Delta Plans to Streamline Fare System
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elta Air Lines plans to start today a sweeping program to streamline its fare system, capping economy-class fares at $499 each way and eliminating the mandatory Saturday night stay.

While many low-fare companies already charge less than $499 for their highest-priced tickets, the Delta program is the most extensive fare adjustment by a traditional airline since a similar effort by American Airlines in 1992.

As with American's program, which was abandoned amid pressure from competitors to raise fares, word of Delta's plans drew criticism. 

Yesterday, Northwest Airlines said such a program could "immediately adversely and significantly affect" revenue in the industry, which has lost $30 billion since 2000.

But Paul G. Matsen, a Delta senior vice president and the airline's chief marketing officer, said Delta did not care if its major rivals followed suit. "This was designed as a Delta solution," he said. "We're not trying to impose an industry solution." 

In fact, the fare program, which takes effect today, is a gamble for Delta, the nation's third-biggest airline behind American and United. Last fall, Delta averted bankruptcy only after its pilots agreed to $1 billion in concessions. The airline is saddled with $20 billion in debt, and its cash shrank by nearly half in 2004.

Mr. Matsen said Delta anticipated the lower ticket prices when it drafted a revamping plan last September that called for $5 billion in cost cuts through 2006. As part of the plan, Delta plans to cut as many as 7,000 jobs and is closing its hub in Dallas.

The program, called Simplifares, expands a plan the airline put in place last August in Cincinnati. Delta controls more than 90 percent of the flights there, but more than 2,500 passengers a day defected to nearby airports served by low-fare rivals. Since the plan was started in Cincinnati, Delta estimated its business had climbed 30 percent.

Delta's plans were first reported on Sunday by Time magazine.

Under the program, Delta will eliminate dozens of fares and offer only eight - six in coach, two in first class. It will not charge more than $499 each way for an economy-class flight within the 48 contiguous states, or $599 each way for a first-class flight, not including taxes or fees. 

The fares, which represent up to a 50 percent savings on those in effect until today, will also apply to tickets bought the last minute. Delta eliminated the requirement that passengers stay over a Saturday night to get its lowest fares. 

But in a move that may upset some consumers, Delta is joining its rivals in imposing fees of $5 for a ticket bought through its toll-free reservation line or $10 for a ticket bought at the airport, an idea started last summer by Northwest. There are no fees for tickets bought through its Web site.

Even with the caps, Delta's highest fare is $200 more than the highest charged by Southwest, JetBlue and other low-fare rivals, many of which also offer simplified fare structures. 

But Mr. Matsen said that 70 percent of Delta's customers in coach were already paying less than the caps. He said passengers who had already booked tickets at higher fares could get a refund for the difference between their tickets and the lower fares, minus a $50 change fee.
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Delta caps fares, relaxes some rules
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Ailing Delta Air Lines says it is capping and simplifying fares in a bid to improve both its image and its bottom line.
Expanding the "SimpliFares" plan it launched at its Cincinnati hub last year, Delta is capping one-way fares today at $499 in coach and $599 in first class, within the continental United States.

Delta also is ditching its Saturday night stay requirements and reducing the number of fares offered on each route.
The effect on local fliers may be muted. Officials acknowledge that about 70 percent of routes from Delta's Atlanta hub already have coach fares at or below the caps, and no Saturday night rules, because of competitive pressure.

In addition, Delta is adding a $5 fare surcharge for phone bookings and $10 at ticket counters or offices — part of a trend to push customers to Internet bookings, which are much less costly for the company.

The airline is promoting the fare makeover as a bold element of its larger effort to retool after $6 billion in losses since 2001 and a near miss with bankruptcy court last fall.

"It's critical for us to have a fare structure that is right for the customer and that allows us to compete aggressively in the marketplace. This puts us back on the offensive," said marketing chief Paul Matsen. Delta expects the lower fares to reduce revenues initially, but over time customers will reward the airline for a less confusing pricing structure, he said.

Delta is cutting some of its highest fares by more than half. For instance, a last-minute flight from Atlanta to Seattle would have cost $2,335 round-trip, but now will be $998 under the cap.

America West has taken similar steps in Phoenix, as has American Airlines at its Miami hub, but Delta is the first of the old-line carriers to roll them out nationally.

Internet travel guru Terry Trippler said the biggest impact will be in secondary markets where Delta doesn't face discount competition and has charged high premiums for late-notice or midweek travel.

Some industry watchers predict Delta's initiative could lead to wholesale changes among airlines as rivals match the changes.

That will likely boost traffic and bring another round of cost-cutting at struggling carriers, predicted John Kasarda, director of the University of North Carolina's Center for Air Commerce.

"Once they respond in kind, there's no going back," he said.

Delta is announcing the fare restructuring in newspaper ads today. The airline said it expects to spend $10 million to $15 million over the next three months promoting the changes.

Delta says its SimpliFares rollout in Cincinnati boosted local bookings about 30 percent as more travelers flew from the local airport rather than drive to nearby cities served by discounters.

"We believe the whole airline industry will now have to move in this direction," Calyon Securities analyst Ray Neidl said Tuesday. "This will likely hurt revenues in the short run but could be beneficial in the long run."

Some on Wall Street worried that Delta's move could spark a dogfight with its competitors.

"Worst-case industry scenario is a full rollout of lower fares," JPMorgan analyst Jamie Baker said Tuesday in a report to investors. He predicts Delta's changes will pose challenges for AirTran, JetBlue and US Airways, already tottering through its second trip to bankruptcy court.

Most airline shares declined Tuesday in Wall Street trading. AirTran's shares fell 7 percent to $9.92, and Delta's shares dipped 3 percent to $7.31.

