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Towards independence
or

interdependence?
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As people and businesses,
we grow through 3 stages

From dependence ... t o 1 nde.petnad-eéapandescs
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Where are airlines
re payments?

Yesterday’ ' $oday’ s Tomorrow?
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What happened
until recently?

A Airlines did not pro-actively manage
payments acceptance or issuing
I “we have no choice

A Airlines used to be completely dependent
on card schemes and on banks

A There was no Airline Payments Summit!

Yesterday' s

position
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What is happening
now?

A Edgar, Dunn & Company and Airline
Information conducted a survey

I 70 airline respondents

A Exclusive presentation of survey
findings

A Key finding: airlines want to and are
becoming independent
I “we have the choice and we are usirig it
I AFOP, surcharging, card issuing

Today' s
position
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Airline payments
survey

A Survey based on 70 online responses and primary interviews
I Europe, Asia Pacific, Middle-East Africa, North America
I Network carriers and low cost carriers

A Key topics covered in this presentation
I Total cost of acceptance
| Alternative forms of payment
I Surcharging
I Fraud

| Card issuing
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Starting point: a typical cost of acceptance of
S7 - S10 per airline ticket

AVERAGE TOTAL COST OF ACCEPTING C
(per airline ticket)

h

\RDRirlines typically know their average
Merchant Discount Rate (MDR)

>$15 8% A~ . -
| ° A However it can be harder for airlines to
quantify other acceptance costs
$11-$15 17% . .
| ’ - cash-flow, internal staff for back-office
$7.510 k2o, or IT, fraud write-offs, etc.
- 0

1 A One-off IT projects are typically multi-
$4-$6 28% million investments

1 - PCl compliance, alternative forms of
<$3 14% payment (AFOP) acceptance, etc.
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Future trend in cost: respondents split equally
between optimists and pessimists
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TRENDS IN COST OF ACCEPTING CARDS
o o i
(% of respondents indicating answer) A Typically Asia Pacific respondents
Decrease believe costs will decrease vs. Americas
Stay the by 0-10% . >/
same 34% respondents believe costs will increase
8 A 1 8 A - oala
Decreast AazsS aKzdxZ R IS0 0SSl
by 11%-+ O2yazt ARl UAZ2Y-20% ¢|S
8% - al gAy3a 208N GKS |y«
A4G5SONBI asSsz RdzS G2 I
nterchange regulatlons and an
Increase by ¢~ 409% A NB | A K 78
Increase by D 10%. 309 P Yy ONB I &S y 0KS dza
11%+, 109
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AFOP: example of LH accepting
PayPal in >40 countries

/
‘ = MiITEE NS

Booking Top Offers Information & Service Miles & More My Account

& Lufthansa o /f%’ii

Home = Information & Service = Payment options

Payment OptiOﬂS Help & Contact A

Review our FAQ section or contact a
Lufthansa representative.

Booking and paying for your flight on lufthansa.com is both simple and secure. This section gives
you more information regarding your payment options.

New on lufthansa.com: Lufthansa now also offers the option to pay via
PayPal

In order to provide an even better booking service on lufthansa.com, Lufthansa has extended its
online payment options to include PayPal. This simple and secure payment procedure is directly
integrated into the booking process.

Whichever online payment method you choose for your online booking, there are many options to
choose from on lufthansa.com. The new, innovative PayPal payment extends the current range, and
gives you even more flexibilty when deciding how to pay.
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Majority of respondents accept AFOPs: debit cards
(often unknowingly), bank transfers and e-wallets

DO YOU ACCEPT WHICH AFOP? A 63% of respondents currently accept
AFOP TODAY? AFOP
, . A Top 3: debit cards, bank transfers, e-
No, / B & wallets
37% - 29 ~ . . . . .
o A For debit cards, airlines can not identify
Yes debit vs. credit for MasterCard-Visa
63% T w ! cards

Debit Bank E-wallet

cards  transfers A In some cases, airlines already accept

domestic debit cards (not MasterCard-
Visa) unless PIN-based
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And half of respondents believe that AFOPs
will become significant (>10% of total ticket sales)

Penetration of AFOP out of
G201 f al f Sa

Ay

\
>15%

50

11-15% 22%

6-10% 21%

0-5%

/0

- m AFOP as % of total sale:

A 50% ?f rﬁgoadentsx)ag/ge AFOPs will

represent more than f total
airline ticket sales

A Typically strong focus on online direct
sales (targeted at consumers / leisure
travelers) and potentially via travel
agents

A In many cases, acceptance of AFOP is
|l T nked with “surc
“surcharging” sl
becoming independent

Alternative Forms of Paymer

~
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Over 2/3 of respondents will accept
bank transfers, domestic debit and e-wallets

WHICH AFOP WILL YOU ACCEPT? | A 59% of respondents will accept the
59%  59%  59% “top 3”7 AFOP
A Followed by prepaid cards: especially
38% 3% 33% relevant in market§ with large
unbanked population (e.g., USA) or
widespread prepaid cards (e.g., Italy)
A Other AFOP depending upon local
| | preferences: for i
Bank DomesticEIectronlc Prepald Cash Credlt at POS” i1 s widespread
transfer Debit wallet cards transfer Point of USA, Brazil, Singapore
Card Sale
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Will mobile payments emerge
as a major AFOP?

WILL OFFER MOBILE TYPE OF MOBILE ~ o . .
PAYMENTS IN 3 PAYMENT TO BE A 53% of respondents indicate their

YEARS? OFFERED airline plans to offer mobile payments
in the next 3 years

No, 97%
arv 68% A 97% of respondents from airlines that
will offer mobile payments, indicate
\ their airline will offer remote payments
;;; o | | A Consistent with industry consensus as
Proximity ~ Remote NFC enabled mobile handsets will not

be available in the near term
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Mobile payments:
Example of Nokia Money (e.g., India)

NOKIA
(onnecting Peaple

Home Technalo >Orpara sibility  Enwirar

Press releases

Mokia Imings mobile financial seniaces to millions
August 26, 2009

Mokia Money, a new mobile financial service enables financial management amd
payiments from a mobile phone

Ezpon, Finland - Mokia today introduced Maokia Maoney, a nese rmobile financial service
offering consumers with mohile device access to hasic financial services. For many
cansumers, this will be the first time they have had any access to such financial services.

Maokia Maoney has been designed to be as simple and convenient as making a voice call ar
sending an SME. lbwill enahle consumers to send money to another person just by using
the person's mohile phone number, aswell a5 to pay merchants for goods and services,
pay their utility hills, or recharge their prepaid SIM cards (SIM top-up). The services can be
accessed 24 hours a day from amswhere, meaning savings in travel costs and time. Makia
is building & wide netwoark of Makia Money agents, where consumers can deposit money in
orwithdraw cash from their accounts.

4 billion mobile phones nit only 1.6 billion bank accounts >
e tabbaetiau el adba e e T O U N ity with [ong term arowth

potential. In many countries, maohile phone ownership significantly exceeds bank account
usane, suggesting that many mahile phone users have very limited or no access to basic
financial services, YWith mare than 4 billion mohile phone users and anly 1.6 hillion hank

accounts, alobal demand for access to financial services presents a strong opporunity to
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Surcharging

Examples: KLM and Qantas surcharging on all channels

Effective 19 September 2008, Qantas will apply an increase fo the CCSF rates charged. The
new CCSF rates increase from:

» 536.60 to 57.70 (including GST) for Domestic bookings
+ 536.60 to 57.70 for Tasman & Domestic NZ bookings
» 515.00 to $25.00 for all other International bookings

IKLLIM royi Dutch Aitines %)

1 2 3 4 5
Search Dates Flight= Conditions Shopping cart (1 tems)

Fill in your payment details

Pay for your flight

London - Amsterdam GBP161.97
Return

Selecta payment method:

" DIRECTebanking 1 DIRECT

e

r Crediteard vane = [EA @) @ EEEED

¢ Debitcards |VISA [0

~ Payat KLM office

Book flights

Perzonal details Payment details

* Required fields

(No surcharge)

(No surcharge)

< (Surcharge of GBP 4.00 )

(No surcharge)

o 2y |
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Surcharging

Large majority of respondents plan
on expanding use of surcharging

TRENDS IN SURCHARGING

(% of survey respondents indicating answer)

Increase Stay the

slightly, | same, 259
34%

Decrease
- signif., 5%

Increase
signific.,
37%

A Independence: increased merchant
freedom

A 71% of survey respondents believe that
the use of surcharging by airlines will
increase over the next 3 years

Aa{ dzZNOKI NEAYy 3 gAff
opportunities presented by SEPA and
0KS t {5 ®¢

AG2S gAft GNB G2 A
market where it is allowed. Likely to be
fixed price per ticket and try to stay

Y L

K !

0St26 20KSNB Ay
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Fraud

More respondents
expect further increase in fraud rates

TRENDS IN FRAUD LOSSES
(% of respondents indicating answer)
by 0-10%
Stay the 18[())/;0’63.8(
: 0 0
;ame, 289 y 110+ > 30%
12%
J
42%
Increase b
Increase by 0-10%, 30
11%+, 129

A 46% of respondents stated their fraud
rate to be 0.2%-0.5%

A And 42% are concerned that fraud will
increase

AGCNY dzR gAfft fA]SE
airlines are easy targetdAirlines are
not taking the right steps for
protection, and issuing banks need to
60S KIFINRSNJI gAGK &0

D’
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Fraud

Call centres
are becoming a concern for 1/3 of airlines

CHANNELS WITH THE MOST SIGNIFICANT FRAL
(% of survey respondents indicating channel)
Online,
57%

-

Call Centre
36%

.

——Other, 6%

Physica/

POS, 1¢

) RISK

A As can be expected, the online channel
is viewed as most risky

A Many airlines have started seeing
online fraud reduction after large
investment (IT, people)

A However call centre fraud is becoming
an increasing concern

AGCNI dzR Ay OF ¢
there is no proper way to handle
OF NRK2f RSNJ | dzi KSyY

~ A

O
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Example of issuing activities

A Launch of GOL Corporate Card
in October 2009

A First UATP issuer in LAC

ialtle¢et Aa | @t dz
AUNBY3IGKSY Dh[ Q:
corporations and travel
agencies, while reducing our
RAAGONROddziAZY O2
Tarcisi o Gar-gi ol
president — Marketing and
Services
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Airlines seem increasingly
interested in leveraging issuing-side opportunities

TRENDS IN USE OF AIRLINE ISSUED CARDS

~ o . .
(% of respondents indicating answer) A 47% of respondents already issue their

own card (e.g., UATP, private label)

Stay the ~ ) ) ) .
Same, 299 A Strong Interest In starting to Issue own

card (among non-issuing airlines):
-co-brand cards: 64%
Decrease .
10% -prepaid: 47%
-UATP: 43%

A In Europe, new opportunities
associated with ¢
status (enabled Db
another option for independence

< T
AN

Increase
61%
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Where are we going tomorrow?
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Future?

Future threats:
Acceptance cost, fraud and complexity

Biggest payment threats in next 3 years?

Acquiring bank interest /

0
capabilities 22%

j1

Regulatory constraints 28%

Operational complexity 37%

Payment fraud 48%

Acceptance cost 49%

Il

A As can be expected, airlines are most
concerned about future changes in
acceptance cost and fraud

Alnterestingly, ¢
is becoming a top 3 concern

A Complexity concern mostly driven by
adoption of AFOP, surcharging, issuing
own cards, etc.

A Hence increasing importance of
interdependence, ie collaboration

P €
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What will happen in travel payments?

A Next phase: inter-dependence?

I “There are hundreds of other businesses
that we depend on tassist us in creating
an outstanding retail shopping experience
for our customers. We view our trade
partners as allies in serving our
stakeholders- Whole Foods, Declaration
of Interdependence

A Opportunities for collaboration (being
part of the solution) with payment
Tomorrow? suppliers: new technologies, new
products, new markets, etc.
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MIAMI - 2/3 DEC 2009

One certainty:
a lot of big changes ahead!

Black SwairiNassim Taleb):

a2dzif ASNE S@Syida ¢AlUK
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If you have more questions or happen to be in Paris

Global Consultants in Payments

Europe: London,

Paris, Frankfurt
Pascal Burg ”
Director T Travel Practice > \

Edgar, Dunn & Company
+33(0)1 72 75 73 03
pascal.burg@edgardunn.com

USA: Atlanta, slngapore
San Francisco *

(

Australia: Sydney (\'



mailto:pascal.burg@edgardunn.com

