers on the long haul flight have
access to priority check-in, fasttrack security and are offered prionty boarding.
Lounge access is currently unavailable, but Flamingo Air has been in discussion with
the airports in AAA and MMM to provide such a service.

Passengers get 1 free checked bag in economy class and 2 in business class.

Flamingo Airlines has a very simple frequent flyer program which is not very popular,
only 5% of its passengers are members of the program.

There are currently no paid for ancillary services offered by Flamingo Airlines.
Management would like to explore this option but feels it needs to improve its
operational performance first.

Current Performance

Flamingo Airlines has been loss making since its inception. All flights just cover the
variable cost, but none of the routes makes a profit.

The load factor on the 737 operated flights is on average 71%, on the ERJ operated
flights &87%, the ATR operated flight 91% and the 747 operated flight 52%. Business
class only has a 30% load factor on the 747 operated flights.

The management is aware of the bad reliability of the operation and is expecting that
a new fleet will have a positive effect on demand for all flights with some 10%
increase relative to the existing operation. It also believes that providing more and
quicker connections could easily triple the number of passengers connecting in AAA.
Airport limitations:

The airport AAA is open from 5:30 in the moming till 22:00 in the evening.

The airport HHH is open from 7:00 in the morning till 20:00 in the evening.

The airport MMM is open from 05:30 in the morning till 23:00 in the evening.

Airports BBB and CCC are closed at night from 0:00 till 5:00.

Airport AAA has 8 gate / parking positions for Flamingo Airlines.

All times are local times, all airports are in the same time zone

Network, Fleet and Schedule planning. Page 5

24



% Training

At AAA, the following Minimum Connecting Times apply

From To MCT {min}
domestic or regional long haul 90
long haul regional 90
long haul domestic 90
domestic regional &0
regional domestic 75
regional regional 75

There are currently no slot restrictions for AAA, HHH, DDD, EEE and FFF. Airport
BBB is slightly congested, but no issues are expected to obtain the required slot.
Airports CCC, MMM and PPP are slot coordinated. For those airports, a potential
deviation of the desired slot of up to 45 minutes needs to be considered.

Network Map

.
™Y
o
o

W

Fig. 1: Metwork map of Flamingo Aifines

Metwork, Fleet and Schedule planning.

Page 6
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Current Schedule

Distance
from - to days dep arr afc {rirm) BH (min)
AAA - BBE 1234567 08:00 10:00 733 690 120
BBE - AMA 1234567 11:00 13:00 733 690 120
AAA - BBB 1234567 14:30 16:30 733 690 120
BBE - AAA 1234567 17:30 19:30 733 690 120
ABA - CCC 1234567 08:00 10:00 733 630 120
CCC - AAA 1234567 11:00 13:00 733 630 120
ABA - CCC 1234567 14:30 16:30 733 630 120
CCC - AAA 1234567 17:30 19:30 733 630 120
AAM - DDD 1234567 09:00 11:40 733 850 150
DDD - AAA 1234567 13:00 15:40 733 850 160
AAA - HHH 1234567 11:00 11:45 AT4 150 45
HHH - A& 1234567 12:30 13:15 AT4 160 45
ASA - MMM 1234567 20:30 06:30 +1 744 4500 600
MMM - AAL 1234567 21:30 07:30+1 744 4500 600
AAA - EEE == 05:00 11:30 135 750 150
EEE - FFF == 12:15 13:00 135 220 45
FFF - AAA (== 13:45 16:15 135 825 150
AAA - FFF —-3—7 02-:00 11:30 135 825 150
FFF - EEE —-3—7 12:15 13:00 135 220 45
EEE - AAA —3—7 13:45 16:15 135 750 150

Currently Flamingo Airlines does not fly to PPP, the distance is 2200 nm and would
have a block time of 5 hours.

Metwork, Fleet and Schedule planning.

Page 7
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Cuestions:

Metwork:

- Which market segments can you identify?

- Which network type would be best suited to serve these market segments?

- Which product would be best suited to serve these market segments? (classes
of service, frequency, direct vs connecting etc)

- Which routes would you operate and at which frequency?

- What issues do you see with the fleet?

- How many aircraft types would you suggest for the airline?

- How many aircraft of each type would you suggest for the airline?

- Would you suggest replacing the current aircraft with new aircraft, if so what
would the new fleet lock like?

Schedule
- Does the schedule meet the requirements of the market segments?
- Does the schedule allow for maintenance to be performed?

- Does the schedule offer connectivity?
- What would you change in the schedule?

Metwork, Fleet and Schedule planning. Page 8
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(2) AHHMEH

Guillaume Cambon
Asset Imankulov
(ChienHua Lai

Hari Kishan

Thought map

= What is the current state?
» Where do we need to get to?

To get to where we need to get to:
* Where do we fly to?

* How frequently do we fly?

* When do we fly?

* What do we fly with?

* What do we offer our customers?

28



What key 1ssues are we addressing

= Poor connectivity

= ow number of connecting pax

= Arrcraft Utilisation

= Cost / Old fleet

=OTP

= [Low load factors on major routes
= [nconsistent premium product

Network Planning

Key questions answered: Assumptions used:

= Which City pairs = Demand calculation factors

= At what frequency » X 2 frequency = 35% in demand

. . e * More connection = 3x number of
To deliver max profitability pax connecting at AAA

= Offering reliable product * +10% increase for new aircraft

= To the premium and tourist * PPP has been excluded from the
segment current

29



Network Planning - Current state & Future
demand

fz 'u!"e"'m “
Current
SR Saater daily  Load factr
frequency

AfA-BEE 2 130 2 %
AAACCC 4 130 2 %
Ad-D0D 3 130 1 %
AMAEEE 3 a5 06 B7%
ADA-FFF 3 ag 04 B7%
AddHHH o 42 10 1%
Adh-hAM 2 380 10 52%

EEE-FFF 2 2 03 B7%

Network changes consideration

= Where can we increase frequencies considering
= Demand
= Connectivity
= Competition
= Aircraft utilisation
= Airport constraints

While there are several factors, as per the course, we have limited the analvsis to these kev factors from the case
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Network redesign

* Increase the volume of connecting pax via AAA: Improved
connectivity
* MMM departures to benefit from all other SH arrivals
* MMM arrival to feed to in to SH departures

* Provide arrival and departure connectivity to maximum destinations,
use LH as baseline

* Leverage high LF on Triangle to design route

* Better utilisation of WB than leaving on ground thereby freeing up a
737 for additional deployment

. Freque?cy increases considering demand and competition [not all at
one go

The schedule

Aftemoon bank
connections

nmrzzfom
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Schedule redesign approach [Routes, Aircraft and
Maintenance]

L.

4,

Tnitial schedule developed considering BH, TAT, Airport constraints and connecting times for domestic/
domestic domestic/regional turns.

Flights allocated based on -

L Fixmg LH schedule, to ensure maximum feeder traffic to the LH ronte

i. WE maintenance at MW

i1, Schednle of SH routes admsted to have maximmm arrivals at AAA to connect to the LH departure

w. 5H to feed in to and feed from LH

v, WEB considered to serve a SH destination from AAA to improve ntilisation and better deplowment of NBE

Increase the frequencies for SH routes considering all imiting factors
Reloak at flight allocation

The schedule [Routes, Aircraft and Maintenance]

oo

Ln

WB departs AAA and MMM at similar times, crossing over mid-air

The arrivals at AAA connect to BBB, CCC, DDD, EEE,FFF

Departure to MMM to connect from BBB, CCC, DDD, EEE,.FEF

Redeploying additional capacity of 737

L 737 taken off DDD and instead served by 747, which then continues back to MMM,

1I. dThe e;létra availahility of 737 deployed on BBB and CCC, to leverage low competition and high
emand.

Note: this 1s one scenario. This can he later considered for re-deployment based on demand
dHH]H frequency increased to leverage the lower op cost. Gradual increase planned from 1 -4
aily

Triangle eliminated, and instead direct connection provided to EEE and FFF. Gradual
increase in frequency planned, considering demand and MRO
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Network Planning - Current state & Future
demand

SCENARIC 1
TO BE - FORECAST
Corpaiiion
el New
Trecusney
[ee—
AAA-BEE 2
19 3% == High load factors
AMA-CEC 4 130 2 % 2 0% 1
ey 0% = High load faciars
Adie-DDD 3 130 1 % 2 5% 0% 0% 130
AAM-EEE 3 a5 o8 B7% 2 0% 35
Ba% 3% == Lo |oaad faciors
AAN-FFF 3 E 08 B7% 2 0% oas
B 0% > Low lad Bactors
AAAHHH 0 42 10 o1% 2 o a2
5 % B0 B2% BS% ATY% GOF%  O3% - Frequency can gracuslly increses
Add-hM 3 B0 14 2% 1 Pa 35% a% B0 e 7% TA% TR TSN BI%
EEE-FFF 2 2 03 B7% L

Network Planning - Current state & Future
demand

SCENARID 2
TO BE - FORECAST

AANGEE

[ ey - Mew 160 seater
AANCCT 4 130 z T z

[ I == Nesw 160 seater
AAADOD 1 130 1 o 5% 1 A3% B4 BG%  GE%  TOW  TE%
AANEEE 1 5 08 7% 0% 35

o I == Lower |oad factor
AAAFFF 1 35 08 7% [

% ey == Lower load facter
A HHH Q 4z 10 ats 0% 42

0% Kl > Incresed frequency
Ahh-ANL 2 D 10 2% % ek 0% 380 ge% TOW  TR% A% TAW  TER
EEEFFF 2 z 03 7% o
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De-tours

Slot constraints at MMM

Fitting (or not) 1n a triangle route
Deploying additional 737
Afternoon bank connections
Maintenance for ERJ

L o S B S B

Fleet

Retain current fleet for the 0-3 years window
Leverage lower opex

Build up cash for fleet orders (2 x 160 scater)
New 160 scater on B & C, ref: Scenario 2

Consider the weflease to be insourced based on frequency and
operation

AR

Note: We could not arrive at a cabin configuration based on our analysis. This has been excluded
from the model. The recommendation is to monitor the business vs tourist demand to take a call
accordingly.
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Future plan - gradual and measured upscaling

1. Constant measurement and feedback loop

2. Based on the scenariol, mitially start with single dailly on E & F — to use the in
between time for maintenance. If the demand picks up, add additional frequencies
and use night time for MRO in E &F

3. 747 deployment 1s currently on D. This can be moved to B and C based on the
demand and/or based on the decision to enter new aircraft to service.

4. Demand by segment and class configuration to be analysed
5. Consider PPP based on fleet availability (AAA / MMM - PPP)

Risk and mitigation

RISK MITIGATION

= Frequencieg not pro_viding the = Dynamic allocation of capacity
forecasted increase in load.

= Assume risk, develop scenario
= OTP - nisk of old fleet planning

= New aircraft (un)availability = Better maintenance
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