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Why Should Travel Learn From Amazon?

 There are many lessons to be learned by studying Amazon’s business model.

« Amazon has been able to consistently delight customers since its launch. This shows up in customer
satisfaction scores which are well above the broader travel sector.

Amazon One of the Most Successful and
Fastest Growing Businesses in the World
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Lesson #1: Find Your “Flywheel”

Structure your business model so that each component of the company can build upon its
owh positive momentum and reinforce the growth of other divisions

« In the Amazon flywheel, a good customer experience The Original Amazon Flywheel
drives higher sales traffic, brings more sellers onto its Success in Each Segment of the Business Reinforces the Another;
platform, and increases its product selection, which How Can Your Model be Structured to Create a Flywheel?
converges back into a better experience for new and <4
returning customers. In a separate loop, cost structure o < URE > L C
allows for lower prices and a better customer experience. LC.09 od" PR, EP
Customer experience will merge back into the original c,‘(g c@s.
pattern of traffic, sellers, and selection. S ' X \

* As platform companies, like Expedia and Booking, grow e €C+|On

their user bases, their marketplaces become more

attractive to suppliers, which in turn attracts even more

users. This scale can then be used to negotiate pricing

power with suppliers and advertisers. ¢
« An independently branded hotel might create SEZZ ERS C

momentum for itself through its restaurant/bar or by v S'IDMEQ

partnering with local retailers and attractions. E "PEQIENCE
+ Let momentum do as much of your work as possible.

Minimize transactions where the customer must be

reacquired from scratch, aim to build infrastructure that
creates scale advantages, and keep an eye out for T?AFF\C,
potential partnerships.

Source: Skift Research, Amazon.com Company Filings as of November 2018.



Lesson #2: Obsess About Your Customer, not Your
Competition

Ruthlessly eliminate customer pain points throughout the entire shopping experience

« Amazon is well-known for its customer focus and has Amazon Has Highest U.S. Customer Satisfaction
been able to consistently delight customers since its American Consumer Satisfaction Index (0-100)
launch. — Amazon == ssesse Overall US Businesses Internet Travel Services

Hotels e Airlines

» CEO Jeff Bezos: “it's OK to be afraid, but don’t be afraid of
our competitors, because they're never going to send us
any money. Be afraid of our customers. And if we just stay 85
focused on them, instead of obsessing over [a]
competitor, ... we'll be fine.” 80

* The industry standard is reassuring, but not good enough.
Aim for perfection from the end-consumer’s perspective.

90

75

* Analyze and anticipate pain points, then be ruthless 70
about eliminating those sources of customer friction.
Hospitality and user experience are the table stakes. 65
» Travel faces unique challenges. Customers have fewer 60
chances to interact with travel brands and there is a 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

confusing web of distribution, transportation, and in-
destination providers. That makes it easy to pass the buck
when one part of the system — one which you are not
responsible for — fails. The travel industry should not hide
behind those excuses.

Source: American Consumer Satisfaction Index, Skift Research. Data as of 2017. The ASCI scores customer satisfaction along a O-100 scale based on customer expectations,
perceived quality, and perceived value. It is comparable across brands and industries. Bezos quote from the Axel Springer Award.



http://www.axelspringer.de/en/presse/-An-Evening-for-Jeff-Bezos-Amazon-founder-receives-the-Axel-Springer-Award-2018-in-Berlin-Mathias-Doepfner-We-want-to-encourage-young-people-to-think-big-._31782349.html

Lesson #3: Loyalty Is an Emotion, not a Points Program

Strive to create true value for the customer, and don’t be afraid to ask for something in return

« Amazon Prime functions as a loyalty program. As opposed Amazon Prime Bundle Gives Buyers Immediate
to a focus on accruals, Prime delivers instant gratification Return on Investment
by providing immediate and tangible benefits to its J.P. Morgan Estimates
subscribers (see estimate at right). Prime Service e
* Miles or points are supposed to approximate the Prime Delivery $ 110
emotiqnal onalt.y that a customer feels.tc?ward a product Prime Now $ 120
or service. Emotional loyalty was the original goal but . _
instead, these programs can devolve into an end unto Prime Video $ 108
themselves, encouraging users to game the system. Prime Music $ 108
« These programs drive traffic, but many loyalty programs Prime Photos $ 24
are overly transactional and complex. Kindle Lending Library, Prime Reading | $ 108
» Contrast this with Amazon’s approach to consumer Auf‘j'ble C:hannels for Prime 5 29
loyalty which boils down to delighting the customer in Twitch Prime $ 60
any way possible. If you deliver an exceptional experience Estimated Value Within Prime-: $ 697
that creates loyalty, you don’t have to be afraid about Actual Prime Cost $ 99
asking the customer for something in return (e.g., a Prime ctia’l -nme -0s
membership fee). Return on Investment 6.0x

Source: J.P. Morgan, Skift Research as of May 2017.



Lesson #4: Invest in the “Unsexy” Parts of Your Business

Don't neglect back-end infrastructure and supplier relationships

« Amazon has achieved amazing success by putting Amazon as a Logistics Platform:
logistics at its core. Investments in both its infrastructure 3rd Party Sellers Now More Than Half of All Units Shipped
and supplier relationships have helped drive a below-

. - Percent of Amazon Units Sold by Third-Parties
market cost structure and broad selection of inventory.

60%

« Back-end travel tech has lagged the times, sometimes by
decades. Not just a pain for staff, it also affects top line
when it creates a poor customer experience or when 55%
outdated systems prevent integrations of new tech, such
as revenue management systems.

« Supply chain improvements provide an opportunity for =0%
travel in particular, as just a single trip can involve
Mmultiple transactions and a long list of suppliers and
intermediaries. 45%

+ Bottom line is you can’t neglect the back-end just because
the customer doesn'’t see it. Tech infrastructure and
supplier partnerships are crucial to running the core
business smoothly and present an opportunity to drive
new businesses opportunities. This is especially true for
platform companies.

40%
2014 2015 2016 2017 2018

Source: Skift Research, company filings as of September 30, 2018.



Is Amazon a Threat to Travel Incumbents?

* Travel is one of a few large consumer expenditure categories without an Amazon presence.

« Amazon participates in categories that form an addressable market representing 25%+ of U.S. consumer
spending. Most missing categories are non-discretionary spend like housing, vehicles, and utilities.

* That leaves travel, which represents 3% of U.S. consumer spending, as one of the only major
discretionary categories where Amazon does not have an offering.

2l Amazon

Consumer Category Consu_rner Presence Notes

Expenditures
Healthcare 8% x I(_jlrr&;c;d offering. Recently entered into HC partnership JPM and BRK. Long-rumored to be entering prescription
Croceries 7% v Acquired Whole Foods for $13.7B in summer 2017
Restaurants 6% v Offers restaurant delivery services and has delivery partnership with Olo
Household furnishings, appliances, & equipment 3% v Partnering with Sears, Best Buy Kohls, and others
Other Entertainment (e.g. video games, sports, & exercise equipment) 3% v
Apparel and services 3% L ¥ ___Amazon Fashion and Prime Wardrobe. Partnerships with Nike &others. |
l]'ravel 3% X Amazon Destinations Pilot in 2015 !
Educaton 2% % Llmited Offering
Television, Movies, & Music 2% v Amazon Studios, Amazon Music, etc...
Personal care products & services 19% v
Housekeeping supplies 19 v
Reading 0% v This is where it all started!
Subtotal 4£0% Amazon particpates in 25%+ of consumer spending and growing
Etci)lri'nt—ic;isscretionary spending incl. housing. vehicles. insurance. & 53% Limited offering in most of these categories. Some vehicle products
All other 7% nfa

Source: Skift Research, company filings, Bureau of Labor Statistics as of 2016, the latest available period.



Amazon Has Tried to Enter Travel in the Past

Amazon destinations represents the Amazon Destinations
company’s largest travel effort to date (b. Apr 2015 - d. Oct 2015)

« Amazon launched Amazon Destinations, a retail
hotel booking site in April 2015. The product

focused on weekend leisure escapes within driving A —
distance of six U.S. metro areas. e —

* For several years prior to 2015, Amazon Local had
offered deeply discounted hotel deals.

« Six months later, in October 2015, Amazon shut
down Amazon Destinations, saying it had learned a
lot.

Special Rates & Offers

« Amazon salespeople sighed up hotels, often one at
a time. We believe the logistics involved with this
process was one of the main hurdles that caused
the experiment to be shut down.

Botiand House Inn
Moragowery NY

-

The Citfsice Resort Condomini Harbouwrgate Marina Club Atlantic Breeze Ocean Resort Bay Watch Resort & Conference ...
CHeenDOnt NY NG MW Bei SC NCTD WM Beix SC NO M BGach S

Source: Amazon.com Website, Skift Research as of November 2018.



Will Amazon Resume Travel Operations?

Never say never but ...
Booking.com Has Desighed a Sophisticated Hotel Shopping

« Hotel and other travel bookings are not easy to sell Experience That Incorporates Calls to Action, Reviews, and Filters
S AMazon IiNng to spen e lIme an oney requlire O bUl a similar
online. Is A Willing to Spend the Ti dMm Required to Build a Simil
Booking Flow?
« Booking.com continually tests and updates its
. . o 2. opular Filters AT Altis Sui Very Good
platform which incorporates sophisticated calls to A i L keis
action (“Booked 7 times in the last 24 hours”), T
. . ':‘ B'ea.kfa“ Included 65 @© You just missed it! Our last room sold out today.
reVIeWS, and ﬁlters (See screenshot at rlg ht). T:‘ F:'ar:mgc - :: :Z:Lr“fatesarepopular—we‘verunoutolroomsatthlspropeny!Checkoutmore
[ Lisbon City Center
O Double bed 64
« 22-year-old Expedia will spend $50 million in 2018 i -
to bring on new accommodations. O Guesthouses 22
:Z: :'e,ew',F'gp | ?: Sheraton Lisboa Hotel & Spa Very Good
.. . . . T SEIRNT RS S ©Q Avenidas Novas, Lisbon — Show on ma .3 miles from center 822 reviews
- Travel itineraries are very complex with multiple 0 gaia oisc 2 T e e
O Awesome: 9+ 27 3 people are looking right now

LU ELERL I Booked 7 times in the last 24 hours

suppliers and intermediaries, which could make it

hard for Amazon to live up to the standard of
customer service that it delivers in other categories. ey
See our last available rooms >

» Experiential travel a stumbling block — Amazon is
good at selling a lot of items, but with travel, many
customers want a unique experience.

Source: Amazon.com Website, Skift Research as of November 2018.



Amazon as a Direct Travel Competitor: Strengths

Amazon Prime Membership Base
* Fees give a cash cushion to offer products at lower profit margin than otherwise possible.

* Prime gives Amazon an opportunity to interact with customers via daily transactions, an advantage over
others which only receive consideration when user is shopping for travel, a low frequency purchase.

$M Amazon Prime Revenue

$12,174
$12,000
$11,031
100M+ Prime Members
9,900
$10,000 3
$8.842
$8,000 $7.890
' $7.063
$6,396
$6,000 $5.814
$4,000
$2,000
$-
Q4 2016 Q12017 Q2 2017 Q32017 Q4 2017 Q12018 Q2 2018 Q32018

Source: Skift Research, company filings as of September 30, 2018.



Amazon as a Direct Travel Competitor: Strengths (Cont’'d)

Direct Online Traffic Advantage

«  Amazon generates 79% of its U.S. website traffic from free (direct or organic search) sources versus 66%
at Expedia and 60% at Booking.com. This creates a significantly cheaper cost of customer acquisition.

« Booking Group and Expedia are the two largest travel marketers in the world, each spending about a
third of revenues on advertising each year.

Direct and Organic Search as a % of U.S. Site Traffic

84% _
=O=Expedia.com
79%
80% =0=Booking.com

76% =0=Amazon.com
72%
68% 66%

o——O’O"J\ O
64%
6W —s —— 60%

60%

56%

52% 50%
naa &/ ) SimilarWeb

48%
Apr-16 Jul-16 Oct-16 Jan-17 Apr-17 Jul-17 Oct-17 Jan-18 Apr-18

Source: Skift Research, SimilarWeb as of May, 2018.



Amazon as a Direct Travel Competitor: Weaknesses

Amazon lacks supplier relationships and travel domain expertise

* Incumbent online travel agencies list hundreds of thousands of accommodations and still have room to
expand. Booking Holdings and Expedia Group are driving hard to grow their supply even further.

« Even the largest and wealthiest companies in the world (e.g. Amazon, Google) would need to invest vast
amounts of time and money to replicate existing online booking site supply from scratch.

Online Travel Agency Property Inventory

2,400,000
+40% YoY
2,100,000 B Expedia Group 2,065,000
B Booking Holdings
1,800,000
1,500,000
1,200,000 +799% Yoy
895,000
e +47% YoY
600,000 595,000 +12% YoY
| 430,000
300,000

All Properties Traditional Accommodations Only
Source: Skift Research, company filings as of September 30, 2018.




Amazon as a Direct Travel Competitor: Weaknesses (Cont’d)

Consumers may not be willing to trust Amazon with travel purchases yet

« There is a high threshold for trust that any travel brand must establish before customers will book with it.
Our survey data indicates that many consumers would be skeptical of an Amazon travel offering.

« Amazon does a good job of refunding defective merchandise, but if something goes wrong on a trip,
travelers cannot get the vacation time back, even if they receive a monetary refund.

Amazon Faces Hurdles in Building Customer Trust for Travel

How likely would you be to purchase some or all parts of your future travel on Amazon (e.g. flights, hotels, or activities), if it
was offered

Very Likely 119%

Likely 10%

Neutral

21%

Unlikely 16%

Very Unlikely 42%

5% 10% 15% 20% 25% 30% 35% 40% 45%
Source: Skift Research Survey of US. Consumers, N =1,003. Data as of May 2018.



Amazon as a Direct Travel Competitor

But our survey data is not all bad news...

 Though the general public is broadly skeptical of an Amazon travel offering, Millennials are the age
demographic most likely to trust Amazon.

* This is a potential tailwind as that generation ages into peak spending power.

Younger Generations, Especially Millennials, Show Greatest Potential for Amazon in Travel
Very Likely or Likely to Purchase Travel on Amazon, by Age Demographic
35%

309%
30%

25%

25%
21%
20% 19% 19%
15%
O,
10% 9%
. l
65+

18-24 25-34 35-44 45-54 55-64

Source: Skift Research Survey of U.S. Consumers, N =1,003. Data as of May 2018.




Concluding Thoughts on Amazon as a Competitor

First party competition poses a great threat to the online booking sites, not suppliers

« Realistically, Amazon would only be able to capture a small share of the travel market, perhaps less than
10%, in the short term.

« However, Amazon is known to be fiercely competitive on price and is willing to run new businesses at a
loss to gain share, which could put pressure on booking site commissions.

o Even a 0.5% change in effective take rates would cost the big-two OTAs $1 billion in revenues.
o A more competitive commission environment would be a boon to hotels and other travel suppliers.

Amazon likely would buy or partner rather than build

« If Amazon were to try its hand at travel again, we suspect it would likely buy its way into the business or
go the partnership route.

« Amazon has the cash means to acquire a major travel player, though it would be costly.

Could Amazon build a review / metasearch platform?

« Amazon could use the approach it takes in vehicles, where rather than sell directly, it has a “research
destination” with prices and specifications. Substituting cars for travel destinations would effectively
create a metasearch competitor to TripAdvisor.

« Similar to travel, cars are a high-ticket, low-volume purchase that involve extensive consumer research.

« A comparison platform would also allow Amazon to better sell ancillary products they already carry, such
as luggage or guidebooks, and create further opportunities for advertising partnerships.

Source: Skift Research, company filings as of November 2018.



Amazon Creates Opportunities for Travel Businesses: Ads

Amazon has stealthily built one of the
world’s largest advertising businesses

« Amazon now runs a larger advertising business than
Twitter, Snapchat, or Criteo.

« Amazon has detailed (re-)targeting info, given the
transactional nature of its core business.

» Travel is one of the largest advertising industries in
the world, making it increasingly beholden to the
online power of Google and Facebook.

* The entrance of Amazon into the online advertising
world could help travel break free of the GOOG/FB
duopoly

* The introduction of additional inventory should help
drive down cost-per-click (CPC) prices.

+ However, most Amazon ads today are optimized for
transactions on its own platform. There is still limited
inventory for brand ads or referral traffic.

Source: Skift Research, respective Company Filings. Data as of May 2018.

Amazon, though still small, is emerging as a challenger to Google

and Facebook. Is the enemy of my enemy, my friend?

Trailing 12M Ad Revenue, $B
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Amazon Creates Opportunities for Travel Businesses: Voice

« Speech recognition now meets conversational thresholds, presaging an explosion of nhew use cases.

« Americans are growing familiar with voice assistants in their phones, but stand-alone device use is rarer.

« Amazon has leading market share in the voice speaker

U.S. Voice Enabled Speaker User Share, 2017

Other, 6%
50%
Google 40%
Home, 24%
30%
20%

109
AMmazon
Echo, 71%

0%

Source: eMarketer as of 2017 (Ihs), Pew Research Center as of December 2017 (rhs).

category.

Adoption of Voice Technology Gaining Pace

they have ever used...

46%

Voice
assistants

% of U.S. adults who say

% of U.S. adults who use voice

assistants on...

42%

14%
8%

SmartphoneComputer or Stand-alone
tablet device

3%
]

Other
device



Smart Device Use Cases Extend Beyond Voice and Across
Many Travel Segments

Hotels

« Customer-facing experiments with smart devices include in-room Alexa devices, smartphone-based
locks, and smart thermostats that automatically adjust to loyalty member preferences.

 From a back-of-the-house perspective, pilots with smart devices have allowed staff to request room
specific maintenance or communicate among team members, for example.

Alternative Accommodations

« Smart doorbells can help with guest check in and eliminate the need for inconvenient key exchanges
(Amazon owns smart home security company, Ring).

- Virtual guidebooks and/or concierge services can mimic some hotel front-desk functionalities.

- Sound recorders alert rental home owners to unauthorized parties, extra guests, and/or property curfew
violations based on volume.

Challenges
« How will hospitality and tech companies assure guest privacy and overcome the “ickiness” factor?

« Who owns the data that these devices generate? Is it the tech or hospitality company (reminiscent of OTA
versus hotel conflicts)? What about guests’ rights to their own data?

« Will these smart devices create true innovation, or will they wind up just being the next in-room iPod
docking station?

Source: Skift Research, company filings as of November 2018.



Smart Devices Need to be Designhed for Hospitality
Enterprises; Experiments Will Help Pinpoint Needs

Who's experimenting with Alexa?

= A\arrioft =

INTERNATIONAL ) Alexa for Hospitality

Memorable Exg tes. Better Service. Just Ask.

Request an invite to get started

" Bw
E Best@tem, M

Hotels & Resorts

v DREeadm

HOTELS

“We're eager to learn how guests interact with Alexa — and what hotel amenities they request by asking Alexa,” Hsieh said. “In terms of connecting Alexa
for Hospitality with our loyalty programs, or future tie-ins between our loyalty programs and Amazon Prime, we can’t speculate, but we are excited for our
guests to experience Alexa in-room.”

-Jennifer Hsieh, Vice President of Customer Experience Innovation for Marriott International
Amazon Wades Into Travel as Hotels Turn to Alexa in Rooms, Skift.com, June 19, 2018

Source: Skift, Company Filings and Press Releases as of June 2018.
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