Welcome to the CWT Travel Management
Institute research series

The CWT Travel Management Institute conducts in-depth research into effective travel
management practices to help clients worldwide derive the greatest value from their
travel programs.

Drawing on the global resources of Carlson Wagonlit Travel (CWT), the institute aims
to provide a regular flow of business intelligence and best practices, offering
actionable insight.

This latest research is focused on travel program consolidation and the benefits it can
bring to companies worldwide. It is one of the eight levers to effective travel
management identified by CWT and explored in a series of research initiatives.

Recent research published by the CWT Travel Management Institute includes:
- Toward Excellence in Online Booking (2006)
- Effective Travel Management:

Key Planning Priorities in Today’s Dynamic Environment (2005)

Eight key levers to effective travel management:

. Drive online adoption and process optimization around the world

. Tackle hotel spend in a disciplined and professional manner

. Attack meetings and events as an additional opportunity for savings

. Continue to optimize air spend - for example, through spot
buying and advance purchasing

. Monitor and address program compliance
. FURTHER CONSOLIDATE TRAVEL PROGRAMS GLOBALLY
. Enhance high-touch services to travelers and carefully address security issues

. Develop executive-friendly, action-oriented performance
measurement reports
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Introduction

Double-digit savings through travel program consolidation are within reach.

Getting there requires the right program management, processes, organization and support,
according to the latest Carlson Wagonlit Travel (CWT) research.

Through an in-depth study, CWT answers several critical questions: What are the real benefits of
travel program consolidation? Can any organization achieve them? Which practices bring the best
results?

In Global Horizons: Consolidating a Travel Program, CWT provides a practical view of consolidation
- how companies can make the most of opportunities today and best prepare for the developments
of tomorrow.
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Research objectives

This CWT research aims to provide a fact-based overview of what travel program consolidation
means in financial and operational terms, in order to help companies take appropriate action.

More specifically, the study focuses on three main objectives:

1. Evaluating the benefits companies can achieve in terms of savings, service and security, by analyzing
data from companies that have implemented consolidation at a regional or global level.

2. Understanding which organizations are best positioned to realize these benefits and which
criteria drive return on investment.

3. Identifying the keys to success and best practices in the consolidation process.




About this research

What makes this research unique? Three points
stand out:

M First, this fact-based CWT study incorporates a
range of techniques:
- Real-life case studies of nine companies who
have consolidated their travel program
- In-depth analysis of 30 companies’ financial data
before and after consolidation
- Airline and hotel pricing and discount policies
observed by CWT in 2005 and 2006
- A survey involving more than 120 companies
around the world
- Interviews with suppliers and industry experts

This approach identifies and quantifies the real
benefits of program consolidation, while providing
insights into companies’ strategies and best
practices. (See the Appendices for more details on
the methodology.)

Figures 1-5: Breakdown of surveyed companies

M Second, CWT investigates consolidation at both
regional and global and covers all components of
a travel program: data consolidation, sourcing,
travel policy, service and security, key partners,
tools and reporting.

M Third, the study is based on a broad sample of
companies in terms of size, industry and travel
spend. The sample encompasses companies with
headquarters in Europe, North America and Asia
Pacific, and with business travel in more than two
countries.

Figure 1: By industry
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Figure 2: By geographical scope of travel manager responsibilities
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Figure 3: By region of headquarters
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C
What is travel program consolidation?

CWT defines travel program consolidation asthe  Appointing a regional or global travel
convergence process of all components of a management team is usually the first step in
managed travel program at a local, regional or  the process.

global level.

In practice, this means leveraging a company’s
total travel volume and concentrating sourcing
with an optimal number of suppliers, as well as
standardizing travel policy, processes and
tools. (See Figure 6.)

Figure 6: Program consolidation means concentration and standardization

= Leveraging global volume
Negotiating new conditions
Reallocating market share
Selecting alternative suppliers

Concentrating

the number of
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Consolidation

w Travel policy including:
Standardlzmg Class rules, advance booking, pre-trip approval and
travel policy, processes alternative booking proposals
and tools Security and services, including service configuration
Tools including:
Travel portal, online booking, profile management
and expense management

Source: CWT Travel Management Institute




Key findings in brief

Global Horizons: Consolidating a Travel Program
presents three key findings:

B 1. Consolidation brings tangible benefits in
terms of savings, service and security.

A company can save on average 20 percent of
total travel spend by consolidating its travel
program. The single largest contributor to these
savings is a standardized travel policy, which
cuts 12 percent, followed by consolidated
sourcing (7 percent), booking and fulfillment
(1 percent). Companies implementing the right
actions do not only achieve savings: nearly
three-quarters of them have also observed a
strong impact on service and security.

B 2. There are three prerequisites for return on
investment: minimum travel spend of US$5 million,
a suitable traffic pattern and an appropriate
company culture.

More than 60 percent of all companies surveyed
have embarked on a consolidation process
- starting with the appointment of a global travel
manager - and a further 10 percent plan to do so
over the next two to three years. Not all
companies, however, enjoy the full benefits.
Minimum annual travel spend of approximately
US$5 million is required to enable a return on
investment through consolidation. Companies also
need to be able to aggregate significant volumes
of business from around the world in order to
enjoy full benefits. Another important factor is
company culture: centralized organizations are
best positioned to implement the changes
consolidation requires.

B 3. The keys to success are a comprehensive
and balanced approach with solid foundations.

Although every company takes its own unique path
to consolidation, all share some best practices. First,
they take a comprehensive approach, integrating
most components of the travel program. Second,
they aim to strike the right balance - between
local, regional or global consolidation - for each
component. Third, companies lay down solid
foundations for consolidation by addressing critical
components early in the process. Most notably, they
need to ensure an adequately staffed travel
management team, appropriate executive support
and performance measurement, as well as the
support of a strong global travel management
company. In all cases, consolidation takes at least
three years to implement before becoming a focus
of continual improvement.




1. Tangible benefits in terms of savings, service

and security

By consolidating their travel management programs, companies can make
significant gains in three areas. Savings on total travel spend amount to
20 percent on average, while service and security improve noticeably for
nearly three-quarters of organizations surveyed.

1. Double-digit savings for more

than 90 percent of companies

The CWT survey reveals that double-digit savings
are a reality for more than 90 percent of
companies consolidating their travel program.
According to the travel managers surveyed,
savings average 20 percent of overall travel
spend, although some companies say they
achieve more, as shown in Figure 7.

Figure 7: Companies declare 20% average
savings through travel program consolidation
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These savings come from concentration of
sourcing and standardization in travel policy,
processes, booking and fulfillment, as shown in
Figure 8.

Figure 8: Savings mainly come from
standardization of travel policy and processes,
and concentration of sourcing
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1.1 Savings through standardized
travel policy and processes

The single largest contributor to savings achieved
through consolidation is the standardization of
travel policy and processes. Standardization
enables travel managers to align travel rules and
increase effectiveness by sharing best practices
among business units in different regions.




On average, this cuts 12 percent from spend,
and in some cases up to 30 percent, based on
a sample of 50 companies.

Figure 9: Companies save on average 12% by
standardizing travel policy and processes
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To achieve this, companies standardize four
main travel rules and processes:

B Class/category rules: these stipulate the
approved levels of service according to the
traveler’s position in the company and/or
frequency of travel. For example, a company
may require all employees to fly economy on
intercontinental flights, while permitting road
warriors to book business class. Such rules may
also apply to hotel categories and car rental.

B Advance booking: for two-thirds of survey
respondents, this means employees must make
reservations at least one or two weeks in
advance to take advantage of lower prices.

B Alternative booking proposals: these
require the travel agent or online booking tool
to systematically propose a range of competitive
options for each request, such as alternative
airlines or routing.

B Pre-trip approval: the traveler must obtain
formal authorization, depending on the type
of travel.

Savings vary according to the rules set and the level
of compliance with travel policy, as illustrated by
various case studies. (See Figure 10.) For example,
an IT multinational based in the United States has
cut air spend by 30 percent through an economy
class policy for all employees except top
management. A global pharmaceutical company
has saved 7.3 percent by raising the economy class
requirement from trips of less than four hours to
those lasting less than six hours. The same
company has saved an additional 10 percent by
requiring two-week advance booking for air travel
where possible.

Figure 10: Companies can realize
considerable savings from standardization
of travel policy and processes
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1.2. Savings on sourcing

Supplier sourcing is the second most important
way in which consolidation can reduce travel
spend. In the CWT survey, sourcing-related
savings declared by companies reach up to
15 percent of overall travel costs, with averages
of 7 percent across all sourcing, 7.5 percent on
air travel, 6.5 percent on hotels and 4.5 percent
on car rental.

m Savings on air sourcing

® How much can companies save on air
sourcing?

In air - traditionally the largest area of travel
spend - 50 surveyed companies declare average
savings of 7.5 percent through consolidation.

This result is confirmed by 13 client data
analyses. For each of these companies, savings
from consolidation are calculated by comparing
front- and back-end discounts obtained on
published fares for two successive years, before

and after consolidation. These calculations take
into account changes in negotiated fares, as well
as a shift in airline market shares on a per-route
basis.

The different paths to consolidation - local to
regional, regional to global, and local to global -
offer similar benefits, as shown in Figure 11.

It is worth noting that the dispersion of results
within both the survey and case studies can be
explained by companies’ varying levels of
maturity in terms of processes and purchasing.

Figure 11: Data analysis confirms savings of up to 8% of air spend through

consolidated sourcing

Air savings (% total air spend)
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Based on 13 client data analyses
Source: CWT Travel Management Institute
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Figure 12: The higher the volume, the larger the discount

Example of Airline X: when companies double the volume allocated to Airline X on international routes, they typically receive an
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® Where do savings on air sourcing
come from?

Put simply, companies can take advantage of
two main pricing principles applied by airlines.

B First, airlines reward larger volumes of business
with additional price discounts, referred to as
volume-based discounts throughout this study. In
the United States, these come as incremental up-
front discounts which apply across each airline’s
network (see Figure 12) and vary depending on

the booking class and destination (domestic vs.
international). In Europe and Asia Pacific, on the
other hand, volume-based discounts come as
up-front discounts on a per-route basis and as
back-end rebates on overall volume.




B Second, airlines offer lower prices and
more aggressive discounts on flights departing
outside their home markets.

- Lower prices. The CWT analysis shows that
when a carrier is in a position of market
challenger (i.e., a carrier operating outside its
home market), its rates are typically 20 percent
lower than those proposed by the dominant
carrier (i.e., a carrier operating in its home
market), as seen in Figure 13.

- More aggressive discounts. Additionally, these
alternative suppliers or challengers tend to
grant larger volume-based discounts, making
them even more attractive to large-volume
buyers. Figure 14 shows that challengers’
volume-based discounts are almost three times
greater than those offered by dominant airlines.
For example, Airline 1, a dominant carrier based
in the UK., grants a 5 percent volume-based
discount on its London to New York route and
15 percent from New York to London.

Figure 13: Challenger carriers propose lower prices

Examples of price difference from challenger airlines compared to dominant airlines on the same route (%)
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Figure 14: Challengers give more rewards than dominant carriers for higher volumes
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® Companies reap these savings by
reallocating market share, and to do so
they take a four-pronged approach.

B Step 1: Consolidate data

Tracking and consolidating data from around the
world enables companies to identify
significantly larger volumes of existing
business with airlines. The immediate result is
that current suppliers will usually offer lower
prices as a goodwill gesture to maintain
business with the company, acknowledging its
increased power in a wider competitive market
beyond national or regional frontiers. Going
further, the company can make a formal request
for proposal, with the aim of obtaining the best
possible terms from suppliers, both overall and
on a route-by-route basis.

B Step 2: Concentrate volume with a
limited number of preferred suppliers

By concentrating its business with fewer
suppliers, a company can increase the volume
allocated to each airline and therefore enjoy
larger volume-based discounts. The aim is to
select a limited number of preferred airlines that
together will maximize coverage of city pairs
from the company’s main business centers
while minimizing supply overlap. To further
optimize this at an international level,
companies use two levers: bi-directional traffic
and the hub effect.

- Bi-directional traffic. The main way to
concentrate volume is to leverage bi-directional
traffic (i.e., originating on either side of common
city pairs) with a single airline. The volume can
be substantial: for five major multinationals,
trips originating from either side of common city
pairs account for more than 60 percent of all
interregional traffic, as shown in Figure 15.

Figure 15: Multinationals have high
bi-directional traffic
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- The hub effect. In addition, some companies
are able to aggregate volume by setting up a
hub system for long-haul flights. For example,
an international organization based in Europe
has asked all its Asia-Pacific employees - from
Bangkok, Shanghai, Singapore and Sydney - to
fly through Hong Kong when traveling to its
headquarters. Going further, a high-tech leader
based in the United States has even signed an
agreement with a Scandinavian carrier to send
traffic through Copenhagen for most of its travel
from Europe to the United States.

Combined, these two levers (bi-directional
traffic and the hub effect) allow companies to
allocate 45 percent more volume, on top of
their home market volume, to their preferred
carrier, as shown in Figure 16 for eight
multinational companies.

Figure 16: Companies can grant significant additional volumes to their preferred airlines

departing outside their home market
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B Step 3: Seize pricing opportunities
proposed by challenger airlines

This provides two main advantages: the ability
to leverage lower prices and tactically challenge
preferred airlines.

M Step 4: Manage the trade-offs
Reallocating market share among carriers is a
complex exercise that involves two main trade-offs:

- First, companies allocating more volumes to
challengers must consider that this may erode
the back-end rebates granted by preferred
airlines. Clearly, they must strike a balance
between the volumes allocated to each supplier

on each route in order to find the best pay-off,
taking into account front- and back-end rebate
thresholds.

- Second, companies should balance market-
share reallocation targets with traveler
preferences. To set realistic objectives, they must
consider employees’ resistance to change, linked
to frequent flyer programs and a preference for
direct flights. Convenient scheduling for travelers
is another important consideration.

(See Figure 17.)

Figure 17: Maximizing sourcing benefits involves trade-offs
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B Savings on hotel sourcing

® How much can companies save on
hotel sourcing?

In the CWT survey, companies say that the
consolidation of hotel sourcing has allowed them
to achieve savings averaging 6.5 percent and
ranging to approximately 12 percent, as shown
in Figure 18.

Figure 18: Companies save on average 6.5%
on hotel spend through consolidation
Declared savings from concentrating hotel sourcing
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These results are in line with the data from 15
clients analyzed in depth by CWT, revealing
savings of between 2 percent to 13 percent (as
shown in Figure 19). The different paths to
consolidation - local to regional, regional to
global, and local to global - offer similar benefits.

Hotel savings are calculated by comparing hotel
spend before and after one year of consolidation.
These savings are based on newly negotiated
rates (i.e., the net reduction in average room
rates obtained through negotiation of new
conditions) applied after market share
reallocation, and they are adjusted for inflation.

Figure 19: Data analysis confirms savings of up to 13% of hotel spend

Hotel savings (% of total hotel spend)

Hotel savings (% of total hotel spend)

Local

Range: 2% to 7%

Average: 4%

Based on 15 client data analyses
Source: CWT Travel Management Institute

Global

Range: 29
Average: 3%




® Where do hotel savings come from?

As with air sourcing, one of the key drivers for
savings in hotel spend is volume-based
discounts. One major difference, however, is that
these are not granted on overall volumes (i.e.,
the total business allocated to a particular chain

of hotels). Instead, they depend on the number
of room nights booked annually at each
individual property, as illustrated in Figure 20.
These volume-based discounts are influenced
both by hotel category and hotel market
dynamics.

Figure 20: Hotel X typically grants an additional 9% discount when companies double volumes
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B Hotel category

The discounts awarded vary widely depending
on the hotel category. First-category, luxury
properties are more likely than standard-
category hotels to grant volume-based discounts.
In the CWT market data analysis, 72 percent of
first-category hotels offer volume-based
discounts, compared to 43 percent of the
standard-category hotels, as shown in Figure 21.

In addition to offering volume-based
discounts more frequently, first-category
hotels also appear to offer larger volume-
based discounts than standard-category
hotels. In fact, the CWT market data analysis
shows they are three times higher (12 percent
compared to 4 percent).

Figure 21: First-category hotels are more likely
to grant volume-based discounts

Proportion of hotels granting volume-based discounts (%)

72%

Standard-category hotels

Source: CWT Travel Management Institute




B Hotel market dynamics

The frequency and size of discounts also vary
with local supply and demand dynamics. Cities
where demand and room yield are falling, such
as Berlin and Osaka, naturally offer more
volume-based discounts to customers than the
most popular gateway destinations where
supply is limited, such as New York, Moscow and
Shanghai, as shown in Figure 22.

Best-performing companies will make use of
these volume-based discounts while taking

advantage of dynamic pricing (i.e., the best
available rate at any given time), a growing
practice in the hotel industry that is replacing the
practice of last-room availability. Best available
rates can sometimes be lower than negotiated
rates.

It is, however, advisable to continue negotiating
fixed rates that set a limit on prices in key
locations, in order to maximize control over hotel
spend during peak demand periods.

Figure 22: The more bullish the market, the weaker the volume-based discounts (and vice versa)

Average volume-based discount according to market dynamics
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(1)“Room yield” means average revenue per room (RevPar).
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“Highest room yield growth” means RevPar increases by more than 15%.

“Room yield growth slowing” means RevPar increases by 0% to 5%.
Source: CWT Travel Management Institute




® \Which strategies do companies adopt
to make the most of these savings
opportunities?

According to the CWT research, successful
consolidation of hotel sourcing focuses on four
main areas:

B Step 1: Track and consolidate data
Companies merge their hotel spend data from
different markets using reporting from travel
management companies, credit card providers,
expense management tools and hotel suppliers.
This is a first step to accurately assessing overall
volume and improving negotiating power.

B Step 2: Orchestrate negotiations

Companies seeking best results should coordinate
a request for proposal (RFP) process with hotel
chains and independent properties throughout
the targeted geographical zone. This is crucial, as
50 percent of most companies’ global hotel
budget is spent with independent properties, as
shown in Figure 23. (Note that this figure is much
lower in North America than in the rest of the
world.) When working with hotel chains,
companies should streamline RFP distribution and
collection through a single point of contact, even
though pricing decisions will take place mainly at
a property level. In the case of both hotel chains
and independent hotels, building strong
relationships on a local level is essential for better
negotiations.

Figure 23: Chains and independent hotels have the same weight in companies’ global hotel spend

Proportion of independent hotels vs. main hotel chains within global companies’ spend (% of hotel budget)

Company A
Company AF
Company H
Company AG
Company G
Company D
Company AA
Company E
Company T

Company
Company
Company
Company

A W = ™M

Company

65%
60%
60%
59%
54%
52%
il 52%
47é0/0
46%
44%
43%
41%

33%

Source: CWT Travel Management Institute




B Step 3: Reduce the number of local
suppliers

Given the importance of volume, it can clearly
be profitable for companies to rationalize the
number of preferred hotels in each city. The aim
is to increase bargaining power per property
without jeopardizing the availability of well
located and suitable hotel accommodations for
travelers.

B Step 4: Concentrate business from outside
the home market

Another way to increase hotel nights and
volume-based discounts per property is to pool
business from different incoming countries and
regions. According to the CWT client data analysis
of several companies’ hotel spend, local to
regional consolidation can lead to a 60 percent
increase in room nights allocated to preferred
hotels in the program, while regional to global

consolidation can add another 30 percent.

As seen in Figure 24, a leading international
electronics and systems group, has increased
room nights by 50 percent at one hotel in
particular by pooling volumes from Europe and
North America. This has generated an 11 percent
decrease in negotiated rates.

Figure 24: Company | obtained an 11% additional discount from Hotel X by pooling volumes

from Europe and North America
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B Savings on car sourcing

Consolidation can also have a strong impact on
car rental sourcing: average savings reported by
50 surveyed companies amount to 4.5 percent
of spend and can exceed 12 percent.

As with air and hotel sourcing, savings through
car rental consolidation essentially come from
volume-based discounts. The way in which they
are granted, however, is quite specific to the car
rental sector. While suppliers offer global service
contracts to companies, they negotiate rates
mainly at a country level, with only occasional
limited network discounts. Given the cyclical
nature of the industry, prices can vary widely
depending on local market conditions.

Consolidation is frequent in car rental sourcing,
in light of concentration and commoditization in
the industry, which is composed of a handful of
global leaders and about 20 smaller local
competitors. Consequently, 80 percent of
companies allocate more than three-quarters of
their car spend to global contractors.

1.3. Savings on booking and
fulfillment

In the CWT survey, companies say that the
consolidation of service configuration and
standardization of booking processes have allowed
them to achieve savings averaging 12 percent of
total transaction costs, which is less than 1 percent
of total travel spend, as shown in Figure 25. These
savings come mainly from gains in productivity
made through changes to the service configuration
of the travel management company and
transaction processes. For example, companies can
migrate from on-site agencies to one service
center per country. This is most cost-effective
when deploying online booking tools, as
described in the CWT research report Toward
Excellence in Online Booking.

Figure 25: Companies save on average 12% from service configuration consolidation
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2. Better service and security

through program consolidation

Companies will not enjoy sustainable savings if
they come at the expense of travelers’
satisfaction. Fortunately, program consolidation
is perceived as improving service and security in
the majority of cases, according to travel
managers. Out of 107 companies surveyed,
76 percent consider the positive impact
consolidation has on service to be high or very
high, while 69 percent say the same with regard
to security, as shown in Figure 26.

B Improved service level agreements with
suppliers and partners

A consolidated approach tends to bring more
consistent quality of service and greater benefits
for travelers and travel managers. First,
consolidated sourcing produces better, more
coordinated service level agreements with
suppliers and key partners, as mentioned earlier.
In particular, countries with smaller volumes will
benefit by aligning with the highest levels of
service offered by suppliers to their company
overall.

B Enhanced service through standardized tools
In addition, service can be enhanced by
deploying standardized global or regional travel
management tools. For example, a worldwide
travel portal available in several languages can
ensure round-the-clock availability of a range of
features, saving time, improving communications
and facilitating travel arrangements. Services
may include up-to-date travel news and practical
information, along with access to important
travel-related documents, booking services and
expense-reporting tools.

Similarly, travelers from all regions can call their
global TMC 24-hour service center for customer
assistance.

Other standardized tools include online traveler
profiles that store personal information and
preferences to facilitate bookings and enhance
quality of service. Where possible, traveler
profiles synchronized with those in global
distribution systems (GDSs) and online booking
tools enable accurate transaction processing and
better travel policy compliance.

These benefits need to be communicated
throughout the company in order to off-set the
perception among travelers that travel policy
standardization and a centralized service
configuration may downgrade service levels. If
not, lack of traveler buy-in could result in non-
compliance and program leakage.

B Reinforced security

A consolidated travel management program
allows for enhanced responsiveness and greater
reliability of security measures.

Companies that consolidate bookings into one
database are able to track travelers in real time
and respond more quickly and effectively in the
event of an emergency. This can involve, for
example, travel management companies
organizing swift repatriation of travelers, while
providing regular updates to travel managers.

On a day-to-day basis, centralized security
management can ensure that timely,
customized alerts and newsletters are sent to
travelers and their planners to help them assess
risks and make the right decisions for the safest
possible travel.




Figure 26: Consolidation has a positive impact on perceived service and security
Proportion of respondents ranking as high or very high the positive impact of consolidation on service and security
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Based on 107 respondents
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2. Prerequisites for return on investment:
minimum spend of US$5 million, a suitable traffic
pattern and an appropriate company culture

With clear benefits to be realized, it is hardly
surprising that companies are increasingly
consolidating their travel programs. In fact,
nearly 60 percent of survey participants across
regions have already appointed a global travel
manager and a further 10 percent plan to do so
over the next two to three years.

Figure 27: Companies are increasingly setting up
global travel organizations, regardless of region

Companies with a global travel manager (%)
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Based on 120 respondents
Source: CWT Travel Management Institute
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Although the majority of surveyed companies
have appointed a global travel manager, the
tendency may vary across industries, as
illustrated in Figure 28. It is not surprising to see
that pharmaceutical companies rank first, given
their level of global travel spend.

Figure 28: Companies set up global travel
organizations across all industries
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Not all companies have appointed a global
travel manager, nor do they plan to do so. (See
Figure 27.) This leads to the question: can all
companies benefit fully from consolidation?
The answer is no, not all companies are in a
position to do so. The CWT research indicates
three prerequisites for return on investment:
minimum travel spend of US$5 million, a
suitable traffic pattern and an appropriate
company culture.




1. Prerequisite #1:

minimum travel spend of
US$5 million

The CWT research shows that all companies have
something to gain from consolidation, but not
all of them reap the full benefits. Whatever their
travel spend, companies can improve service
and security, while realizing savings from a
standardized travel policy, as well as more cost-
effective travel booking and fulfillment. Size of
spend matters, however, when it comes to air
and hotel sourcing, as shown in Figure 29.

Companies will not be able to fully leverage
supplier pricing and discount policies if their
spend does not reach minimum thresholds
specific to each category.

B Air thresholds

For multinational contracts with airlines, volume
thresholds vary by region: Asian airlines typically
ask for a minimum of US$1 million, whereas
American and European airlines require a
minimum spend of US$3 million to US$5 million.
Specific conditions usually include a minimum
number of participating countries, working with
a global travel management company and
quarterly reporting.

For national contracts, airlines generally require
US$500,000 in Asia Pacific, US$1 million in
Europe and US$2 million in North America. On a
per-route basis, discounts are offered on even
the smallest amounts in North America, while
in Europe and Asia Pacific, the threshold is
generally around US$10,000.

Figure 29: Below US$5 million, the benefits of consolidation are not across the board
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B Hotel thresholds

The thresholds are considerably lower in hotel
sourcing, where major discounts are possible at
a per-property level for companies that book at
least 50 room nights annually. This figure varies
according to the hotel’s capacity and average
occupancy rate.

W Car thresholds

Companies can obtain multi-country contracts
from car rental companies even if only a few
countries are involved, regardless of spend.
These agreements simplify central negotiations
of country-specific pricing and service levels.

Moreover, savings increase with volumes, as
shown in Figure 30 on air spend.

Figure 30: Savings on air sourcing increase
with spend
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Based on 42 respondents
Source: CWT Travel Management Institute

This is explained by the fact that the array of
savings opportunities widens as spend grows. A
larger number of combinations of shifting
market share enables companies to increase
leverage on suppliers. Companies with high
overall spend are also more likely to pass the
thresholds for all sourcing components and
benefit from volume-based discounts.

Any potential benefits must cover the initial
outlay and ongoing costs of implementing
consolidation. These include a regional or global
travel management team, consultancy on
sourcing, tool deployment and employee
training. As these costs are not proportional to
travel spend, companies with larger travel
budgets will benefit from economies of scale.

CWT estimates that the breakeven point for
consolidation is a total travel spend of
approximately US$5 million, as shown in Figure 31.
Therefore, the return on investment is clear
when a company’s travel spend is above
US$5 million.

The potential gains should be considered either
regionally or globally, as they may differ
between countries depending on the size, traffic
pattern and competitiveness of existing
agreements. Many companies choose to include
small countries in their consolidation program to
enhance service and security management and
leverage supplier volumes.




Figure 31: Return on investment typically starts above US$5 million travel spend
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2. Prerequisite #2:

a suitable traffic pattern
To qualify for benefits at regional and global levels,
companies need to have “demand overlap.” That
means that in air sourcing, companies have
significant bi-directional traffic on common city
pairs, while in hotel sourcing, their travelers from
different locations spend a significant number of
room nights in the same cities.

High demand overlap enables companies to
access savings by triggering volume-based
discounts at a city-pair level for air sourcing and
at a property level for hotels.

Companies find that three main traffic patterns
present opportunities for consolidation, as
shown in Figure 32.

Figure 32: Three traffic patterns present different consolidation opportunities
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Companies with Pattern C will enjoy benefits by
consolidating both air and hotel sourcing, while
companies with Pattern A will primarily
concentrate on hotel sourcing. Companies with
Pattern B, on the other hand, will focus on

» High

Air demand overlap

consolidation at a headquarters level, while
potentially investigating other opportunities on
a case-by-case basis.




3. Prerequisite #3:

an appropriate company culture

Company culture plays an important role in
facilitating the consolidation process and
ensuring its success. Two elements appear to
have an important impact: the level of
centralization and perceived pressure on costs.

In the CWT study, the level of centralization is
defined as high, medium or low according to
three criteria: the weight of central authority in
decision-making, the level of globalization in
sourcing indirect goods, and top managers’
ability to mandate change.

Figure 33: The main driver for consolidation is
either centralization or pressure on costs

The first main finding shows that the more
centralized the organization, the more likely it is to
have a global travel manager, which, as seen
earlier, is an indication that program consolidation
is underway.

Second, when companies are less centralized,
pressure on costs becomes the main driver for
consolidation. This is illustrated in Figure 33.

It is not surprising that companies who have not
embarked on a consolidation program cite
decentralization as the main obstacle. (See
Figure 34.)

Figure 34: Decentralization and inappropriate
traffic mix rank as the main obstacles to
consolidation
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3. Keys to success: a comprehensive and balanced
approach with solid foundations

1. A comprehensive approach

CWT made case studies of nine multinational
companies that have consolidated most of their
travel program. What is striking is that all of
them have taken a comprehensive approach:
they consolidate their sourcing, as well as most

other components of their travel program,
including their travel management company
(TMC).

A typical example is the holistic approach taken
by a global pharmaceutical company, supported
by its global TMC, as illustrated in Figure 35.

Figure 35: This global pharmaceutical company has consolidated most of its travel program
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Source : CWT Travel Management Institute
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2. Strong foundations

Within the range of travel program components,
some stand out as essential for implementing
consolidation.

B Three critical components: data consolidation,
travel policy standardization and performance
monitoring

B One key partner: a global TMC

B Project management fundamentals: support
from top management, a project roadmap and an
adequately staffed travel management team

2.1 Three critical components

The CWT research shows that data consolidation
and travel policy standardization are among
the first tasks undertaken by travel managers
when launching program consolidation. In seven
out of nine case studies, data consolidation and
the introduction of a global travel policy have
occurred within one year of the start of the
consolidation process. This is no surprise, as data
consolidation is essential to developing sourcing
strategy. Similarly, the process of standardizing
travel policy enables companies to define the
rules that will help them achieve their objectives
for savings, service and security.

The third critical component is performance
monitoring: two-thirds of surveyed companies
have standardized their travel program scorecard
as a key foundation for consolidated program
management. The indicators they track in a
standardized way are highlighted in Figure 36.

Figure 36: Common practices
performance monitoring
Key performance indicators present in global clients’ scorecard (%)
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Source: CWT Travel Management Institute




2.2 One key partner: a global TMC

Another priority for companies and an essential
element of success is the support of a global TMC
to help with data consolidation, travel policy
standardization and performance monitoring
before consolidating other facets of the travel
program.

In effect, a large majority of surveyed
companies rate as very important or important
the role played by a single or primary TMC in
their efforts. This covers a wide range of
program components, including sourcing,
security, streamlining of operations, change
management and especially data, as shown in
Figure 37.

In keeping with their high expectations, companies
consolidate their TMC as early as possible in the
process, as confirmed by the CWT research. As
shown in Figure 38, most companies establish a
preferred TMC in key countries in less than two
years of undertaking consolidation.

Companies also build partnerships with global
credit card providers to track card data and offer
complementary services to travelers, such as
insurance.

Figure 38: Most companies consolidate their TMC early in the process

Companies’ timing for TMC consolidation (%)

Fast
(1-2 years)

Most companies...

- Have chosen to consolidate

their TMC before their travel policy
and air sourcing strategy

- Have done so in less than 2 years

Slow
(>2 years)

After travel rules and
air sourcing strategy
are implemented

Based on 59 respondents
Source: CWT Travel Management Institute

When?

Before or during
implementation of travel
policy and air sourcing strategy




Figure 37: Companies have very high expectations of their primary TMC partner
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2.3 Project management fundamentals

The fundamental rules of project management
apply to consolidation and therefore must be
addressed from the start.

B Support from top management

This is crucial for mobilizing resources in
different countries, cooperating effectively with
business unit managers in a decentralized
environment, and overcoming local resistance.

B A project roadmap
This should be consistent with management
objectives and indicate clear milestones.

B An adequately staffed travel management
team

The CWT survey shows that depending on the
region, companies often appoint regional travel
managers to support their global travel
manager. (See Figure 39.)

Figure 39: When consolidated globally, companies also appoint regional travel managers

Proportion of companies with a global travel manager and one or more regional travel managers (% in each region)
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The size of the team is correlated to the amount illustrated by the typical examples in
of spend and the number of regions covered, as  Figure 40.

Figure 40: Travel management team size varies with travel spend and regional coverage

Global travel Geographical Travel spend Interregional :rrlz‘r,:algement

manager scope (US$Mm) traffic team(®
Company A 1 region ~5 10-20% @
Company L 1 region ~30 50-60% @
Company B “ 3 regions ~50 30-40% @
Company ¢ g 4 regions ~800 50-60% @

(1) Includes full-time employee equivalents (FTEs) at a country level
Source: CWT Travel Management Institute




3. Striking the right balance

While companies approach program
consolidation holistically, they need to look at
travel components individually to define the
appropriate level of consolidation - local,
regional or global - for each.

This is confirmed by the CWT survey: more than
100 companies around the world were asked at
which stage of consolidation they have arrived

today and where they aim to be tomorrow
regarding each of the travel program
components. The results, shown in Figure 41,
indicate that:

- Most components will be managed mainly at
a global level in two to three years.

- A few components, such as pre-trip approval,
advance booking and high-touch services, are
likely to remain under local management.

Figure 41: Most but not all program components are expected to be consolidated globally in two

to three years
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Clearly, there are variations in the appropriate
consolidation level of each component.

B Consolidation at a global level makes
sense for the majority of components.

This is particularly true of data consolidation, key
performance indicators, service level
agreements, travel policy, security and sourcing.

In effect, the ability to approach sourcing
globally enables companies to increase their
purchasing power through the volume effect
and other levers that lead to savings, as
described earlier.

Logically, relationships with key partners (TMCs
and credit card providers) must cover the widest
scope to ensure data consolidation, facilitate the
roll-out of a consolidation strategy and monitor
program performance.

As the survey shows, companies have already
made large strides in consolidating these
components globally.

Although suppliers are putting in place
organizations to handle global agreements, some
challenges remain. For air sourcing, one of the most
globally managed travel program components, not
all airlines today are able to effectively propose and
manage worldwide contracts. In addition, very few
alliances provide truly global agreements that go
beyond bundled airline contracts to include
common discounts and back-end rebates. Hotel
sourcing is another example: although the main
hotel chains are eager to respond to global requests
for proposal, their offerings are mainly limited to
coordinating locally defined pricing policies.

B At the other extreme, some components
are not suitable for global standardization.

This is the case for high-touch services, which
are largely culturally specific and for which local

management teams are best positioned to
define the service levels that will meet local
requirements. This is also the case for pre-trip
approval, which varies by country. Widely
practiced in many European countries, pre-trip
approval tends to be replaced by post-trip audits
in some countries such as the United States.

B In between both extremes, some
components require a more regional approach.
This is because practices differ between regions
or because suppliers’ offerings do not all have the
same degree of maturity on a global level.
Indeed, some offerings are limited geographically
because of suppliers’ commercial presence and
organization, cultural or technical challenges, or
lack of competitiveness with regard to labor costs.
Notably, no single online booking solution
currently works best in every market, given
limited technical features in some countries,
regarding for example train reservations, multi-
GDS profile synchronization and local-language
content. As a result, many companies currently
take a best-in-market approach while waiting for
a global offering in the future.

Another example is expense management:
although this is predominantly handled at a local
level, some companies deploy common tools on
a regional basis, leveraging the capabilities of
suppliers who have managed to integrate
country taxes and specific rules into their
systems.

Similarly, advance booking rules tend to be
defined by region, with the most ambitious
objectives set in North America, where the
practice is most firmly entrenched and critical to
obtaining attractive dynamic pricing.




Service configuration: optimizing costs and service

While recognizing the need for a TMC partner on
a global basis, companies must consider which
service configuration will best meet their
requirements.

A large number of options are available, as
shown in Figure 42, presenting various levels of
effectiveness - in terms of service, savings and
security - and efficiency.

Figure 42: A range of service configurations to
fit different client needs
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Sometimes an on-site service configuration may
be the right set-up to meet service level
requirements, such as those needed for VIPs at
headquarters. Other companies opt for more
centralized solutions, but some have experienced
the limitations of standardizing their service
configuration.

Analyzing each type of transaction, it appears
that simple transactions are likely to be
processed in the most automated manner,
ideally through an online booking tool. Complex
bookings and VIP services, on the other hand,
require a culturally attuned approach, combining
appropriate language skills, knowledge of
specific local features and travel agent expertise.

In this context, single-language, “near-shore”
networked service centers are emerging as an
appropriate solution, allowing companies to channel
booking requests from multiple locations via a
central contact collection system. This system is able
then to route requests to the appropriate service
center staffed with travel agents speaking the
required language and having access to relevant
content. (See Figure 43.)

Figure 43: Networked service centers manage bookings for multiple countries (Example: Europe)
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Figure 44: Example of single-language “near-shore” CWT service centers
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Each service center is ideally set up in near-shore  Figure 45: Objectives and key considerations for
zones to benefit from lower costs. networked call centers

Figure 44 presents examples of single-language
near-shore business travel centers set up by CWT.
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4. Travel program consolidation
is a process that is unique to

each company

Full program consolidation is a project which
companies need to carry out over time. While
every case of consolidation tends to start with
the same foundations, each company may take
a different path.

4.1 Consolidation typically takes at
least three years

The nine CWT case studies indicate that
companies typically take at least three years to
consolidate major components - TMC and data
consolidation, air and hotel sourcing, and
standardization of travel policy and processes -
over a geographical area representing at least
three-quarters of the company’s travel spend, as
shown in Figure 46.

Figure 46: Consolidation takes at least three
years

Number of years taken to consolidate main components in
key countries

Company C
Company E
Company A
Company D
Company F
Company |
Company B
Company G

Years

Source: CWT Travel Management Institute

4.2 Each company’s specific context
and dynamics influence the pace
and the path of consolidation

Travel managers take a pragmatic approach,
assessing the company’s readiness for change.
They may progress very gradually or take major
leaps forward, building on early successes to
promote consolidation within their
organizations. The two case studies in Figures 47
and 48 illustrate how companies with different
organizational profiles have progressed in their
own way.
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Tactical opportunities for increasing consolidation
include:

B Focus on indirect costs

When optimizing travel spend becomes a
corporate priority, it is an ideal time to enlist
executive support for consolidation.

B Corporate organizational changes

For example, a U.S. consulting company decided
to roll out its TMC strategy in line with the
regional consolidation of its own business. The
company waited for its Latin American business
unit to consolidate before assigning the region’s
travel management to one TMC.

B Regional or global TMC roll-out

This opens the door to consolidation in terms of
data, travel policy, sourcing, tools and security. In
the CWT survey, companies say they have
chosen different paths to global consolidation.

Depending upon the tactical opportunities, some
companies opt directly for a local to global
process, while others choose to consolidate first
at a regional level. As an example, Figure 49
shows the paths 51 companies have chosen for
air sourcing.

4.3 Consolidation is an ongoing
process, requiring constant fine-
tuning and improvements

As an example, once a company has completed its
hotel sourcing program, it can make further progress
by integrating more independent hotels - especially
in Europe and Asia - into the program to extend
coverage heyond global chains. Consolidating
meetings and events into hotel sourcing is another
option. In addition, multinationals undergoing
mergers and acquisitions will naturally revisit their
travel program strategy and look for synergies.

Figure 49: Companies take different routes to
consolidation (Example: air sourcing)

Among companies that have consolidated at a global scale,
half of them have consolidated regionally first

Path to consolidation (% of companies)

Local to global 35%

Local to
regional, then
regional to
global

38%

Local to
regional

27%

Based on 51 respondents
Source: CWT Travel Management Institute




Conclusion

One overriding conclusion CWT draws from this
research is that consolidation requires a long-
term commitment. Beyond the two to three
years required for initial roll-out, companies
must make an ongoing investment in their
program in order to maximize effectiveness.

In any event, consolidation is a process which is
likely to take several years to implement before
becoming a focus of continual improvement. It is
therefore important for a company to be well
equipped when it starts on this journey. That
means ensuring an adequately staffed travel
management team, appropriate executive
support and performance measurement, as well
as the support of a strong, global TMC partner.
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For more information about how CWT experts
can help your company successfully consolidate

its travel program, please contact your CWT
sales or account manager or email us at
globalhorizons@carlsonwagonlit.com




Appendices

1. Research methodology

H Overview

The CWT research was carried out between April
and November 2006. It incorporated a range of
techniques in order to gain accurate insights into
the benefits of consolidation and companies’
strategies to achieve them, as well as an
understanding of suppliers’ pricing and discount
policies:

- Case studies conducted jointly with nine CWT
clients

- Analysis of 30 clients’ air and hotel data before
and after consolidation

- Analysis of market data from the CWT database
- A survey of 120 CWT clients around the world
- Interviews with suppliers and industry experts

W Case studies

CWT started its research with real-life case
studies of nine clients undergoing consolidation
in the last 10 years. This exercise was carried out
jointly with global and regional travel managers,
using examples of consolidation largely rolled
out on a global or regional scale. The aim was to
gain an understanding of the benefits of
consolidation and the processes involved,
including:

- Reasons for consolidating a travel program
and the associated benefits

- Levels of standardization and concentration
of travel program components: sourcing,
travel policy, processes, service and security,
key partners and tools

- Travel management company (TMC)
organization

- The contribution of TMCs and other partners

B Client data analyses (air and hotel)
CWT analyzed data from 30 CWT Solutions Group
clients to identify:
- Levers activated by companies to optimize
their sourcing strategies
- Savings achieved by companies in the last
five years

B Market data analyses

CWT analyzed global transaction data from 2005
to 2006 focusing on pricing and discount policies
applied by airlines and hotel chains.

B Survey

In addition, CWT carried out a survey of 120
companies from Europe, North America and Asia
Pacific, a diverse sample in terms of industry,
geography, revenue and travel spend. The aim
was to verify the conclusions drawn from the
client and market data analyses. The number of
respondents may vary by question.

B Interviews with suppliers and industry
experts

As a complement to the survey, CWT conducted
qualitative interviews with 10 airlines and hotel
chains. The aim was to understand their views of
the evolving demand for global or regional
consolidation and their responses in terms of
organization, offering, discounts and alliances.
Twelve industry experts from a variety of sectors
(including air, hotel and car sourcing; GDSs;
credit cards; online booking tools; and security)
were also consulted about their experience with
travel program consolidation.




2. List of companies in the research

Company

ZICT XTI ITOMMOO®>

Sector

. Consulting, technology and outsourcing

Pharmaceuticals
Energy

. Sporting goods

Pharmaceuticals

. Telecommunications

Industrial and financial services

. Pharmaceuticals

Electronics and systems
Consumer goods
Insurance, risk management and consulting

. Logistics

Pharmaceuticals
Telecommunications

. Advertising

Pharmaceuticals

... Consumer goods
. Aerospace and high technology

Media

. High technology

Medical technology
IT and high technology
IT

. Telecommunications

High technology
Food and beverages
Energy

Consumer goods

... Financial services
. Automotive

Automotive

. Energy

Support services

Headquarters
North America
North America
North America
Europe

North America
Europe

North America
Europe

Europe

Europe

North America
Europe

North America
Europe

Europe

Europe

Europe

North America
Europe

Europe

North America
Asia Pacific
North America
Europe

North America
Europe

Europe

Europe

North America
Europe

Europe

Europe

Asia Pacific

Home country
United Kingdom
France

South Africa
Netherlands
Hong Kong
Switzerland
United States
United States

. Australia

United Kingdom
United States

Headquarters
North America
Europe
North America
North America
Europe




All research published by the CWT Travel Management Institute
is available on:

www.carlsonwagonlit.com
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