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Abstract

This article addresses the problem of air traffic service (ATS) pricing over a domestic air transportation system
with either private or public ATS providers. In both cases, to take into account feedback effects on the air
transportation market, it is considered that the adopted pricing approaches can be formulated through
optimization problems where an imbedded optimization problem is concerned with the supply of air
transportation (offered seat capacity and tariffs for each connection). Under mild assumptions in both
situations the whole problem can be reformulated as a mathematical program with linear objective function
and quadratic constraints. A numerical application is performed to compare both pricing schemes when
different levels of taxes are applied to air carriers and passengers.
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1. Introduction

During the last decades, many studies in the field of Operations Research have been dedicated
to the air transport sector by considering problems of planning, operation and pricing. In
general, these studies consider the immediate effects of the decisions without taking into
account indirect effects such as feedbacks which can be set up between the various actors of
air transport. This has led to strategies which on the long term revealed to be largely
suboptimal due to the unexpected reaction of other involved economic agents [1,2]. Thus, in
this study a global approach including air traffic control, airports, airlines and passengers is
developed for the pricing of the air navigation services as well as airport services considered
as a whole as Air Traffic Services (ATS). The main ATS charges (en-route, approach and
aerodrome charges) are collected for both air navigation and airport services. These different
charges may also include provisions to reduce nuisances in the vicinity of airports as well as
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other environmental impacts. These charges have been established in general on an empirical
basis to cover broadly ATS costs without taking into consideration the reaction of the
different actors of air transportation (Figure 1).

Here, two new pricing mechanisms are developed according to some fundamental
assumptions:

— the main objective of airlines when defining their air transportation supply is to
maximize their profit over an annual exercise;

— the main objective of a public ATS provider is to promote air transportation measured
in flows of transported passengers while covering their operations costs;

— the main objective of a private ATS provider is to maximize his own profit while taking
into account the profitability of the airline sector.

The revenue of the airlines depends directly of the price of their air tickets rates which
should cover their operating costs which includes beyond fuel, crew and maintenance costs,
their ATS charges. These ATS charges represent today between 10% and 20% of the
operational costs of airlines. Thus, the pricing of ATS services has a global influence on
ticket prices and affects the levels of demand for air transport (transport of passengers and
freight).

In this study is considered the frequent case of a domestic air traffic area, presenting some
international connections, being under the control of a single ATC provider. In general, air
cargo and business aviation represent small shares of air transportation with activity levels
rather inelastic with respect to the variation of ATC charges, so the focus is here on
commercial flights operated by local airlines to transport passengers through the domestic
network of air routes linking the different airports.

The cases where ATS operators are private or public are analyzed and particularized in
this study. In both cases it seems essential to take into account the profit maximization
behavior of the airlines when dimensioning their air transportation service levels (flights with
associated frequencies and capacities) and setting their pricing policy. In order to limit the
complexity of this study, the airlines sectors are considered as a whole without taking into
account competition among them. This leads to the formulation of two-levels nonlinear
optimization problems [3-5] which can be treated using already well established bi-level
programming techniques [6-8].

For many high traffic airspaces, ATS pricing has been considered a potential tool to cope
with saturation [9]. Recently, research studies considering the modulation of air navigation
charges to cope with capacity and peak-loading pricing through a bi-level approach have
been published, [10-12], where short term feedback effects between the ATS pricing and the
airlines demand for ATS services are analyzed. Using a general bi-level pricing scheme [13],
other studies have introduced the network dimension of ATS pricing, [14,15].

Optimization of ATS providers’ fees
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In the present study, the adopted long term analysis allows to introduce a third decision
level which takes into account the final users (i.e. the passengers) reaction to ATS charges
through their demand function.

2. Current pricing practice for ATC/ATM
Air navigation services (ATC/ATS service providers) finance in general their activities by
charging airlines using their airspace. OACI publishes periodically updated general guidelines
for pricing, [16]. The air navigation charges represent a significant portion of the cost of a flight
for an airline [17], which has to increase ticket prices to cover them. These charges often
represent between 10% and 20% of the cost of a flight, [18]. The Chicago Convention of 1947
which founded ICAO, has given the basis of the current charging systems for air navigation
services. A detailed formula for the calculation of air traffic charges was not proposed at that
time, but it was recommended to the states to establish a method to calculate the amount of
charges to cover the costs of using specialized manpower and equipment (computers, radars
and communication systems) to ensure the safety of air traffic. Different charges are collected
today for air navigation (route, approach and aerodrome charges) and other airport services.

In the case of Europe, in the context of the Single European Sky operation [19], the central
office for en-route charges (CRCO) of Eurocontrol is in charge of computing and collecting the
charges paid by airspace users and of reassigning them to member countries traffic services.
The following empirical formula has been used to compute the charges R; received by each
state from a given flight:

D; M

R =Ti05"\ 50 @

where 7 is the number of considered states, 7; is the unit rate adopted by state 7, D; is
the distance flown in kilometers by that flight in the airspace of the state 7, and M is the
maximum take-off weight in tons of the aircraft used in that flight. This unit rate varies in
European countries from 22 (Ireland) to 90 (Belgium) Euros.

In United States, the Federal budget covers all operations and investment costs related
with ATS/ATM since there are today no effective fees or charges for the users of the US
airspace. The airspace and its resources are free for any plane of any size that conforms to the
Federal Administration rules [20]. However, the air tickets comprise a set of taxes related with
this use and which are collected by airlines. The exception is with flights that transit the US
controlled airspace without departing or landing in United States. In that case the overflight
charges consider different rates for the en-route and oceanic components of a flight. Different
rates expressed per 100 nautical miles measured along the great circle distance between the
entry and the exit points in the US-controlled airspace are applied. The charges are calculated
with the formula which does not consider the mass or size of the aircraft:

R; = r * DE;/100 + 7o * OD,; /100 @

where Rjj is the total fee charged to aircraft flying between entry point 7 and exit point j,
DE;; is the total distance flown through each segment of en-route airspace between entry
point 7 and exit point 7, DO;; is the total distance flown through each segment of oceanic
airspace between entry point ¢ and exit point j, 7z and 7o are the en-route and oceanic
rates, respectively around 60 and 25 US$. The FAA review these rates at least once every
two years and adjust them to reflect the current cost and volume of the services provided.

With the perspective of privatization of air navigation services in United States, a system of
charges should be implemented for all users of the US airspace. Given the monopolistic nature
of air navigation services, its charges should be regulated in order to avoid unfair pricing and
to allow aviation users to pay the cost of the services to the air navigation service provider.



From the above it appears that the current practice to establish charges for air navigation
services does not take into account important factors related with the offer and the demand
for air transportation:

— the structure of the operated air traffic network as a whole or with respect to each
airline,

— the influence of air navigation charges on ticket fares and the level and structure of
demand.

To take into account these two factors, in this study it is considered that the pricing approach
adopted by public ATS providers can be formulated as an optimization problem through a bi-
level optimization structure. This approach allows the consideration of the interactions between
the different economic agents involved in air transportation. Then, reactive levels for supply by
the airline companies and for demand by users as a result of the variation of ATS charges and
air tickets prices can be taken into account when defining the air navigation charges.

3. Definitions and assumptions

Let Ube the set of local connections and let £ be the set of international connections. Let x,, be
the mean price for a seat on local connection # € U and let z, be the mean price of a seat on an
international connectione € E. Then the potential demands for local connections # € U are
supposed to be given by d, = D,(z, f) where £, is the annual flow of aircraft on local

connection «. Here D, is a demand function which is supposed to be of class C* from (R*)Z‘ ul

to R where marginal variations of frequency and prices parameters are such that:
forueU : 9D, /dn, <0, forveU, v#u : dD,/dr, >0and |0D, /dxr,| >> dD,/dx, (1-a)
forueU :9D,/0f, >0, forveU,v+#u:dD,/df,<0anddD,/df, >> |0D,/df,|) (1-b)

The potential demands on international connections ¢ € E' are supposed to be given by
d, = D,(,, f,) where D, is supposed to be a C* function from (R*)* to R* where:

oD, /x, <0and 6D, /df, >0 (2-2)

It is also supposed that the fields (D,, # € U) and (D,, ¢ € E) are invertible with respect to
(my,u€ U)and (7., e € E). Let ¢, be the satisfied demand for local connection # € U and let
¢, be the satisfied demand on international connection ¢ € E, they should meet capacity and
potential demand constraints given in equation (3):

¢u < min{Ku ‘fltaDu (Eni)} and ¢e < min{Ke ‘fea De(”ea f)e} (3)

where K, is the mean seat capacity of flights on local connection #, , is the annual flow of
aircraft and K, is the mean seat capacity of flights on international connection e.

Let us define here different parameters to allow the quantification of the annual revenue of
the ATS provider and the airline sector:

— Let v, be the ATS fee applied on a flight operating the local connection # € U and v, be
the ATS fee applied on flights operating the international connectionse € E.

— Let Cﬁ 15 be the fixed cost associated with ATS in the considered area, o, be the variable
average cost associated with ATS for a local connection # € U and o, be the variable
average cost associated with ATS for an international connectione € E.

— Let Ay be the tax rate applied to the users of air transport on local connection # € U and
let a;ne be the part of this tax transferred to the ATS providers.
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— Let Az be the tax rate applied to the users of international flights along ¢ € E and a,,; be
the part of this tax transferred to the ATS providers.

The annual economic return for the ATS operators, R4 7s, is then given by:

RATS - Z((Uu - Gu)fu + aint/lU(puﬂu) + Z((Ue - Ge)fe + aext/lE(pg”e) - C,IL;TS (4)

uelU eell

Let Cg 1.5 be the fixed cost of the airlines sector operating U and a part of E, let ¢, be the
average operating cost for a flight along connection # € U and c, be the average operating
cost for a flight along connectione € E. Then, the annual economic return for the airlines
sector, R4y s, 1S given by:

Rars = Z(”u(l —A0)$, — (cu +vi)fu) +/’l'2(ﬂe(1 =), — (¢ +v.)fe) — CgLS ®)
eeE

uelU

where p € [0, 1] is the proportion of international traffic operated by local airlines. Given the
total fleet of aircraft, the adopted theoretical fleet capacity for network U, Fy;, is such as for
any frequency distribution {f,, #€ U}:

> Lfu<Fy 6)

uelU

where L, is the block time associated to connection # € U.

4. ATS pricing through multi-level approach

In this study it is considered that the definition of ATS charges must take into account the
reaction of the airlines sector since these charges constitute a noticeable part of their
operational costs. In the case of a public ATS provider, the final objective when fixing ATS
charges is supposed to be the maximization of the total volume of passenger flows while
considering the maximizing profit behavior of the airline sector and insuring budget
equilibrium for the ATS provider. The main objective of a private ATS provider is in general
to maximize its profit while providing acceptable conditions to the airlines sector to continue
or develop its air transport activity. Here it is supposed that international flights f, € £
are fixed by international agreements while z, € E are fixed by the international market.
Once the ATS fees (v,, u€ U, v,, e € E) have been fixed, the airlines sector is supposed
to fix his air transport supply to solve the following domestic problem with respect to

{(¢u, mus fu), u€ U}

max Z(ﬂu¢u - ((Cu + Vu) u) (7)
[N wel
with
0<¢, <K, fu ¢,<D(z,flueU ®)
uel;

and 7,20, fu,20uelU (10)

Let ¢ (v), 2" (v), ]_‘* (v) be the solution of the above problem, then this solution will be
profitable for the airline sector if:



SOE (= 20) 6, — (et 0)F) + S (w1 = 26), — (6 +0)F) — Chyg>0 (1)
eel

uelU

In the case of a public ATS provider, the problem of optimization of the pricing of ATS can be
formulated in the following way:

maxy () + ) ¢ (12)
“ uel eek
with:
Rirs(¢"@). £ (), v) 2 Ry 13)
Rus(2' (). £ W), ¢ (). v) 2R3y a9
and v, 20 uelU (15)

where R7% is the minimum acceptable economic return for the ATS operator and R7I is the
minimum acceptable economic result for the airlines sector.

In this study, constraints on the economic result of the international airline companies are
not considered. It is also supposed that ATS/ATM costs remain lower than a certain
percentage of the revenue on an international connection:

vfo < Q1. withO <n, <le€ekE (16)

In the case of a private ATS provider, the problem of optimization of the pricing of ATS can
be formulated in the following way:

maxRrs(9' (). £ ). v) a7

with:
Rus(2' @), /'), '), v) 2R3 8)

and
v>20 uelU (19)

where R is the minimum acceptable economic result for the airlines sector. In this case,
v,,e € E are such as:

vfe =n,9,m, with0 <y, <leek (20)

In both cases, the ATS pricing problem configure a bi-level optimization problem, where the
leader is the ATS supplier and the follower is the airlines sector. This leads to the two-level
scheme:

5. Air transport supply optimization by the airlines sector
If it is supposed that on each link supply is not chosen superior to potential demand,
conditions (8) can be rewritten as:

¢, =K, fandK, f, < D,(z, flueU (21)
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ACI since any overcapacity over a link will be an additional cost for the airlines and then the

17.1 effective transported flow along link # will be equal to the offered capacity on that link. Then
’ the airlines sector problem (7)—(10) can be rewritten as:
max Z(”u[(u - (Cu + I/u))f;t (22)
Tufu uelU
96 under constraints (9), (10) and (21).

It appears that for any given feasible frequency distribution, maximizing the profit of the
airlines sector will lead to increase 7, on each link. According to properties (1—a) and (1—b) of
the demand functions, this will lead to a diminution of demand which will end when:

Kufu :Dl¢(£7 .Z) uel (23)

Then, here it is considered that an efficient behavior for airlines will be to provide a supply no
greater than the expected demand while all expected profitable demand should be satisfied.
This leads to the equilibrium conditions:

¢u:Ku'fu:Du(E7,i)quU (24)

Considering the invertibility property of (D,, u € U) with respect to (7, u € U), from (24), a
bijective mapping F from z € RIV! to f € RIYI can be defined, so that:

f=F(z)and¢ = K-F(x) (25)

where K = diag{K,,---, Ky }.
Then problem (7)—(10) is replaced by:

max (7y Ky — (Cu + i) )Fu(m) (26)
myuel U
under
uelU
and
7,20 uelU (28)

In this study we consider particularly the case in which F'is an affine function with respect to
zsuch as:

Fz)=/fy —®z 29)

where @ is a square matrix of dimensions |U]|.
Then we get for the airlines sector the following linear quadratic optimization problem:

max #'Qz + Pz + RwithS' 7> Tandz € (R+)"' (30)

7 uelU

where
Q=K®,P=—(0'(c+v)+Kfp),

t t (31)
R=(c+v)fo,S=®LandT =L @z



Problem (30) is a linear quadratic problem which can be numerically solved easily by using
algorithms such as [22,23]. However, adopting some rather credible assumptions, the
solution of this problem can be turned analytic. For instance, taking into account relations
(1-a):

®,, >0vVuelU, ®,<0and|®,| << ®,Vu, velU, u#v (32)
and considering that K is a diagonal matrix, it is expected that matrix €° given by

@ = (Q+ Q) /2 will be a definite positive symmetric matrix. Here it is also useful to
assume that:

®,,L, > thva vueU (33)
v#U

so that Sis a positive vector and that:

Fy>Lfy (34)

Then S is a positive vector and 7 is a positive scalar see (27), (29), so that the capacity
constraint vanishes and the solution of problem (30) is given by:

e _%(Qs)_lg (35)
or
=000+ K6)

6. Optimal mean ticket rates by the airlines sector
Now assuming that the whole airlines sector adopts as reference price a mean ticket rate per
flown hour p, so ticket rates are defined such as:

m,=Lp ueU (37
problem (26)—(28) can be rewritten as a scalar optimization problem:
max &(v,p) under h(p) <Fy (38)
eR+
where:
g, p) =p-L'K-F(L-p)andh(p) = L'-F(L-p) (39)

In the case in which F'is an affine function, see relation (29), and that ® is such as (32) then the
optimization criteria of problem (38) becomes:

max ap’ +pp+y, p=6 (40)
with
a=-LK®L, p=—(LKfy + (c+v)®L) (41)

and
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=—(c+v)fo. 6= (L'fo—Fy)/(L'®L) 42)

Since o is expected to have a negative value, the general solution of this problem is given by:

b —max{é Tf} 43)

Or

(44)

(Lfo—F) (LEfo +(c+ z>‘d>é>}

b= max{ oL ' 2lKoL

Then, the ATS fees will have an influence on the transportation fares chosen by the airlines
sector if the maximum of (44) is given by the second term, this can be written:

V®L>e 45)
with

e=L"

L'K®L L'K®L

2=———— —2=—Z=F,; —d®oL 46

( L'oL >f° LoL ' 7" 4o
The optimal ticket rate p* is given in that case by:

P =po+pv (47)
with
Lt ((I)L)t

K‘fi + q)tg) andg = m

SLKOL ( (48)

bo =

and the optimal frequencies and expected demand are given by:

f(v)=g -G, vand¢ (v) = Kf (1) (49)
with
g =Jfo —p®Land G, = OLp' (50)
The optimal frequency and expected demand are such as:
x oLL oL
= ——Fyand¢ =K 51
£ = (1= T Vo + o Fandd” K7 61

7. Pricing of ATS with a public supplier

Here it is supposed that the market conditions for international connections are already
established so that their economic return for the airlines sector and the ATS provider are
already known. According to relations (12)—(15), when considering that condition (45) holds,
the problem of optimization solved by the public ATS provider to choose a level for the ATS
fees such as demand is promoted can be rewritten under the form:



minK'G, v (52)

with the constraints:

U'Nro+Mypv+2r20 (53)
UNav+Myv+2420 (54)
V>0 YuelU (55)

where
NT = 7Gy + aintﬂUGZK[_’et>
MT = (1 - amin/’{UELtK)g; + Gf,(g + aintAUKLpO)

2T = Z((Ue - Ge)fe + aext/lE(ﬁeﬂe) - CETS - aintlUL[Ké_f; - th; - RK;}S (97)

eek
NA = (1 — (1 — /‘LU)EtLtK)GU,
My = (1—Ay)L'K(gp' — pKG,) + (G, — g

21 =((1=)pL'K =) -gy +u-Y (71 = A)d,
ek (59)
— (ce +vo)fe) — Cls — RA

In general, N is definite negative, whereas N4 is definite negative. Solution methods can be
found in [21,22].

Figure 2 illustrates the two-dimensional case (two air links operated in a single sector of air
traffic control) (Figure 3):

The feasible region is represented by the area which is the intersection of the profitability
areas of the airlines sector (ALS) and of the ATS (ATC). Here the demand level lines are
straight lines parallel to A, whereas the optimal solution is at point A.

In the case in which the solution of (52)—(55) does not satisfy condition (45), the volume of
demand is fixed and given by (51). Then the optimum problem reduces to finding a feasible
solution to the linear set of constraints with respect to v given by:

f U+ (amt/?.UZ(buﬂu (7 f + Z fe + aw(t/llizq5 ﬂe AT.S RE?S) 2 0

uelU

(60)

<ZpL 1-y)- —c f +u- Z(ﬂel—ﬂEQS

uelU cek (61)
— (e +v)fe) — Clps — R‘)fi“g) >0
V®L<e 62)

with (55) where p” is given by (44) f nd ¢ are given by (51).
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Figure 2.
Solution for public
ATS supplier (bi-
dimensional case).

Figure 3.

Solution for private
ATS supplier (bi-
dimensional case).
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Now considering that ATS fees are established on a flown time basis, an ATS rate per flown

hour v can be introduced such as:
vy=L,ouelU

which is solution when (45) is satisfied of the scalar optimization problem:

minK'G, Lv

vERT

under the constraints:

(L'N7L)? + (ML) + 27 >0
(L'NaL)? + (ML) + 24 >0

(L'oLyw>e

(63)

64)

(65)
(66)
67)

If the feasible set associated to constraints (65)—(67) is empty, the ATS supplier can adopt the

solution of the scalar optimization problem:

under the constraint

68)



v'®L<e (69)
with (44) where p” is given by (51), f " and Q* are given by (51).
8. Pricing of ATS with a private supplier

According to relations (17)—(19), considering that condition (35) holds, the problem of
optimization solved by the public ATS provider can be rewritten under the form:

max o' Npv+Mpv+2r (70)
EE(RJr)\U\
under the constraints:
UNsv+Myv+24>0 (71)
(L'dLw>e (72)

Here also, solution methods can be found in [21,22].

The feasible region is represented by the area which is the intersection of the profitability
areas of the airlines sector (ALS) and of the ATS (ATC). Here the demand level lines are not
represented, the profit level lines are parameterized by the profit level, whereas the optimal
solution is at point B. If the feasible set associated to constraints (57) and (58) is empty, the
ATS supplier can adopt the solution of the scalar optimization problem (68), (69) with (55)

where p* is given by (44) while ! *and f are given by (51).
Here also, if we are interested in the ATS rate per flown hour v, the problem of optimization
solved by the public ATS provider can be rewritten under the scalar form:

maxm (Lt NT L)UQ + (MT L)U +zr (73)
ve®H)Y -
under the constraints:

(L'NAL)Y + (Ma LYo + 2420 (74)

(L'®Lyw>e (75)

9. General solution algorithm

The problem considered in Section 5 with a linear criterion and quadratic constraints can be
considered to be a special case of a non convex linear program with LMI constraints [23] such
as:

min c’zunderM*(z) >0 and, M?(z) >0 (76)
where ¢ € R™ is given and where:

M(z) =M+ zM j=1,2 (77)

=1

]Wf i, 1 =0tom, j =1, 2 are symmetric matrices.
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Observe also that problem (70)—(72) can be rewritten in this formalism by replacing (70) by:
max wwitho' Ny v + Moyv + 20 —w>0 78

where w is the level of the objective function.

General non convex problem (76) and (77) can be solved through an ellipsoid algorithm
which has been developed in the field of LMI's [24]. At start it is supposed that an ellipsoid £,
in R™ contains the feasible set and hence the optimal solution. A cutting plane crossing the
center z.(0) of this ellipsoid is chosen so that the optimal solution lies in one of the half spaces
of R™ given by:

{z€R™: 1(0)'(z —2.(0) <0} (79)

where v(0) is a non zero vector of R”. Then an ellipsoid £; with minimum generalized volume
and containing the half ellipsoid given by:

Eyn{zeR" : 1(0)'(z —2,(0))} (80)

is constructed. The size of this ellipsoid is smaller than the one of the previous ellipsoid and
contains the solution. This process can be repeated until a required accuracy is achieved.
Given an ellipsoid £}, given by:

{(zeR": (2 —2(k) A (@ - 2(k) <1} 81

where A; is a symmetric definite positive matrix, the minimum volume ellipsoid Ej 4
containing the half ellipsoid:

Eyn{zeR" : u(k)'(z—z.(k) <0} (82)
is given by
(feR": =z (k+ 1) A7 -2 (k+ 1) <1} )
where:
1
z(k+1) =z (k) - mAkW_k (84)
%:%/\/%Ak% (85)
and
m? 2
A= (Ak -2 lAk@MtkAk> 86)

Then considering at step & a point v, in R”, two cases can be considered:
— either M! (¥,) =0and M 2 (,) <0, in that case one takes v, = c and the half space:
{zeR™: y(z-y,) >0} (87)

can be deleted since there ¢’z = g’yk and points z cannot be solution of the optimization
problem.



—orM! (¥,) <Oor M 2y ,) > 0, there exists a non zero vector « of K" such that according

to the case:

u' (M} +Z§iﬂ4il) <Oor@t(Mg+Z.§,-]W{) >0 88)
=1 i=1
then choosing:
vy = —u'Mu, i =1tom (89)

we have for every z € R such that v/}, (z — gk) >0
UM @)u = u' M (y,)u — vz —y,) < Ooru' M*(2)u = u'M>(y,)u — vz — 1) >0
(90)

The feasible set will be in the half space:
{zeR": Uz -,(0)) <0} 91)

and v, allows to define the cutting plane at point v,. Then the whole process is repeated until
the size of the ellipsoid becomes sufficiently small to insure accuracy of the solution. It can be
shown [5] that convergence is exponential.

10. Numerical application
To illustrate the proposed approach, we consider the case of the air traffic area represented in
Figure 4.

Table 1 provide the adopted values for the main parameters of the considered air traffic
network:
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Figure 4.
The considered air
traffic network.

Link u 1 2 3 4 5 6 7

Table 1.
L, (hours) 2 1 1 2 1 1 2 Adopted values for air
K, (seats) 100 100 100 100 100 100 200 links delays, capacity

Cu (Euros) 8000 4000 4000 8000 4000 4000 16000

and costs.




ACI
17,1

104

Table 2.
Pricing results for the
public ATS case.

Here demand is supposed to depend only on the average price of tickets. Relation (92)
display the average daily demand for each link.

71007 [0.010 0.000 0.000 0.000 0.000 0.000 0.00007 [ 7]

80 0.000 0.010 0.000 0.000 0.000 0.000 0.000 | |

60 0.000 0.000 0.013 0.000 0.000 0.000 0.000 | |
D()={100| —0.000 0000 0.000 0.012 0.000 0.000 0.000 | || (92)

40 0.000 0.000 0.000 0.000 0.0012 0.000 0.000 | | 75

70 0.000 0.000 0.000 0.000 0.000 0.010 0.000 | |

1120 [0.000 0.000 0.000 0.000 0.000 0.000 0.007 | | |

Ch s = 85000, R = 130000, C%, ¢ = 1020000, R™", = 1550000

Minimum returns for the ATS and the ALS have been taken equal to 1550 000 Euros and 130
000 Euros respectively while fixed costs for ATS and ALS have been taken equal to 85 000
Euros and 1 020 000 Euros respectively.

Tables 2 and 3 displays the obtained results for different values of 6, and A given in %,
unit for the ATS service rate v is Euros per flight hour, units for mean tickets prices z; are
Euros. Decreases of fuel costs and other expenses which are included in Cf; s and C . have
been considered allowing to introduce higher levels for RTi% and Ri%,. With the following
values, CﬁTS = 82000Euros,}€2fi}lS = 132000 Euros, Cﬁ s = 1000000Euros,R;‘fiL“S = 1560000
Euros, the resulting pricings are given in Table 4 and 5.

11. Discussion of the results

In all the considered numerical cases, the adopted solution algorithm (Section 9) produced the
optimal solution in a reduced number of iterations. This has allowed to consider large range of
variations for the average ATS costs (6) and for airlines tax rate (A) while sensitivity analysis
with respect to other relevant parameters could be performed. A global view of prices at the
network level is obtained which is of interest for both the ATS and the airlines sector. In the
considered demand structure (relation 92) no competition has been introduced between
destinations but this situation could have been tackled easily by the proposed approach. In

[ A v m b2 3 Ty 5 g .24

20 0.10 108.06 216.12 108.06 108.06 216.12 108.06 108.06 216.12
0.15 105.14 210.28 105.14 105.14 210.28 105.14 105.14 210.28
0.20 102.22 204.44 102.22 102.22 204.44 102.22 102.22 204.44

0.25 99.3 198.6 99.3 99.3 198.6 99.3 99.3 198.6
30 0.10 118 236 118 118 236 118 118 236
0.15 115 230 115 115 230 115 115 230
0.20 112 224 112 112 224 112 112 224
0.25 109 218 109 109 218 109 109 218
40 0.10 128 256 128 128 256 128 128 256
0.15 125 250 125 125 250 125 125 250
0.20 122 244 122 122 244 122 122 244
0.25 119 238 119 119 238 119 119 238
50 0.10 138 276 138 138 276 138 138 276
0.15 135 270 135 135 270 135 135 270
0.20 132 264 132 132 264 132 132 264
0.25 129 258 129 129 258 129 129 258




Pricing

) A v m o 3 Ty 5 6 .7 <
20 0.10 136.5 273 136.5 136.5 273 136.5 136.5 273 SChemeS fOr amr
0.15 142 284 142 142 284 142 142 284 trafflC SErvices
0.20 149 298 149 149 298 149 149 298
0.25 155 310 155 155 310 155 155 310
30 0.10 136.5 273 136.5 136.5 273 136.5 136.5 273
0.15 142 284 142 142 284 142 142 284
020 149 208 149 149 208 149 149 208 105
0.25 155 310 155 155 310 155 155 310
40 0.10 136.5 273 136.5 136.5 273 136.5 136.5 273
0.15 142 284 142 142 284 142 142 284
0.20 149 298 149 149 298 149 149 298
0.25 155 310 155 155 310 155 155 310
50 0.10 1365 273 1365 1365 273 1365 1365 273 Table 3.
0.15 142 284 142 142 284 142 142 284  Pricing results for the
0.20 149 298 149 149 298 149 149 298 private ATS case in
0.25 155 310 155 155 310 155 155 310 Europe.
) A v m o 3 Ty 5 g 7
20 0.10 107 214 107 107 214 107 107 214
0.15 104 208 104 104 208 104 104 208
0.20 102 204 102 102 204 102 102 204
0.25 9 198 9 9 198 9 929 198
30 0.10 117 234 117 117 234 117 117 234
0.15 114 228 114 114 228 114 114 228
0.20 112 224 112 112 224 112 112 224
0.25 109 218 109 109 218 109 109 218
40 0.10 127 254 127 127 254 127 127 254
0.15 124 248 124 124 248 124 124 248
0.20 122 244 122 122 244 122 122 244
0.25 119 238 119 119 238 119 119 238
50 0.10 137 274 137 137 274 137 137 274
0.15 134 268 134 134 268 134 134 268 Table 4.
0.20 132 264 132 132 264 132 132 264  Pricing results for the
0.25 129 258 129 129 258 129 129 258 public ATS case.
) A v m Ty T3 Ty 5 .13 .7
20 0.10 121 242 121 121 242 121 121 242
0.15 127 254 127 127 254 127 127 254
0.20 134 268 134 134 268 134 134 268
0.25 140 280 140 140 280 140 140 280
30 0.10 121 242 121 121 242 121 121 242
0.15 127 254 127 127 254 127 127 254
0.20 134 268 134 134 268 134 134 268
0.25 140 280 140 140 280 140 140 280
40 0.10 121 242 121 121 242 121 121 242
0.15 127 254 127 127 254 127 127 254
0.20 134 268 134 134 268 134 134 268
0.25 140 280 140 140 280 140 140 280
50 0.10 121 242 121 121 242 121 121 242 Table 5.
0.15 127 254 127 127 254 127 127 254  Pricing results for the
0.20 134 268 134 134 268 134 134 268 private ATS case in
0.25 140 280 140 140 280 140 140 280 Europe.
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the considered numerical case developed in this section, public ATS provides in general
better results for travellers (lower ticket fares) than private ATS, airlines results remain
stable (lower fares compensated by higher demand) while ATS results are lower in the public
case. According to tax levels, fares can be modified (+ or —) up to 15% and demand can be
modified (+ or —) up to 10%. However, adopting different values for the parameters as well as
considering different network structures, could lead to different conclusions.

12. Conclusion
In this article we addressed the complex problem of ATS pricing at network level by
integrating within a new multilevel framework the behavior of the different involved
economic agents. Then, it has been possible to take into account the reactivity of supply by
the airline companies and of demand by users as a result of the variation of ATS charges and
air tickets prices.

The proposed framework allows in particular to tackle the issue of having either a public or a
private ATS provider by introducing differentiated objectives depending of the nature of the
ATS provider and leading to different optimization problems. This has resulted in the
formulation of two different multilevel programming problems with a common lower level
problem associated with the profit maximization behavior of the airline sector. This lower
problem has been tackled on a multidimensional basis. It has been shown that when mean spatial
rates are considered, it is possible under mild assumptions to solve analytically this problem.

The higher problems associated to the behavior of a private or a public ATS provider,
result in quadratic constrained optimization problems which can be easily solved numerically
using a specialized version of the ellipsoid algorithm.

The proposed approach allows for different sets of cost and demand parameters, the
extensive comparison of the optimal solutions in terms of expected aircraft/passengers flows
for the whole network and in terms of economic returns for the ATS provider and the airline
sector.

The complexity of the considered issue has been tackled by designing a multilevel
solution approach which produces, through the successive resolution of reduced numerical
problems, a sound basis for decision by public authorities to pursue efficiency and fairness at
network level for ATS pricing.
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