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About Jay Sorensen, Writer of the Report

Jay Sorensenédés research and
authority on frequent flier programs and the ancillary
revenue movement. For 2012 he was a speaker at the FFP
Spring Event at the Freddie Awards in New Yaakd atthe
| IATA Passenger Servicesngyosiumin the Middle Easand

“| chairedthe ancillary revenue track at the MEGA Event in San
Diego. His published works are relied upon by airline
executives throughout the world and include fiester
guides on the topics of ancillary revenue and loyalty
marketing. He was acknowledged by his peers when he
received the Airline Industry Achievement Award at the
MEGA Event in 2011.

| Mr. Sorensen is a veteran maeamnent professional with 28
yearsexperience in product, partnership, and marketing
| development. As president of the IdeaWorksCompany
consulting firm, he has enhanced the generation of airline
Jay, with sofsiton and\lekseion the revenue, started loyalty programs ar_ldbcanded credit
High"ne Trail in Glacier National Park cards,qlgvelopeobroducts in the service sector, and hglped
Montana. start airlines and other travel companies. His career includes
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and budgeting. His favorite activities are hiking, exploring and camping in US national parks with
his family.
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author of six books, including the 20 MichelinBritishColumbia Green
Guideand 2013Michelin Alaska Guidgric has followed and written

about the travel industry for more thaB0 years. He lives in Seattle,
Washington, where he grows and sells organic garlic; visit him online at
www.TrailNot4Sissies.com.

Eric, at his favorite summ
retreat, Steens Mountain,
Oregon.
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Card -Carrying Generosity: American Express, Barclay s, Chase,
Citibank and Southwest Are Most Rewarding

American, Delta, US Airways, and United cards offer travel perks but higher reward thresholds

The quote, ONo problem can
some simpl e f oraomdPierpent Motgany i b
founder of a banking empire atide forebearo f t oday
JPMorgan Chase & Companiore than 17 years after the
founding of the bank, it can be said simplicity is not a virtue o
todayds breed of b grobaeys®ffat M
the bewildering array of reward cards offerég banks ath
airlines.

IdeaWorksCompany reviegd the credit cards offered by the
five largest US airlinesuch as American and Unitezhd
compared theeto the travel reward cards offexd by their
bank partners, such @hase andCiti. Everyday consumers
have embraced the simplicity of the paith-miles method
offered byChase anotiti_, which was foun_d_to deliver a The credit card complexity wroug
generousl.6% to 2.% air travel rebate. Wines respondedto o qayss airline
the challenge by offering perks such as free checked 8Bads not bring a smile to the face of the
priority boarding. Buwithout a big sign up bonuajrline co- American financier, J. P. Morgan.
brandedcardholders must spend around $20,000 before

receivingareward ticket.

Perhaps by design, airlines and banks have creawvestd cards that seemingly defy comparison.
This might explain the necessity for new cardholdgnup bonusess hgh as 30,000 miles
40,000 points But each category provides benefits tlagipeal to distinctonsumertypes, such as
infrequent travelers, airline loyalists, and global jetsetters.

When b anks compete, consumers win

T h e rhet 6osnpetition occurring irthe credit card marketplace. Television programs carry

plenty of ads featuring Hollywood actors, marauding bands of Vildnegmy airport sequences,

and the promise of easy air travel redemption without hindrancéassle. Baks are competing

with banks, and strangely enough . . . banks are aggressively competing with their airline partners.

10 The WWeBuilt America-J . P. Morgano program summary at History.
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At first, USbased banks viewed thvelty of airline cebrandedcards as tools to gain new
customers. Continental Airlines introducedirline travelers to the Continental Airlines Marine
Midland Bank Gold MasterCaid 19862 The idea was quickly copied by American, Delta
Eastern, and United airline®ankswvere soonbusy issuing millions of credit cardsikewise, the
airlines werehappily cashing checks for thenus miles purchased by their bank partners.

The era of easy consumer credit and economic growth encouraged consumers to apply for one
card, and oftentimes many moréla ny b a n k s ao airline partngrt becausea the
relationships were largely exclusive. These bankeduced their own reward cards that offered

air travel,cash backandmerchandise Airline ticketswere simplypurchased for cardholders

through travel agency intermeties. The consumer credit market was soon filled widw card
opportunities for consumersThe Discover Card was introduced asashback credit card in

1986, American Express began offering the Membership Miles benefit in 1991, and the ThankYou
Network was provided as a reward program by Citi in 2604.

Airline co-branded card portfolios swelled during this period and members accumuélteohs of
miles. Strong and continuous reward demand straithedability of airlineso provide sufficient
reward seats. Frequent flier programs began to earn a reputation for being stingy with reward
availability. This combined with relentless competition from new céardften issued by their
bank partners put a dent inthe portfolio activity of US airlines.

Table 1: Co-Branded Cards fort he Top -5 US Airlines and T heir Bank Partners

Co-Branded Airline Cards Bank Issuers | Comparable Bank Travel Reward Cards
American Platinum Select Visa Signature Citi ThankYou Premier Visa Signature
Delta SkyMile®\merican Express Gold American Expres Blue Sky Preferred American Express
Southwest Rapid Reward®emierVisa Signatur Chase Sapphire Preferred Visa Signature or
United MileagePlus Visa Signature World MasterCard
US Airways Premier WorldlasterCard Barclaycard Arrival World MasterCard

Airline co-branded cards remained steadfast in their ability to charge annual fees. But this policy
began to crumble when nfee cards began to appear in 200&Keward activity dropped the same
year. This was surprising, te US airline industry was experiencing overall growthirce then,
carriers havancreasingly sought to lummore cardholders with better reward policies, more
redemption opportunities, anddditional perks. But smethingwaschanghg major bankissuers

were becomindar more aggressive in trgevelopment of their own travel reward brands.

Comparing cards is _a complex challenge

No blackout dates, no limstonaccrual, no expirationof@i nt s, and the abil it
on any airlineo are phrases now whadedngimsed b
the promotion oftheir reward cards. Sometimes the cards mimicitHeequent flier brethren in

the accrual of bonus points for select purchasésr redemptiors, some borrow the online

methods of Expedia.com to provide hasiee methodsfor booking reward travelL et 6 s begi r
the analysis by examining how the bank &asards stack upgainseach other.

2 Stevan Groswald presentation at the 2011 Airline InformatiorErand Conference.

50The Future of Credit Card Rewar dsFsdhedwdgmcanms 6 by Boaz ¢
40 N-AnnuaiFee Credit Cardsit he Airline Industryo6 | deaWorks report i
S0Frequent FIl i e ClppetiBudngZ09d ilrd e Wagrsk s report issued 20 Ap
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The following table lists reward credit cards that IdeaWorksCompany believes are most closely

aligned with the benefits and features provided by airlin®m@nded cards:

Table 2: Travel Credit Cards Issued by S elect Banks

Bank Issuer American Express Barclaycard Chase Citi
g Sapphire Preferred .
e T Blue Sky Preferred Arrival Visa Signature or ThankYou Premier

American Express

World MasterCard

World MasterCard

Visa Signature

Feesd Year 1/ Year 2

$75/$75

Waived / $89

No fee / $95

Waived / $125

Program Currency

Points

Miles

Points

ThankYou Points

Annual Accrual Cap

No limit on points.

No limit on miles.

No limit on points.

No limit on points.

Foreign Transaction F¢

2.7%

No fee

No fee

No fee

BaseAccrual

1 point per $1 spent.

2 miles per $1 spent.

1 point per $1 spent.

1 point per $1 spent.

Bonus Accrual
Opportunities

2 points per 4 sper at
hotel, car rertal (both
directly booked), and U
restaurants.

None disclosed at
website

1) Earn 2 points per $

spent on air, hotel, car

rental, cruises, taxi, toll
and restaurants.

2) 39 bonus point per $

booked for air & hotel a

Ultimate Rewards site

1) 1.2 points at grocers
gas stations, drugstore
commuter
transportation and
parkng merchants.
2) One point per mile
flown for air travel
purchased with card.

Sign Up Bonus
at Card Website

15,000 points for $1,00
spent- first 3 months.

20,000 miles for $1,00
spent first 90 days.

40,000 points for $3,00{ 25,000 points for $2,00

spentd first 3 months.

spentd first 3 months.

Air Travel Rewards

Every 7,500 points

provides $100 stateme

credit for airline
spending.

Each mile = $0.01
statement credit for
airline spending.

Each point = $0.0125
credit when booking at
Ultimate Rewards
website.

Each point = $0.0133

credit when booking

online at ThankYou
Travel Center.

Other Rewards

Every 7,500 points
provides $100 stateme
credit for travel spendin

with hotels, car rentals
and online travel
agencies (no
Membership Rewards
berefits).

1) Each mile = $0.01
statement credit for
travel agency, hotel,
cruise, car rental, and

train purchases.
2) Gift cards,

merchandise and cas}

back also available.

1) Each point = $0.012
credit when booking
hotel, car rental, and

cruise at website.
2) Gift cards,
merchandise, and cas
back options; 2,500
points = $25 value.

1) Wide variety of
merchandise, and gift
cards, and charitable aj
cash back options; 208
points typically provide
$25 value.
2) $50 cash back for
10,000 points.

Travel Related
Features and Benefitg

1) Up to $100 annual
rebate of spending on
airline fees such as ba
and meals (statement
credit upon request).
2) Blue Savings Progrg
provides discounts,
upgrades, and specid
offers with select hotel
car rental, and cruise
partners.

1) Carry-On Miles
provides 10% mileagg
rebate for cardholder of
travel reward mileage

redemptions.

2) Free Triplt Pro

(mobile travel organizef
subscriptio for one

person.

1 for 1 points transfer
from Ultimate Rewardg
to: British Airways,
United, Southwest,
Korean Air, Amtrak,
Hyatt, Marriott, Priority
Club, and RitzCarlton
(no transfer fees).

15% air fare discount a
free annual companior|
(domestic Upwhen
booked thru Spirit

Incentives. Significan
limitations apply to thes|
offers.

Expiration Policy

Points do not expire.

Miles do not expire.

Points do not expire.

Points do not expire.

Anniversary Bonus Afte

None disclosed at

None disclosed at

7% of points accrued
during year provided a

1% of points accrued
during year provided a

First Year and Thereaftq website website bonus after year one, u
bonus for next year.
to 4% after year four.
Also Issues Cards for Delta US Airways Southwest and United American

Sources: Bank websites reviewed January 2013.
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Thetravelreward credit cards offered by American Express, Barclayc@ndse, and Cigprovide

a compelling choice fagveryday consumers and even frequent travelers. With the exception of
the American ExpresBlue Sky Preferred card, none charge an annual fee for the first year. The
anniversary offers listed for Chasad Citi encourage cardholders to pay the annualdad

continue the relationship. Foreign transaction fees, once a lucrative source of revenue, are
gradually disappearing as international travel becomes more prevalent.

The Chase Sapphire Preferred and Citi ThankYou Premier cards provide full fumatlosites

that allow cardholders to book air travel, hotel accommodations, and car ren@idine pay
with-points is offeredand a mixture of cash and points is permitted. The American Express Blue
Sky Preferred and Barclaycard Arrival cards rely atadement credit method. Cardholders
contact the issuer to request a credit to be applied to qualifying travel purchases.

Flights = Hotels Cars  Activities  Cruises  Deals { Jmyprofile  §SMyTrips  1/Trip cart
Modify Search Your Search: Chicago, L (ORD) to Las Vegas, NV (LAS)
Saturday, June 1, 2013 - Saturday, June 8, 2013
Trip Cart 1 Adult(s} | Round Trip, Service Class Economy
Filter Results Your Results List View

The rates displayed are starting from prices based on your search parameters. These rates are inclusive of all required taxes and ticket
fees. The air carrier may impose additional fees for baggaae, meals, beverages and other services. Restrictions may apply. A small
number of air carriers may require up to 12 hours to confirm flight availability. If there is any issue with flight availability, a travel
representative will contact you within 24 hours to make alternate arrangements at no additional cost. Click to filter your results by air

Reset Results
» Stops
/| non-stop

V|1 stop carrier.
2+ stops
Matrix y ﬁ A @'
== L4l 3
» Airlines AA &\3 L
All Spirit Airlines American Airlines United Airfines. Drelta Air Lines. US Airways Virgin America
American Airlines
Delta Air Lines Hon-stop 18,824 Points or 27,504 Points or 33,024 Points or - 36,073 Points or
Spirt Airlines 5247.80 $343.80 541280 5450.91

United Airlines
US Airways
Virgin America 1 Stop 22,536 Points or 34,6596 Points or 33,776 Points or 33,968 Points or 34,065 Points or 34,368 Points or
5281.70 543370 542220 542450 5425.81 542550
* Flight Numbers
Flight Number #1 2+ Stops
Flight Number #2

« 1 3

Flight Number #3

Chase Sapphire Preferred cardholders use the Ultimate Rewardslisplasitiates afbok aintie travel using
methods compable to online travel agents, such as Expedia.com and Travelocity.com.

Consumers should not be fooled by higher accrual rates, as thetfauel rewardcards deliver
surprisingly similar overall value. Chase Sapphire Preferred and Citi ThankYou Premier provide
the usual one point per dollar charged, while Barclaycard Arrival and American Express Blue Sky
Preferred providea higheraccrualrate. Barclayard mitigatesthis generosity by nobffering

bonus accrualfor select purchase categorieAmerican Egress uses lower redemption values to
deliver a similar result. Consumers can benefit from bonusuatdecause itleliversadditional
pointsfor targeted spendingFor example, Chase Sapphire Preferred offers double points for
travelrelated charges such as air travel, hotel accommodations, car rentals, and restaurant dining.

All the cardslisted in the tablgorovide a variety of rewards in additido air travel. Typical
choices include gift cards, merchandise, and statement credits for hotel, car rental, and travel
agency bookingsConsumers should closely examine the travel related features and benefits
associated with each cardChoices inclde annualimited rebate of airline feescharged to
cardholdersdiscountson selectpoint redemptions, and the ability to transfpoints to
participating frequent flier programd hese éatures are designed folace theseards above tleir
airline cebranded brethren. The following table lists the-bmanded cardsnarketed by
American, Delta, Southwest, United, and US Airways
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Table 3: Co-Branded Credit Cards Sponsored by Largest US Airlines

Airline AmericanAirlines DeltaAir Lines | SouthwestAirlines| United Airlines US Airways
Bank Issuer Citi American Express Chase Chase Barclaycard
Card Name Platinum Select SkyMiles Gold Rapid Rewards Explorer Premier World
Visa Signature | American Expresq] Visa Signature Visa Signature MasterCard
Feesd Year 1/ Year 2 Waived / $95 No Fee/ $95 $99 / $99 No Fee/ $95 $89/ $89
Program Currency | AAdvantage miles SkyMiles Points Mileage Plus Miley Dividendmiles

Annual Accrual Cap

No limit on miles.

No limit on miles

No limit on points.

No limit on miles.

No limit on miles.

Foreign Trans. Fee

3%

2.7%

No fee

3%

3%

Base Accrual

1 mile per $1 spent

1 mile per $1 spen

1 point per $1 spent,

1 mile per $1 spen

1 mile per $1 spen

Bonus Accrual
Opportunities

2 miles per$l spent
with American,
onboardflights

lounge membershiy

and upgrades.
Excludes buying
miles

2 miles per $1

onboardflights
buyingmiles,and
Delta Vacations.

spent at Delta.com

2 points per $1
spent at Southweg
and AirTran.

2 points per $1

spent with Rapid
Rewards hotel andg
car rental partners

2 miles per $1
spent directly on
United tickets (but
excludes onboard
purchases).

2 miles per $1
spent directly with
US Airways and U
Airways Vacations

Sign Up Bonus

30,000 miles for

30,000 miles for

25,000 points for

30,000 miles for

30,000 mils after

at Card Website $1,000 spenb first | $500 spen® first 3| $1,000 spend first | $1,000 spend first | first purchase with
3 months. months. 3 months. 3 months. card.
Miles may be | Redeem for Wann Miles may be Miles may be

Air Travel Rewards

Miles may be
redeemed fortravel
on American and
partner airlines.

on Delta and
partner airlines.
Paywith-Miles

combination.

redeemed for trave

allowsbooking with
miles, money, or g

Get Away? Fares 4
a rate of 60 points|
for each $1 of fare
price. Cardholders

may redeem for
international flightg
on other airlines.

redeemed for traveg
on Unitedand
partner airlines.
Cardholders have
last seat availabili]
for standard
rewards.

redeemed for trave
on US Airways an
partner arlines.
Cardholders
receive 5,000 milg
savingfor r/t US
Airways rewards

Other Rewards

Redeem forotels,
car rentalsgevents,
merchandise,
auctiors, dining,
subscriptions,
vacation packaged

and charity.

Cardholders may

MarketPlacdor
hotel, car rentals,

redeem at SkyMile

and merchandise,

Cardholders may
redeem for hotel,
car rentals, gift
cards, cruises,
activities, and
merchandise.

Redeem for hotels
car rentals, events
merchandise,
auctions, dining,
subscriptions,
vacation package
and charity.

Magazine and
newspaper
subscriptions.

Travel Related
Features and Benefif

1) First bag checke|
free on American
(up to 5 persons).
2) Priority group 1
boarding benefit.
3) 25% savings or]
inflight food and
entertainment.
4) 10% rebate of
milesredeemed eac
month (maximum o
100,000 miles per
year.

(up to 9 persons).

2) Priority zone 1

boarding (up to 9
persons)

3) 2% savings or|
inflight food and
entertainment

4) Cardholder and |

guests may visit S

Club for $25.

1) First bag checke
free on Delta flight

Earn 1,500 Tier
Qualifying Points fd
every $10,000 in
purchases. Getu
to 15,000 Tier
Qualifying Points
annually.
Please note, first 2
checked bags arg
free on Southwest

1) First bag checkg
free on a United
flight
(plusone person).
2) Priority boarding
after elite member
(andothersin samg
booking).
3) Two United Club
passes per year.

1) First class chee
in and zone 2
boarding.

2) Single voucher
for two $99 US/
Canadacompanios
with paid fareper
year(plus tax/fees
3) One airport club
day pass every yes
4) $75 US Airways
Club membership
savings per year.

Expiration Policy

Accrual during an
18-month period
prevents expiration

Miles do not expire

Accrual during a 24
month period
prevents expiration

Accrual duringan
18-month period
prevents expiration

Accrual during an
18-month period
prevents expiration

Anniversary Bonus
After First Year and
Thereafter

$100 discount at
AA.com after

None disclosed at
website.

spending $0,000.

6,000 points
awardedafter each

10,000 miles for
spending $25,000

anniversary.

every calendar yea

See features and
benefits above.

Sources: Bank websites reviewed January 2013.
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American Express offers its Membership Rewards prog@many of its credit cards, but the list
doesnot includeits Blue Sky Preferredard Membership Rewards allows cardholders to transfer

T KSREAN AIR
¥ Guest Rewards

2 DA SS PriorityClub
SKYPASS Ty s | HG
—== Executive Club SR
HYALT" Mileage s
GOLD PASSPORT UNITED § .W  REWARDS |

Transfer points to participating frequent travel programs

Get closer to upgrades, flights and hotel stays. With an eligible Chase card such as a Chase
Sapphire Preferred®”, Ink Bold® | Ink Plus® | J.P. Morgan Palladium or J.P. Morgan
Select, you can transfer your Ultimate Rewards points to participating travel partners. That
means one point equals one partner mile/point. All with no transfer fee

Chase Sapphire Prefecadiholders may transfer points to leading
and hotel loyalty grams and Amtrak Guest Rewards.

points to loyalty programs operated

by Air France/KLM, Best Western,

British Airways, Delta, Hilton Hotels,

and JetBlue. The progradoes not
includeAmerican,Southwest, United,

and US Airways. These carriers
undoubtedyd on 6t parti ci pa
the conflict it presents withtheir

own co-branded credit cards.

In a similar manner, Chase Sapphire
Preferred allows cardholders to
transfer points to loyalty programs
largely associated with its doranded
portfolio (US Bank issues theorean
Air XYPASY isacard). This is a

very powerful feature because it provides attractive flexibility for frequent travel&wg.
comparisonUnited MileagePlus membarsaytransfer milessia Points.conafter paying hefty fees.

Airline co-branded credit cards competsith bank travel reward cards wherearriers have a

natural advantage. Airlines can waivesfé® checked bags, grant airport lounge access, and
provide early boarding. American, Delta, and United waive fees for the first checked bag for
cardholders. Surprisingly, US Airways does not offer this perk, and of course the feature is moot

for Southwesww h i ¢ h

d o e s n & US Arwayecountarg thefalesense of bag fee waivers

with annual offersvhich include $99 companion travel, one US Airways Cla plass, and a $75

discount off annual Clume mber s hi p.

Among

the airlines, So

the weakest. But in reality, its Rapid Rewards Visa Signature card has more in common with the
bank travel reward cards thaco-brandedcards of its airline competitors.

Southwest Rapid Rewards allows members to tsayelusing point levels tietb published fares.
American, United, and US Airways rely thre traditional reward level method thatsescapacity

controls to limitrewardavdi a b i | i t y . I

t 0s

this feature that

comparisons between bank travelward and airline cebranded cards. Airline cardholders must
accumulate€20,000 or 25,000 miles before making air travel reward redemptidyscanparison
Barclaycard Arrival cardholders may request a statenceadlit starting at a scant $25. Southwest
Airlines advises redemption ocauat a rate of 60 Rapid Rewards points for each $1 spent on its

oOWanna Get Away?d6 di

scount

reward | evel

Airlinesreflect their ancillary revenue motivations in the bonusra@ offers associated with their
co-branded cards. All five airlines offer double miles or points when consulmsrsickets at

carrier websites. | t s

taddars to ookwith the airlme t | o n

American provides double miles for onboard spending, cabin upgradeguarge memberships.

Delta specifically references the purchase of SkyMiles as qualifying for bonus accrual. Surprisingly,
United excludes onboard purchases, which suggests a technological hurdle rather than a marketing
decision. Southwest wisely pronmes booking hotels and car rentals at its website by offering

double points.Bonus offers ara classic loyalty marketing methodéacourage consumer

behavior to boost ancillary revele opportunities.

Card-Carrying Generosity
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Reward value is determined by cardholder behavior

Individual spending anéward behavior determines how each credit card delivers value for
cardholders. Consumensho plan to use their card primarily for travel expenditures should favor
offers that provide bonus accrufdr airline tickets, hotel stays, drcar rentals. This provides an

earnings boost to deliver bigger rewards faster. But another type of behavior is just as important
but not as obvious . : .. and this is oOohowo th

If the traveler usually bwsy&200 roundtrip tickets, then a bank travedward card or the

Southwest Premier card probably provitiee best value But for travelerswho typically spend

more for a ticket, anccanfind reward seats for their itinerary, an airline-toandedcard may

provide better value. Foexample, the Delta SkyMiles Gatdrd can deliveenough miles for a

saver level reward ticket afteat cardholdersperds $23,600. That same level of spending would

deliver air travel savings oB%8 to $519 for consumes holdinga bank travel rewara¢ a r d . Let
examine how these results were calculated.

The spending profile for every cardholder s @nique as their fingerprint88ut when considered

as a portfolio, spending trends begin to emerge. Airlindocanded card porfblios achievevery

high levels of cardholder spending. MasterCard discloses average spending of $16,884 as a statistic
from its global program data.Among US airline portfolios, spendingrjps above $23,000 per

year. The annual spending assumed fa #malysis was $18,000, whicheefs a modes$1,500

per month. Assumptions for cardholder spendingspecific categories were also made. These

are based upon consumer spending statistics from thgdy8rnment and were tested for
reasonableness wittepresentatives in the consumer credit businegdease refer tahe following

tablefor a list of the categories and assumptions ukedhis report:

Table 4: Assumptions Used to Calculate Base and Bonus Accrual

Accrual Statistics Annual Spend Detail of the Assumption and/or Data Source

Airline co-branded credit cards average $24,000. This was reduc|
Total CardholderSoending $18,000 to reflect spending habits fanore moderate account activity.
Assume average spending$df,500 per month.

Bonus accrual spending categories

Assumes 4 roundtripand 100% at airline/bank websit&verage
Air Travel $1,400 domestic air fare was $367 for thé“Zjuarter of 2012 per 24 Janua
2013 DOT press release.

Based upon $2,740 consumer spending (fpe2sonunit) per 2011
Consumer Expenditurestatistics US Bureau of Labor Statistics.

Restaurants $2,500

Based upon $3,691 (food at home) + $844 (drugedical supplies)
Grocery andDrugstore $4,500 consumer spending (for 2 persaunit) per 2011 Consumer
Expendituresstatistics US Bureau of Labor Statistics.

Based upon $2,708 (gasoline and motor oil) consumer spending
Gasoline $2,500 person unit)per 2011 Consumer Expendituresatistics US Bureau
of Labor Statistics.

Based upon $1,260 (hotel) + $248 (car rental) consumer spendin
Hotel andCar Rental $1,500 (for 2 person unit)per 2011 Consumer Expenditurestatistics US
Bureau of Labor Statistics.

*0How alrreancd programs evol vi n gatign,l Octhbarl201y CeBrant@osference@ar d pr
Toronto.
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The assumptions were applied to the point and mileage o#fsseciated with each of the credit
cards listed in Tables 1 and Zardholders were always assumed to direct spending behavior to
maximize their point and mileage accrual. For example, Southwest Premier cardholders would
spend $1,500 for hotel accommodams and car rentals by booking at the Southwest website.

Likewise, a Delta SkyMiles Gold cardholder would spend $1,400 on air travel at Delta.com. The
very unique bonus offer made ltiye Citi ThankYou Premiecardis worth noting. The air travel
bonus is not based upon spendingitivather one point per mile flown for air travel purchased

with the card. Banks know the origin and destination from the charge record and Citi calculates
the miles flown based upon this information.

Table 5: Projected Annual Accrual Based Upon Spending Assumptions

Bank Issuer | American Express Barclaycard Chase Citi
Delta us . : American
Card Name Blue Sky SkyMileg| Arrival | Airways Sapphire Southv_ves United ThankYou Platinum
Preferred 7~ | Preferred| Premier | Explorer| Premier
Gold Premier Select
Currency Points | SkyMiles] Miles Miles Points Points Miles Points Miles

Base Accrual| 18,000 | 18,000 | 36,000 | 18,000 | 18,000 | 18,000 | 18,000 | 18,000 | 18,000

Accrual provided by bonus for specific spending categories

Air Travel - 1,400 - 1,400 1,400 1,400 1,400 | 8,000 (a)] 1,400
Dining 2,500 - - - 2,500 - - 500 -
Grocery and ) i i i i i i 900 i
Drugstores
Gasoline - - - - - - - 500 -

Hotel and Car

Rental 1,500 - - - 1,500 | 1,500 - ] )

Annual accrual before and after sign up bonus

Accrual from

. 22,000 | 19,400 | 36,000 | 19,400 | 23,400 | 20,900 | 19,400 | 27,900 | 19,400
all Spending

After Adding

. 37,000 | 49,400 | 56,000 | 49,400 | 63,400 | 45,900 | 49,400 | 52,900 | 49,400
Sign Up Bonu

Source: Calculations based upon assumptions presented in Table 4 and Jawiewyo?@hBdfefs at websites.
(a) ThankYou Premier accrues points per mile flown on ticket;pssairasss3 trips of 1,000 miles each.

The last two lines of Table 5 summarize the point and mileage accrual associated with the
spending assumptions. The sign up bonus among the cards ranged from 15,000 tqdth&00

and 25,000 to 30,000 milesThe bonus has a significant effect on thiei@grovided by the cards,
and is the offer component most likely to fluctuate. The raw number of points or miles delivered
by each cards one element to consider. The other is how points and miles are exchanged for
travel credit or reward seats.

When airlinemiles are exchanged for air trayéhe value to the cardholder is the cash
replacement cost of theeward seat, and thisariesfor every redemption. Fortunately, theiis a
method for evaluating bank travedward cards and the pawith-points methods used by
Southwest Rapid Rewards atiee option offered by the Delta SkyMiles Gold card.
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Bank travel reward cards allow cardholders to convert poiritee(Barclaycard Arrivatard calls

these Oomilesd) i nto c aswWwebditas griascgsh geadinappliedéot t r av
gualifying travel purchases. Please refer to Graph 1 for a comparison of reward value among the
credit cards using this method. The graph lists the calculated reward result based upon the
spending assumptions (Taleand the air travel reward redemption schedule for each card.

Graph |: Reward Return per Dollar Spent by Select Cards

Includes base and bonus point/mile accrual before sign-up bonus

Delta SkyMiles Gold (pay w/ miles) _ $0.011 ’
Chase Sapphire Preferred _ $0.016

[ | | |
AMEX Blue Sky Preferred $0.016

Southwest Premier $0.019

Citi ThankYou Premier $0.021
, K \
Bardlaycard Arrival | $0.022

\ . \
!$0.020

i l {

|

Bank Reward Cards Average

$0.000 $0.005 $0.010 $0.015 $0.020 $0.025

Delta SkyMiles Gold also allows traditional mileage based rewards redemption.
Bank Reward Cards Average excludes Delta SkyMiles Gold and Southwest Premier.

The Delta SkyMiles Gold card is a bit of a chamelkypmffering two redemption methodsin this

graph, the payvith-miles feature is compared with batiavel rewardcards and the Southveg

Premier card. Delta pawith-miles is a beneflimited to its American Express cardholders, who

may al so redeem mil es u sgelmaged revias chardThis methoadd s t r a
does allow cardholders to bypass the carri®@ s s t itiongor saveeeward axailability.

Analysis conducted by IdeaWorksCompany during 2012 revealed the saver reward level of 25,000
miles was only available for 38.6% of the test quesie)S domesticoutes (251-2,500mile

route9.” Sout hwest ds f r ealiowstnavelers tb Spend poipts for paokinmrewards

in the same manner as caghddoes notuse traditional milagebasel reward charts. Among the

four bank travel reward cards, the average return per dollar spent jis@pmately $0.02.

This issue does involve one ofelmajor distinctiondetweenbank travel reward cards ancb-

branded cardsissociated with American, Delta, United, and US Airways. The value of airline
rewards are diminished by capacity controls.atths bahkytravel reward cardboast their
cardhol ders can otravel anytime on dewgf airlin
reward seats were found available on US Airwag®9% of the time, 74.3% for American, and

95.7% for United on tb US domestic routes queried in the IdeaWorksCompany report. While

the banks disparage airlines on the issue of reward availability . . . the airlines can reply with a very
effective defense.

"Worldwide Report of Reward Availabilityy IdeaWorksCompanyJune2012.
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Airline co-branded cards offer perks that are expensive or impossible to maggherican, Delta,
and United waive cheekl bag fees for cardholdersThese three airlines, along withS Airways,
also offer priority boarding privileges and certainly havedhpability to add more frequent flier

perks in the future. Using the assumption that a cardholderiwil4 roundtrip ticketscan add

very meaningful $200 savinger yearif the cardholder opts to check a bag on American, Delta,
and United. These ardeatures that consumers should consider when choosing a credit card.

Rewards are the most important element for consumersgbing for a bank travel rewaror
airline cebranded credit card. Graph 2 displays the payout delivered by bank travel reidaliz

SkyMiles Gold, and Southwest Premier cards as atcagél credit. Before and after sign up
bonuss cenar i

card could deliver nearly an $800 benefit within thetfiyear with charge activity of $18,000.
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Graph 2: Air Travel Benefit Delivered by Select Cards

Annual travel credit based upon spending assumptions

AMEX Blue Sky Preferred
Delta SkyMiles Gold (pay w/ miles)
Barclaycard Arrival
Citi ThankYou Premier
Southwest Premier

Chase Sapphire Preferred

Before Sign Up Bonus
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B After Sign Up Bonus
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Table 6 compares the cards using the spending required to generate reward valug/of 3
amount represents the average domestic air fare in the US from the most recent quarter
reported. This method of presentation might be easier to understand because it describes the
charge activity required to generate the same reward result.

Table 6: Spending Required to Reach Average Ticket Value by Select Cards

Assumes $87 Average Ticket Price

Barclaycard | Citi ThankYou| Southwest AMEX Blue |Chase Sapphi Delta SkyMiles
. . : Gold
Arrival Premier Premier Sky Preferred| Preferred :
(pay w/ miles)
$16,700 $17,700 $19,200 $23,600 $23,950 $35,300

Note: US DOT average ticket valuesi ®aindtrig(3“ quarter 2012)accrual does not include sign up bonus,

Card-Carrying Generosity
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Dol | ar s c¢ a nlenefitdassec@ted witleairlindxtwanded cards that rely on mileage
based reward charts. Graph 3 presents the reward results delivered by American, Delta, United,
andUS Airways in units of roundtripeward tickets. Annual spending of $18,000 nearly delivers a
free ticket (97% of required miles) on US Airways to anywhere within the US (including Alaska)
and between the US and Canada. The carrier scores highly ichitue largely because it grants
cardholders an exclusive 5,000 mile discount on reward redemptions. All four cards essentially
deliver two roundtrip tickets when a generous sigp bonus is considered.

Graph 3: Mileage Rewards Delivered by Select Airline Cards

Annual number of domestic reward tickets based upon $18,000 spending assumption

Delta SkyMiles Gold 1.98
United Explorer 1.98
American Platinum Select 2.20
US Airways Premier 2.47
0.00 0.50 1.00 1.50 2.00 2.50

Before Sign Up Bonus B After Sign Up Bonus

Excludes Southwest because Rapid Rewards does not use a traditional reward structure.

The abovegraphs simplify the task of determining which card among a particular type provides a
more generous reward payout. These results edspobe presentedn a different format to more
directly compare card typesldeaWorksCompany calculatetié card spendirg required to accrue
sufficient miles for @omestic reward tickefor the American, Delta, United, and US Airways
frequent flier programs For example, spendin@$,100(base and bonus accruakliversa

domestic economy MileSAAeeward for Americard Blatinumcarcholders The same level of
spendingn a bank travel reward cardiould providean averagdravel creditof $422. Readers

are advised to recalhie information presented in Graph 1 which shows bank travel reward cards
provided reward creditranging froml.6% to 2.2%as a percent of spending). The average among
bank travel reward cards was 2%.

Table 7: Which Cards Deliver Better Air Travel Reward Value?

Airline Co-Brand Spendlng quwred Bank Travel Reward Cards
Card Name Earn Domestic Reward Ticket 205 Rebate on Spendi
(Before Sign Up Bonus) ? P 9

US Airways Premier $18,600 $372
American Platinum Sele $21,100 $422
Delta SkyMiles Gold $23,600 $472
United Explorer $23,600 $472

Source: Calculations based upon assumpmseTged in Table 4 and January 2013 review of card offers at wej

+ These amounts would be reduced by $50 if the cardholder paid roundtrip bags which were waivedray an
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Which would a consumer preferd donsumes spend$21,100 with the American Platinum Select
card they can expect a free capacity controlled domestic rewahasteadthey could opt forthe
typical travel rebate of $42@rovided by a bank travel reward cardr the similar value provided
by the SouthwesPremier card. If they plan to spend more than thétand can score a reward

seatd then the American Platinum Selecardis a better choice.The banktravel reward card

becomes a little less attractive when cardhollpaychecked bag feesvhich are vaived for
American Platinum Selecardholders Of course the caveats described earlier in this rep@rt
such as capacity controfsmust be considered when comparing cards.

As noted earlierthe US DOT reported the average fare in the US was $8&7the 3° quarter of

2012. Thisis an industrywide averagavhichincludes higher priced business traitgleraries

Most tickets purchased higisure travelers are undoubtedly priced lower than th&or a more
practical comparison heck the fareglisplayedn the below matrix from Orbitz.com forroundtrip

travel between New York and San Fi@sco. | tafhengthe longest distance markets in America
andis highly competitive Consumers considerintpese lowfares would be better served by
spending points from a bank trawelward card rather than cashing 25,000 or so miles for a

domesticreward seat...iféh seat woul d be avail abl e on
Hide Matrix
. i N

A 3 | A % jetBlue

Delta Air United American MMultiple US Ainways Wirgin JetBlue

Lines Airlines Alfdines Airlines America Alnways

Mon-stop $297.80 $297.80 $297.80 $304.79 $345.80 $321.80 $331.80

1+ stops $332.70 §£332.70 $308.70 $314.19 $316.60 $344.70

Fares for a Friday to Maydrip in early March for a query nfadeeks before departure at Orbitz.

Card com petition adds complexity and confusion for consumers

The cash back andavel reward cards endlessly promoted by @apOne on American television

rely upon an easily understoauessage for consumers. And that might be a lesson for some

airlines and banks as they promote their own wares. An exhaustive revibardf and airline

websites rendes researches dazed and often confused bgterisks andmal print. But clearly
there are points of distinctiothat bank travel reward cards and airline-boanded cards should

strive to maximize.Here are some observations banks and airlines might consider when

competing for consumers

1 Consumers expect online booking for reward travel. Airlinesalready know this and

most are wiselyaddngmore partner reward seat availability to their websites. Statement

credits used by banks are a poor substitated handicap the loyalty effect provided when
points arespent to book reward trips.Rewardoriented consumers enjoy the alchemy of
converting points into a free travel experience.

1 Foreign exchange fees are so yesterday. There is irony here. The card most
associated with global trav8lAmerican Expres8 still charges fees for foreign exchange.
And the airline without an international netwoi Southwestd is the only airline that has
eliminated this fee. Revenue, or a lack therediviously plays a role in these decisions.
More travelers simply leaieebasedc ar ds home when
that will eventually lead to card replacement.

Card-Carrying Generosity
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1 Travel is sexierthan atoaster. | t s a phrase that has appea
and is worth repeating. And travel is something muaobre than an image of a beach or the
promise of a baggage fee waiver. Travel oriented cards should promote the allure of visiting
new places or flying somewhere to connect with friends and family. Yes, cash back, gift
cards, and retail trinkets are nide have . . . but other cards can focus on these

CHASE O
SAPPHIRE

PREFERRED™
with Ultimate rewards™

Log on to get started -
GO AHEAD, USE ALL YOUR
VACATION DAYS THIS YEAR

With Chase Sapphire Preferreds¥, you always get 20% off when you Chase Passworg
redeem your points for airfare, hotels, car rentals and cruises. -
For example, a $500 flight requires just 40,000 points. ] Remember my User ID

Forgot User ID/Password?

Have a Chase card with Ultimate Rewards?
Get a Chase User ID

" AR R e S

Theper fect 1 mage t dtimeaekRewards welisitereiages a s€nseaos veaddsri

1 Exploit the power of your network. There is no better example of this than the points
transfer benefit offered by Chase. Cardholders rnraysfer points to the following loyalty
programs with no transfer fees:riBsh Airways, United, Southwest, Korean Air, Amtrak,
Hyatt, Marriott, Priaity Club, andRitzCarlton. The bank leveragéts client relationships
to the advantage of its cardholdergirline co-branded cards would be well served by
engaging more partners in the perks delivered by a card.

1 And sometimes your network is your  own family. Chase Sapphire Preferred

cardholders may combine the pointstodusehold members ltds an easy me
valuable flexibility to a progranfrequent flier program membefacebig fees to transfer
miles from a spouseds account .

1 Anniversary offers keep cardholders loyal. = Chase, Citi, Southwest, and Unit&dow
the value of loyalty by offering bonus points or miles to members who renew for a second
year. American adds a $100 discount at AA.com when cardholders spend $30,000®r mo
... perhaps this would appear moeaticingif it were 10,000 miles.

1 Encourage ancillary revenue spending with a bonus . Southwest understands the
delicious effect of partner synergies. Southwest Premier cardholders accrue double points
when they bod hotel accommodations and car rentals at Southwest.com. And by doing so,
Southwest earns a commission on the sale of these services and undoubtedly will sell
partner points when Rapid Rewards members chigc@r drive.
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1 Do nt@mpt consumers with  diffic ult to understand offers. Two offers were found
to be perplexing. Citi offers o0an annual d
when booking air travel t hQuervigGi tndgpendemta v e |
travel center revealed the offers were governeddyw s thernlogvest fare in the reservation
system anapplyinghat price to determine theapplicablaliscountd This explanatiorand
lack of online reference left us baffled. Likewise, tB® 8ompanion tickets promoted as a
perk for US Airways Premier cardholderequired multiple reservation centenquiresto
clarifythe offer. There may be valid reasons why t he
online, but the lack of clarity might causestomers to doubt the value of the offer.

Bank travel reward cards are often a b etter choice

John Pierpont Morgan would be pleased by this headline and the dominant role played by his
namesake bank. Like other major banks, JP Morgan Chase & Congiamfynissues its own

successful travel reward card, it also issues cards fortwhetvor | dds | @r gest air
Southwest and United. Over timdSairlines have relinquished their dominance amie@vgard

cards as more competitors have entered the market. Very compelling reward cards are now

offered by hotel brands, cruidaes, retailers, and even tvernmentowned Amtrak.

Citi ThankYou Premier cardholdeesarnaround$500in travel credit by the iime aDelta

SkyMil es Gold cardhol der has enough miles for
ThankYou Premier cardhol der might need to pay
hurdle than finding &kyMileseward seat on the exactdegnd f |l i ght of the car
Airline co-branded cardholders do have more opportunities to accrue nfibesheir frequent flier

accouns. Flying on the airline can generate thousands more nhblgls tafcan option available

to bank travelreward cardholders. They can join a frequent flier program and accrilesfor

travel on an airline while using a bank travel reward card for their purchases. Airlines might be

|l osing the competitive banatuhladvabagec ause t heydve

An airline can be a very emaerofaveupwherdasa dr f &
bank is merely a reseller of travel. The incremental cost of a reward seat might be as low as $20
roundtrip. Hotels and cruise |ines have the

hotel room might have the same $20 cost. Fhidvantage is strongest when reward charts favor
premium class travel with relativelgwer mileage levels. Frequent flier programs have a
reputation for delivering unbeatable value for international premium class travel.

The price of a business classket on AmericanAirlinesbetween New Yorkand Londons

$3,521 (fees and taxes included) for a query made on 01 Februaryf@0a3March 1st departure
and a March 7th returnThe very same flights can be booked using 200,000 AAdvantage miles
(Business AAnytime rewardhd paying taxes and fees of $342. This places a value of $3,228
($3,521 less $342) on the 200,000 miles. An airlindbanded cardholder would spend about
$200,000 to accrue that many milésot including any sign up bonusyhat same $200,000
chargedby a Citi ThankYou Premier cardholder could generate travel reward value of about
$2,800. This example relies upon approximate mileage and point accrual for both cards. But it
doessignificantlyavor the reward value provided by the airline-bcanded card.
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The value equation dramaticaiiyiprovesif A me r i 10@,00@ reundtrip Business MileSAAver
reward is aailable for the same itinerary, apiiceshe $3,228valueon 100,000 miles. Ti&

would require about $100,000 of charge activity by an airlind@nded cardholdefagain,

without considering a sign up bonus)his level of spending would provide a reward travel benefit

of $1,500 from the Citi ThankYou Premier card. Under thiesario, the airline cdoranded card
delivers more than twice the value of the bank travel reward card. Banks are limited by the simple
economics of thecredit card businessThey can only spend a finite amouwrditportfolio revenue

to buy rewards. Airlies can always win at this game because air travel candvédpd at low
incremental expense.

The program with the lowest reward cost can always win. Airlinebcanded cards deliver more

value whemmileage levels are low in relation to the retail giof a ticket. Airline cebranded

cards currently have an advantage with consumers seeking longer haul premium class rewards.

But US domestic travekpresents the bulk of reward activity. In this category, airlines have

permitted the banks to gain aml@antage. Bank travel reward cards enjoy widespread appeal

because of the simple and effective promise made to consuén@rs r avel anyti me on

Airlines are in a position to retrieve their dominance by reinventing their programs to provide
better value for more travelers. But competing with banks is not a simple task. While airlines
own their frequent flier programs . . . every card portfolio is actually owned by the bank. Even
those associated with airline daranded cards.

Astheysy i n Vegas, o0ltds never safe to bet again
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