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Unit 2 : Travel Agency and Tour Operation 
Learning Outcome Theory 

(25 Hrs) 
Practical 
(20 Hrs) 

Duration 
(45Hrs) 

1. Describe the 
various functions 
of a  travel 
agency or 
company 

1. Definition of  travel 
agency and tour 
operator, Travel 
trade intermediaries 

2. Type of travel 
agency- Retail and 
whole sale travel 
agency, Online travel 
agency 

3. Tour operator- 
Inbound, Outbound, 
Domestic and 
Ground operators 

4. Difference between 
travel agency and 
tour operator 

5. Linkage of a Travel 
agency or company 

6. Organizational 
structure of a travel/ 
tour company 

1. List names of some major 
travel companies and 
tour operators along with 
their locations 

2. Visit a nearby travel and 
tour company. Note 
down undertaken by it 

3. Procure formats of 
different travel 
company’s files, 
documents and Travel 
manuals. Try filling the 
through a role play 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

25 
Theory 

+ 
20 

Practical 
2. Set up  Travel 

company and 
maintain 
company’s IPR 

1. Ways of setting-up 
tourism Business 
Company: Process, 
types(i.e. 
proprietorship, 
partnership, private, 
franchise) 

2. Authorizations and 
approval:Approval 
from Ministry of 
Tourism and IATA 

3. Setting company’s 
policy and IPR 
 Secure IPR of 

company: Security 
Brand Value, leak 
plans, product and 
design of the 
company 

 Respect 

1. List the steps to be taken 
for authorization and 
approval for a travel 
company from MOT 
and IATA 

2. List documents 
necessary for safe 
guarding Intellectual 
Property of the 
organization 

3. List steps for 
infringements of 
copyright or brand   



Unit 2 : Travel Agency and Tour Operation 
Learning Outcome Theory 

(25 Hrs) 
Practical 
(20 Hrs) 

Duration 
(45Hrs) 

customer’s 
copyright: 
Copyright clause 
of Internet, printed 
and published 
materials 

 Protection from 
Infringements 

3. State the travel 
company 
functional 
departments 

1. Functions of Travel 
Agency i.e. Travel 
information, Travel 
Documentation 
assistance, Make 
reservations, Itinerary 
planning, Tour 
package designing, 
costing and selling, 
Travel insurance and 
Foreign Exchange 
etc. 

2. Sources of revenue 
for a travel 
company- 
commissions and 
discounts from 
service providers 

1. Draw a detailed travel 
plan for a tourist and list 
all arrangements done 
before his/her arrival 

 

4. Identify the Tour 
operation 
functions of a 
travel and tour 
company 

1. Meaning of Tour 
Operation Business 

2. Tour operation 
Functions: 
 Itinerary 

Planning;Custom 
made and Ready-
made Itinerary, 
Process to itinerary 
planning- Domestic 
and international 
Itinerary 

 Tour package and 
its types- FIT, GIT, 
Escorted and 
guided tours; Tour 
package 
formulation 
procedure etc. 

 Components of a 
package tour: 
Travel and ground 
arrangements 

3. Reservation and 
Cancellation 
procedures for Tour 

1. Visit a travel company 
and demonstrate the 
various functioning 
divisions 

2. List queries of customers 
and make check list for 
handling procedures 

3. Prepare some typical 
itinerary for domestic 
and international tourists 

4. Demonstrate and 
practice the procedure 
of handling guest’s 
booking 



Unit 2 : Travel Agency and Tour Operation 
Learning Outcome Theory 

(25 Hrs) 
Practical 
(20 Hrs) 

Duration 
(45Hrs) 

related services-
Hotels, Airlines, Cruise 
liners, Car rentals and 
Rail travel 

4. Tour Operation 
Documentation: 
Clients/tourists’ file, 
Voucher-Hotel and 
Airline Exchange 
Order, Pax Docket, 
Status Report, Daily 
Sales Record etc.  

5. Calculate the 
cost of package 
tours and Travel 
products for 
customers/tourist
s  

1. Costing of Tour 
Packages and Travel 
Products and 
Services: Types of 
Costs-Cost sheet, FIT 
Costing and Group 
Costing 

2. Differential Tariff Plan-
Accommodation 
Cost-Transportation 
Cost-Meals Plan etc. 

3. Pricing Strategies for 
tour products and 
services 

1. Fill up a cost sheet used 
in Large scale travel 
company 

2. List current rates of 
different travel products 

3. Practice formulating a 
package tour and 
calculate costing for FIT 

6. Design Tour 
Packages for 
important tourism 
circuits in India 

1. Tour Packages for 
Important tourism 
Circuits- 
 Golden triangle - 

Delhi, Agra and 
Jaipur 

 Southern triangle - 
Mahabalipuram, 
Kanchipuram and 
Madurai, 

 Buddhist circuit - 
Lumbinie, 
Bodhgaya, Sarnath 
and 
Kushinagpurand 

 Green triangle- 
Guwahati, Shillong 
and Kaziranga, 

 Odisha Golden 
Triangle-
Bhubaneswar, Puri- 
Konark 

1. Prepare Itineraries for 
the different sectors as 
given and estimate 
costing 

Total 25 Hrs 20Hrs 45Hrs 
 



 
Unit – 2 

SESSION 1: TRAVEL AGENCY & TOUR OPERATION BUSINESS – 
AN INTRODUCTION  

 

LEARNING OUTCOME(S)   
On completion of this Session the student will be able to: 

 Comprehend the scope and structure of travel agency business  
 Conceptualise the scope and structure tour operation business  
 Understand the differences between travel agency and tour operation business  

 
7. Definition of  travel agency and tour operator, Travel trade intermediaries 
8. Type of travel agency- Retail and whole sale travel agency, Online travel agency 
9. Tour operator- Inbound, Outbound, Domestic and Ground operators 
10. Difference between travel agency and tour operator 
11. Linkage of a Travel agency or company 
12. Organizational structure of a travel/ tour company 

 
DEFINITION OF TRAVEL AGENCY AND TOUR OPERATOR, TRAVEL TRADE 
INTERMEDIARIES 
 
Travel Agency  

Travel agency works as retail unit who deals with individual needs of the tourist. As a 
sector in tourism industry it is mostly organized. The agencies require mandatory registration 
as per government rule to deal with foreigners, foreign exchange and also to negotiate with 
other players such as hotels, airlines and embassies. However a minuscule agencies do exist 
in the unorganised sector who act on behalf of their principal agents.In the distribution 
channel Travel agency intermediates between the tourist (customer client) and the tour 
operator or any other service provider. A tourist always prefers to approach a travel agent for 
value added services for the simple reason being travel agents reduces the uncertainty.  

All type of Tour products such as; leisure, pleasure, holiday or recreation, rest 
&relaxation, or business trips require systematic planning. Where the wholesale agent is 
responsible for systematic planning and promoting, the travel agent acts as a middleman to 
deliver the services of operators to the individual client. In doing so, travel agencies do not 
own all services, as the services are mostly hired from their principals like package tour 
maker, hotels, airlines, car rentals, cruise liners, and caterers.  
 Where principal agents can do the business directly with the clients, they prefer to 
deal their products through the agents for a wider reach. However the travel agency business 
is so dynamic that the actual delivery is made through variety of ways. The linkages and 
networking is considered to be key of success in tourism business.  
 
 
 



TOUR OPERATION

PRINCIPAL 
PROVIDERS 

TRAVEL 
AGENCY

INTERDEPENDENCE  IN  TRAVEL TRADE BUSINESS 

 
 

Tour Operation  
Tour operation business contrary to travel agency works like a services consolidator. As a 

significant partner of the distribution channel it integrates services of various providers. Services 
such as; hotel booking, sight-seeing, air travel and local transfers are consolidated and merged 
together to form what is called as package tour. Since the operator deals in bulk units, the operator 
also promotes the destination.An operator works an agent, promoter of package tour, and image 
builder of the destinations. In the ever changing tourism market the operators have changed their 
roles and operation techniques to cater to the needs of the market. The functions of tour operator 
would be explained in subsequent paragraphs.  

Tour operator is simultaneous a tour wholesaler as buyer of bulk services, a manufacturer of 
package tours, a destination promoter, designer of comprehensive itinerary and innovative package 
tours. 

PRINCIPAL PROVIDERS  

The providers of tourism services such as, airlines, hotels, car rentals act like 
principalsto the operators and agents who buy such services and forward these to the tourists 
ultimately. All of these travel trade partners have multiple ways of product delivery. For 
instance, a tour operator may buy and consolidate the services and offer to the agent for sell 
of the product to the customer. It can also sell individual hotel rooms without any 
augmentation or addition of another service. The operator can also sell its product directly to 
the tourists eliminating the role agent in the supply chain. Similarly a hotel sells its rooms to 
the operators for making of package tour, it can sell the rooms to the agents or it can also sell 
the rooms directly to the tourist who may either walk in to the hotel or can book the room 
through the web portal. In the same line an airlines sells its tickets through its website, at its 
counter, through travel agents, to the tour operators and so on. The benefit of principals 
working through travel agentsis agents become ambassadors of the company,and rate of 
retention of customersbecome high.  
 
 



TRAVEL TRADE INTERMEDIARIES 
 
Types of travel agency - Retail and whole sale travel agency, online travel 
agency 
 
The travel agency business can be classified as the wholesale and retail travel agents. 
However with the emergence of internet and related revolution in the e-business online travel 
agencies have come up as distinct sector in the travel agency business. Let us discuss them in 
detail.  
 
Wholesale Travel Agent: The wholesalers assemble diverse travel related services from the 
service providers. They reserve the accommodation, transportation, and entertainment 
services in advance by making prior payment. However the full payment is made when 
guests actually avail such services. As a bulk business in this wholesaling,products are sold in 
a reduced price.  
For example, the Cox and Kings and Thomas cook are two outbound tour market leaders in 
India. It prefers for bulk reservations on airlines, railways, coaches, sightseeing, cars, 
restaurants, hotels, resorts, and entertainment.  
Services such as hotel rooms, coaches, airline seats, guide, and entry for events, are booked 
beforehand before the peak season. In this process, the agent gets discount which becomes 
the margin for the operator. Wholesalers get trade credits for their sales for which they are 
not required to pay much in advance to the principal service providers. For instance, an IATA 
agents dealing with international airlines tickets are allowed to pay to the airlines on 15th and 
30th date of every month for the tickets it sells throughout the month. While it avails the 
discount for purchase beforehand, the agent also runs the risk ofcancellation. In the event 
unavoidable circumstances such as riots and natural calamities, huge cancellation may occur 
which can mar the business. Wholesalers make their profits by purchasing large volumes of 
travel services from tourism suppliers.  
 
Retail Travel Agents: Retailing literally denotes an agent which deals in multiple 
products but in less quantity directly to the consumer. Principal agents in tourism get their 
products sold through retail agents. As the retail agents and suppliers have trade contract for 
doing business together for separate commission. This sharing of commissions are commonly 
followed in the travel agency market. These commissionsare paid together at the end of the 
month or year. It sells products directly to the tourists and represent the service providers as 
their accredited agent. The commission is usually decided as a percent on the value of the 
product as per the standard practice in industry. 
Usual functions of this type of agents are; booking accommodation, travel insurance, foreign 
exchange, quoting fares and ratesand booking special services. The source of revenue for 
retail travel agents are two types: commission from the principals andmark-up on sale. Mark 
up is the difference between the prices of retail and wholesale price ofthe products. At present 
most part of the revenue of a retail travel agency comes from commission.  
For example: Corporate houses appointin-plant travel agents to cater to the needs of transport, 
accommodation, and other travel services.  
 
Online travel agency: In the era of internet revolution, there has been a boom in dotcom 
businesses. Travel sector is one of the leading area to adopt modern technologies. Worldwide 
in the late twentieth century online travel agencies started operation. In India Makemy trip 
started operation in the year 2000 and very soon became India’s leading online travel agency. 



Various functions such as booking flights, hotels, car rentals, bus, travel insurance, rail, and 
holiday package are offered by online travel agencies. The on
called as Travel Portals business. Major online travel agencies such as; Makemy Trip, Yatra, 
Eazygo, Trivago, cleartrip and expedia are doing good business in India. The screen shot of 
the Makemy trip is given below for your b
 
 

 
 

The online travel portals killing the traditional tourism businesses is an ongoing 
debate these days. However may be the actual effect of IT revolution, it can be seen that 
existing traditional tourism business houses are openin
customers and retain existing customers with ease of operating it online from home. For 
instance, Akbar Travels, Thomas cook and Cox kings have started their online operations and 
at present are leading online portals 
 
 
Tour operator- Inbound, Outbound, Domestic and Ground operators
Types of Tour Operator 

Tour operators normally work as specialist agents. They tend to specialise in on service such as 
inbound, outbound, or domestic operations. Thus on th
operation, tour operators can be classified as Inbound, Outbound, Domestic and Ground Operations. 

 Inbound operators: International tourists when visit a host country they are called as 
inbound tourists. For example; a British tourist visiting India will be called as Inbound 
tourist for India. Tour operators which specialises on inbound operations i.e. 
organising foreign tourists to visit India are called as inbound operators. Stic travels is 
a leading inbound operator in India. The famous IATO is an association of inbound 
tour operators in the country.  The features of the Inbound tour operator is listed 
below. 

o handle tourists in the host country. 

Various functions such as booking flights, hotels, car rentals, bus, travel insurance, rail, and 
holiday package are offered by online travel agencies. The online travel agencies are also 
called as Travel Portals business. Major online travel agencies such as; Makemy Trip, Yatra, 
Eazygo, Trivago, cleartrip and expedia are doing good business in India. The screen shot of 
the Makemy trip is given below for your better understanding.  

The online travel portals killing the traditional tourism businesses is an ongoing 
debate these days. However may be the actual effect of IT revolution, it can be seen that 
existing traditional tourism business houses are opening their online wing to owe the online 
customers and retain existing customers with ease of operating it online from home. For 
instance, Akbar Travels, Thomas cook and Cox kings have started their online operations and 
at present are leading online portals in the country.  

Inbound, Outbound, Domestic and Ground operators

Tour operators normally work as specialist agents. They tend to specialise in on service such as 
inbound, outbound, or domestic operations. Thus on the basis of nature of the business and area of 
operation, tour operators can be classified as Inbound, Outbound, Domestic and Ground Operations. 

Inbound operators: International tourists when visit a host country they are called as 
ample; a British tourist visiting India will be called as Inbound 

tourist for India. Tour operators which specialises on inbound operations i.e. 
organising foreign tourists to visit India are called as inbound operators. Stic travels is 

perator in India. The famous IATO is an association of inbound 
tour operators in the country.  The features of the Inbound tour operator is listed 

handle tourists in the host country.  

Various functions such as booking flights, hotels, car rentals, bus, travel insurance, rail, and 
line travel agencies are also 

called as Travel Portals business. Major online travel agencies such as; Makemy Trip, Yatra, 
Eazygo, Trivago, cleartrip and expedia are doing good business in India. The screen shot of 

 

The online travel portals killing the traditional tourism businesses is an ongoing 
debate these days. However may be the actual effect of IT revolution, it can be seen that 

g their online wing to owe the online 
customers and retain existing customers with ease of operating it online from home. For 
instance, Akbar Travels, Thomas cook and Cox kings have started their online operations and 

Inbound, Outbound, Domestic and Ground operators 

Tour operators normally work as specialist agents. They tend to specialise in on service such as 
e basis of nature of the business and area of 

operation, tour operators can be classified as Inbound, Outbound, Domestic and Ground Operations.  

Inbound operators: International tourists when visit a host country they are called as 
ample; a British tourist visiting India will be called as Inbound 

tourist for India. Tour operators which specialises on inbound operations i.e. 
organising foreign tourists to visit India are called as inbound operators. Stic travels is 

perator in India. The famous IATO is an association of inbound 
tour operators in the country.  The features of the Inbound tour operator is listed 



o Buy in bulk the services of airline, accommodation, transport, and guide.  
o It takes the assistance of ground operator for onsite arrangements.  
o Gets special commission from the principal service providers.   

 Outbound operators: Outbound tourist is a visitor to a country other than the one of 
his residence. For instance when an Indian visits Sri Lanka, he is considered to be an 
outbound tourist. A tour operator who specialises in organising tour for Indians going 
abroad is considered as an outbound tour operator. Cox & Kings is a leading 
outbound operator in India. Its famous Duniya Dekho, a group outbound tour package 
is very famous amongst travellers. The features of outbound operator is as follows.  

o Makes inclusive package tours for foreign destinations. 
o They do marketing and sales promotions to reach out to the potential buyers. 
o Such operators may reach out to the customers through franchise. 
o Like inbound operator, outbound operator too but in bulk and then customize 

the services to the taste of individual clients.  
o These promote more group inclusive tours (GIT) than free independent tours 

(FIT) 
 Domestic operator: Nationals of country when visit inside the country for leisure and 

pleasure, they are considered to be domestic visitors. With growing number of Indians 
visiting for leisure and pleasure every year, domestic tourism has become a promising 
business option. The operator dealing with such domestic operation are growing in the 
industry in current times. Unlike inbound operations, domestic tourism is considered 
to be less risky. Domestic tourism is not affected much by negative media news as the 
tourists look for detailed and accurate news before making any cancellations. 
Yatra.com a famous travel portal is also a leading domestic tour operator in India. The 
features of domestic operators are as follows; 

o These design readymade and tailor-made packages handling both independent 
and group tour package tours.  

o Mostly provide all inclusive services.  
o The target customers are domestic tourists. 
o Varied products are incentive, pilgrimage, family vacation, and business tour 

packages. 
o They also appoint the ground handling agents for onsite arrangements.  

 Ground handling agent: while multinational and large scale operators’ focus on long 
haul transfers, hotel booking, they sublet the ground handling duties such as; local 
sight-seeing, pick up and drop, check-in to the pre-booked hotel and specific 
requirements of tourists to the sub-agents. These sub-agents working on duty-specific 
charges are given one-time payment mostly in advance to meet the petty expenses of 
tourists. The features of ground handling agents are as follows;   

o Take complete charge of providing all ground support services like car rentals, 
guides, pick up and drop services  

o Arrangements of entrance fees, parking fees, and toll taxes as per the advice of 
principal agents  

o As the principal agent is located at a faraway place, the ground handling agent 
comes in direct contact with the guests.   

o Location,experience and credibility in the business, experienced and trained 
staff, membership of travel and tourism associations, capacity to spend for 
group in an emergency, and provisions of credit are some of the factors in the 
selection of ground handling agents by the principal tour operator. 



TOUR OPERATORS  

INBOUND
OPERATOR 

OUTBOUND
OPERATOR 

DOMESTIC
TOUR 

OPERATOR   

TYPES OF TOUR OPERATORS   

GROUND
OPERATOR   

 

Difference between travel agency and tour operator 
Tour Operator Travel Agent 

As a wholesaler as it is responsible for 
designing the tour package 

Works between tour operator and tourist as 
a middle man.  

Deals directly with hotels, airlines, taxi and 
other providers as their buyer 

May deal with them sometimes but may buy 
these services individually for their client 

It designs the itinerary of events and places 
to be visited  

No say in design but it follows the standard 
of the operator  

Services are sold in the form of package not 
single individual services  

Only provides single services to its clients 

Deal directly with all suppliers of services 
for conglomeration of services    

May deal with individual provider at a time 
as a representative of its client 

Receives in foreign currency for the sale of 
packages  

Receives in national currency as the 
business is done within a country.  

Normally away from its clients  Located in close proximity of the clients  
 
Linkage of a Travel agency or company 
 

As discussed earlier a travel agency acts as a retail agent for principal service providers. The 
significant source of earning profit is through commissions. Traditional sources of business include 
sale of flight tickets, renting car, sale of package tour, booking of hotel rooms, sale of and travel 
insurance products. Most of the travel agencies depend upon the package tour commission. Niche 
areas of travel agency operations include “meeting, incentives, travels, conference, exhibition and 
exposition, educational tours, event managers, thematic tours, and special interest tours”. 

The travel agency has one to one relationship with individual service providers. They are 
displayed with the help of following diagram.  
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ORGANIZATIONAL STRUCTURE OF A TRAVEL/ TOUR COMPANY 
 

Organization Structureof a travel agency  
Organisation structure refers to the system of an organisation, reflecting delegation of 
authority and responsibility, flow of information, and roles of jobs at different level. All the 
departments with their respective function is known through the organizational structure. 
Most travel agencies with middle and large scale operations are well structured organizations.  
 
In a relatively big travel agency, there are shareholders, followed by the board of directors 
and the managing director. Based on the level of operations, a Travel agency may have 
general managers, Managers, Assistant Managers, Senior Executives and Interns responsible 
for the implementation of policy and programmes of the company and account for the 
growth. These executives delegate the woks to their respective subordinates while being 
responsible for the execution of the tasks all through. The organization structure includes all 
the functional and operational areas of the travel agency by which quality services can be 
rendered to the clients. 
 

Organisation Structure of a Travel Agency 
 



 
 

 
Organization Structure of a Tour Operator  
 

Unlike travel agencies Tour operators are bigger in scale and operations and thus are 
mostly well structured organizations. The job of a Tour Operator is formulation of package 
tour.  
In a relatively big tour operations, there are shareholders, followed by the board of directors 
and the managing director. Based on the level of operations, a Tour Operator may have 
general managers, Managers, Assistant Managers, Senior Executives and Interns responsible 
for the implementation of policy and programmes of the company and account for the 
growth. The functional areas of an operator may extend to inbound, outbound, domestic, 
MICE, apart from Finance and Marketing divisions. Theexecutives accomplish the assigned 
task with their subordinates as a team. However the performances of every individuals are 
assigned for separately and they are assessed for their individual as well as group 
accomplishments. The organization structure of a tour operator includes all the functional and 
operational areas by which a complete package can be rendered to the clients. 
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Structure of a medium level all service Tour Operator

 
 
 

 
Activity 1: List out the functions of a tour wholesaler company in India. 
Materials Required:Computer with Internet 
Step by Step Procedure: Open the website of Cox & Kings India ltd. Go to the menu bar 
and list out all the services provided by Cox & Kings. 

 
Activity 2: On the website of SOTC, list out all Group holiday packages and make a 
note of their terms and condit
Materials Required:Computer with internet 
Step by Step Procedure:Open the website of SOTC. Go to the menu bar and click on 
Group Holidays. Click any of the tour package and then click on the terms and conditions 
listed below. Make a note of hotel,

 
Assignment 
 
1. List out the organisation structure of any Multinational Tour Operation Company in 

India. 
2. Compare and contrast the services of MakemyTrip and Thomas Cook India.   

 

 
 
 
What do tour operators provide?  

 Package tour 

Auditor 

Finance & 
Administration 

Human resources 

Accounts & 
Finance

Marketing & 
Business 

Development 

Domestic 

Overseas 

Inbound division

Operations

Development

Tour Escorts

PRACTICAL EXERCISE 

CHECK YOUR PROGRESS 

Structure of a medium level all service Tour Operator 

List out the functions of a tour wholesaler company in India. 
Computer with Internet  

Open the website of Cox & Kings India ltd. Go to the menu bar 
and list out all the services provided by Cox & Kings.  

On the website of SOTC, list out all Group holiday packages and make a 
note of their terms and conditions.   

Computer with internet  
Open the website of SOTC. Go to the menu bar and click on 

Group Holidays. Click any of the tour package and then click on the terms and conditions 
listed below. Make a note of hotel, meals, baggage, child allowance, VISA and so on. 

List out the organisation structure of any Multinational Tour Operation Company in 

Compare and contrast the services of MakemyTrip and Thomas Cook India.    

 

Chairman & MD

Auditor Director

Inbound division

Sales

Operations

Product 
Development

Tour Escorts

Transport  

Outbound division

Sales 

Operations 

Product 
Development 

Corporate Travel 

VISA

Passport 

Domestic division

Sales

Operations

Product 
Development

MICE

Overseas 

Sales

Operations   

Domestic  

 

List out the functions of a tour wholesaler company in India.  

Open the website of Cox & Kings India ltd. Go to the menu bar 

On the website of SOTC, list out all Group holiday packages and make a 

Open the website of SOTC. Go to the menu bar and click on 
Group Holidays. Click any of the tour package and then click on the terms and conditions 

meals, baggage, child allowance, VISA and so on.  

List out the organisation structure of any Multinational Tour Operation Company in 

Domestic  

Sales 

Operations



 Hotel rooms 
 Flight tickets 
 All of these 

 
True or False  
Tour Operator is also called as “travel services consolidator”.  

1. True  
2. False  

 
 
Checklist for Assessment Activity 
 
Use the following checklist to see if you have met all the requirements for assessment activity. 
 
Part A 
Outlined the functions of a tour operator.  
 
Part B 
Discussed the following in the class: 
a) Outline the difference between travel agents and tour operator business.  
b) List out functions of an online travel agent i.e. Yatra.com vis-à-vis that of a traditional 
Operator like Kuoni.  
 
Part C 
Performance standards 
Performance standards may include, but not limited to: 

 
 
 

ANSWER KEY 
 

Answers are marked bold in the questions.  
 
 

 

Unit – 2 
SESSION 2: SETTING UP A TRAVEL COMPANY & MAINTAINING COMPANY’S INTELLECTUAL 

PROPERTY RIGHTS  
 
LEARNING OUTCOME(S)   

On completion of this Session the student will be able to: 

Performance standards Yes No 
Named all the functions of a tour operator.   
Wrote the composition of services in a package tour.    
 
 

  



 Comprehend the types of tourism businesses  
 Understand the detail procedures of setting up a business  
 Study the procedure and benefits of obtaining approval from IATA and Ministry of 

Tourism  
 Comprehend the importance of IPR in tourism business  

 
Setting up Travel Agency  
The prime motive of any businessman or entrepreneur is to gain profit from the operations. A 
travel agent as an intermediary establish linkages among service providers for the success in 
business. The key to success in tourism business is networking amongst partners in the 
tourism industry. A travel agent or tour operator take each other’s help to cater to the need of 
variety of tourists’ needs. Some of the operators may specialise in one destination or one kind 
of services where other agent may be close to the customers’ place to deliver the services at 
his doorstep. Thus a network of operators and agents can only satisfy the needs of customers 
in totality. In addition to the growing demand for travel agency services, there are increasing 
numbers of entrepreneurs keenly interested to set up and run the travel agency business. With 
a little amount of seed capital, one can start running a travel agency.  
 
Let us now discuss the points considered to be important in setting up a travel agency.  
 
Identification of Location: Travel agency is usually located in the city and industrial towns 
for the existence of buyers for travel agency services. Several factors such as easy 
accessibility, visibility, reduced in travel and transportation cost, and ease of delivering travel 
services influence travel agency’s decision about the location.  
Availability of adequate parking area is also a major criteria in the selection of a site 
Selection of Building premise: The building for travel agency should be clearly visible and 
centrally located and preferably a centralized air-condition. The building should be part of or 
at least close to a landmark. The office should be preferably in the ground floor for easy 
access by customers. The name board of the agency should be clearly displayed to attract the 
attention of walk in commuters.  
Besides the selection of building, the design of the building holds importance. The building 
should have toiletsseparate for female and male staff and customers. It is important to have 
interior design and painting soothing enough to create a relaxed ambience in the office. There 
should be enough space in the lobby for walk-in customers to walk through and relax while 
waiting for tour executive to attend to them. The lobby can have seating place with the centre 
table decorated with company brochures and magazines. However, there has to be a judicious 
balance as large space in posh locality may increase rental cost for the business. Comfortable 
cushion sofa and cupboards of reasonable size may be preferable.  
Arrangement of Initial Capital: Though not a capital intensive business, travel agency too 
requires initial capital for setting up the office, getting necessary approval and running 
business with lower profits initially. There are various agencies such as commercial banks, 
StateDistrict Industry Centres (DICs) which provide subsidised loan to the entrepreneurs to 
start up a new venture. Travel agents required to prepare a comprehensive report with details 
of scope and plan of the business. After the assessment of the feasibility of the report and 
business plan, loan amount is released. For example, Government of India as part of its start-
up India scheme provide incentives for new start-ups including travel agencies. Ministry of 
Tourism, Government of India under various schemes also provide financial assistance to 
travel agencies.  
Operation of Current Account: As a business venture Travel agents need to have numerous 
banking transactions every month. This requires agency to open current account in any bank, 



preferably with the one that provides financial support. The current account requires a 
minimum balance to be maintained in the account. The current account is mandatory for a 
business and it also helps in having seamless transactions which is otherwise not permitted in 
the savings account. It is important for the business to maintain good record of all payments 
to the creditors and banks as loan payments.    
Appointment of Staff: Travel agency requires staff to carry on with the operations on daily 
basis. It is important to have staff members with right qualification and training. Sincere and 
dedicated staff are the asset of travel agency. Recognition by IATA necessitates Agency to 
have IATA qualified employees.  
Purchase of Minimum Transport vehicle: A travel agency may make arrangements by 
outsourcing transport requirements to another car-rental agency. However it is better if the 
agency owns a minimum number of transport vehicles such as cars and luxury coaches which 
are kept reserve for all time requirement. It reduces cost on hiring the services. 
Approval from Airlines: In order to sale airlines tickets for commission, the agency requires 
approval of the concerned airlines. With the approval the agency can block tickets even 
without making payments. An approval of IATA enables agency to book tickets for all 
international airlines.  
Membership: As said previously, a travel agency is a business of networking. Membership of 
various professional associations not only extends the business reach of it but brings 
recognition of the agency in various platforms that helps growth of its business. It has been a 
trend and practice in the industry to have as many as affiliations possible. Some of the 
popular industry memberships are IATA, UFTAA, IATO, TAAI, HRAI, and so on.  
Required Technology for travel agency business: In the era of technology, no business can 
remain aloof of it. Traditional technology in the travel sector have been CRS and GDS for 
booking flight tickets and hotel rooms. Recently software solutions for operations, revenue 
and property management has been popularly used in the business. In addition mobile 
application software helps business to have customised, easy and speedy delivery of services. 
Traditional GDS companies like Amadeus, Galileo and Sabre technologies have started 
supplying software solutions to the travel companies.  
 
Types of tourism business 
 
Based on levels of investment and ownership a travel agency can be set up under various 
nomenclatures.  
Proprietorship; A sole trading or proprietorship form of business is the simplest form where 
the business is owned by a single person who is fully responsible for the debts of the 
business. As a small scale business a proprietorship business doesn’t need to be registered 
under any act. However a simple registration helps the owner to available many benefits.  
Partnership business: when more than one person share the responsibility of the business 
together as co-owners we call it as partnership business. This form of business doesn’t have 
separate legal entity as like a company. The business functions under a contract agreed upon 
by all partners of the business. This contract needs to be registered under Partnership act 
1932.  
Private company; According to Section 2, clause 68 of New Companies act 2013, a private 
company means a company with a minimum of Rs. One lakh as paid up capital and where 
transfer of shares are restricted. A private company can be started only with filing of 
Memorandum of Association (MoA) with the registrar of companies. The procedures are 
followed in order to register the company in the official records of the Ministry of Corporate 
Affairs.  



Franchise business: it’s a business in which the owners or franchisers sell their rights such as 
logo, name, business model etc. to the third party for a commission or profit as per the 
agreements. In travel agency sector this Franchise business is very popular where the 
Franchisers are big business brands such as Thomas Cook, MakemyTrip, Cox& Kings etc. 
share their brand with independent franchisees for mutually benefiting relationships.  
 
Process of Setting-up Tourism Business Company/ registering a company  
 
Let’s now know the process to start a company.  
Ministry of Corporate Affairs, Government of India has recently in the year 2013 made the 
registration process online. Major steps of registering a company is as follows.  
 
Step 1: Get Director Identification Number(DIN): Every Director of a company should get a 
separate Identification Number. This DIN is mandatory for any person to start a business. 
This form is available in the MCA official website. The filled–in form needs to be uploaded 
in the website and pay required fees.  
Step 2: Get Digital Signature Certificate(DSC): The digital signature then needs to be 
submitted electronically. The DSC should be procured agencies which are appointed by the 
controller of certification agencies (CCA) such as TCS, MTNL, NIC, SAFESCRYPT, 
IDBRT, etc. It’s illegal to use others DSC.  
Step 3: Create an account on MCA Portal. This would help in filing the eForm, online fee 
payment, and for different transactions.  
Step 4: Apply for the registration. File aMoA, the details to be filled are name, registered 
office address and notice for appointment of directors, manager and secretary.  
 
After the required forms are filled and approved by the MCA, the applicant would receive a 
confirmation email and with this confirmation one can start his private company.  
 
Authorizations and Approval 
 
IATA Approval  
 
IATA approval though is not mandatory for a travel agent to start its operation, an approval 
brings with it a host of benefits such as; 

1. The accredited agent can have an access to approximately 250 IATA airline members  
2. It shall be authorised to sell international and/or domestic tickets on behalf of the 

airlines.  
3. Access to Billing and Settlement Plan (BSP) of IATA, for payment and transfer of 

balances to all airlines and agents  
4. Global recognition as part of IATA network through an IATA Numeric Code.  
5. Certification as an IATA agent meaning the agent meets global standards of IATA. 

Agent can use IATA logo and branding by displaying it in all its communications.  
 
The documents required for IATA approval is as follows; 



1. Certificate of the status of the business entity:  
           If a Company   

(a) Notarized copy of certificate of incorporation/registration.  
(b) Article & Memorandum of Association.  
(c) DIN (Director’s Identification Number) Form filed with Registrar of 

Companies for appointment of director. 
(d) Latest annual returns filed with registrar of companies.  

          If a Partnership firm 
             Notarized copy of registered partnership deed.  
         If a Sole Proprietorship  
             Passport copy of the Sole Proprietor/income tax assessment no. 
2. Service Tax Registration certificate  
3. Legal Document -Any one of the following:  
a) Trade Registration from City Corporation (e.g. Shop & Establishment or labor 
certificate/s, etc.)  
b) PF documents from commissioner’s office  
c) GSTIN (Goods & Sales Tax Identification Number) 
4. Proof of employment of competent and qualified employees with the ability to sell 
international air transportation and issue electronic travel documents and report to the BSP  
5. Photographs of the interior and exterior of the Travel Agency location – with clear 
signboard / interior of the travel agency location  
6. Financial statements – Latest Certified and Audited Balance Sheet, Profit & Loss 
Account, Schedules and Auditors/Directors Report (not more than twelve (12) months old 
at the time of submission) 
7. Certificate of bank Guarantee 
8. If any document is in local language, a translation in English is required. All the 
translation documents must be notarized by Notary Public.  
9. Required Fees: Total fees at the time first joining is US1676$. And various annual fees 
put together are US 238 $. These fees are excluding GST and in vogue as on as on January 
2016.  
Source:http://www.iata.org/Sites/FMC/Files/a3-india-pax-application-guide-HO-BR-
Jan16.pdf accessed on October 15, 2017.  
 
 
Procedures for obtaining recognition and approval of Ministry of Tourism (MoT) 

In the travel agency business, recognition is given on the fulfilment of conditions by 
the MoT at the centre and state. The primary objective is to ensure quality standard of 
services. Upon application by an agent an inspection committee of MoT within a period of 
two months of application screens the application and visits office of the agency to inspect 
the physical facilities and services. The committee comprises of the regional director of the 
region and a member of TAAI.  

Criteria of approval  
1. A minimum paid-up capital of  Rs.3.00 lakhs duly supported by the audited 

balance sheet  
2. The applicant travel agency must be in operation for a minimum period of one 

year before the date of application.  
3. The minimum office space should be 250 square feet with sufficient space for 

reception, toilet facilities neat and clean surrounding, telephone and computer 
reservation system. 



4. The agency must have trained and experienced staff in areas of key operations 
such as ticketing, itineraries, transport, accommodation facilities, currency, 
customs regulations, and travel and tourism related services. A minimum of four 
qualified staff should be recruited and out of them at least two should have 
diploma or degree in travel and tourism from recognized university.  

5. The travel agency should be an income-tax assesse and should have the evidence 
of filing income tax return for the assessment year.  

6. The agency should use approved regional and state level guides for handling 
individual and group tourists.  

The recognized travel agency is entitled to avail incentives and concessions granted by the 
government from time to time. 
 
Setting company’s policy and Securing IPR  
 
In present times possession of Intellectual Property is treated similarly like possession of 
land, capital and other valuables. Creativity and innovation are equally recognised as capitals 
that strengthens the economy of a country. Intellectual Property becomes a right when it is 
properly patented. As a signatory to World Trade Organisation (WTO), Indian companies are 
subject to follow the Trade Related Intellectual Property Rights (TRIP). Any violation thereof 
may invite penalty and punishments as per the law. Therefore one has to be extremely careful 
while selecting a brand name in order to avoid any potential litigations in future. 
TRIP includes names, trademarks, copyright, patents, unique business models and so on 
which have been registered in the Trademarks Office. Though it’s not mandatory to register 
with appropriate Trademarks office, it is beneficial in the event of anyone’s infringement into 
the IPR of the travel agency. Once brand name is registered it acts like a fixed asset and 
anyone who wishes to use the brand needs to obtain permission on payments. So having a 
unique and important brand name can earn profits for the agency in addition to the core 
business.  
The agency is thus advised to secure its IPR such as Brand name, product and design while 
respectingother company’s copyright by acknowledging and citing properly and obtaining 
permission wherever required the printed and published materials of other companies.  
 
 
 
 
 



 

Source: http://travelindiatourism.com/TourDetail.aspx?ID=1 (Copy right permissions obtained) 

 



 
 

 
Activity 1: List out documents you require while obtaining the approval of IATA  
Materials Required: Computer with Internet  
Step by Step Procedure:  
1. List out the documents as mentioned in the text above  
2. Visit the website of IATA or follow the link http://www.iata.org/Sites/FMC/Files/a3-

india-pax-application-guide-HO-BR-Jan16.pdf 
3. Compare the documents mentioned in the text with any possible changes in the website.  
 
Activity 2: Outline the criteria of obtaining approval of Ministry of Tourism for a new travel 
agency  
Materials Required: Computer with Internet  
Step by Step Procedure:  
1. List out the criteria as mentioned in the text above  
2. Visit the website of the MoT 
3. Compare the criteria mentioned in the text with any possible changes in the website.  

 
 

Assignment 
 
1. Discuss the points you would take into consideration while setting up a travel agency 
business.  
2. Assume you own a known travel agency business for instance Thomas Cook India Ltd. 
List out Intellectual Property of your company that can be protected from infringements by 
competitors.  
 

 
 

 
 
 
1. Which of the following is not a mandatory certificate required by a company for IATA approval  

a) Notarized copy of certificate of incorporation/registration.  
b) Article & Memorandum of Association.  
c) DIN Form  
d) Annual income statement of Managing Director  

 
2. Which of the following is not an obvious benefit of IATA approval by a travel agency?  

a) Access to member airlines  
b) Authorisation to sell international and/or domestic tickets  
c) Automatic approval of Ministry of Tourism  
d) Access to BSP  

 
3. “GSTIN” refers toGoods and Services Tax Identification Number.  

CHECK YOUR PROGRESS 

PRACTICAL EXERCISE 



a) True  
b) False 

 
Checklist for Assessment Activity 
 
Use the following checklist to see if you have met all the requirements for assessment activity. 
 
Part A 
Outlined the procedures of setting up a travel agency business.  
 
Part B 
Discussed the following in the class: 
c) Outline the documents required for approval of IATA.  
d) Importance of IPRs in tourism and travel agency business.  
 
Part C 
Performance standards 
Performance standards may include, but not limited to: 

 
 
ANSWER KEY 
 
Answers are marked bold in the questions.  
 

 
SESSION 3: FUNCTIONS OF A TRAVEL AGENCY BUSINESS 
 
LEARNING OUTCOME(S)   

On completion of this Session the student will be able to: 

 Comprehend the functions of travel agency function  
 Understand the changing face of travel agency in modern world  

 
Functions of Travel Agency  

Travel agencies are identified as important middleman between vendors and customers. 
It is typically a middleman between tour wholesaler and transport providerson one hand and 
tourist or traveller on the other. Apart from working as a ticketing agent it sells the standard 
tour packages to the tourists. Traditionally the travel agency business has been dependent 

Performance standards Yes No 
Outlined the procedure of approval of Ministry of Tourism.   
Outline the types of Travel agency business and the procedures of setting up a travel 
agency. 

  

 
 

  



upon ticketing more specifically the air tickets. The operation of each agency is based on the 
scope of its activities, scale of business, and size of organization.  

The functions of a travel agency are explained below.  
 
(i) Travel Information: Provision of travel information is the primary function of travel 
agency. Up-to-date, accurate, and timely information regarding destinations, modes of travel, 
accommodation, sight-seeing, shopping, immigration, passport, visa, custom clearance, and 
procedure for health and security rules, and restricted area permit are collected, arranged, 
stored and shared with the customers, and principal service providers. 
 
(ii) Preparation of Itinerary: The term itinerary basically denotes schedule of visit. Itinerary 
can be of different types such as; travel itinerary and tour itinerary. Travel itinerary 
includesthe origin, destination, and all the transit points however tour itinerary may in 
addition include activities the tourist may engage in during the visit. Itinerary guides tourists 
for undertaking safe and comfortable travel. It helps in smooth conduct of the tours. Travel 
itinerary includes the domestic and international air itinerary before issuing the tickets. At 
present, with the help of CRS, travel agencies can easily prepare the itinerary and work out 
the total air fare of travel route.  
(iii) Tour Packaging, and Costing:Travel agency prepares customized and readymade 
package keeping in view preferences of target customers. Tour package generally contains 
the terms and conditions, do’s and don’ts, and inclusive or non- inclusive of services. There 
are different factors like modes of travel, client choice, income, age group, country, and 
region that determines the sale of the packages. After the identification of target market, the 
travel agency liaison with service provider and enters into a contract with them.  
Costing is also another major function that includes various elements of cost in package 
tours. These elements include research and development, marketing, accommodation, 
transportation, sightseeing, guide, staff training, and incidental expenditure.  
 

Table: Functions of a travel agency 
Travel Information  Passport, Visa, Customs, Counselling, Health, Security checks, Special 

permits, Clearances  
 

Itinerary 
Preparation 

Offering & designing tailor-made or standard itinerary  

Reservation of 
tickets, 
Transport/Entry to 
cultural shows  

Air: International, Domestic   
Surface/Sea: Train, Bus, Coach (both scheduled & charter services)  
Entry tickets to Entertainment or cultural shows  

Accommodation Hotels, Resorts, Motels, Camping tents or any other forms of 
accommodation based on the choice of its clients    

Tour Packaging & 
Costing 

Liaison with Tour Operator regarding Market research, Costing, Pricing, 
Promotion     

Travel Insurance Personal, Baggage   
Foreign Currency Sell, buying forex  
Organising MICE, Entertainment nights   
As Handling agent  Ground handling; making personal arrangements for tourists at the 

destination  
 
(iv) Reservation and Issuance of Tickets: Issuance of ticket isa traditional function in the 
travel agency. It used to be a major source of income of the travel agency until recently. A 



travel agent sells airlines, train, cruise line, and bus tickets to its clients. They are accredited 
by the airlines as Preferred Sales Agent (PSA) or accredited agent to issue tickets on behalf of 
airlines. Travel agents are allowed to maintain minimum stock of air tickets for which they 
keep security deposits with the airlines. They can also reserve, alter and cancelthe tickets on 
behalf of its clients.  
 
(v) Accommodation Reservation: Reservation of hotel rooms is a major function of travel 
agency. A travel agency reserves rooms, conference halls, restaurant, bar, and meeting room 
on the request of clients and may give the advance in case a bulk booking otherwise payment 
is settled subsequently. Reservation is also done for ground transportation, train, and cruise 
services. Advance reservation is also made for entertainment programme.  
 
(vi) Travel Insurance: Travel insurance protects tourists against personal and baggage loss. 
Insurance is the subject matter of solicitation and travel care insurance products are high on 
service excellence with world-wide coverage and great value for money. These are different 
types of insurance schemes.  
For example, the TATA AIG offers a gamut of travel insurance products for the tourists 
during the package tours. These are the following facilities covered under the insurance 
schemes:  

 Accidental death and dismemberment benefits: for death or disability during the tour  
 Accident and sickness medical expenses reimbursement: Sickness and accident 

related medical expenses during the travel.   
 Baggage loss and delay benefits: for loss or delay in baggage delivery.  
 Home burglary: Theft at home during absence from home.   
 Trip cancellation: for any probable cancellation of the trip.   
 Missed connection or departure:Missed connection refers to a situation when a 

journey involves multiple flights, the delay in one flight may cause miss of 
subsequent flight. In case the journey is performed by a “through ticket” i.e. one ticket 
for multiple sectors, it is the responsibility of the concerned airlines. However in case 
the travel agent would have booked the tickets separately, then a separate insurance 
policy can only compensate the loss.  

 Bounced hotel or airlines booking: it is dishonouring of the booking and denial of 
stay/boarding to the client.    

 Flight delay: for any delay in flights and consequent losses.   
 
(vii) Foreign Exchange: Normally an authorised agent approved by Reserve Bank of India 
can deal in foreign exchange. If a travel agent is an authorised agent for Forex, it can buy or 
sell foreign currency with some commission. In case the agent is not authorised it can act in 
between the Forex agent and the tourist. The agent may here provide the service to the 
customer for some service charges as applicable.    
 
(viii)Miscellaneous Services:The travel agent caters to all aspects of MICE, business 
meetings, event management and exposition and incentives. A Travel agent make customized 
arrangements for every specific requirements of customers. Miscellaneous services such as; 
document services, transfer, and pick up, reconfirmation of hotel rooms and airline seats, 
participation in FAM (familiarization) tour, any inner line permit or any specific personal 
requirements of the clients at the destination. For example, the trade fairs division of Cox and 
Kings is an extremely efficient that ensures meticulous planning for confirmation of hotel 
rooms, Indian meals, city tours, and buyer-supplier meets.  
 



SOURCES OF REVENUE  
As a business travel agency works for profit. As the agent offers the package or service of the 
principal, it cannot make any alteration in the price. Thus it only depends on the commissions that 
arepaid by their principal suppliers for the sale of products and services it makes for them. Usually 
the commissions are a fixed percentage on the actual sales. This rate increases when the agent 
business increases. The commissions thus increase with the increase in the sales volume. This 
additional increase in the commission is called “override commission”. In order to establish itself in 
the market or in view of competitive prices an agent may pass some of the commission onto the 
customer in terms of discounts.  
In addition to the commission on there can be other sources of income for a travel agent such as;  

1. Commission on sale of principal’s services such as hotel, airlines, car-rentals, and 
transport operators.   

2. An agent may invest money received in advance from its customers in the form of 
deposits and can earn profit out of it.  

3. Commission on Services provided by itself in addition to the services of Principals’ 
such as renting the facilities, or providing specific services at the destinations  

4. Commission from Auxiliary services; In case when customer avails any services from 
the agents directly such as insurance, forex, travelers cheque, etc. it may charge a 
commission directly onto the customer.  

 

 

 

 

 

 

 

Image: A travel agency office 



 
 
Source: https://commons.wikimedia.org/wiki/File:Thomas_Cook_in_West_Street_Precinct_-
_geograph.org.uk_-_789707.jpg 
 
 

 
 
Activity 1: List out and compare the functions of at least 5 travel agencies.  
Materials Required: Computer with Internet  
Step by Step Procedure:  
4. List out all the functions of a travel agency as mentioned in the text above  
5. Prepare a check-list of such functions  
6. Find out five popular travel agencies from the internet  
7. See their functions or products or services and tick in the check-list you have 

prepared  

8. Compare the functions of all the five agencies. 
 

Assignment 
 
1. Visit a travel agent, introduce yourself and inquire about the various sources of the travel 
agency’s income. Compare them with your knowledge from the above content.  
2. Other than main functions of an agent list out all miscellaneous services being provided by a 
travel agent.   

 

 
 CHECK YOUR PROGRESS 

PRACTICAL EXERCISE 



 
1. A “through ticket” is can better be characterised as  

a) One ticket for multi-sector journey 
b) Ticket on Connecting flight  
c) Different tickets for different sectors  
d) A ticket with boarding pass.  

2. “Missed connection” refers to missing a sector because of delay in arrival from the previous flight 
of previous sector.  

e) True  
f) False  

 

3. “Override commission” refers toadditional commission because of increased business  
a) True  
b) False  

 
 

Checklist for Assessment Activity 
 
Use the following checklist to see if you have met all the requirements for assessment activity. 
 
Part A 
Outlined the sources of income for a travel agent.  
 
Part B 
Discussed the following in the class: 
e) Outline the functions of a travel agent.  
f) List out various types of travel insurance products.  
 
Part C 
Performance standards 
Performance standards may include, but not limited to: 

 
 

ANSWER KEY 
 

Answers are marked bold in the questions.  
 

Meaning of Tour Operation Business 
Unit – 2 

SESSION 4: TOUR OPERATION BUSINESS  
 
LEARNING OUTCOME(S)   

On completion of this Session the student will be able to: 

Performance standards Yes No 
Named all the functions of a travel agent.   
Name the sources of income for a travel agent.   
 
 

  



 Comprehend the meaning and functions of tour operation business  
 Understand the nuances of itinerary planning  
 Appreciate the components and types of tour packages  
 Familiarize with documentation, reservation and cancellation of package tour services  
 
 

 
 Meaning of Tour Operation Business 
 Tour operation Functions: 
 Itinerary Planning; Custom made and Ready-made Itinerary, Process to itinerary 

planning- Domestic and international Itinerary 
 Tour package and its types- FIT, GIT, Escorted and guided tours; Tour package 

formulation procedure etc. 
 Components of a package tour: Travel and ground arrangements 
 Reservation and Cancellation procedures for Tour related services-Hotels, Airlines, 

Cruise liners, Car rentals and Rail travel 
 Tour Operation Documentation: Clients/tourists’ file, Voucher-Hotel and Airline 

Exchange Order, Pax Docket, Status Report, Daily Sales Record etc. 
 
 
Tour operation business: Nature& Function  
 

Tour operator is a vital link in the entire tourism supply chain. It is recognized as the 
wholesalers of tour services as it buys in bulk and distributes them through the channel. It is 
here necessary to understand the contextual meaning of the tour operator. The tour operator is 
explained as “an organization, firm or company who buys individual travel components 
separately from different suppliers and assembles them into package tour by adding certain 
value and it is sold at a price tag to the public directly or through the middlemen like retail 
travel agent”. Tour operators are responsible for making timely delivery of tour services as 
per the agreed terms. These are professionally managed set up with experience and expertise 
in planning and operation of vacation packages.  

 
Tour operators develop long term contracts with air carriers, hotels, cruise liners, and 

other suppliers for the provision of bulk travel services. Travel services are then assembled 
into a package tour featuring round trip transportation, ground transportation, 
accommodations, tours of local sites, arrival and departure transfer, entrance fees, and 
cultural programme.Tour operators are principal agents or wholesalers and the organizers of 
all inclusive package holidays. 
 
 



FUNCTIONS OF TOUR OPERATOR 
 
Amalgamation of services into Package tour 
 
Tour operators assemble components of services 
package tour. Let us discuss components of package
are delivered by tour operators in package tours. 
 
Airlines: Air travel is a vital component in
tourists travel by airlines.Airlines operating to tourist hubs join with tour operators who 
combine air travel with the holiday packages. T
relationship with the airline companies for the bulk reservation of seats 
duration.  
Railways: Since Indian Railways is a public sector organization it has limited scope for 
operator to do joint marketing. Unlike India, in countries like USA and in Europe, 
operators work with the railway companies for booking seats and other amenities. Tourism 
destinations linked by railways can attract tourists to visit as train journey is comfortable. 
Tour operators prefer for a continuous service 
of obtaining special passes for tourists. For example, Indrail pass, Euorail Pass, Brital Pass, 
AMTRAK etc., are issued to the eligible passengers to 
the validity of the pass. Railway companies 
passes as big chunks of seats are sold 
Car Rental: Car rental companies 
operators for customized sightseeing and excursion tours. Operators 
departure and transfer. Operators because of continuous use of services prefer to have 
contract at a fixed rate or fixed commission 
Coach Companies: Similar to a Car rentals, 
providers in the distribution network. 
negotiate with the coach operators to get 
customized with elevated bucket seat, white window glass, micro phone, air condition, and 
refrigerator as these are the basic amenities needed in luxury coach services. 

FUNCTIONS OF TOUR OPERATOR  

Amalgamation of services into Package tour  

ble components of services and bundle them together what is called as 
components of package tour in detail. The following services 

tour operators in package tours.  

Air travel is a vital component in the package tour as majority of the international 
tourists travel by airlines.Airlines operating to tourist hubs join with tour operators who 
combine air travel with the holiday packages. Tour operators also maintain continuous 

ne companies for the bulk reservation of seats in a specific route and 

Since Indian Railways is a public sector organization it has limited scope for 
operator to do joint marketing. Unlike India, in countries like USA and in Europe, 
operators work with the railway companies for booking seats and other amenities. Tourism 
destinations linked by railways can attract tourists to visit as train journey is comfortable. 

a continuous service contract with railways companies 
for tourists. For example, Indrail pass, Euorail Pass, Brital Pass, 

AMTRAK etc., are issued to the eligible passengers to undertake unlimited journeys during 
ailway companies also offer discountsfor this type of long term 

big chunks of seats are sold in this type.  
Car Rental: Car rental companies with wide range of luxury cars are in demand by the 

customized sightseeing and excursion tours. Operators also 
. Operators because of continuous use of services prefer to have 

fixed commission basis.  
Similar to a Car rentals, Coach Companies work as primary service 

the distribution network. As a regular user of Coach Service, Tour wholesalers 
negotiate with the coach operators to get a competitive rate. Coach is designed 
customized with elevated bucket seat, white window glass, micro phone, air condition, and 

frigerator as these are the basic amenities needed in luxury coach services.  

 

and bundle them together what is called as 
The following services 

as majority of the international 
tourists travel by airlines.Airlines operating to tourist hubs join with tour operators who 

maintain continuous 
specific route and 

Since Indian Railways is a public sector organization it has limited scope for 
operator to do joint marketing. Unlike India, in countries like USA and in Europe, Tour 
operators work with the railway companies for booking seats and other amenities. Tourism 
destinations linked by railways can attract tourists to visit as train journey is comfortable. 

companies in the form 
for tourists. For example, Indrail pass, Euorail Pass, Brital Pass, 

undertake unlimited journeys during 
sfor this type of long term 

are in demand by the 
also rent cars for 

. Operators because of continuous use of services prefer to have annual 

Coach Companies work as primary service 
Tour wholesalers 

Coach is designed and 
customized with elevated bucket seat, white window glass, micro phone, air condition, and 



Cruise Liners: A cruise ship also known as cruise liner is a passenger ship. A voyage in a 
cruise ship is very popular as it is designed with all luxury amenities to offer a unique 
vacation experience. The travel itself in a cruise liner is considered to be attraction. There is 
no one final destination in the cruise line. Thus the experience in cruise line is sold as a 
package itself. Cruise liners depend on tour operators as an important means for the bulk sale 
of cruise packages. Cruise companies thus provide a good commission and other incentives to 
the operator for sale of its packages. Retail agents are also authorized to sell the cruise 
packages. Some of the popular cruise packages are offered by Star Cruise.  
Accommodation services: Hotels are the major player in the distribution network of tour 
operation business. Importantly, expenditure on hotel room, and food and beverage services 
account for one third of the tourist expenditure. Hotels offer attractive discounts to Tour 
wholesalers for the bulk of sale of rooms. On the side of operators, inclusions of hotels in the 
package tours enhances the confidence of tourists. This is why tour operators select the best 
hotel in the locality to be part of the package tour. A good hotel add a lot of value in the 
package for the quality of services in room, food, cocktail, cultural event, and duty free 
shopping. Currently hotel bookings are considered to be major source of revenue for 
operators and travel agencies.  
Event Planners: Event management companies are specialist providers of conference venues, 
food, and logistics. Tour operators negotiate with event plannersfor post, and pre conference 
sightseeing programmes and transportation. Event management companies also depend on 
tour wholesalers to promote their event packages.  
Insurance providers: Travel insurance of late have become major products of insurance 
companies. Tour operators collaborate with the insurance companies for group subscription 
of travel insurance. As bulk user of insurance policies, an operator can negotiate with 
insurance companies for better deal on commissions. Insurance products help the operator 
and traveler alike in the event of cancellation, loss of baggage, or accidents, insurance 
companies. Major insurance companies offering travel insurance are TATA AIG, Bajaj 
Allianz, and Reliance. ForexAgents: Only agents authorized by Reserve Bank of India can 
deal in foreign currency to be exchanged for Indian Rupees. Some tour operation company 
like Thomas Cook have their in house Forex division. As such commissions on exchange of 
foreign currency is an important function and source of revenue for operator.  
Ground Handling Agency: Ground handling agents are also called excursion agents and work 
as representative of Tour operator at the destination. His functions may extend to 
arrangement of luxury car, coach, guide and language interpreter, entrance fees, and reception 
upon arrivals. The ground operators offer flat tariff that include porter charge, toll, and 
parking fees. 
Miscellaneous Services: Tour operators maintain rapport with multiple agencies such as 
passport offices, foreign consulate offices and local government offices for seeking 
permission to conduct tour in the restricted areas.  
 
 
Types of Tour  
The classification of tour is made on the basis of nature of services, destination typeand 
number of participants. Popularly the package tour may be classified as group tour, escorted 
tour, independent tour, hosted tour, and incentive tour.  
Group Tour (GIT): It is also known as Group Inclusive Tour. The services in the group tour 
are pre-decided and standard services are offered for all the members in the group.  
Escorted Tour: Escorted tour may be conducted for the group and independent traveler as 
well. Escorted tour is accompanied by a qualified, well-informed, trained, experienced, and 



professional tour manager or guide. In
accompany the guests from the beginning to 
Independent Tour (FIT): Package tour is de
priorities are different in terms of selecting d
It is a type of tour that gives freedom to travel. Individual element of service 
separately and or even a combination of related package components 
independent traveler.  
Hosted Tour: The tour is called host
guests at the destination. Hosted tour is explained as the form of tour is handled by the 
ground operators or destination management agencies as authorized representa
wholesale tour operators to provide ground logistics as per the contract. 
wholesale agent is silent after the guests reach the destination.  
Incentive Tour: Package tour that is fully sponsored by business firms or organiz
employees as a reward or gift for their past performance. 
employees to perform better and 
includes all essential components of 
package.  
 

 
Types of Tour Operator 
 
Tour operators are classified on the basis of the nature 
of the tour. On this basis Tour operators can be classified as Inbound, Outbound, Domestic 
and ground tour operator. The inbound operator 
visit the country where operator is located. Outbound operator on the other hand conducts 
tours for the nationals of his country to visit abroad. 
arrangements for the nationals to visit in their home country. The ground operator is basically 
not a full-fledged agent since it acts on behalf of its principal operator. The ground operator is 
only in charge of arrangements to be don
 

manager or guide. In most cases and escort-cum-language interpreter 
beginning to the last leg of the tour.  

: Package tour is designed for independent tourists whose needs and 
priorities are different in terms of selecting destinations, accommodation, and transportation. 
It is a type of tour that gives freedom to travel. Individual element of service are 

combination of related package components are designed for 

Tour: The tour is called host tour because the local operator acts a host to receive 
. Hosted tour is explained as the form of tour is handled by the 

ground operators or destination management agencies as authorized representa
wholesale tour operators to provide ground logistics as per the contract. In this the role of 
wholesale agent is silent after the guests reach the destination.   

Tour: Package tour that is fully sponsored by business firms or organiz
employees as a reward or gift for their past performance. The tour is an incentiv
employees to perform better and contribute better to the future productivity. 
includes all essential components of a standard package tour and mostly is 

Tour operators are classified on the basis of the nature of the business and area of operation 
On this basis Tour operators can be classified as Inbound, Outbound, Domestic 

inbound operator offers package tours to the foreign tourists to 
visit the country where operator is located. Outbound operator on the other hand conducts 
tours for the nationals of his country to visit abroad. Similarly, domestic tour operators 
arrangements for the nationals to visit in their home country. The ground operator is basically 

fledged agent since it acts on behalf of its principal operator. The ground operator is 
only in charge of arrangements to be done at the destination.   

language interpreter 

whose needs and 
estinations, accommodation, and transportation. 

are purchased 
are designed for 

host to receive the 
. Hosted tour is explained as the form of tour is handled by the 

ground operators or destination management agencies as authorized representatives of the 
In this the role of 

Tour: Package tour that is fully sponsored by business firms or organizations for its 
incentive for the 

productivity. This tour 
is all inclusive 

 

and area of operation 
On this basis Tour operators can be classified as Inbound, Outbound, Domestic 

foreign tourists to 
visit the country where operator is located. Outbound operator on the other hand conducts 

tour operators makes 
arrangements for the nationals to visit in their home country. The ground operator is basically 

fledged agent since it acts on behalf of its principal operator. The ground operator is 



 
 
Itinerary Planning; Custom made and Ready
planning- Domestic and international Itinerary
 
An itinerary is a detailed plan for a journey with 
to be included. The term in brief 
types such as; travel itinerary and tour itinerary. Travel itinerary includes the origin, 
destination, and all the transit points however tour itinerary may in addition include activities 
the tourist may engage in during the visit. Itinerary guides tourists for undertaking safe and 
comfortable travel. It helps in smooth conduct of the tours. Travel itinerary includes the 
domestic and international air itinerary before issuing the tickets. At present, with the help of 
CRS, travel agencies can easily prepare the itinerary and work out the total air fare of travel 
route.  
 
The operator prepares customized and readymade package
target customers. Services elements 
accommodation, transportation, sightseeing, guide, staff training, and incidental expenditure
are to be planned in such a way they suit to the 
itinerary. 
Tour package generally contains the terms and conditions, do’s and don’ts, and inclusive or 
non- inclusive of services. There are different factors like modes of travel, client choice, 
income, age group, country, and region that determines the sale of the packages. After the 
identification of target market, the 
contract with them.  
 
Process of itinerary planning 
The following steps to be followed while p
international destinations.  
 

1. Decide about the duration of travel: Depending upon the duration of travel, an 
itinerary can be planned with proper sequence of stay at each intermediate points.    

Itinerary Planning; Custom made and Ready-made Itinerary, Process to itinerary 
Domestic and international Itinerary 

itinerary is a detailed plan for a journey with the list of places to be visited and activities 
in brief denotes a schedule of visit. Itinerary can be of different 

types such as; travel itinerary and tour itinerary. Travel itinerary includes the origin, 
sit points however tour itinerary may in addition include activities 

the tourist may engage in during the visit. Itinerary guides tourists for undertaking safe and 
comfortable travel. It helps in smooth conduct of the tours. Travel itinerary includes the 

omestic and international air itinerary before issuing the tickets. At present, with the help of 
CRS, travel agencies can easily prepare the itinerary and work out the total air fare of travel 

prepares customized and readymade package keeping in view preferences of 
elements such as research and development, marketing, 

accommodation, transportation, sightseeing, guide, staff training, and incidental expenditure
are to be planned in such a way they suit to the design of customized and tailor made 

Tour package generally contains the terms and conditions, do’s and don’ts, and inclusive or 
inclusive of services. There are different factors like modes of travel, client choice, 

try, and region that determines the sale of the packages. After the 
identification of target market, the operator liaison with service provider and enters into a 

The following steps to be followed while preparing the itinerary for both domestic and 

Decide about the duration of travel: Depending upon the duration of travel, an 
itinerary can be planned with proper sequence of stay at each intermediate points.    

 

made Itinerary, Process to itinerary 

list of places to be visited and activities 
schedule of visit. Itinerary can be of different 

types such as; travel itinerary and tour itinerary. Travel itinerary includes the origin, 
sit points however tour itinerary may in addition include activities 

the tourist may engage in during the visit. Itinerary guides tourists for undertaking safe and 
comfortable travel. It helps in smooth conduct of the tours. Travel itinerary includes the 

omestic and international air itinerary before issuing the tickets. At present, with the help of 
CRS, travel agencies can easily prepare the itinerary and work out the total air fare of travel 

keeping in view preferences of 
research and development, marketing, 

accommodation, transportation, sightseeing, guide, staff training, and incidental expenditure 
design of customized and tailor made 

Tour package generally contains the terms and conditions, do’s and don’ts, and inclusive or 
inclusive of services. There are different factors like modes of travel, client choice, 

try, and region that determines the sale of the packages. After the 
liaison with service provider and enters into a 

reparing the itinerary for both domestic and 

Decide about the duration of travel: Depending upon the duration of travel, an 
itinerary can be planned with proper sequence of stay at each intermediate points.     



2. List the major attraction sites and their order of travel: a list of major attractions to be 
prepared for visit. Attraction sites need to be unique and accessible. The order of 
travel to the sites can be planned to avoid long and repeat travel on the same route   

3. Collect the background information: such as; attraction of the place, minimum time 
required for visiting each site, mode of transfers, selecting of hotels of desired quality, 
arrival and departure points, any special permits required if any, ideal time to visit.  

4. Decide about tour start and departure point: both starting and final departure points 
are to be decided based on availability of transports and convenience.   

5. List entertainment activities to be performed and at which place: the details of 
entertainment activities and their schedule to be planned beforehand. They are to be 
sequenced properly giving sufficient space for tourists to enjoy.  

6. Obtaining permission to access private and public properties: in case any permission 
is required to visit any place or property, they need to be obtained beforehand.    

7. Minute-wise day programme: A detailed minute-wise programme needs to be 
finalized and written on the paper to avoid any last minute confusion.  

8. Testing the sample itinerary: after the sample itinerary is drawn, it needs to be tested 
with a familiarization tour visiting all destinations as per the itinerary. Only then the 
itinerary can be finalized.    

9. Select a suitable title for the tour: after the itinerary is decided, a suitable and unique 
title can be given to the itinerary.   

 
 

Guidelines to prepare a good itinerary 

 The itinerary must be realistic.  
 Have an interesting title for everyday activity  
 Take time and distances into consideration (not more than 4 hours travel & sight-

seeing)  
 Not to include too many activities per day  
 Details of each day to be read separately  
 Detail each and every activity  
 Use short descriptions about attractions and destinations  
 Never make promises which may not come true: for instance sighting a tiger etc.    
 Include sufficient leisure time though with suitable options  
 Leisure time to be mentioned  
 Accommodation: hotel name to be mentioned  
 Attraction lists should be displayed with pictures  
 Attractions, accommodation and routes to be displayed on a map.  
 Required travel documents to be mentioned  
 Information on health, safety, and essential requirements to be mentioned  
 General information on such as language, desired etiquette and culture to be 

mentioned 
 
Reservation and Cancellation procedures  
 
All tours are subject to some terms and condition to keep the interest of operator and tourists’ 
safe. These details also help all parties to have a clear understanding of the detail conditions 
of travel. The terms and conditions are clear details of the contract which is legally binding 
upon both the Parties, viz. tourist and operator.       
 



The salient features or highlights of the contract are as follows. 
 
The tour operator is a holiday organizer and hence does not control or operate the services of 
Airline, Cruise lines, Railways, Hotel or any other service provider. 
Thus for the delay, deficiency or default in the services of principal providers, tour operator 
can’t be held responsible.  
 
The Tourist is expected to follow the tour programme and return to the country post tour. The 
operator is not responsible in case the participant doesn’t follow the schedule and report on 
time for all departuresor if the tourist loses his travel documents or baggage. In such cases 
booking shall be considered as ‘no show’ and no refunds are made.  
 
Reservation & cancellation  

 Client is supplied with the standard tour brochure with the tour details.  
 The client or his agent accepts the booking and terms and conditions by signing the 

agreement. 
 Duly signed booking form and payment receipt shall be legally binding upon all the 

parties.  
 The operator retains the right to decline any booking or deny any passenger by 

making refunds of his advance if any without assigning any reasons.  
 Until the payment is received for the specified non-refundable interest free booking 

amount, the contract of tour is considered to be not-final.      
 In case the full payment is not made, the company researches the right to cancel the 

tour without making any refunds.  
 The Company reserves the right to terminate the contract prior to the commencement 

of tour. In this case the operator may refund the booking amount without any interest 
thereon after deducting actual expenses that would have incurred in due course on 
account of visa, travel insurance, retention charges of overseas suppliers etc.  

 It can also amend, alter any tour, or holiday it has published for reasons not under 
control of the operator.  

 Refund is accepted in case the participant reports well in advance before the 
commencement of the tour, however there shall be no refund if the participant fails to 
join the group at commencement of the tour and at final point of departure.   

 No refunds are made in case of loss, misplace or destroyof travel tickets or vouchers 
by the participant. 

 
Tour Operation Documentation 
Documentation is very important to the success of any business. It is more so in tour 
operation where many agents and service providers are involved. All members in the supply 
chain are governed by the pre-accepted contract. Hence every bit of documentation is 
important in the interest of tour operator and the client as well. There is a wide range of 
communication documents tour operator generates such as tour brochure, welcome packs, 
confirmation emails, invoices, Hotel voucher, flight ticket, status report and so on which 
needs to be stored carefully.  
Clients/tourists’ file is prepared and the documents related to the client are to be prepared and 
stored in it separately. Documents such as; signed tour brochure, money receipt, confirmation 
email, all invoices, hotel voucher, flight ticket, photo copy of client’s Passport, copy of Visa 
document.  
 



 
 

 

 
 

 
Activity 1: List out reservation and cancellation rules of a tour package.  
 
Materials Required: Computer with Internet  
Step by Step Procedure:  
9. Visit the website of Thomascook.in  
10. Open any tour package preferably international  
11. Click on the terms and conditions of the package tour 
12. Read and note the reservation and cancellation rules of Thomas cook  
13. Compare the rules mentioned in the text with any possible changes in the website.  
 
Activity 2: List out the terms and conditions of tour package being offered by a tour operator.  
Materials Required: Computer with Internet  
Step by Step Procedure:  
4. Visit the website of SOTC  
5. Open any package for instance Easy Singapore 
6. Go to the bottom of the page to locate terms and conditions of the package tour. 
7. Compare the criteria mentioned in the text with any possible changes in the website.  

 
 

Assignment 
 

1. Discuss the points you would take into consideration while preparing an itinerary.  
2. Outline the guidelines to prepare an ideal itinerary.  

 
 

 
 
 
 
1. A good itinerary must have exhaustive description mentioned in it.  

c) True  
d) False 

 
2. A good itinerary must include as many attraction sites possible to allure the tourist.  

e) True  
f) False 

 
 

CHECK YOUR PROGRESS 

PRACTICAL EXERCISE 



Checklist for Assessment Activity 
 
Use the following checklist to see if you have met all the requirements for assessment activity. 
 
Part A 
Outlined the procedures of preparing the itinerary.  
 
Part B 
Discussed the following in the class: 
g) Outline the guidelines of preparing a good itinerary.  
h) Components of a tour package.  
 
Part C 
Performance standards 
Performance standards may include, but not limited to: 

 
 
ANSWER KEY 
 
Answers are marked bold in the questions.  
 

 
 
SESSION 5: COSTING OF TOUR PACKAGES AND TRAVEL PRODUCTS & 

SERVICES 
 
LEARNING OUTCOME(S)   

On completion of this Session the student will be able to: 

 Conceptualise of Tour Package cost and its elements  
 Comprehend various types of tour cost  
 Understand the procedure of costing of FIT and GIT  

 
4. Costing of Tour Packages and Travel Products and Services: Types of Costs-Cost sheet, FIT 

Costing and Group Costing 
5. Differential Tariff Plan-Accommodation Cost-Transportation Cost-Meals Plan etc. 
6. Pricing Strategies for tour products and services 

 

Performance standards Yes No 
Outlined various types of tour operators with example in Indian market.   
Outline the reservation and cancellation rules of package tour.   
 
 

  



COSTING OF TOUR PACKAGES 

Basically ‘cost of products’ denotes to the amount spent for obtaining something. In business 
terms it is usually expressed in monetary terms the effort, materials, resources, time & risk 
incurred, opportunity foregone and all other expenses attributed to a unit. All expenses 
related to a unit are costs but not all costs are expenses, as cost may include some non-
monetary transactions. For examples; risk undertaken, opportunity foregone and time value 
of something can be cost components but are not type of expenses.      
 
Travel agency is a less capital intensive business. At the same time the rate of turnover is also 
less compared to other sectors. This is more evident in the initial period when, travel agency 
takes much hardship to run the business and at times it is difficult to cover operational cost. It 
requires proper planning of capital and flow of funds to run and expand business of travel 
agency. It is thus imperative to know and understand various nature of cost, their types and 
behaviour in a travel agency set up. 
 
Tour package cost  
 
A package tour cost comprises transportation, accommodations, sight-seeing and all other 
incidental expenditure including the advertisement and mark-up relating to a tour. The cost of 
package tour can broadly be divided into fixed and variable components.   
 
The fixed cost in the travel agency business includes office premises, interior designing, 
latest technological gadgets, electricity, water, telephone, employees, purchase of cars and 
coaches, deposit of security amounts with IATA, airlines and principal travel agency for 
franchise, and  security deposits for RBI accreditation.  
The variable cost comprises the payment for booking rooms, for obtaining ticket stocks, 
payment to the guides, balance cash in the current account, maintenance of transports, and 
office rooms. Promotional costs include preparation of brochures, pamphlets, websites, 
advertisement in television, newspaper, magazines, attending meetings and conferences, 
travel fairs, conducting familiarization trips, entertaining potential clients, providing gifts, 
and compensation.  
 

Tour cost is a cost charged or quoted against the services and products provided to customers 
in a tour package. 

Components of Tour Package cost 

Tour package involves numerous services put under one price tag. Various services are 
gathered together and are offered in combination to the tourists for easy planning of his 
budget. However the tour operator at its back office does a lot of homework to design the tour 
package in such a way so that the comfort of tourist is ensured at the same time the price is 
well within the limit in commensuration with the market trends. Let us discuss now the 
various elements of a package cost.       

Travel or transportation cost: It includes the fare from the point of origin to a destination by 
air, rail, or other modes of transportation. It is applicable to both domestic and international 



travel that the tour operator needs to add into its package. The cost of same tour package may 
differ if the boarding points are different.  

Transfer cost: The Cost of all transfers from airport or railway stations to hotels throughout 
the trip is included in the package by the tour operators. 

Accommodation cost: Accommodation cost is set by negotiating with the hotels by the Tour 
Operator. The rate of hotel rooms vary from time to time as per the volume of bookings and 
season of traveling. On an average accommodation accounts for more than 30% of the cost of 
tour package. The package tour normally indicates the category of hotels on offer in the tour. 
The rates of package tour may substantially differ with category of hotels. For instance 
package tour with five star hotel in Singapore will be significantly higher than package with 
three star hotel accommodation at the same destination.    

Sightseeing and activity cost:The cost of sightseeing and other activities is included in the 
package tour. It is always pre included in the package with that of the known entry fees. The 
activities and sight-seeing destinations are always a standard in any tour and operator 
normally follow the schedule except for the emergencies and unavoidable circumstances. 
Therefore, the tour operator does all homework before including any activities and attractions 
for sightseeing as once it is included, the operator can’t cancel or alter the itinerary.  

Administrative cost:The cost of the office is always fixed and incurred on time bound basis 
(called as period cost) and is not direct in nature. It includes recruitment and selection cost, 
training of the staff members, salary and incentives of the staff members,  legal expenses, 
finance, insurance etc. 

Technical cost:It includes the cost of the acquisition of computer, software such as GDS & 
Software solutions and hardware for the purpose of reservation of tickets and packages. 

Marketing cost:The cost of advertising and sales promotion is considered very important. 
Marketing helps identifying the needs of customers and sales promotion is done to increase 
the sale of tour package. Discounts, commissions and other benefits are offered to the travel 
agents for this. 

Research and development cost:Tourism industry is very dynamic with ever changing taste of 
customers. The dynamism of Travel products compels operator to evolve new strategies and 
product combination to cater to the changing needs of its clients. This entails market research 
before formulating a tour package. It includes the study of motivation and travel behavior of 
customers, competition in the market, changing scenario and upcoming destinations. The cost 
incurred for market researchis thus inevitable and form the part of package cost.  

Miscellaneous cost:There are numerous other expenditures such as charges of porters, 
entrance fees, gifts and insurance premium which are paid by the operators or the group 
leaders. Most often it becomes difficult to exactly calculate these expenses and hence are 
considered exclusive to the package cost.  



FIT Costing: FIT stands for Free Independent Traveler. Individual tailor made services are 
arranged for this type of client. Accordingly the costing is done for the
per the specifications of the individual travel
components of a standard tour package 
costly than group tours.  

Group (GIT) Costing:GIT stands for Group Inclusive Tour. 
charges of all the components of a tour package 
flexible to individual choice of one traveler. The cost 
tourists having same or common interest and motivation while touring.

Product Cost vs. Period cost  

The cost of tour package can be categorized as product cost & period cost. The 
are incurred only when a tour is conducted. Thus it is related to expenses concerning the tour; 
examples are air fare, hotel accommodation and sightseeing expenses. 
directly related to the tour but are incurred because we are in the business. These are incurred 
with the passage of time. Examples of period cost are rent of office, depreciation of vehicle, 
salary of tour manager and other office supplies. 
lean season shall have no product cost but it would continue incurring period cost. 

Period costs are further divided into 
Administrative expenses are the most pure form of period c
a continuous basis, irrespective of 
with the changes in sales levels. During the peak season selling period cost may be more 
compared to off season.  

 

stands for Free Independent Traveler. Individual tailor made services are 
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Cost Sheet 

A cost sheet is generally a statement of all the costs of services and products accumulated and 
calculated for a unit or an activity. It shows various components of total cost of any product. 
It is helpful in compiling the margin earned on a service or product and setting price for the 
same product or service in the future. 

A Cost Sheet is ‘A statement includes all the detailed cost related to a unit or a centre’.  

The expenditure relating to a particular period on a product or activity are extracted from the 
final accounts and other records of that period. The extracts are then calculated for their 
relationship with unit or activity for which the cost sheet is to be prepared. It reports costs at 
various levels such as Direct cost, Works cost, Cost of production, Cost of Goods sold and 
Total cost. Cost sheet is also called as ‘Statement of Cost’.  

Specimen of a cost Sheet 

 

 

DIFFERENTIAL TARIFF PLAN 

Accommodation Cost 



As discussed earlier accommodation is a significant component of package tour. 
Accommodation is set by negotiating and comparing with various hotels in similar category. 
The rate of hotel rooms varyas per volume of bookings and seasons of traveling. It accounts 
for more than 30% of the cost of tour package.The tariff of same hotel may vary during 
different seasons. During peak season such as Deepavali holidays and Christmas vacation or 
on weekends such as Saturday and Sundays, the hotels offer a higher tariff, and during off 
season such as weekdays and rainy season the same rooms are offered on discounts. The rates 
offered to the travel agents and operators gets better as they buy hotel rooms in bulk.  

Transportation Cost 

Transportation cost involves the transfer of tourists from the place of origin to the destination. 
Different modes of transportation such as airlines, train and cruise lines are opted by tourists 
at different geographies.Like hotels, airlines offer differential rates during different period of 
the year. However unlike hotel sector, the changes in airlines tariff happens differently. 
Airlines companies try to owe passengers by offering attracting fares for advance purchases. 
Tour operators too are offered better rates because of their bulk booking of seats.  

Different Meal Plans 

American plan(AP): In this plan, room rent and all three meals such as; breakfast, lunch and 
dinner is included. It is also called full board or full pension plan in some of the countries. 

Modified American Plan (MAP): It is a meal plan in hotels that includes two meals in a day. 
It includes breakfast and either lunch or dinner in the tariff in addition to the room rent. It is 
also called Half Board or Half Pension or Demi Pension plan in some European and other 
countries. 

Continental Plan (CP): Continental plan or CP is a meal plan in which only bed and breakfast 
is included in the tariff. Generally continental breakfast is included and lunch and dinner can 
be provided by paying extra. 

Europeanplan (EP): In European plan only room rent is included in the tariff and is found to 
be the lowest than the other plans. There is no meal in this. One can go anywhere for having 
meals and enjoy the delicacies. 

Bermuda Plan (BP): In Bermuda plan American or Continental breakfast is included with the 
room tariff. 

Pricing Strategies for Tour Products and Services 

Theoretically various methods of pricing are prescribed for various situations faced by the 
operator. Depending upon the business strategies of the firm, the operator follows various 
pricing strategies. The knowledge of theories of pricing strategies help the entrepreneur 
develop the acumen for deciding the price for its tour package. Various pricing strategies are 
outlined below for your reference.   

Cost oriented pricing  



 Cost plus pricing: This is also known as traditional pricing. In this pricing strategy a 
mark-up amount is included in the selling price of the product. 

 Rate of return pricing: As per this strategy, a decision is first made about the rate of 
profit. From the competitive market price this return is adjusted to plan cost 
accordingly. 

Market oriented pricing 

 Skimming pricing: In this form of pricing the price of the product is kept as high as 
possible. Here the target customers are considered rich and quality conscious and are 
willing to pay for premium product. It is suitable when there is less competitors in the 
market. And the services of the operator is at high demand. 

 Bundle pricing: In bundle pricing, the price of set of services provided to the 
customers is lower than the price that is charged for separate product or service put 
together. As the client buys a range of services together he avails a discount for 
buying in bulk.   

 Penetration pricing: It is considered to be the reverse of skimming pricing. This 
pricing strategy is used to target all the customers in the market thus the price is set to 
be as low as possible. It helps in increasing the sales volume and expand the customer 
base of the operator and increase its share in the market. 

 Backward pricing:In this pricing strategy the price is set as per the will of customers 
by determining the profit as well. 

 Differential pricing: In this form of pricing strategy different price is set for the same 
product or service in different markets by the operator. 

 Going rate pricing:It is a pricing strategy in which the price is set as per the prevailing 
price of the competitors in the market. 

Tourism specific Pricing  

Tourism industry uses some unique pricing strategies. These are as outlined below.  

 Rack rate: Rack rate is the full rate where there is no discount added on the products 
and services. Wholesalers are also provided this rate and the same is printed on 
brochures for the customers.  

 Seasonal pricing: A mix pricing is done to cover lean and peak seasons for 
fluctuations in the demands to be fulfilled. Every year this seasonal pricing is 
practiced keeping in mind both peak and lean season.  

 Last minute pricing: Last minute pricing is followed generally by accommodation 
providers. Last minute pricing is done by offering discounts on per day basis. Its 
promotion is done in the website of the hotel on last minute.  

 Discounting: Offering a discount in a competitive market is common in tourism 
industry. Discounts are given on products and services because it is better to have a 
discounted booking than having no booking. It is done to increase the demand. 
Customers are also lured by the discounts. It helps in charging the normal rack 
rateswith occasional discounts. However care has to be made to avoid devaluation of 
the product. 



 Package Deals: Developing links with tourism partners to provide full package for 
customers is a suitable way for increasing the demand. Collection of tour related 
services being offered by various providers and offering them under one price tag 
may offer a tension free tour to the client. Thus the price attracts tourists even without 
offering any discount. After getting the rates from other service providers one can set 
a package pricing.  

 Commissions:There should be one pricing for all distribution channels as online or 
retail travel agents, tour operators and wholesale to avoid confusion relating to final 
price. Many bookings are done via the distribution channels and agents are offered 
commission for the bookings made by them. 

 

 

http://www.irctctourism.com/TourPackages/RailTour/Thailand-Delight-Flight-Package-Ex-
Lucknow-NLO04.html?show=det 

 
 
 

 
 
Activity 1: List out the services in a tour package being of Thomas cook India Ltd. 

PRACTICAL EXERCISE 



Materials Required: Computer with Internet  
Step by Step Procedure:  
14. List out all service components as mentioned in the text under the heading 

“components of tour package cost”.   
15. Visit the website of Thomas Cook India Ltd. and open any international package 

details. 
16. Compare the services mentioned in the text with the services of Thomas cook.  

 
Activity 2:Prepare a list of inclusions and exclusionsin the tour package of a tour 
company.  
Materials Required: Computer with internet  
Step by Step Procedure:Open the website of any travel company e.g. www.sotc.in. Open 
the details of an international package for instance 7 Days Highlights of Bhopal. Then list 
out inclusions and exclusions of services in the package.  
 

 
Assignment 
 
1. Outline the components of tour package cost and classify them on the basis of Product 
cost and Period cost.  
2. Compare the cost of package tour to Thailand being offered by SOTC, Thomas Cook 
India, IRCTC and Cox & Kings.  

 

 
 
 
1. A tour package normally does not include which of the following cost?  

e) Accommodation  
f) Airfare  
g) Food  
h) VISA fees 

 
2. Which of the following is higher than other room tariffs for a hotel?  

g) Rack rate 
h) Seasonal rate  
i) Last minute rate  
j) Package Deals 

 
Checklist for Assessment Activity 
 
Use the following checklist to see if you have met all the requirements for assessment activity. 
 
Part A 
Outlined the components of tour package cost.  
 
Part B 
Discussed the following in the class: 
i) Outline the different types of tour costs.  

CHECK YOUR PROGRESS 



j) List out various pricing strategies followed in the industry.  
Part C 
Performance standards 
Performance standards may include, but not limited to: 

 
 

ANSWER KEY 
 

Answers are marked bold in the questions.  
 
 
 

 

Performance standards Yes No 
Named all the standard meal plans being offered in hotel industry.   
Discussedthe reasons of existence of differential pricing in tourism industry.   
 
 

  


