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The constantly changing market environment is challenging the airline industry
and forcing airlines to adapt their strategy in order to participate successfully in
the market. Global market forecasts foresee strong growth, with more than 33,000
new aircraft deliveries within the next 20 years. Despite the fact that aircraft retire-
ments will also occur during that time, added capacities will lead to a fall in aver-
age fares per passenger, thereby increasing competition for airlines worldwide.

In response to this dynamic market change, airlines are restructuring their organi-
zations into airline groups with air operator certificates (AOC) in several countries.
This will enable them to exploit synergies, enter new markets and reduce costs.
Furthermore, premium carriers can extend the use of their fleet, which will conse-
quently increase the age of aircraft in service (45% of the world fleet is older than
15 years) and the need for maintenance actions. As costs for aircraft maintenance
account for approximately 15% of an airline’s total direct operating costs (DOCs),
strategies to maintain these costs at a low level play a vital role in the airline’s
financial management.

Improving an airline’s financial situation means, amongst other things, reducing

maintenance costs and increasing aircraft utilization. This target can be reached
by specifically addressing the airline’s organization, fleet and resource manage-
ment. In this context, Lufthansa Consulting has analyzed the needs of premium

carriers and low-cost carriers, which differ from one another:

[ While premium carriers want to reduce their organizational complexity, low-cost
carriers focus more on improving their process efficiency. Premium carriers face
challenges with regard to fleet composition and the aim to achieve commonality

[ Meanwhile low-cost carriers face challenges with their phase-in / phase-out
policies

[ Resource management challenges premium airlines in terms of high inventory
levels and personnel capacity management, while low-cost airlines focus more
on pool agreements and spare parts policies

However, that is not to say that one or two of the above-mentioned topics will not
be of interest to premium carriers as well as to low-cost carriers.

An integrated approach that focuses on an airline’s organization, fleet and
resource management delivers positive outcomes on several levels. It aims to
reduce direct maintenance costs, boost aircraft utilization, lower turnaround times
and consequently increase aircraft availability, while also reducing the number of
aircraft on ground (AOG) events and unscheduled maintenance actions (Figure 1).
This will improve an airline’s financial situation and thereby promote its competi-
tiveness.



Efforts to transform airline-
affiliated technical organi-
zations from cost centers
into profit centers, the
emergence of new entrants
into the maintenance, repair
and overhaul (MRO) market
especially in Asia, the subse-
quent growth in competition
and the vertical integration of
original equipment manufac-
turers (OEMs) such as Airbus
or Boeing are some of the
current trends that can be
observed.
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Figure 1: Integrated approach
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The organizational set-up should reflect the airline’s current needs while taking
account of the special features of its business model. The worldwide trend toward
consolidation and the focus on core business requires a different approach for
network or flag carriers than for low-cost carriers. This has sparked a number of
new developments. Efforts to transform airline-affiliated technical organizations
from cost centers into profit centers, the emergence of new entrants into the
maintenance, repair and overhaul (MRO) market especially in Asia, the subsequent
growth in competition and the vertical integration of original equipment manufac-
turers (OEMs) such as Airbus or Boeing are some of the current trends that can be
observed.

By adapting several factors such as organizational design, IT systems, processes/
procedures and existing contracts, it is possible to create a highly efficient techni-
cal organization that is flexible and serves the precise needs of the airline (Figure 2).

Figure 2: Adjusted technical organization
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Sophisticated planing and
the appropriate deployment
of material, tooling and per-
sonnel will help to balance
financial and operational
objectives such as adequate
investment, low administra-
tive costs, high on-site avail-
ability, short delivery times
and high service levels.
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The second pillar of an integrated approach is the fleet. An airline operator’s fleet
development depends to a large extent on the objectives of different stakeholders.
Financial asset management, network and product development departments influ-
ence the fleet composition in terms of number of aircraft, operated aircraft types,
corresponding operational costs and full integration in airline processes.

Financial asset management aims to minimize lifecycle costs and, at the same time,
to maximize asset value. An adequate fleet composition based on traffic forecasts
is a key factor in network development. Product development aims for a fleet that
will fulfill customer expectations and provides product commonality in terms of
standard cabin layout or customer experience. Technical asset management is also
involved in fleet development with regard to aircraft maintainability, configuration
commonality, efficient aircraft phase-in / phase-out, system / component reliabil-

ity, infrastructure and resources (Figure 3). By analyzing the customer’s individual
situation, specific requirements can be defined that form the basis for customized
solutions. Premium carriers’ demands on their fleet are prioritized in a different order
than those of low-cost carriers. For instance, low-cost carriers focus on an efficient
phase-in / phase-out strategy, while for premium carriers it is more important to
achieve fleet homogeneity. However, high asset utilization and low operational costs
are significant for both carrier types.

Figure 3: Stakeholder objectives

@ Network
. A‘&eihl:late fleet composition based
| on the forecastgd traffic and the

. individual netwo] s 3 N
*, Reliability & variable cost efficienc
= Specific aircra‘ft:performaﬁce
« Aircraft utilization )

,9—*- Airline Fleet f

= Number of aicraft = Operational costs

Wm -~ Fultintggration in ajrtine
configuration processes
y@-Technical Asset Management

Product Development

= Fleet that fulfill customer -
expectations (modern cabin

equipment, IFE, low néi’s_e_,;?
7

L] Produ&%ality (sta"n j

cabin layout, one customer

Financial Asset Mgmt.

= Minimum lifecycle & financial costs

= Maximum asset value at the end
of operation
» Lease or bily decision8_2 °=——|

eements

Configuration | _ Technical ' \MTC Planning ! ssibility
& Fleet Requirements »Assignment & (A320, B737, ...)
Management Management Control 3 =
: ‘_‘;\
6| - H BRI 4 | '

= “""; e ' A = Efficient phase-in / -out
Modification Reliability Maintenance 3
Management Monitoring Operation ‘ = System / component re

- Mrastructure and resources

& Lufthansa Consulting

The third pillar of the integrated approach is resource management. One of the key
factors for reaching targets such as lowering direct maintenance costs and reduc-

ing turnaround times is efficient resource management. Sophisticated planing and

the appropriate deployment of material, tooling and personnel will help to balance

financial and operational objectives such as adequate investment, low administra-

tive costs, high on-site availability, short delivery times and high service levels.

Several factors influence whether resource management is being performed ef-
fectively and efficiently within an organization. They include the existence and



The integrated approach is
a proven way to sustainably
lower maintenance costs
and increase performance

efficiency.
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description of processes and procedures, appropriate shift composition, current
turnaround times, component reliability management and material related key
performance indicators (Figure 4). Specific issues such as inventory concepts,
supply chain design and material service levels have to be addressed in order to
find appropriate responses to issues relating to the airline’s financial situation and

operational environment.

Figure 4: Approaching resource management
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The integrated approach is a proven way to sustainably lower maintenance costs
and increase performance efficiency. This subsequently increases an airline’s
competitiveness. Optimizing Continuing Airworthiness Management Organiza-
tion (CAMO) functions, harmonizing IT systems within the organization as well

as improving maintenance planning and lowering the operational cost basis of
the airlines’ fleet are some of the effective measures used to reach the target of
increased competitiveness.

Optimized material management and synergies in personnel qualification and
assignment through improved resource management are significant factors here.
All of these measures help airlines to optimize their cost basis as well as to retain
and subsequently grow market share.

Contact: Panagiotis Poligenis, Associate Partner and Savas Toplama, Consultant




Leveraging
Performance
in Aircraft
Maintenance

Aviation is our business!
The Lufthansa Consulting difference

In almost 30 years, Lufthansa Consulting has become the go-to partner for solving
problems, improving performance and gearing up for the future. It takes more
than extensive industry expertise and experience to explain this kind of success.

It takes constant innovation and a collaborative approach towards solving prob-
lems and realizing potential. It starts by making your challenges our challenges.

Lufthansa Consulting began operations based on a simple proposition: to take the
expertise and experience that come from operating one of the world’s largest avia-
tion groups and apply them in order to create value throughout the global aviation
industry. In the 28 years since our first contract, we have earned a reputation for
competence, reliability and professionalism with carriers, airport authorities,
governments, investors, financial institutions, manufacturers and aviation-related
businesses and organizations. Our track record isn’t just a “success breeds suc-
cess story”; it’s the result of tackling our clients’ challenges as if they were our
own. Because we know aviation. It’s what we do.

Solution Group Maintenance & Engineering

Aircraft maintenance is one of the major levers that add to an airline’s direct oper-
ating costs. This raises the question as to which challenges MRO market partici-
pants are facing and how to reduce costs while increasing aircraft availability and
at the same time ensuring the highest quality of services provided. There is no
“one-size-fits-all” strategy for solving this problem. Our experts provide custom-
ized solutions to airline maintenance and engineering operations, OEMs and inde-
pendent MROs with a view to enhancing their operational performance, executing
transformational cost improvement programs, developing and implementing value
growth strategies, identifying andexploiting new market opportunities and realizing
organizational transformations.

If you are interested in learning how Lufthansa Consulting can support your air-
craft maintenance business and you would like to discuss the options available,
please contact mail@lhconsulting.com.






