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Executive Summary
The objective of the project is to apply the concepts of revenue management in real-time in a company in the particular service. The company we have chosen for our study is Naturals Unisex Family Salon which is India’s largest salon chain. For simplicity, we have chosen the particular branch in the Trichy road. We have collected the details of the various services offered, demand, capacity and the pricing for these services from the branch. The questionnaire used for the same is attached in the appendix I. 
In this project we have studied the current revenue management practices if the company has applied any. And tried to incorporate certain revenue management principles like forecasting methods, pricing strategy to maximize the revenue and the allocation of service slots for various revenue classes within a service type through EMSR.

Finally we also have mentioned all the performance measurement variables that need to be reviewed regularly so as to measure the effectiveness of the revenue management.
Background of the company

Naturals, a Pioneer in the concept of Unisex Salons in India, were founded by Mrs. Veena Kumaravel in the year 2000. Naturals Beauty salon is the one that has revolutionized the concept of beauty and styling in days when grooming was limited to nothing other than regular haircuts. Over years, it has grown leaps and bounds to become one of the finest beauty and wellness destinations across South India with over 127 salons in Tamil Nadu, Karnataka, Andhra Pradesh, Kerala, Pondicherry, Mumbai, Kolkata, Bhopal and also in Pune. Today it has become a fast growing Salon Chain with more than 2500+ employees working in company-owned and franchise formats. It has now become a one-stop solution for the exclusive beauty needs of both men and women. Currently, the Salon chain makes a turnover of Rs. 60 crores annually and is likely to close at 90 crores.
The vision of the company is “To Groom India”. Naturals Beauty Salon has grown today to be acknowledged as the industry leader and trend setter for its innovations and uniquely successful operation and service formats. With 127+ salons dotting most of the cities in Southern India and with 4 to 5 more getting operational every month, Naturals is the most-happening chain of salons in the country. The company has two training academies in Bangalore and Chennai. The company is committed to maintain a strong Brand Equity. The company is aiming to touch 3000 salons mark by 2016.

Natural have bagged many awards like the admired salon by Estetica Magazine, Best Franchiser in beauty and wellness by Franchise India, India’s Favorite salon by NDTV Hindu in Lifestyle Award 2011, best salon chain in India by salon International etc., 


For our study, we have taken the Naturals branch in the Tanjore Road which was opened four months ago. This branch provides various services like Hairstyling, Facials, Bridal Make up, and SPA. The branch receives almost 40-50 customers a day. 
Revenue Objective of the company

The company’s Revenue Objective is to increase the revenue by 20% for the next financial year. The company expects a demand growth of 3% for the next financial year based on their market survey. The salon chain is currently making a turnover of Rs. 60 Crores and is targeting to close the current year at Rs. 90 Crores. 
Factors that contribute to Revenue
There are various factors that contribute and affect either directly or indirectly the revenue of the company. The following Fish Bone Diagram gives a picture of various factors.

[image: image1]
In this company, the main and the most important factors that contribute to Revenue are the various services that are being offered and the Price of the various services. The revenue also varies greatly with the demand. The demand for salons are mostly affected by the brand image of the salon and highly influenced by number of loyal customers you can acquire and maintain. External appearance is something which people are more cautious about and hence are highly involved in deciding the salon to get the service. Brand Image and loyalty can largely be gained through service quality that one provides and how much they can make the customers perceive the value and quality in the service provided. Thus revenue can largely be affected through promotions and loyalty programs. With so much demand, it is not possible to get revenue if the service provider does not have enough capacity to provide service. 
The demand and the revenue will also be affected by various seasons like summer, winter. During summer one might to have a specific type of hair cut or skin treatment through Spa and in winter they might want to go for a different hairstyle, facials etc. Also, during special events like birthday parties, corporate meetings, weddings, get-togethers people do go for the parlors to take various services. More people might prefer to go for parlors during holidays, i.e whenever they find free time. So during holidays, special events and particular seasons, the demand for particular services will be more and the service provider needs to make sure that demand is managed properly with enough capacity and realize maximum revenue out of it.
Current Revenue Management Practices

The services provided by the branch is classified under 3 main types and the respective capacity in terms of number of service personnel available and number of customers that can be handled is as follows
	Service Type
	Capacity
	Demand variation
	# of customer can be handled per day

(on avg)

	Hair styling
	5 Women Personnel

3 Men Personnel
	Day of week, time of day and month of year
	40 



	SPA
	5 Personnel
	Day of the week
	45

	Bridal Makeup
	2 Specialist + 2 assistant
	Weekend/Weekdays, Marriage months
	3


The Naturals, Trichy road branch, does not follow any revenue management practices as such. Their pricing strategy is largely a cost plus pricing and Competitor based pricing. And the price is fixed and is not changed often in a year. Generally, every year they revise the price otherwise, if there is any economic condition change, then the company revise their prices and that are normally on an incremental basis.
The price for a particular service is the same irrespective of the demand for that service. In such cases, during peak season, people might be willing to pay more for the same service than during the off-peak season. But this opportunity of gaining more for the same service and with the same capacity during the high demand period is not utilized if the price of the service is fixed. 
The average number of customers in a normal day for Hair styling is around 35 to 40 customers. Generally, the number of customers for Hair styling varies with the month of the year, day of the week and the time of the day as follows.
	
	Peak period(% avg. demand) 
	Shoulder Period ( % avg. demand) 
	Low Period ( % avg. demand) 

	Month 
	December

January

April

May
	30-40%
	
	
	August

September

October
	(10)-(15)%

	Week 
	Saturday

Sunday
	
	Friday
	
	Monday

Tuesday
	

	Day 
	Afternoon–women

Evening - men
	
	
	
	Morning
	


Out of all the service types that are offered, some service type contributes more revenue to the company than the other. 

	Service Type 
	Revenue % 

	Hair styling 

Bridal grooming 

Spa 
	20

35-40

10-15


Revenue Variable and Capacity Constraint
The revenue variable for the company Naturals (Trichy road branch) is the Service slots that the service provider gives for each customer. The revenue realized for each service slot for a customer varies based on the type of service being offered to the customer. 

The ability to serve the demand for the service slot is hugely restricted by the availability of capacity to handle the demand for the service. The capacity here refers to the number of service personnel available in the branch. There will be certain service personnel who can perform any service but there might be personnel who are specialist in one particular service type like hairstyling or facials etc. the service personnel who are specialist in particular service should be available when there is a demand for the service. Otherwise, the branch should be able to divert the demand from peak season to low demand season. Else the opportunity of earning additional revenue will be lost. 

In the Trichy road branch, there are 5 women personnel and 3 men personnel for Hairstyling service. These personnel are all full time employees and average number of customers handled by single personnel in a day is around 5-6. And during peak demand season, the average waiting hours in the lounge before consuming the service is around 20-30 mins. The service time for each slot or customer on an average will take from 40 – 60 min depending on the service type being offered. So when there are too many people demanding the service, since there are only 5+3 service personnel, they might have to turn down some customers who might go the competitor nearby and end up loyal to the competitor or accept more customers which ultimately increase the wait time which in turn brings down the customer satisfaction.
FORECASTING
Need and Level of Forecasting
Every function within a company needs an estimate of what the future will look like as a foundation to build their current plans.

· Marketing people need forecasts to estimate the expected demand that will be generated from their activities; to anticipate which customer segments will be attracted, where products are in their life cycle, and actions needed to be taken and their expected impact.
Salespeople use forecasts to understand what volumes are expected in each period and to evaluate the sales pipeline activity to make sure that it supports those expectations

· Managers in the supply chain use forecasts to make timely purchasing requests, develop production plans, evaluate capacity needs, and develop logistical plans.

· Finance professionals use forecasts to prepare and understand financial plans. They also use them to report to Wall Street about their earnings expectations.

It is difficult to quantify the benefits of forecasting; One way to measure the benefits of forecasting is to see how much would have been lost if the forecast was not accurate. Another way to measure them is how much would have been gained (or saved) with improved forecasts. 

Some very basic questions in a forecasting approach are,
Why do we do this?
What value does it provide?
Can we do this more effectively?

In this scenario, forecast is primarily helpful in streamlining the demand such that maximized revenue is obtained. Based on suitable forecasting methods and tools, the demand levels are predicted for the various services offered. 
Factors that influence Forecast

· Seasonality
· Special events/occasions
· Holidays
· Market and economy conditions
· Customer perceptions
· Impact of marketing mix
Forecasting methods
Forecasting is the process of making statements about events whose actual outcomes (typically) have not yet been observed. A commonplace example might be estimation for some variable of interest at some specified future date. Forecasting is used in the practice of Customer Demand Planning in everyday business forecasting for manufacturing companies. Forecasting has also been used to predict the development of conflict situations. Experts in forecasting perform research that use empirical results to gauge the effectiveness of certain forecasting models. Research has shown that there is little difference between the accuracy of forecasts performed by experts knowledgeable of the conflict situation of interest and that performed by individuals who knew much less. Similarly, experts in some studies argue that role thinking does not contribute to the accuracy of the forecast. The discipline of demand planning, also sometimes referred to as supply chain forecasting, embraces both statistical forecasting and a consensus process. An important, albeit often ignored aspect of forecasting, is the relationship it holds with planning.

Judgmental methods

Judgmental forecasting methods incorporate intuitive judgments, opinions and subjective probability estimates.

· Composite forecasts
· Surveys
· Delphi method
· Scenario building
· Technology forecasting
· Forecast by analogy
Time series methods

Time series methods use historical data as the basis of estimating future outcomes.

· Moving average
· Weighted moving average
· Trend estimation
· Growth curve
· Linear prediction
Forecasting accuracy

The forecast error is the difference between the actual value and the forecast value for the corresponding period.
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where E is the forecast error at period t, Y is the actual value at period t, and F is the forecast for period t.

Measures of aggregate error:

	Mean absolute error (MAE)
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	Mean Absolute Percentage Error (MAPE)
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	Mean Absolute Deviation (MAD)
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	Percent Mean Absolute Deviation (PMAD)
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	Mean squared error (MSE)
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	Root Mean squared error (RMSE)
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	Forecast skill (SS)
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	Average of Errors (E)
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Please note that business forecasters and practitioners sometimes use different terminology in the industry. They refer to the PMAD as the MAPE, although they compute this volume weighted MAPE.
The company (Naturals, Trichy road branch) does not follow any forecasting method as such though they maintain the record of past data. And more importantly, for services like Bridal Makeup, it is difficult or quite impossible to forecast the demand yearly before hand as the demand is hugely influenced or it’s a factor of Marriage days. As this marriage day varies each year based on the calendar of auspicious days, it is difficult to forecast by Time series method. 

	Service Type
	Current Forecasting Method 
	Proposed Forecasting Method

	Hairstyling
	No Formal Method
	Time series Method

	SPA
	No Formal Method
	Time series Method

	Bridal Make Up
	No Formal Method
	Judgmental Method


Forecast Error
In statistics, a forecast error is the difference between the actual or real and the predicted or forecast value of a time series or any other phenomenon of interest.

In simple cases, a forecast is compared with an outcome at a single time-point and a summary of forecast errors is constructed over a collection of such time-points. Here the forecast may be assessed using the difference or using a proportional error. By convention, the error is defined using the value of the outcome minus the value of the forecast.

In other cases, a forecast may consist of predicted values over a number of lead-times; in this case an assessment of forecast error may need to consider more general ways of assessing the match between the time-profiles of the forecast and the outcome. If a main application of the forecast is to predict when certain thresholds will be crossed, one possible way of assessing the forecast is to use the timing-error—the difference in time between when the outcome crosses the threshold and when the forecast does so. When there is interest in the maximum value being reached, assessment of forecasts can be done using any of:

· the difference of times of the peaks;

· the difference in the peak values in the forecast and outcome;

· The difference between the peak value of the outcome and the value forecast for that time point.

Forecast error can be a calendar forecast error or a cross-sectional forecast error, when we want to summarize the forecast error over a group of units. If we observe the average forecast error for a time-series of forecasts for the same product or phenomenon, then we call this a calendar forecast error or time-series forecast error. If we observe this for multiple products for the same period, then this is a cross-sectional performance error

Reference class forecasting for a specific project involves the following three steps:

1. Identify a reference class of past, similar projects.

2. Establish a probability distribution for the selected reference class for the parameter that is being forecast.

3. Compare the specific project with the reference class distribution, in order to establish the most likely outcome for the specific project.

Using distributional information from previous ventures similar to the one being forecast is called taking an "outside view".
PRICING
The company now follows a fixed price which is more of a combination of cost plus strategy and a competitor based pricing. The company does pricing review once a year or if there is any change in the competitor’s price or any unexpected economic condition. This reflects a more of a reactive mode which the company follows.

If the company could vary the price for the service based on the demand for the service which varies in the time of the day, day of the week and month of the year, then the company could effectively manage the demand by luring some customer to the less demanded slots with the fewer prices for the same service and at the same time charging more from the inelastic customer during the high demand period. This would actually help the company realize more revenue from the same services.
Strategies

The pricing strategy which the company could follow in order to maximize revenue is variable pricing. That is, the price of the service varies with the demand for the service. The service remains the same, but based on the demand, the price varies.
Also, the company can provide various benefits with the service and some restrictions with the service and price the product accordingly. The more the benefits they provide to the customer, the more they charge the customer and the more they restrict the service, the less they charge the customer.
	Benefits and Restriction Matrix for Naturals

	
	
	
	
	
	
	
	

	 
	 
	
	 
	 
	 
	 
	

	 
	Higest Prices
	 
	 
	 
	 
	Lowest Priced

	
	 
	 
	 
	 
	 
	 

	Rewards
	Consultation on Beauty care
	Y
	Y
	 
	Y
	 
	 

	
	Frequent customer points
	Y
	 
	Y
	Y
	Y
	 

	
	Eligible for Upgrade
	Y
	 
	 
	 
	 
	 

	
	Book your favorite service personnel
	 
	Y
	Y
	 
	 
	 

	
	Changes in the Booking
	Y
	Y
	 
	 
	 
	 

	Sacrifices
	Advance Booking 
	 
	 
	Y
	Y
	Y
	Y

	
	Taking 2 or more services (slots) at a single visit
	 
	 
	 
	Y
	 
	Y

	
	No extra services
	 
	 
	 
	 
	Y
	 

	
	 
	 
	 
	 
	 
	 
	 

	
	Total Incremental Price
	30%
	20%
	10%
	-10%
	-15%
	-20%

	 
	Customers who pay less have more restrictions
	 
	 
	 
	 
	 


This table shows the various rewards and sacrifices that are provided to the customer. These are rewards and sacrifices for all the services viz., SPA, haircuts etc. the total incremental price is the price to be paid over and above the per service slot price. The service slot price varies based on the type of service, time of day/ day of week/ month of the year. 
The various rewards that are given to the customers are 

· Consultation on Beauty care – the customers can consult the specialists available in the SPA or the hairstyle specialist regarding their Hair problems or skin problems

· Frequent customer points – the customers will earn points for every visit and above certain points will be given some exiting offers like “come this day and get your service free” or “kids free” programs where certain service can be provided to the kids for free etc

· Eligible for upgrades – the customer can book for a service say haircut and after consuming the service may actually wanted to do some facials also
· Book your favorite service personnel – the service delivered

Types of Prices
Pricing is one of the most important elements of the marketing mix, as it is the only mix, which generates a turnover for the organization. The remaining 3p’s are the variable cost for the organization. It costs to produce and design a product/service, it costs to distribute a product, make the service available and costs to promote it. Price must support these elements of the mix. Pricing is difficult and must reflect supply and demand relationship. Pricing a product too high or too low could mean a loss of sales for the organization. Pricing should take into account the following factors:

1. Fixed and variable costs.

2. Competition

3. Company objectives

4. Proposed positioning strategies.

5. Target group and willingness to pay.

An organization can adopt a number of pricing strategies. The pricing strategies are based much on what objectives the company has set itself to achieve.
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The pricing methods currently followed are

Cost based pricing: A pricing method in which a fixed sum or a percentage of the total cost is added (as income or profit) to the cost of the product to arrive at its selling price
Competition pricing: A pricing method in which a seller uses prices of competing products as a benchmark instead of considering own costs or the customer demand

Cost plus pricing: One method used by businesses to determine how to price goods and services. This type of pricing includes the variable costs associated with the goods, as well as a portion of the fixed costs of operating the business. It is calculated as (average variable cost + % allocation of fixed costs)*(1+ markup %). 

But for better revenue, some of the pricing methods that can be adopted are
Differential pricing: Method in which a product has different prices based on the type of customer, quantity ordered, delivery time, payment terms, etc. Also called discriminatory pricing or multiple pricing.

Bundle pricing: The act of placing several products or services together in a single package and selling for a lower price than would be charged if the items were sold separately. The package usually includes one big ticket product and at least one complementary good. Bundled pricing is a marketing method used by retailers to sell products in high supply.
Value-based pricing - Price the service based on the value it creates for the customer. This is usually the most profitable form of pricing, if you can achieve it. The most extreme variation on this is "pay for performance" pricing for services, in which you charge on a variable scale according to the results achieved. 
Psychological pricing

Positioning - If you want to be the "low-cost leader", you must be priced lower than your competition. If you want to signal high quality, you should probably be priced higher than most of your competition.

Popular price points - There are certain "price points" (specific prices) at which people become much more willing to buy a certain type of product. Dropping your price to a popular price point might mean a lower margin, but more than enough increase in sales to offset it.

Fair pricing - Sometimes it simply doesn't matter what the value of the product is, even if you don't have any direct competition. There is simply a limit to what consumers perceive as "fair". A little market testing will help you determine the maximum price consumers will perceive as fair.

Pricing revision methods and frequencies
· Deloitte Consulting recommends doing what they have termed a SKU (stock keeping unit) Velocity Analysis to determine which SKUs account for the major​ity of sales and inventory. The point is to focus the price increases where they will actually do some good. (A deeper level of analysis would look at contribution rather than revenue.) Thus a small change in a high velocity SKU can produce a bigger result than a larger change on many lower velocity SKUs. In our case, the SKU may be referred to the most preferred service that are availed very frequently by customers and hence replenishment of the cosmetics and other related items have to done much more frequently than for other services
· They also recommend examining prices charged for the same SKUs among different segments, termed a Price Band Analysis. The point is to discover and then focus on price changes among those segments not pulling their weight. 

· John Hogan and Tom Lucke, of the Strategic Pricing Group, writing for MarketingProfs.com, make a related point. In mature markets, they argue, it may be a better strategy to focus on share of wallet rather than share of market. The intent is to capture more sales from current customers rather than attracting new ones. This use of the pricing tool, by the way, will less likely invoke a significant competitive response. 

· All the major price consultancies recommend conducting a Price Waterfall Analysis to determine what the actual “pocket price” is, as in “money in your pocket.” Every seller offers a list price, followed by a series of margin reductions, e.g., order size discount, discount to meet competition, discount for class of trade, annual volume discount, damages and returns, coop advertising, shipping rebates, penalties for labeling, shipping or order entry errors, payment terms and conditions, etc. After all the discounts have been applied, the net price is the pocket price—something far removed from the list price and even removed from the invoice price. If these discounts (termed “sources of leakage”) can be eliminated or reduced, revenues will increase even though the list price does not change. 

· A surcharge can be employed to cover a temporary cost increase due to extraordinary circumstances. The basis price stays the same and the surcharge is used to cover the unavoidable cost increase. Again, the list price does not change. The implication is that when things go back to normal, (e.g., fuel costs decline), the surcharge will be dropped. Failure to do so will alienate customers.
Price Elasticity and its impact
A number of factors can thus affect the elasticity of demand for a good: 
· Availability of substitute goods: the more and closer the substitutes available, the higher the elasticity is likely to be, as people can easily switch from one good to another if an even minor price change is made; There is a strong substitution effect. If no close substitutes are available the substitution of effect will be small and the demand inelastic.

· Breadth of definition of a good: the broader the definition of a good (or service), the lower the elasticity. 

· Percentage of income: the higher the percentage of the consumer's income that the product's price represents, the higher the elasticity tends to be, as people will pay more attention when purchasing the good because of its cost; The income effect is substantial. When the goods represent only a negligible portion of the budget the income effect will be insignificant and demand inelastic

· Necessity: the more necessary a good is, the lower the elasticity, as people will attempt to buy it no matter the price, such as the case of insulin for those that need it. 
· Duration: for most goods, the longer a price change holds, the higher the elasticity is likely to be, as more and more consumers find they have the time and inclination to search for substitutes. When fuel prices increase suddenly, for instance, consumers may still fill up their empty tanks in the short run, but when prices remain high over several years, more consumers will reduce their demand for fuel by switching to carpooling or public transportation, investing in vehicles with greater fuel economy or taking other measures.[26] This does not hold for consumer durables such as the cars themselves, however; eventually, it may become necessary for consumers to replace their present cars, so one would expect demand to be less elastic. 
· Brand loyalty: an attachment to a certain brand—either out of tradition or because of proprietary barriers—can override sensitivity to price changes, resulting in more inelastic demand. 
· Who pays: where the purchaser does not directly pay for the good they consume, such as with corporate expense accounts, demand is likely to be more inelastic.

Elasticities of demand are interpreted as follows

	Value
	Descriptive Terms

	Ed = 0
	Perfectly inelastic demand

	- 1 < Ed < 0
	Inelastic or relatively inelastic demand

	Ed = - 1
	Unit elastic, unit elasticity, unitary elasticity, or unitarily elastic demand

	- ∞ < Ed < - 1
	Elastic or relatively elastic demand

	Ed = - ∞
	Perfectly elastic demand


A firm considering a price change must know what effect the change in price will have on total revenue. Revenue is simply the product of unit price times quantity:
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Generally any change in price will have two effects
· The price effect: For inelastic goods, an increase in unit price will tend to increase revenue, while a decrease in price will tend to decrease revenue. (The effect is reversed for elastic goods.)

· The quantity effect: an increase in unit price will tend to lead to fewer units sold, while a decrease in unit price will tend to lead to more units sold.

For inelastic goods, because of the inverse nature of the relationship between price and quantity demanded (i.e., the law of demand), the two effects affect total revenue in opposite directions. But in determining whether to increase or decrease prices, a firm needs to know what the net effect will be. Elasticity provides the answer: The percentage change in total revenue is approximately equal to the percentage change in quantity demanded plus the percentage change in price. (One change will be positive, the other negative. The percentage change in quantity is related to the percentage change in price by elasticity: hence the percentage change in revenue can be calculated by knowing the elasticity and the percentage change in price alone.

As a result, the relationship between PED and total revenue can be described for any good: When the price elasticity of demand for a good is perfectly inelastic (Ed = 0), changes in the price do not affect the quantity demanded for the good; raising prices will cause total revenue to increase.

· When the price elasticity of demand for a good is relatively inelastic (-1 < Ed < 0), the percentage change in quantity demanded is smaller than that in price. Hence, when the price is raised, the total revenue rises, and vice versa.

· When the price elasticity of demand for a good is unit (or unitary) elastic (Ed = -1), the percentage change in quantity is equal to that in price, so a change in price will not affect total revenue.

· When the price elasticity of demand for a good is relatively elastic ( -∞ < Ed < -1), the percentage change in quantity demanded is greater than that in price. Hence, when the price is raised, the total revenue falls, and vice versa.

· When the price elasticity of demand for a good is perfectly elastic (Ed is − ∞), any increase in the price, no matter how small, will cause demand for the good to drop to zero. Hence, when the price is raised, the total revenue falls to zero.

Hence, total revenue is maximized at the combination of price and quantity demanded where the elasticity of demand is unitary.

Proposed Pricing

The Spreadsheet in the Appendix shows the Pricing that should be followed by the company to maximize its revenue by taking advantage of the demand variation at different periods for all the three service categories offered by the company. 
Base Price refers to the price that is being currently followed in Naturals. Based on the base price and the demand for each service the pricing is differentiated for different periods. For example,

For SPA treatment, the demand varies with the day of the week. The demand is more during weekend which includes Saturday, Sunday and Friday. For Bridal Makeup, the demand is high during the Marriage season that is during the months April, May, June and during October, November and also during weekends generally. However, for bridal makeup service it is difficult to forecast the demand on a daily basis beforehand because marriages are conducted on a particular auspicious day and this day keeps varying each year.

For Hairstyling, the demand is generally more during weekends which include Saturday, Sunday and is less during Monday and Tuesday. So based on the demand, the service is priced is high (a certain % points more than the base price) during high demand period and priced lesser in the low demand or off season period

REVENUE CLASS
The above pricing method will help in utilizing the high demand to gain maximum revenue at that period and during low demand period, by providing less price, the company can attract more customers than usual thereby again maximizing the revenue.
The company does have the option of advance booking for the services currently. But the price for the services is same anytime. But, the company can effectively maximize their revenue by forming revenue classes for each service and allotting the number of service slots for each revenue class every day based on the average demand forecast. 
The various revenue classes for each service type is as follows

	Service Type
	Capacity
	Revenue Class
	Fare Range
	Avg Fare

	Spa
	45
	A
	>5000
	       5,330 

	
	
	B
	3500 - 5000
	       3,950 

	
	
	C
	2500-3500
	       3,020 

	
	
	D
	500-2500
	       1,700 

	Bridal Make Up
	3
	A
	>18000
	      20,000 

	
	
	B
	13000-18000
	      15,000 

	
	
	C
	<13000
	      11,500 


There is only one revenue class for Hairstyling. 

Within SPA, there are various varieties like facials, body massage, body treatments and each variety is priced differently. At any time, there will not be takers for all the variety of SPA treatment. As a whole and on the average, the company branch can serve 45 service slot irrespective of the service variety (whether it is Facials or body massage or body treatment). This whole set of SPA treatments are grouped into 4 revenue classes A, B, C and D based on the average fare range. 

Similarly, within Bridal makeup, there are a variety of make-ups the company provides and that is grouped into 3 revenue classes A, B and C based on the fare range. 
Currently, the company allows advance booking but it is not mandatory to consume a service. By making advance booking for a particular service slot compulsory to consume a service, would help the company to know the demand for their service in advance and help them plan the management of capacity better. 

	Service Type
	Booking Opens 

	Hairstyling
	1 day before

	SPA
	1 Week before

	Bridal Make UP
	1 Month before


Suppose if the demand for SPA on a particular day is lesser than the capacity (even after reducing the price and promotions) and if the SPA service personnel are free, they can be assigned for Bridal Make up or Hairstyling, provided there are takers for these services at that day. This would give additional revenue (incremental revenue) which would have not been realized if the company does not know the demand (through booking) in advance. This applies for other services also. Thus, the resources could be effectively utilized.
Protections and Revenue Maximization

Based on the forecasted demand, and the capacity, on a given day, the company can allocate (open) certain number of service slots in each revenue class (EMSR basis) in such a way that the revenue they get from the customers served is maximum possible. To achieve this, for example, when a particular customer rings up to book a service slot, the customer should be asked about the service type (SPA/Bridal) and what particular variety (say if the customer wants Urban Cleanse Facial) they want to consume. And if the available price for that particular service variety falls in the revenue class A and if 3 more slots are available in that revenue class, then the customer is booked for the 4th service slot in that particular service variety. If all the 6 slots allocated for the revenue class A has been booked (even over booking has reached), then he will be denied of the service. The customer will be informed that Urban Cleanse Facial is not available now.
This is how the opening and closing of a particular service variety that falls in revenue class helps achieve the maximum revenue. 
OPTIMIZATION
The revenue maximization can be achieved through allocating slots in each revenue class based on the demand and capacity. Further, since the customers have to book early for any service, the company would get the sense of the demand for a service type beforehand and hence can manage the capacity more effectively by assigning the free personnel for other service types where there is huge demand. This EMSR based optimization is done on daily basis for the day to day service slots. 
First, the forecasting team, forecasts the demand for the services based on the historical data. However, forecasting is bit difficult for salons, as the trend will not essentially be the same year after year especially in case of Bridal services.

Then the pricing team formulizes the various price ranges for the service based on the demand variation. This, they do by taking into consideration the cost of operating/ providing the service, the competitor’s price and the price elasticity of the customer demand. This price set by the pricing team would be the maximum/ best possible price that will be valued by the customer for the service.
The next important step in Revenue maximization or Optimization is Opening/closing of availability of services (revenue classes) for the customer at any point in time based on EMSR. Based on these slot allocations for each revenue classes, the slots are made open or closed for the bookings.
But, always there is a possibility of cancellation of bookings or no shows at the last moment. Therefore, the company should keep track of the number of cancellations and no shows and should predict the possible number of no shows and cancellations. This should be accounted in the service slots allocation and bookings by always overbooking to cover up these no shows and last minute cancellations. A certain percentage of overbooking should always be maintained by the company.
If the service slots are overbooked and if unusually more number of customers turns up, upgradation is not possible in this industry. Because, a person who comes for a haircut will not be satisfied having a facial and not haircut which is their need. But, it is possible to cross sell/up sell where a customer who comes for a haircut can be convinced or lured to take SPA treatment (facials/ body massage) or who comes for a straight cut which costs just 300 rs can be convinced to do a layer cut which costs around 700 Rs. This kind of cross sell or up sell also maximizes the revenue of the company.
Recommendations

Revenue can also be improved through various promotions and offers during less demand period. For example, during the off peak season, the branch can conduct women’s week where they conduct some kind of tips sharing session, mehandi sessions which will pull the customers to the company and can be made to consume services like facials, massage etc. This will also increase the loyalty of the customer and attract many new customers.
The consultation facility, that is, the customers can interact with the specialist in the company branch and get beauty solutions which will help the company to cross sell other services like facials, massages, pedicure & manicure. This would provide additional revenue to the company and maximize the revenue.
The company can also go for Bundling up of services during off peak seasons thereby they can increase their revenue. For example, they can bundle bridal make up with SPA treatments. But this package could also go for days and vary in the number of days the customer would like to avail the package. This could vary from as long as one week to one day.
These various promotions and offers help in attracting more customers/ demand during the off peak season thereby increasing the revenue that could be realized.
The project explores only the demand variation in the day of week and month of the year. The company after testing the waters with the proposed revenue management practices could actually try to price the same product/ service based on the time of the day variation in the demand.

Performance Measure

The performance after the implementation of the revenue management practices proposed should be measured regularly to know the effectiveness of the proposed revenue management practices. 
The performance report should report and analyze the following factors 
· Forecasted demand vs actual demand ( to understand or evaluate the effectiveness or the accuracy of the forecast.
· Yield per performed service slot 

· Number of service slots that are performed/ capacity (ie., number of service slots available). This measure how much of the service slot capacity is being booked and delivered to the customer

· Historical demand vs post revenue management demand for the service
· Waiting time reduction 

· Overbooking and cancellations

· Number of denied services 

By measuring these factors, the effectiveness of the revenue management practices implemented can be studied and necessary corrective actions or improvements need to be taken as and when required.
APPENDIX I


Interview Questionnaire
1. What are the revenue objectives of the company?

2. What are the different services offered at the Trichy branch?

3. List the important factors that contribute to revenue and prioritize them.

a. ___________________________________________________________________________

b. ___________________________________________________________________________

c. ___________________________________________________________________________

d. ___________________________________________________________________________

e. ___________________________________________________________________________

4. How does the demand pattern vary with respect to Seasons Holidays Events

	
	Name
	% Increase / Decrease
	Reason

	Seasons
	
	
	

	Events
	
	
	

	Holidays
	
	
	


5. Who are your target customers?

6. How do you segment the market? Demographic, Geographic, Usage rate, Benefits etc.

\

7. What is the average number of customers on a normal day?  _____________________________

8. Demand split up

	
	Peak period ( % avg. demand)
	Shoulder Period ( % avg. demand)
	Low Period ( % avg. demand)

	Month
	
	
	
	
	
	

	Week
	
	
	
	
	
	

	Day
	
	
	
	
	
	


9. How do you arrive at a price for a service?


10. What are pricing strategies adopted for various services? (cost plus, differential, high price maintenance, bundle, perceived value pricing)

	Service Type
	Pricing Method
	Target Customer
	Revenue %

	
	
	
	


11. Are the prices fixed or variable with demand fluctuations? _______________________________

12. How frequently does price revision happens and on what basis?


13. List the promotion/offers/programs available

	Scheme
	Service Type
	Duration / Frequency
	% increase / day

	
	
	
	Demand
	Revenue

	
	
	
	
	


14. Service Parameters

a. No. of personnel/service ___________________________________________________

b. No. of full time and part time service personnel _________________________________

c. No. of customers/personnel/day _____________________________________________

d. Avg. wait time/customer ___________________________________________________

e. Avg. service time/customer _________________________________________________

f. No. of customers denied service/day _________________________________________

Reason: _________________________________________________________________

________________________________________________________________________

g. Max. no. of customers that can be accommodated at a time _______________________

Capacity constraints: ______________________________________________________

________________________________________________________________________________________________________________________________________________

15. Forecasting Technique

	Method
	Criteria
	Period
	Tools used
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“NATURALS” Unisex Salon & Spa
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Naturals Pricing

		Naturals SPA TREATMENT Pricing

		Elemis Spa Treatments

		Service Types		Service Time (in Min)		in Dhs				in Rupees

										14

										Base price		Sunday		Monday		Tuesday		Wednesday		Thursday		Friday		Saturday

		Balinese Body Massage		75		300				4200		4200		3920		4200		4200		4200		4690		4900

		Swedish/ Body Massage		60		200				2800		2800		2520		2800		2800		2800		3290		3500

		Swedish/ Back Massage		30		150				2100		2100		1820		2100		2100		2100		2590		2800

		Scalp Massage		20		75				1050		1050		770		1050		1050		1050		1540		1750

		Well Being Body Massage		60		225				3150		3150		2870		3150		3150		3150		3640		3850

		Lymphatic Massage & Tsampa Rub		90		300				4200		4200		3920		4200		4200		4200		4690		4900

		Flowing River Lymphatic Massage		60		275				3850		3850		3570		3850		3850		3850		4340		4550

		Reflexology		60		250				3500		3500		3220		3500		3500		3500		3990		4200

		Blissful Yum Massage (Ladies)		90		275				3850		3850		3570		3850		3850		3850		4340		4550

		De Stress Yab Massage (Gents)		90		275				3850		3850		3570		3850		3850		3850		4340		4550

				63.5

		Elemis Exotic Body Treatments:

		Exotic Lime & Ginger Salt Glow		45		250				3500		3500		3220		3500		3500		3500		3990		4200

		Exotic Coconut Rub & Milk Wrap		60		300				4200		4200		3920		4200		4200		4200		4690		4900

		Elemis Facials:

		Aromapure Facial		60		200				2800		2800		2520		2800		2800		2800		3290		3500

		Aromapure Express Facial		30		100				1400		1400		1120		1400		1400		1400		1890		2100

		Pro Collagen Marine Facial		75		375				5250		5250		4970		5250		5250		5250		5740		5950

		Purifying Facial		75		350				4900		4900		4620		4900		4900		4900		5390		5600

		Visible Brilliance Advance Facial		75		375				5250		5250		4970		5250		5250		5250		5740		5950

		Elemis Mens Facials:

		Elemis Skin IQ Facial		75		375				5250		5250		4970		5250		5250		5250		5740		5950

		Urban Cleanse Facial		75		375				5250		5250		4970		5250		5250		5250		5740		5950

		Elemis Special Treatments:

		Ear Candling		30		125				1750		1750		1470		1750		1750		1750		2240		2450

		Musclease Aroma Spa Ocean Wrap		90		375				5250		5250		4970		5250		5250		5250		5740		5950

		Cellutox Aroma Spa Ocean Wrap		90		375				5250		5250		4970		5250		5250		5250		5740		5950

		Leg Revitilizing Treatment		45		200				2800		2800		2520		2800		2800		2800		3290		3500

		Hair styling

		Styles		Service time in Min						Base price		Sunday		Monday		Tuesday		Wednesday		Thursday		Friday		Saturday

		Layer cut		45						750		788		728		728		750		750		773		788

		Feather cut		45						800		840		776		776		800		800		824		840

		Normal cut		30						300		315		291		291		300		300		309		315

		Curly cut		40						450		473		437		437		450		450		464		473

		Straight Cut		30						550		578		534		534		550		550		567		578

		Perming (Permanent)		75						3000		3150		2910		2910		3000		3000		3090		3150

		Straightening (permanent)		75						1300		1365		1261		1261		1300		1300		1339		1365

		Straightening (Temporary)		60						1100		1155		1067		1067		1100		1100		1133		1155

		Naturals Bridal Make up Pricing

		Bridal Make-up		Time in Hrs						Base Price		Week ends		Week days		Marriage season months/days		Off Season days/months

		South Indian Traditional		2						9,500		10,925		9,500		11,875		8,550

		South Indian - Exquisite		4						12,000		13,800		12,000		15,000		10,800

		South Indian - Classical		5						13,500		15,525		13,500		16,875		12,150

		North Indian - Supremo		3.5						16,000		18,400		16,000		20,000		14,400

		North Indian - Classical		5.5						14,500		16,675		14,500		18,125		13,050

		Church Angel		4.5						15,000		17,250		15,000		18,750		13,500

		D day Special		6						17,500		20,125		17,500		21,875		15,750

		Exotic Make over		6						19,000		21,850		19,000		23,750		17,100

		Assumptions and Explanation

		»		Base Price refers to the price that is being currently followed in Naturals

		»		Based on the base price and the demand for each service the pricing is differentiated for different periods

				For example

				For SPA treatment, the demand varies with the day of the week. The demand is more during weekend

				which includes Saturday, Sunday and Friday.

				For Bridal Makeup, the demand is high during the Marriage season that is during the months April, May, June and during October, November

				and also during weekends generally

				However, for bridal makeup service it is difficult to forecast the demand on a daily basis before hand because

				marriages are conducted on a particular auspicious day and this day keeps varying each year.

				For Hairstyling, the demand is generally more during weekends which include Saturday, Sunday

				and is less during Monday and Tuesday.

		»		So based on the demand, the service is priced is high (a certain % points more than the base price) during high demand period and

				priced lesser in the low demand or off season period





EMSR

		

		EMSR for Naturals

		SPA		each service personnel can handle 6 customers

				totally 5 personnel in a spa

		Bridal Make up		Totally 4 service personnel; 2 specialists and 2 assistants

				Each Pair (Specialist and Assistant) can handle 1 service slot on a day (on average)

		Service Type		Capacity		Class		Fare Range		Avg Fare		Forecast		Error		Protection		Authorization unit

		Spa		45		A		>5000		5,330		6		2		6		45

						B		3500 - 5000		3,950		22		5		22		39

						C		2500-3500		3,020		10		2		9		17

						D		500-2500		1,700		20		5		8		8

		Bridal Make Up		3		A		>18000		20,000		2		1		1		3

						B		13000-18000		15,000		2		1		1		2																Working Area

						C		<13000		11,500		5		2		1		1																SPA												Bridal

																																		capacity		45										capacity		3

																																		demand		58										demand		9

																																		cut off fare		1,686										cut off fare		10,732

																																		slots		A		B		C		D				slots		A		B		C

																																		1		5,297		3,950		3,020		1,700				1		16,827		12,620		11,238

																																		2		5,209		3,950		3,020		1,700				2		10,000		7,500		10,732

																																		3		4,974		3,950		3,019		1,699				3		3,173		2,380		9,675

																																		4		4,484		3,949		3,016		1,699				4		455		341		7,952

																																		5		3,685		3,949		3,001		1,698				5		27		20		5,750

																																		6		2,665		3,947		2,951		1,696				6		1		0		3,548

																																		7		1,645		3,945		2,818		1,692				7		0		0		1,825

																																		8		846		3,940		2,541		1,686				8		0		0		768

																																		9		356		3,932		2,088		1,676				9		0		0		262

																																		10		121		3,918		1,510		1,661				10		0		0		71

																																		11		33		3,895		932		1,639				11		- 0		- 0		16

																																		12		7		3,860		479		1,607				12		- 0		- 0		3

																																		13		1		3,808		202		1,563				13		- 0		- 0		0

																																		14		0		3,734		69		1,504				14		- 0		- 0		0

																																		15		0		3,631		19		1,430				15		- 0		- 0		0

																																		16		0		3,495		4		1,340				16		- 0		- 0		0

																																		17		0		3,323		1		1,234				17		- 0		- 0		0

																																		18		0		3,113		0		1,114				18		- 0		- 0		0

																																		19		0		2,867		0		985				19		- 0		- 0		0

																																		20		0		2,589		0		850				20		- 0		- 0		0

																																		21		0		2,288		0		715				21		- 0

																																		22		0		1,975		0		586				22		- 0

																																		23		- 0		1,662		0		466				23

																																		24		- 0		1,361		0		360				24

																																		25		- 0		1,083		0		270				25

																																		26		- 0		837		0		196				26

																																		27		- 0		627		- 0		137				27

																																		28		- 0		455		- 0		93				28

																																		29				319		- 0		61				29

																																		30				216		- 0		39				30

																																		31				142		- 0		24

																																		32				90		- 0		14

																																		33				55		- 0		8

																																		34				32		- 0		4

																																		35				18		- 0		2

																																		36				10		- 0		1

																																		37				5		- 0		1

																																		38				3		- 0		0

																																		39				1		- 0		0

																																		40				1		- 0		0

																																		41				0		- 0		0

																																		42				0				0

																																		43				0

																																		44				0

																																		45				0

																																		46				0

																																		47				0

																																		48				0

																																		49				0

																																		50				0

																																		51				0

																																		52				0

																																		53				0

																																		54				0

																																		55				0

																																		56				0

																																		57				0

																																		58				0

																																		59				0

																																		60				0

																																		61				0

																																		62				0

																																		63				0

																																		64				- 0

																																		65				- 0

																																		66				- 0

																																		67				- 0

																																		68				- 0

																																		69				- 0

																																		70				- 0

																																		71				- 0

																																		72

																																		73

																																		74

																																		75

																																		76

																																		77

																																		78

																																		79

																																		80

																																		81

																																		82

																																		83

																																		84

																																		85

																																		86

																																		87

																																		88

																																		89

																																		90

																																		91

																																		92

																																		93

																																		94

																																		95

																																		96

																																		97

																																		98

																																		99

																																		100

																																		101

																																		102

																																		103

																																		104

																																		105

																																		106

																																		107

																																		108





Working

		

		slots		avg		CLASS

		1		5,297		A

		2		5,209		A

		3		4,974		A

		4		4,484		A

		14		3,950		B

		15		3,950		B

		16		3,950		B

		17		3,949		B

		18		3,949		B

		19		3,947		B

		20		3,945		B

		21		3,940		B		6

		22		3,932		B		22

		23		3,918		B		9

		24		3,895		B		8

		25		3,860		B

		26		3,808		B

		27		3,734		B

		5		3,685		A

		28		3,631		B

		29		3,495		B

		30		3,323		B

		31		3,113		B

		54		3,020		C

		55		3,020		C

		56		3,019		C

		57		3,016		C

		58		3,001		C

		59		2,951		C

		32		2,867		B

		60		2,818		C

		6		2,665		A

		33		2,589		B

		61		2,541		C

		34		2,288		B

		62		2,088		C

		35		1,975		B

		71		1,700		D

		72		1,700		D

		73		1,699		D

		74		1,699		D

		75		1,698		D

		76		1,696		D

		77		1,692		D

		78		1,686		D

		79		1,676		D

		36		1,662		B

		80		1,661		D

		7		1,645		A

		81		1,639		D

		82		1,607		D

		83		1,563		D

		63		1,510		C

		84		1,504		D

		85		1,430		D

		37		1,361		B

		86		1,340		D

		87		1,234		D

		88		1,114		D

		38		1,083		B

		89		985		D

		64		932		C

		90		850		D

		8		846		A

		39		837		B

		91		715		D

		40		627		B

		92		586		D

		65		479		C

		93		466		D

		41		455		B

		94		360		D

		9		356		A

		42		319		B

		95		270		D

		43		216		B

		66		202		C

		96		196		D

		44		142		B

		97		137		D

		10		121		A

		98		93		D

		45		90		B

		67		69		C

		99		61		D

		46		55		B

		100		39		D

		11		33		A

		47		32		B

		101		24		D

		68		19		C

		48		18		B

		102		14		D

		49		10		B

		103		8		D

		12		7		A

		50		5		B

		104		4		D

		69		4		C

		51		3		B

		105		2		D

		52		1		B

		13		1		A

		106		1		D

		70		1		C

		53		1		B

		107		1		D

		108

		109

		110

		111

		112

		113

		114

		115

		116

		117

		118

		119

		120

		121

		122

		123

		124

		125

		126

		127

		128

		129

		130

		131

		132

		133

		134

		135

		136

		137

		138

		139

		140

		141

		142

		143

		144

		145

		146

		147

		148

		149

		150

		151

		152

		153

		154

		155

		156

		157

		158

		159

		160

		161

		162

		163

		164

		165

		166

		167

		168

		169

		170

		171

		172

		173

		174

		175

		176

		177

		178

		179

		180

		181

		182

		183

		184

		185

		186

		187

		188

		189

		190

		191

		192

		193

		194

		195

		196

		197

		198

		199

		200

		201

		202

		203

		204

		205

		206

		207

		208

		209

		210

		211

		212

		213





Working2

		SLOTS		W		CLASS

		1		16,827		A

		7		12,620		B

		12		11,238		C

		13		10,732		C				1

		2		10,000		A				1

		14		9,675		C				1

		15		7,952		C

		8		7,500		B

		16		5,750		C

		17		3,548		C

		3		3,173		A

		9		2,380		B

		18		1,825		C

		19		768		C

		4		455		A

		10		341		B

		20		262		C

		21		71		C

		5		27		A

		11		20		B

		22		16		C

		23		3		C

		6		1		A

		24

		25

		26

		27

		28

		29

		30

		31






