Enhancing Corporate Value
of Airlines by Restructuring
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A strategic crisis is the first indicator of the ne ed for airline 1
restructuring

Market Cycle Value Chain Configuration

m New Business Models (Low Cost, m Missed industry trends

Premium Carrier, Biz Jet) m Unclear positioning along the value chain
m Market Fragmentation m Unfavorable configuration of the value
m Demand Shift chain (inflexible processes, complexity)

m Inflexible management m Investment decision

and organizational made
structures without checking the
= Uncontrolled growth as iImplementation feasibility
the result of the market m Poor post merger
and development integration
strategy

Rapid organic growth Investment, M&A, diversification
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A strategic crisis together with internal factors w Il destroy
corporate value when escalating into an earnings cr ISIS

Strategy/External Factors

Market Value chain
Cycle configuration

Rapid Investment,
organic M&A,
growth Diversification

Internal Factors

= Inadequate Corporate
Governance
= Lack of Transparency
= |nefficient Management
Structures
= Lack of qualifications
= Unmotivated staff
= Deficient
organizational
structure
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All stakeholders have something to loose 1

Shareholder

= Loss of equity
= Loss of financial
stability

Bank

= Loss of accounts
receivable
= Loss of customer

Employees
= Unemployment

Suppliers

Government

= Loss of accounts = Cost of
Receivable unemployment
= Loss of customer Loss of tax

Customers
= Loss of service

revenue
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The basis for a successful restructuring project is the 2
development of clear goals for the turnaround of th e airline

= Leveraging the competitive advantage of the carrier in
order to maximize market share

= Product and service differentiation

= Enhance mind share & brand equity with customers

Strategy

= Balance sheet restructuring

= Enhancement of financial processes

= Streamlining of budgeting and planning to enhance
decision making and response times

Finance

= Optimization of business processes in order to drive

Processes simplification and minimize per unit cost of production

= Enhancement of workforce productivity
Organization = Realignment of motivational drivers
= Rebalancing of human assets
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Challenges related to the goals need to be tackled on a short, 2
medium and long-term basis

- Cost transparency?

- Schedule quality? - Cost reduction?

Turnaround times? - Airline business model?
-Tu u i :

- Revenue increase?

- Fleet condition? - Corporate strategy?

- Maintenance quality? - Privatization Requirements?

Profitability

Operation
(OTP)

Long term
planning

- Product quality?
- Qualification? -OTP?

- MIS / ERP?

Customer
Perception

Airline
Management

Challenges*

- Safety standards?

- Reporting / - FFP?

Controlling?
9 - Brand awareness?

Airline
Integration

Airline
employees

- Job descriptions? - Privatization Requirements?

- Rules & Standards? - Redundant functions?

. - i ? - 2
- Communication? Redundant functions~ Corporate Structure-
. . - 1 [o) _ .
- Motivation? Diverse cultures? Diverse cultures?
- Diverse targets? - Diverse targets?

* Examples of areas to be considered
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The transformation process requires three actions | eading to 3
an operational, organizational and strategic turnar  ound

Overall Transformation Phases _ — Reference the Restructuring of Lufthansa

Transformation Process Actions for Leverage

= Short term unit cost reduction (CR quick-wins)
Securing survival (Cash Management)

Proper control of service quality
Consolidation of the route network

= Reduction of workforce

Operational
Turnaround

= Creation of smaller market and customer segment
oriented units (increase ease of management)
> = Sustained competitive cost structure

[

I | . e

= Initiation of constant internal and external benchmarking

= Orientation to core business

= Spin-off of activities that do not add value to the core
business

= Network Management Implementation

Structural Turnaround

acquisitions and alliances
= Cost Management Programs

= Improve market position through cooperation,
Strategic Turnaround >
I

>
A Short-term Mid-term Long-term

Source: Lufthansa 2000
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The proven restructuring approach goes through four phases 3
on four functional paths

Step 1 Step 2 Step 3 Step 4

Assessment Target Setting Conceptual Implementation
Planning

Commercial

Finance
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Operations

Organization
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The assessment of the value chain provides a comple te
picture of the carrier’'s performance & capabilities

Step 1

Assessment of Functional
Business Areas

Step 2 Step 3 Step 4

Recommendation and Development of Implementation Plan
Target Setting Conceptual Plans and Execution Support

Objectives:

= |dentify opportunities to
= Decrease Costs
= |Increase Revenues
= Improve Quality
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= |dentify Quick-wins

= Evaluate control
mechanisms and use of
data for decision making

= Review management
information systems

= Review commercial
policies and agreements

= Review operations
reliability & efficiency

Scope of Work:
= |n-depth review of key parts of the organization through
observation , interviews and data collection
= Corporate & Financial Management
= Route & Network Planning
= Marketing, Sales & Distribution
= Products & Services
= Flight & Ground Operations
= In-Flight Service
= Maintenance & Engineering
= Air Cargo
= General Purchasing
= Human Resources & Organizational development
= Information Technology
= Assessment of the processes , interdependencies
information exchange and communication channels
between the units
= Assessment of the complete service chain
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The assessment provides insight into the possible i mmediate 3
changes and sets the base for the long term develop  ment

Step 2

Recommendation and

Target Setting

_ Objectives: Scope of Work:

5 = Translate the Strategic * Short-term Improvements

§ Direction into a = Define Quick Wins based on the Assessment to be

& Restructuring Roadmap implemented immediately to drive cost reductions,
with concrete enhance revenues , and stabilize the product and
recommendations for the service quality
short and long term = Develop policies for cost control ~ with a focus on

lowest cost of production concept
= Long-term Planning
= Develop Restructuring Roadmap detailing the
" Establish metrics for improvement efforts for each sub-unit
measuring performance to = Develop Financial targets for performance of the
the targets group and the SBUs

= Establish targets for the
execution of the Roadmap

= Ensure alignment to = Develop SBU conceptual plans
Production Model = Develop Key Performance Indicators to measure
validation performance to the targets
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Significant quick-wins in all airline functions can
In the first six to nine months of restructuring

be achieved

Examples from

different areas:

Sales Network
Redesign

Treasury & Cash Flow
Management

Asset Management

Human Resources
Management

Risk Management

Integrated Fuel

Management

Aircraft utilization

= Optimize market presence by a consequent make up to 10%
(ATOICTO) or buy (GSA) reorganization savings of sales
= Renegotiate GSA contracts budget
= Improvement of cash flow planning and reportin
'° e eane o) 5-10% of

= Efficient management of accounts receivable and
payable

financing cost

= Lease vs. buy: investment evaluation modeling 10-15% of
contracted amounts
HR Crisis Management including
15-20%

= Abolishment of voluntary employees’ benefit
= Change of staffing policy

Cost Reduction in HR

= |dentification of financial risks
= Risk covering — Hedging

5-10%

of financing cost

= Integration of short-, mid- and long-term demand

. : L 0
according to planned aircrafts, destinations and _ 3%
frequencies savings of fuel costs

2%

= Increase productivity of aircraft by an improved
operations control

savings of aircraft
operating costs
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The business plan is a consolidation of the commerc al, 3
financial, operational and organizational plans

Step 1 Step 2 Step 3 Step 4

Assessment of Functional Recommendation and Development of Implementation Plan

Business Areas Target Setting Conceptual Plans and Execution Support

_ Objectives: Scope of Work:

()

g = Development of = Translate Restructuring Roadmap to develop:
2 conceptual guidelines = Functional approaches

o and detailed business

. = Transition guidelines
planning to form the

basis for the major sub = Conceptual definition for Commercial, Operations and
projects needed Organizational Planning, including

= Core Business Concept

= Marketing mix

= Network & fleet requirements
= Technology platform

= Product positioning

= Production guidelines

= Definition of economic parameters

= Sensitivity analysis to determine impact of change in key
variables
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Detailed timelines, budgets and targets are defined In the 3
Implementation plan and guide the implementation pr ocess

Step 1 Step 2 Step 3 Step 4

Assessment of Functional Recommendation and Development of Implementation Plan

Business Areas Target Setting Conceptual Plans and Execution Support

_ Objectives: Scope of Work:

S = Development of a = Definition of timelines for projects broken down into single
2 comprehensive plan for action plans, projects, and steps

& Implementation = ldentification of the interdependencies between the

single action plans and their substructures

= Budget and resource allocation

" Implementation of plans | . jmplementation of plans

= Management of projects according to time, cost and
quality targets

= Provision of classical consulting services throughout
the implementation

= Transfer of knowledge = Set up of know-how transfer wherever feasible
and coaching of = Advisory and coaching to local management
management according to the client’s needs

= Take over of management functions on an interim basis
also according to the client’s needs
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All strategy and restructuring activities result in a 3
comprehensive Business and Implementation Plan

Airline Strategy (incl. network and fleet strategy)

. B

Commercial Plan
(Product, Sales & Distribution, Pricing & RM, Network, etc.)

Implementation Plan

Commercial
Plan

Operational Plan
(Fleet, traffic rights, flight & ground operations, etc.)

Operational
Plan

Organizational Plan
(HR development & training, IT, organizational structure, etc.)

Organizational Detailed timelines
Plan

Financial Plan Milestones

(Financial Model, Risk Management, etc.)

Business Plan

Scope of Work

Financial Action Plans
Plan
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Successful restructuring focuses on improvement of results 3
and continuous know-how transfer to the client

Define sustainable
strategy

Key element of all concepts, plans
and implementation activity should
be the increase of corporate value

Improve revenues

Improve Result

To achieve sustainable results, - &
know-how transfer is achieved in o & Client
joint teams of the client and the 5=
consultant =

Time >
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Starting from a crisis situation, a typical restruc
IS completed in three to four years

turing project

Final Year
Year of Expansion
and Development

Growth

Second Year
Product

Third Year
Efficiency

Core processes
established
Transparency on
performance

Robust business
system

Product improvement
Image and perception

Turnaround

Short term measures
Consolidation

First year

Survival

Cash-management & cost
reduction

Revenue improvement Improve OTP

Rehabilitation

Increase SLF = Positive operation and
Improve Yield Positive Cash Flow
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The active application of Change Management willen  sure a 3
smooth implementation of improvement measures

A successful Change Management approach is based on

= Leadership = QOrganizational Structure
= Education = Communication

I

Permanent behavioral change of the organization
[

Acceptance of Change

SKILL WILL

To know... To be able to... To establish... To launch...

= Information * Professional-, * Personal conviction * Management

= Visualization method-, social- and  Qutside conviction * Project
personal  Transparency Organization
competence  Multiplicators
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Shareholder commitment is key to a successful restr ucturing 3
with focus both on operations and strategy
Main Features in successful Restructuring
= Introduction of Budgeting for Sales Organization
Cost Reduction = Review of Distribution Channels
= Selection of new GSA and introduction of call center
Increasing = Fare adjustment, review of booking classes
= Introduction of promotional fares
Sales : o
= Flexible pricing
_ = Re-entry ICH Sustainable
Freeing up cash - cash Reporting competitiveness
= _Review receivables
s CL] Shareholder P
Level :
Commitment Strategic
Level
. = Network optimization
. o = Frequent flyer Market Share
Ensurl_ng cc_)ntlnumg ororamme
operations in the = Lean organization structure/JAR Ops orga.
short term = Fleet renewal .
= Improvement of procedures and processes Value Chain
= Re-branding, new uniforms, new business class lounge
= Enhancement of sales office, new check-in counters Product

Source: Lufthansa Consulting
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Contact

Alexander Manakos
Partner

Lufthansa Consulting GmbH
World Trade Center

15th Floor

Dubai

United Arab Emirates

Tel.: +971 (0)50 644 6352

e-mail: alexander.manakos@Ilhconsulting.com

www.lhconsulting.com
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Thank you for your attention
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