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Air Longways Bahrain (ALB) Business Simulation


1. Administration

The objective of this exercise is to give you a chance to deal with the differing operational and financial problems that are inherent in running a very small airline.

You are supplied with this manual and an Excel spread sheet. If you have difficulties then please contact the following, always sending your e-mail your Excel program as far as you have been able to complete it, to: Roger Wootton (L.R.WOOTTON@city.ac.uk )

When you have completed the work, please send two files (Your text on a WORD or .PDF document and a calculation sheet on Excel)  to Kate Marr on K.Marr@city.ac.uk
		
The Air Longways Bahrain Business Simulation will cover a simulated operation of one year. Your task starts by reviewing its history from the data supplied, and then prepare an operational and financial plan for the year ahead, setting out your business objectives and your strategy for achieving them.

At the end of the simulation you are to submit a text document with the strategy of about 1200 to 1500 words and the revised Excel sheet showing new fares and timetables to K.Marr@city.ac.uk Please include the coursework FRONTSHEET.
These  responses will be used as the basis of the competitive situation for the subsequent year and all your fares and timetables will be compared against the plans from your fellow students to calculate the profit that you would actually get in the new ( and to you, unknown ) competitive situation. The text should explain the overall strategy and the market proposals and how you will implement these into an operational plan of fares, timetable, destinations etc. The text does not need to include much review of the previous year; we are only interested in the future.

 Marks are awarded not simply for a particularly high profit, even in the new competitive situation, but by having a strategy that ties in with the timetable and fares and is also robust.  By robust, we mean that it should not be dependent on any single route, such as to one destination, which could be vulnerable to strong competition from a well-established low-fare carrier, or requires a few business class passengers to pay unrealistically high fares on a route because, by chance, no other carrier flies that particular day that you have selected.

 What you have to remember is that Air Longways Bahrain is small (only two aircraft) and it cannot realistically challenge major carriers such as Emirates or Gulf Air.  It has only limited management resources, so it is quite unrealistic to suppose that it could renegotiate for more slots, though it can change their days and times or could withdraw some services.  You have to be realistic and look for ways that management effort and business risks can be sensibly minimised.

 2. Opening Position

Business Scenario.

At the start of the simulation the time is around the present (2013) and you are part of the project team appointed by the Board of Directors of Air Longways Bahrain based at Bahrain airport. 

Tasks

The Air Longways Business Simulation will simulate one trading year. 

In the exercise you have to carry out the specific task for which you have been appointed, and then decide on your recommendations for the forthcoming year, the year from 1st January 2014 to 31st December 2014. 
The Excel model that is supplied will help you do this by allowing you to run as many “what if” scenarios as you wish. When you have decided on your policy you need to complete the fares and routes form and send this along with your written analysis and an appreciation of what outcome you expect from your actions.


Example

One of the decisions you need to make is to set a fare structure for each route on which you wish to operate in the forthcoming year. You will find in your model that the current year’s market average fares of all direct competitor airlines for each class of passenger on each route have been supplied. When you run your scenario, the fares you propose to set will be compared by the model to these market average fares to determine your volume of ticket sales. These market averages, however will be updated to “actuals” at the end of the exercise by the organiser averaging the fares decided upon by all the participants plus a few real fares at the time of submission from airline websites.

Hence, if the actual average fare on a particular route works out at less than the current market average, because, for example, a high number of teams decide to go for a low fare on that route on that day, your actual ticket sales will be determined using this new calculated average, and not on the current average of last year. 

Objectives

The results that you achieve will be evaluated by looking at:

Best reasoning for adopting your particular strategy and choosing your decisions.

The way that the proposed operations relate to the strategy.

The net profit. In more detail, it will be important to have a ‘robust’ profit. If the company loses money on all but one flight every week (and on that flight, perhaps by having monopoly, it makes a huge profit that covers all the losses) then this is susceptible to some new factors on that one flight. This overall profit would not then be very robust.

How good, are the long-term prospects for Air Longways Bahrain as a result of your strategy?
The text must tie in to the timetable and fares.

3. Getting Started

Introduction

This manual contains all the necessary instructions to enable you to run the model and make the necessary decisions.

Make a copy of the Excel file. The model contains all the data and assumptions to run the company. 

Your coursework submission should contain:

1. A description of what you think you will be doing with AirLongways.   -  Word file with cover sheet
2.The whole excel workings as an attachment or the timetable for each day, your fares, and your financial summary.   -   Excel file

4. Business Scenario

Air Longways is a privately-owned company in the Gulf region and has been established for many years. As a small full-service airline at its peak it owned about 20 aircraft, mainly operating short-haul Middle East routes but with some long-haul aircraft.
Over the last few years it has had severe financial problems, particularly due to competition from more efficient carriers on its Gulf and long-haul services and was close to bankruptcy. However, it was in the fortunate position that the routes were from key airports and the Directors have been able to sell the majority of the aircraft and slots in Europe (at Paris C de G, Frankfurt, and Rome) to other airlines. What is left of Air Longways Bahrain now has to be made to run at profit.

It comprises:
· two Airbus A 330 aircraft as long lease (at favourable rates) 
· crew
· A base in Bahrain
· Traffic rights to London, Manila, Cape Town, Moscow, Perth, Luxor (Egypt) and Jeddah.
 
You do not have to operate any particular route in future and you can change the days of the week and times of any flight.  There are restrictions on increasing most services beyond the licences and as a result the program may indicate that the weekly schedule is invalid.  You may continue to use and submit its results (but you must explain in the text what management actions you would have to take). 
   
3. Your Operational Task

Your objective is to see if you can plan for a profitable operation for the Air Longways Bahrain Business. You have two aircraft which are presumed to be A330 -200.   You have to work out a schedule for each and an appropriate fare structure. This includes an option for aircraft to be either with all Economy seating (configuration ‘A’) or with Business Class, but far fewer Economy ( configuration ‘B’) the configuration can be changed mid week but it takes 6 hours for change and return. If you continue to operate the same schedules as last year you will probably make a loss.    

[bookmark: _GoBack]Select sheet “Monday”. This is where you enter details of the flights for Aircraft 1 for Monday. The Flight numbers are protected, so you cannot change them. The code is Day, Aircraft and consecutive number e.g. 111 is the first flight for Aircraft 1 on Monday.


Day 1   Monday
Day 2   Tuesday 
Day 3   Wednesday
Day 4   Thursday 
Day 5   Friday
Day 6   Saturday 
Day 7   Sunday 

Enter 4 for London in the Departure Code column against flight 111. London will automatically appear in the place column. 
The codes for the various airports are as follows:  Also given are the number of licences for return flights per week 
1 Jeddah                       7
2 Moscow DME            2
3 Luxor                          5
4 Bahrain
5 Cape Town                 1
6 London, Stansted      5
7 Manila, Philippines      2
8 Perth, Australia          3

In the Cfg (meaning configuration) column enter B or A using a capital letter. The choices are:

A for All Economy   (300 Economy seats)
B for mixed Business and economy (50 Business and 200 Economy). 

Last year both aircraft flew all the time under the B configuration. 
You can run the two aircraft in separate configurations and although you will probably keep each with the same configuration, you can change configurations mid-week, for a time penalty, but, of course you must change back to the original before the week is out.

Enter the departure time. It is very important that this is entered exactly as follows:
08:00 i.e. two numbers followed by a colon followed by two numbers.

Next enter the Arrival code for example - 6 for London STN. The place column will display London and the arrival time, turn round time and earliest departure time will display. These times are set out on the “Times” sheet.

If you wish to reconfigure the aircraft seating whilst it is on the ground in London STN enter a Y in the Re-Cfg column. We do not wish to do this, so we enter an N. Please use capital letters. If we had entered Y, the Cfg for departure 112 would have been automatically set to A. Reconfiguring the aircraft at that airport takes 3 hours.

Move to flight 112, and enter the details from this manual. Arrival time back in Bahrain should be 23:50, with the earliest departure time for the next flight being 01:50. If all has been entered correctly, the Invalid schedule messages should have cleared.

Flight numbers 113 and 114 were not used last year.

Use the Page Down Key to move to Aircraft 2 for Monday. Using the data for Perth on page 7 of the manual, complete flights 121 and 221.

Repeat the procedure for all days of the week until you have entered all the flights for last year.

Check that there are no error messages.

Move to the “Financial” sheet to review the profitability of each flight and the overall profitability of the project.

4. Comments about last year’s strategy
The mixture of routes were chosen on the basis of anticipated traffic growth on those routes coupled with the availability of slots at the various airports and air traffic control. Once the routes had been allocated to ALB an analysis was carried out to determine the nature of the type of passenger on those routes. 

A marketing strategy was then considered to target the best passenger mix that could reasonably be achieved on each route to maximise the revenue. The plan has not so far achieved the desired objectives, as the original fare structure was too high to entice passengers on to a small untried airline. Despite putting in a general lowering of the seat prices within the fare structure there was no great increase in seat sales. The public’s conception of ALB capability is poor due to the restricted nature of the Company’s marketing activities.

The notes below indicate the strategies that were originally intended. 

The aircraft utilisation rates and the actual financial results achieved are shown in the tables in the model.

Bahrain to London
Day	Bahrain to London (46)	London to Bahrain (64)	
	Departure	Arrival	           Departure	Arrival	
1	08:00	            12:20	           14:20		23:50	
3	14:00	            18:20	           20:30		06:00*	
Note:  All times are local; * indicates next day; the number in brackets is the route number e.g. Bahrain = 4 and London = 6 gives route (46).

Fares
Day 1	Monday 
Business Fare £500	Economy Fare £180	
Day 3 Wednesday
Business Fare £500	Economy Fare £160

This is the route with the highest density of business traffic and therefore potentially the most profitable. The keys to success on this route are timings and facilities. The slots chosen have therefore been directed at businessmen who want to travel at the start of the week and return late on Wednesday after two and a half day’s work in London. The remaining seats being sold to tour companies, economy passengers and also on the web.

The aircraft was configured to take 50 Business Class passengers in accommodation that was equivalent to First Class on other carrier’s aircraft. Pricing the Business class return ticket at £1,350 would have virtually covered the costs of each flight and would have allowed predatory pricing to fill the aircraft with economy fares and made the route quite profitable.   The problem was however that the limited service available on this route, compared with other operators schedules deterred the Business traveller who is generally looking for a greater degree of flexibility in their choice of times and dates for his/her return journey. Consequently the Business Class and also the economy rates were affected by the level of over capacity on this route.

Bahrain to Manila
Day	Bahrain to Manila (47)	Day 	Manila to Bahrain (74)	
	Departure	Arrival	         		Departure	Arrival	
2	09:00	            23:25		3	08:00	  	11:30
6	14:00   	04:25*		7	07:00  		10:30	

Fares
Day 2 Tuesday
Business Fare £700	Economy Fare £150	
Day 6   Saturday
Business Fare £700	Economy Fare £150

This route has a high density of tourist/holiday travel as well as providing a limited number of Business class passengers. The slots allocated allowed outgoing flights at attractive times during the day and equally good return times with most of the return flight being during the sleeping hours at night.

To operate the same philosophy of trying to cover costs with the Business Class fares set the price for the Manila ticket at £2100, which was considered too high.  The price eventually set has not proved to be attractive to Business travellers on this route as there seem to be too few to make the policy work effectively.

Pricing for tourist class and economy travellers has proved difficult because of the fierce competition on this route from the charter carriers who have spare seats to sell after their sponsoring package tour operator has taken up their allocation. It has proved possible to fill the aircraft on some flights but the prices at which the tickets have had to be sold has made the route barely profitable. 

Consideration has been given to trying to upgrade the prices charged by offering a better service than the cramped conditions that are common on the charter operator’s aircraft.

Bahrain to Cape Town
Day	Bahrain to Cape Town (45)  	Cape Town to Bahrain (54)	
	Departure	Arrival  	Departure	Arrival	
5	  10:00		18:25		21:00		06:30*	

Fares
Day 5	Friday 
Business Fare £450	Economy Fare £225

The considerations for this route are very similar to those that applied to the Manila route. The added attraction for Cape Town is that the density of business traveller is higher and growing 

The problem with the slot allocated for this route is that it is at the end of the week. The target Business Class passenger therefore tends to be restricted to someone coming from Bahrain who wants to add a week with a family and will consequently want to spread the Business fare over less expensive Economy fares and the same with a Business passenger flying Cape Town to Bahrain. The passenger load make up has proved to be fewer Business Class passengers than anticipated but a larger number of full priced economy tickets which have allowed the same degree of flexibility as a normal Business Class fare. 

The Business Class fare was set at a level below the rate charged by National carriers. The strategy is not working particularly well but the pricing of the economy and discount tickets has been revised and is giving reasonable returns. 

Bahrain to Moscow
Day	Bahrain to Moscow (42)	Moscow to Bahrain (24)	
	Departure	Arrival  	Departure	Arrival	
4	12:00		17:10		19:30		00:30*	
7	07:30		12:40		15:00		20:00

Fares
Day 2 Tuesday
Business Fare £580	Economy Fare £180	
Day 6   Saturday
Business Fare £580	Economy Fare £200

The passenger profile for this route looked like a good mixture of both the Business and tourist class passengers. The Thursday and Sunday slots allocated gave a reasonable spread for business people travelling midweek or at the weekend for a business start on Monday morning. The overnight timings from Moscow also allowed for the possibility of a special Business Class sleep seat facility the same as had been designed for the Cape Town service.

The Business Class fare has however not produced the required level of bookings and although being reasonably loaded the overall load utilisation factor has resulted in this service consistently failing to break even.

Marketing of the attractions of the flight timings has not been good enough to overcome business passengers reluctance to accept the limited flexibility of an operator with only two flights each week both virtually at the same end of the week.

Bahrain to Perth
Day	Bahrain to Perth (48)			Day	Perth to Bahrain (84)	
	Departure        	Arrival   		Departure	Arrival	
1	11:00			04:30 *         	2	07:00		11:50	
3	08:00			01:30*	          	4	05:00   	09:50
5	11:00			04:30*	          	6	07:00   	11:50

Fares
Day 1 Monday
Business Fare £800	Economy Fare £350
Day 3   Wednesday
Business Fare £800	Economy Fare £350
Day 5 Friday
Business Fare £800	Economy Fare £360

Air Longways Bahrain applied for and were granted a licence to fly this route in mid - 2003 when the operator on this route went out of business. The licence was for a service to operate on each of the Days 1, 3 and 5 each week and enabled them to use the spare capacity of their second aircraft.

Fares were set at the lower end of the levels used by other operators on this longer route to attract passengers. The strategy has been reasonably successful at the economy end of the market but has failed to get the Business Class utilisation rates needed to be viable. This has made the route unprofitable. This latter problem is particularly disappointing as the 3 days per week service was thought to be attractive to the Business Class passenger. 

Bahrain to Luxor
Day	Bahrain to Luxor (43)			Day	Luxor to Bahrain (34)	
	Departure        	Arrival   		Departure	Arrival	
6	09:00			12:35          	6	14:05		15:40

Slots available on each of any day of the week for departures from Bahrain to return Luxor, but once days of departure have been stipulated the service must be maintained for a minimum of one year.

Bahrain to Jeddah
Slots are also available to and from Jeddah. 

Route Comments

Both of the above routes are attractive, they are also quite attractive holiday/tourist attractions and will therefore attract both business and economy tour company passengers. Market research suggests that if the price of the seats is fixed at about 80% of the existing fares a good load factor could be achieved on these routes with the remaining seats being easily disposed of via the bucket shop/consolidator market. 

The attraction of these new routes to Air Longways Bahrain is that they are available as A-330 routes and therefore offer alternative short haul flights to intersperse with the long haul routes for these aircraft. The two routes can thus offer a means to increase the load factor and cost efficiency of the two expensive long haul aircraft. 

5. Planning for the coming year.
Basically you can alter the following variables: 

Which routes to operate and which flights to operate on those routes. Do you want to stop operating on a particular route? The model has a separate sheet for each Day of the week, and on each sheet you have up to four Single flights for each of the two aircraft. 

Naturally you will have to check that the routes and aircraft you decide to operate can work logistically. If an error shows, it will be up to you to try to find out where it is and put it right. You are constrained by Airport opening times, turnaround times, licences, aircraft configurations etc.
Having decided your fleet, routes and flights, you then need to decide the fare structure on each route. The rules here need careful studying to make sure you set valid fares. As you enter possible fares on a particular flight on a particular day, these fares will be compared by the model with the expected market average fares, and a projected passenger loading is calculated.

When you have a possible plan worked out, you should go to the Financial Statement to see what the projected revenue and costs are likely to be.

Remember this is only a projection, and the real results will depend on your competitors’ decisions and the actual average market fares for each route from the input from all the other participants.

When you are finally “happy” with your plan, you need to save the file and to submit it to the University.

6. Assumptions and Rules
Introduction
The following assumptions and rules apply to this simulation. They have been kept to a minimum, but we do trust that they cover the various issues which may arise in your mind as you take part in this exercise. Contact the University or email the programme authors for clarification on any points.

Operation Information

The airlines year is taken as 50 weeks.

All flights you choose to operate fly every week of the 50-week year.

The 2 weeks when the aircraft is not flying will be used for servicing. The cost of this arrangement is included in the operating costs specified in the model. 

Cargo is not considered

Different fares for seats can be fixed for all routes. The fares chosen represent an average-it being acknowledged that special fares may be set for particular reasons on a route at certain times. For example, the economy fare could well be a mixture of all sorts of deals.
The fares exclude airport taxes and fuel surcharges so, for example, a fare of about £100 on this programme would actually be equivalent of about £130 in reality.
The word “utilisation” really means load factor. The Air Longways Bahrain utilisation achieved on any particular flight is shown the “Financial” Sheet.
The large financial spreadsheet is very useful. At the end of each row for a flight there is a box that shows the profit or loss for that flight. You have to ask, why fly any flights at a loss?!

In the exercise there is a fixed amount of marketing and administration cost, which is the same for each participant. 

Setting a lower fare for a route should expand the overall market but the market responses are quite non-linear.

Financial
The financial year runs to 31st March. No taxation is to be provided, or paid, in any year.
No dividends are to be provided, or paid, in the year.
Value added tax is to be ignored
All amounts of money are in £ sterling. 
All cost assumptions are set out on the “Financial” sheet.
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	50 Week Year Summary
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	 Revenue
	 
	29,637,500
	
	
	

	
	
	 Operational costs
	 
	30,432,400
	
	
	

	
	
	 Operational Profit/Loss
	 
	-794,900
	
	
	

	
	
	 Lease costs adjustment
	 
	443,200
	
	see cell E16
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	Depart
	Arrive
	Next
	Flight
	

	Flight
	From
	To
	Day
	Time
	Time
	Day *
	Time (hrs)
	Aircraft

	111
	Bahrain
	Perth
	1
	11:00
	4:30
	*
	11:30
	1

	112
	
	
	1
	
	
	*
	0:00
	1

	113
	
	
	1
	
	
	*
	0:00
	1

	114
	
	
	1
	
	
	*
	0:00
	1

	121
	Bahrain
	London
	1
	8:00
	12:20
	
	7:20
	2

	122
	London
	Bahrain
	1
	14:20
	23:50
	
	6:30
	2

	123
	
	
	1
	
	
	*
	0:00
	2



------------------------------------------------------------------------------------------------------------------------
	
	
	
	
	
	
	

	Landing
	Handling
	Crew £
	Direct £
	Lease £
	Service £
	 Admin £
	Totals £

	540
	380
	3450
	7360
	16870.5
	1380
	9,294
	39,274

	0
	0
	0
	0
	0
	0
	0
	0

	0
	0
	0
	0
	0
	0
	0
	0

	0
	0
	0
	0
	0
	0
	0
	0

	760
	450
	2200
	4693.33
	10758
	880
	6,120
	25,861

	760
	470
	1950
	4160
	9535.5
	780
	5,473
	23,129

	0
	0
	0
	0
	0
	0
	0
	0

	
-----------------------------
	
	
	
	
	
	
	





	
	Bus
	Econ
	Bus
	Econ
	Bus
	Econ
	Total
	Profit/

	Route
	Seats
	Seats
	Util %
	Util %
	Fare £
	Fare £
	Rev £
	(Loss)

	48
	50
	200
	37%
	35%
	800
	350
	39300
	26

	0
	0
	0
	0%
	0%
	0
	0
	0
	0

	0
	0
	0
	0%
	0%
	0
	0
	0
	0

	0
	0
	0
	0%
	0%
	0
	0
	0
	0

	46
	50
	200
	66%
	20%
	500
	180
	23700
	-2,161

	64
	50
	200
	66%
	20%
	500
	180
	23700
	571
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