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The Concept of Value-Based Business Models

Value Development
How the core logic of valu

that sustainability of the

Value Dissemination

within the organization?

How values are distributed

Value Proposition
What kind of offer creates
customer value?

e Value Creation

creation could be elaborated How these values can be

created in an organization?

business model is secured

Value Communication
and Transfer

How the created values
will be communicated
and assigned?

Value Capture
How the created values
can be transformed into

profits?

creates value!

A business model describes the logic of how an organization
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Putting bus

Iness models in place

Normative
Company
Policy

Legitimation of company

Development of vision, mission statement, code of
ethics, etc.

Strategy

Business

Model

Operative
Planning

Creation and maintenance of a sustainable success

Development of strategies (company, business
segment, competition)

Creation and skimming of value
Development of value mechanisms

Operative process control and securing financial
liquidity
Development of budgets, processes and structures
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Airline Business Models

Mega-Carrier

Networks AN
STAR ALLIANGE

[P maproRTUGAL | Elag-Carrier
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The wet lease/ ’ Airlines

Regional Carrier .
9 niche market
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Sucess factors

Network/Hub Wet Lease Point to Point to
Airlines (Regional Point: Low Point: Charter
carriers) Cost Airlines

- Extensive - Niche - Easy - Relation
market destinations processes to/integration
coverage and |- Flexible - Cost in tour
growth due to cooperationin| efficiency operators
network effects | alliances - High flow of |- Cost

- Alliances - Cost traffic efficiency

- Ability to adopt efficiency - Integrated
homogeneous |- Dominance management
processes and on regional of capacity
quality markets
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Development of Market Shares between the different

Business Models

Market Share in %

100 [— - —

90 Traditional -
80 Major —
\ Carrlers

70

60

/
/

50

40 -“'
43"-‘ ]

30 st
Low-Cost o Regional
20 — carriers ™ — Carrlers
w
10 -.d "-‘ __-—”—

‘-#'

l
[.

] T ™T a‘v—11||rtu||r.l¢v!—r—|rl°|r‘:qv‘r—‘zv—|1—r1
W W o™ .

8 Q :g g g o o9 O o v v g -

o o o 6 & o 2 0 o o 0 <

- e o o v = &N &8 ™Mo N NN

Slide8 'E University of St.Gallen Source: Delfmann 2005 CEAC



http://www.edelweiss-va.ch/
http://www.easyjet.com/en
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Example LCC: Consistent business models are

characterized by self energizing circulation (dirver)

RYANA/IR e
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variable
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/ el Additional
’—’ revenue \
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SHORT-HALL 1S FREE )
FLIGHTS / High profit

ALL PASSENGERS /
Low-quality TREATED EQUALLY
i LOW FIXED
service
YOUNG AND cost
expected LEISURE
TRAVELERS
'WORD-OF- }
MOUTH
ADYERTISING SPARTAN
HEADQUARTERS
FLEETOF 737s AIRPORTS

LOW FARES High aircraft
utilization /
Bargaining power HIGH-POWERED
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Cost Differencies from Legacy to Low Cost Carriers

12
0.5
15
10 A
2.3

x84
7
<
g
£ 6 11.8 s
8
e
a4 1.1

2 i

0 T T T T T

Top 3 Average Labour Aircraft and Infrastructure Product, Seat Density Ryanair
Fuel Distribution, Adjustment
Overhead
Source: IATA Economic, December 2006 savings vs. network effects
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Internalisation of net effects by airlines

Net Gains/
Synergies

Type of
integration
adjusted code share Ir?éfv%{;?l?d lounge access  jpteqrated and integrated procurement fleet
timetable and combined  icing operations synergies management
structure frequent flyer financing
arrangements
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Revenue side of net effects

Percentage of the total income synergies* through
alliances/mergers

Netbased utility 100

AL ,» Win-lose“-
Synergies,
40 which seem often

only feasibly by a
complete merger
» Win-win“-Synergies,
which are feasible
in an alliance

New New S-Curve Restruct- FFP Total

connec- connec- effect ion of Income

tion tion the net Synergies

regional interconti-

nental

*) Source: estimation according to McKinsey
*¥) Source: Publication Airlines, CE Analyse, P/KA
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Cost side of net effects

Percentage of the total cost synergies
through alliances/mergers

equivalent
ca. 8%
cost
reduction*

32 100

31
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»»»»»» Potential

25 . E Cost
synergies
g2 through

25 mergers
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Cost synergies
. — of an Alliance

AIC Pax Station- Fuel Flight/' Technique Landing- Distri- Overhead Handling Enroute Advertise- Others** TTL
rental fee  Service en cabin fees bution (Admin.,, Parking fees ment
Depre- crew HQ,..)
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Source: Aviation Strategy 32, 2000, CE Analyse *) regarding the weight of the cost positions Other selling fees, legal, Consulting, Insurances
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Example Swiss Network

72 destinations, 39 countries
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... and Star Alliance
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daily almost 18'000 flights to 965 destinations in 162 countries
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http://www.staralliance.com/star_alliance/star/member_airlines/air_ana.html
http://www.staralliance.com/star_alliance/star/member_airlines/air_austrianairlines.html
http://www.staralliance.com/star_alliance/star/member_airlines/air_bmi.html
http://www.staralliance.com/star_alliance/star/member_airlines/air_lufthansa.html
http://www.staralliance.com/star_alliance/star/member_airlines/air_singapore_airlines.html
http://www.staralliance.com/star_alliance/star/member_airlines/air_spanair.html
http://www.staralliance.com/star_alliance/star/member_airlines/air_united.html

Example: British / Iberia — Network Fit

+ Complementary transatlantic networks
L J <

+ Highly complementary worldwide fit

' Source: Presentation Merger announcement BA and Iberia, 12.11.2009
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Expected Synergies of Integration

Breakdown of synergies and expected timing
500
400 IT & back Network &
office fleet
300
250
200
— 125
E
g 100 5
0
Maintenance Sales &
(100) (50) distribution
(100)  (100)  (100)
(200) Other (inc. Ancillary business
purchasing)
(a00) Synergies ¢.33% revenue
Year 1 Year2 Year3 Yeard Year5 : °
W Synergies Implementation costs
’ Source: Presentation Merger announcement BA and Iberia, 12.11.2009
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Conclusions

Business Models combine the strategy with the
operative planning.

Networks are a main source for success of business
models.

Success of integration depends on network fit.

Further integration from alliances creats siginficant
synergies.
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Many thanks for your attention! Questions?
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Dufourstrasse 40a
9000 St. Gallen

Phone: 071 224 25 25
email: andreas.wittmer@unisg.ch
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