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PRESENTATI ON BY BON VOYAGE

CHAIR  Good norning |adies and gentlenmen, welcone to the sixth

and final day of the Commerce Comm ssion's Conference being
held in relation to the application by Air New Zeal and and
Qantas Airways who are seeking authorisation to enter into a
Strategic Alliance Agreenent and rel ated agreenents and the
application by Qantas Airways seeking authorisation to
subscribe for up to 22.5% of the voting equity in Air New
Zeal and.

First today we have Bon Voyage and | believe it's
M Murphy, and | will ask you just sinply for the record to
state your nanme again and your position with the conpany,
and ask you to present when you're ready. Thank you.

MR MURPHY: Thank you. Good norning Conmm ssioners, |adies and

gentlenen. My nane is Gerard Murphy from Bon Voyage Crui ses
& Travel and e-travel.co.nz. | sincerely value the
opportunity to address the conference today. Thank you.

| am here because | firmly believe that the Conference
needs sonme bal ance to the huge weight of evidence produced
by the Applicants and the economc theory espoused and
argued over the past week.

VWhile | very much respect the calibre and quality of the
experts appearing for both the Applicants and opponents,
experience has taught me to maintain a healthy disrespect of
academic and economic theory versus what happens in
practice.

Experi ence has also taught ne not to believe everything

["m told. The Applicants are past masters of spin, and
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| believe that wi thout the scrutiny such as provided by the
Conmer ce Commi ssion and ACCC processes, the alliance could
easily be sold as a great idea, which of course it is if you
are an airline owner or a manager on incentives.

The applications could be believable if one did not
adopt a nore skeptical attitude. I ndeed, certain parts of
theory and evidence produced during this process rem nd ne
very nmuch of Hans Christian Anderson's fairytale, the
Enperor's New C ot hes.

Perhaps in presenting today | am acting the part of the
small child, stating the obvious but in doing so exposing
these applications for what they are; a blatant attenpt to
nonopol i se and mani pul ate the New Zeal and travel market.

The Applicants in their cross-subm ssion dated 18 July
sai d:

"Third parties have provided very little in the way of
supporting evidence for the statenents and assertions nade
in their subm ssions. The Applicants believe the Comm ssion
must prefer the Applicants' subm ssions, which are backed by
substantial and detailed evidence, to the subm ssions of
third parties that are largely unsupported by any
obj ectively verifiable evidence."

Thi s cross-subm ssion concluded with point 65:

"The Applicants note that none of these third party
subm tters have denonstrated any special skill or know edge
relative to the statenents and assertions that they nake."

Unli ke many of their hired guns, | have not included a
verbose CV in ny subm ssions, but for the benefit of those
assenbl ed here today perhaps | should quickly run through ny
backgr ound.

My nane is Cerard Murphy, | am the owner of a trave
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agency in Pakuranga, Auckland; Bon Voyage Cruises & Travel.
W have a substantial website and growi ng on-line business
t hrough e-travel . co. nz.

| have spent 7 years in tertiary study part tine and
hold an NzIM Managenent Diploma, a graduate diploma of
business with a marketing major and a Msters of Business

Adm nistration from the University of Auckland. In
addition, | hold both Prelimnary and Advanced |ATA/ UFTAA
di pl omas. | believe, therefore, that | have an acadenic and

technical background to nake a valuable input to this
process.

My travel experience includes wholesale and retail
roles, from consultant to branch nmanagenent and ownership
and senior marketing roles for tw substantial travel agency
chai ns.

Most inportantly, | have had over 23 years experience in
direct and close contact with both travellers and the
i ndustry, suppliers and airlines, including the two
Appl i cants. | believe this also gives ne the professiona
i ndustry experience to make a val uabl e input.

Assertions and statenents contained in ny two
subm ssions, the cross-subm ssion, and today's presentation
are based on these 23 years of experience, and current
coal face participation in the travel market, that the
proposed alliance would change substantially, not just for
nme as a participant, but also for the consuners; the
travel ling public.

Incidentally, | am probably the only person appearing
bef ore the Comm ssion who has actually sold an air ticket to
a menber of the public in the past nonth.

The Applicants also criticised the opponents for
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repetition. Having read countl ess pages of subm ssions from
Applicants and their experts, | need to suggest that this
criticismis certainly one of the pot calling the kettle
bl ack.

Today | wish to question the quality and accuracy of
subm ssions provided by the Applicants' experts. It seens
the Applicants' view is that if they can get enough high
power ed experts espousing theory, facts and figures, that we
will all blindly believe themjust like in the fairytale.

The July 28 report of Dr WIlig and Margaret Geurin-
Calvert is an exanple. Much of its 52 pages is repeated
evidence from other Applicant subm ssions and their own
earlier subm ssion. Further, the 12 pages in this report
devoted to savings from on-line fares are conpletely
m sl eadi ng. Frankly, | was shocked at the faulty anal ysis.

The authors attenpt to suggest that the alliance wll
produce consuner benefits of between $42 nmillion and

$66 mllion. This is based on consumers being able to buy
one on-line ticket, and that's not on the internet -- on-
line neans one carrier -- fare ticket with Air New Zeal and

and Qantas between a |l arge nunber of city pairs beyond the
main Trans- Tasman gateways in New Zealand or Australia,
rather than buying two or nobre tickets to get to nore
di stant points.

The authors conveniently overl ooked the fact that these
on-line inter-line fares already exist between Ar New
Zeal and and Qantas. They cite 20 routing exanples as shown
on the screen to denonstrate savings of an average of 21.1%

VWhat they fail to tell wus is that Ar New Zeal and
currently offers inter-line through fares at these |evels,

on one ticket, between at |east 414 city pairs conbining Ar
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New Zeal and and Qantas flights. Therefore, these savings of
$23 million to New Zeal anders are sinply nonexistent. | had
to get a dig in.

Had the authors consulted a travel agent instead of
doing their own research over the internet, they would have
been advi sed correctly.

Even with Air New Zealand's |ower Express Cass fares
rel eased the week before last, inter-line through fares are
avai l able conbining the two carriers. Sure you can't get
one ticket from Westport-Wagga Wagga or Napi er-Narrabri, but
there are over 400 other conbinations as shown on the
screen. The nunber of travellers wanting other city pairs
beyond these conbi nati ons woul d be bel ow the margin of error
in any statistical analysis.

The Applicants may argue that if the alliance is not
approved, that Air New Zealand and Qantas would refuse to
co-operate on such fares. This could be true but | suggest
is unlikely. Both airlines negotiate with countl ess other
airlines worldw de, including conpetitors, to create inter-
line fares in all continents.

Should they in fact refuse to co-operate, which is a
possibility, in this way, Qantas thenselves would stil
offer 57 city pairs between New Zeal and and Australia and
assum ng that under the counterfactual Qantas would in fact
strengthen its relationship wwth Oigin Pacific, they could
toget her offer 228 city pairs.

Air New Zeal and on their own would offer 115 city pairs,
and Virgin Blue could offer between 57 and 95, depending on
whet her they have 3, 4 or 5 cities in New Zealand. It needs
to be renenbered that with VBA entry a conbination of two

cheaper tickets may in fact be considerably cheaper than one
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ticket on-line or inter-line fares anyway.

To summarise, as there will be a huge nunber of city
pair options for one ticket on-line or inter-line fares
under the factual and the counterfactual, the clained
savings are sinply nonexistent.

Fifth Freedom conpetition: The analysis of Fifth Freedom
conpetition and Virgin Blue's likely Trans-Tasman entry
gl osses over sone key issues that | have raised before.

Fifth Freedom conpetition is confined to the Auckland
market. No-one south of the Bonbay Hills benefits directly
and there is no real evidence that any Fifth Freedom carrier
will fly south.

The Applicants repeat their claimthat a nunber of Fifth
Freedom carriers could conmence Trans-Tasman flights just
because they, A, have the rights or B, they have aircraft
idle in Australia.

To suggest that United Airlines, which termnated
services and laid off all its New Zeal and staff this year,
or Anerican Airlines who have entered and w thdrawn from
New Zeal and tw ce already, or even BA who are currently
suggesting a possible wthdrawal from Australia, would
recomence Trans- Tasnman operations is a bizarre notion.

Theory would suggest that travellers will be attracted
by cheaper fares on Fifth Freedom carriers. In practice we
find that flight schedules are nore inportant than you may
expect . Many leisure travellers are put off by early
norning departures from Australia and revert to Air New
Zeal and or Qantas paying nore in nost cases.

Business travellers are attracted by a Fifth Freedom
carriers' fares, currently offering savings of close to $900

in Econony Cass for a mdweek business trip. But they are
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put off by having to purchase additional acconmopdation to
nmake their itinerary work and in nost cases |osing a day due
to schedul es, even though the saving could be $300 to $500.
I had an exanple of that just |ast Thursday.

Virgin Blue: The Applicants suggest that Virgin Blue's
recent Boeing order neans that Virgin will be able to
all ocate resources here at the drop of a hat. Virgin's
early publicity suggested that six 737s would be allocated
to offshore routes from Australia including Fiji, Vanuatu
and New Zeal and in the short-term

Even if Virgin did allocate all six aircraft to
New Zeal and, it would not be enough to provide credible
conpetition to the alliance Trans-Tasnan, particularly if
they are expected to run up and down the main trunk with the
sane fleet.

David Huttner's suggestion |ast week that a market share
closer to 30% was required to provide truly effective
conpetition seens to have been confirmed by Geoff Dixon's
announcenent that 30% was the line in the sand that Qantas
woul d vi gorously defend.

In the short to nmediumterm an alliance would still be
able to domnate, particularly south of the Bonbay Hills
the two-thirds of New Zealand seemingly ignored by the
Applicants during this process. | have added a possible
Virgin Blue schedule using five 737 aircraft to table 3
taken from Dr WIlig' s report. The resulting table shows
that apart from Auckland to Brisbane and Ml bourne, Qantas
and Air New Zealand would still have significant shares or
dom nate nost routes, and they could correct any |oss of
shares sinply by adding slightly to their schedul es.

There have been a nunber of comrents that Virgin would

NZ/ Qant as Aut hori sati on Conference 25 August 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

1133
Bon Voyage

| ook at operating to or fromany centre with a popul ati on of
50,000 or nore. | suggest this figure is off the mark.

| have | ooked at Sout hwest, JetBlue, Skywest and indeed
Virgin Blue and found that apart from a handful of ports,
nost of their destinations have populations closer to

100, 000, often many nore. | would suggest that the m ni num
econom ¢ population base for a 737 is nmuch nore |ike
100, 000.

A tourist destination with a |ower population can also
be successful and explains Virgin Blue's services to Broone
and Wit sundays destinations. Mst of Virgin Blue's routes
have a city of a population of a mllion or nore, at |east
at one end of the sector. So, as recognised by Dr Wllig, a
50, 000 popul ation is only part of the equation.

G ven popul ation catchnments, distance from existing VBA
ports and current airport infrastructure, | would suggest
only Napier, Rotorua and Nelson/Blenheim area would be
consi dered as new VBA ports. Access to these ports would
depend on council and/or investor initiative to upgrade or
extend runways and airport facilities.

The facts are that if Virgin Blue does decide to operate
domestically in New Zealand, it is currently limted by 737
capable airports, neaning it could only fly the main trunk
i ncluding Dunedin plus Queenstown, Hamilton and Pal nerston
North wuntil new airport facilities are avail able. Thi s
nmeans that Virgin Blue will not provide true conpetition to
Air New Zeal and's very effective donestic network, at |east
in the short-term

Recognising this, the Applicants' |Ivy League experts
have conveniently paired off Virgin Blue wth Qantas'

di scarded friend, Oigin Pacific. They assune the two could
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cobble together a worthwhile working relationship and
provi de sonme conpetition to their nonopoly. This is an
arranged marriage without the bride and groom even having
the opportunity to court.

Air New Zealand has a dom nant market share of the
New Zeal and donestic market because of its network conbining
main trunk jet services and its conprehensive provincial
route structure.

Currently, Qantas |oses substantial business as would
Virgin or Oigin Pacific individually or together as they
cannot provide the sanme seamess service and network
connecti ons. Connecting and open jaw passengers are
currently constantly forced back to Air New Zeal and.

Regardl ess of Air New Zeal and's nove to switch custoners
to on-line/internet reservations, approximtely 60% of all
donmestic travel is still transacted by travel agents.
Unless Virgin and Origin can truly work in partnership co-
ordi nati ng schedul es and sharing comopn reservation systens
accessible to these travel agents, there will be no true
conpetition on donestic New Zeal and routes.

Fare increases and undertakings: The probability of the
nmerged Applicants using their market position to manipul ate
the market and raise prices has been raised in a nunber of
subm ssi ons. The Applicants, through their experts, have
produced evidence in an attenpt to dispel these beliefs.

The Applicants have offered several under t aki ngs,
including an offer to maintain airfares at current |evels.
In an earlier submssion we denonstrated how an airline
could maintain and advertised |low fare, yet manipulate its
seat stock using sophisticated yield managenent systens to

achi eve real fare increases.
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The introduction of Trans-Tasnman Express C ass | ast week
gives us sone indication of Ar New Zealand s real
intentions wth fare structures. The airline's own
literature states that they would offer 25% on average of
its seats at the |l ower |evel smart-saver fares.

O course the flipside of this statenent is that 75% of
its seats wll be sold at higher levels, flexi-saver fares
or flexi fares. These fares Trans-Tasman start at $589. |If
booked by phone or person, $50 nore, nmaking a total of $639,
which is hardly any saving on the pre-Express fare |evels.

The Express fare introduction gives us a very real
exanple of the airline's ability to use its position and
nore covert nmethods to increase fares in real termns.
Currently larger corporate clients in New Zealand wll
generally have a contract with Ar New Zealand and/or
Qantas, offering Trans-Tasman fares with rel axed conditions;
for exanple, no Saturday mninum stay, refund ability, and
ticket change flexibility. These fares range anywhere
bet ween $600 to $800 dependi ng on client conpany size.

Wth the introduction of Express C ass, Air New Zeal and
has announced that these contracts will not be renewed, as
it did when it introduced Express C ass donestically. Under
the new fare structure a fare offering simlar flexibility
will be starting at $1,078 an increase between 33% and 76%
which I'm sure you'll agree is huge. \While we accept that
some conpanies could take the cheapest Express fares, our
experience with the sanme fare structure on the donestic
routes is that clients are forced to buy the flexible fare
| evels, as the risks of the lower use it or lose it type
fares are just too great.

This is a denpnstration of the fare increase nechani sns
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1 available to the airlines. If the application is approved
2 I"'m sure these fare increases to nmjor corporates wll
3 proceed. However, under the counterfactual Qantas may have
4 ot her ideas and conpete for this business on price, forcing
5 Air New Zealand to back down. Unfortunately no other
6 carrier has the route network or frequency to conpete for

7 this high vol unme corporate business.
8 CHAIR Can | just ask you a question as a way of clarification.

9 Was that what you had in mnd when you said "covert neans”
10 in your statenent earlier, "That there would be nore covert
11 met hods to increase fares in real ternms"?

12 MR MJRPHY: Yes, that and the ability to change the nunber of
13 seats avail able on any given flight to any fare.

14 Loyalty schenes: W agree with the Commerce Commi ssion
15 that the lack of loyalty schenes could be an issue for a new
16 entrant.

17 W note in the WIIlig-Geurin-Calvert report that the
18 Applicants claim that 21 and 29% of their Trans-Tasman
19 travellers were frequent flyer schenes nenbers. These
20 figures are surprisingly low and are vastly different to our
21 experience. A quick poll of our current bookings shows that
22 83% of international |ong haul passengers and 64% of Trans-
23 Tasman passengers will be affiliated frequent flyer nenbers
24 of the airline they are flying.

25 The status level of the nenbers is irrelevant. The
26 Applicants and credit card conpanies have encouraged
27 mllions of people to join frequent flyer schemes, and each
28 of these traveller nenbers believes he or she will benefit.
29 | ndeed, a nenber does not have to have an el evated status,
30 i.e. Actually fly frequently, as suggested by Dr WIlig in
31 the report. The return trip to London plus one Trans- Tasman
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ticket will give nost nenbers a further Trans-Tasman trip
free, but still not offer them an el evated status.

Wiile a new airline such as Virgin Blue can enter the
mar ket wi thout a schene, if fares are conpetitive a frequent
flyer will always choose his usual airline. As many will be
aware, consunmer behaviour is not always rational. On many
occasi ons we have experienced people choosing their airline
to earn points, paying a surcharge to do so. Oten the
additional fare costs far outweighs the benefit of the
ear ned points.

Qantas and Air New Zeal and have over 3 mllion menbers
in their schemes. This database can be used as a weapon of
nmass reservation in the battle of the Tasnman; that is
di stinct conpetitive advantage to the alliance.

A nunber of VBAs do have frequent flyer schenes.
Sout hwest, JetBlue and Westjet. It is runmpured also in
Australia that Virgin Blue is also about to release its own
frequent flyer schene, so it seens that these |eading VBAs
see the need for loyalty schenes.

It is interesting that our Applicants want us to believe
it is uninportant. I am sure they would squeal if a
condition of the alliance approval was that frequent flyer
benefits could not be offered on Trans-Tasnman or donestic
mar ket s.

O her markets beyond New Zeal and and Australia: | have

been seriously concerned through this whole process how

little focus has been given to other markets that wll be
seriously affected by this alliance until |ast week, it
seens.

In our earlier submssions we identified that the North

Anerican market wll be nonopolised and a nunber of other
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markets will cone under the influence of the alliance and
its partner or codeshare carriers. These narkets include

Japan, Hong Kong, Fiji, Sanpa, New Cal edonia and Norfolk.
These routes account for close to 15% of all out-bound
departures and 17.3% of all business travel departures from
New Zeal and, and that's not including travel to Europe via
North Ameri ca.

The North Anmerican routes alone are even nore vital to
New Zeal and's tourism interests, producing 12% of all
visitor arrivals, and these are the cream of all tourists;
again, this is not accounting for travel from Europe via
North Ameri ca.

The North Anerican routes alone are clearly extrenely
i nportant, both out-bound and in-bound, and it is equally
clear that the alliance will have an absolute nonopoly on
these routes. For this reason alone, | believe the
applications should be rejected.

Pl ease al so consider the inportance of Japan and Hong
Kong, wusually. The relationship that Air New Zeal and and
Qantas have with Japan Airlines and Qantas has w th Cathay
Pacific means that coupled with the other routes they wll
have a virtual control of over nore than 35% of our in-bound
tourist arrivals, on top of the huge influence they wll
exert over the tourist market in Australia which accounts
for nearly 50% of our arrivals al one.

Having one airline group wth control or serious
i nfl uence over such a huge proportion of our in-bound market
is sinply unacceptabl e.

Finally I would like to ook at the One Wrld and Star
Al'l i ance rel ationships. The power of these relationships

cannot be underestimated and | believe it is of vital
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i nportance to New Zealand to have strong nenbers of each
flying into New Zeal and.

Wth the merger it is highly likely that Air New Zeal and
will be forced to leave the Star Alliance. This neans that
there will be no Star Alliance carrier operating between
here and North Anerica, Japan or Hong Kong. This wll
seriously conprom se access to New Zealand for mllions of
potential tourists on round-the-world type tickets.

United Airlines and Lufthansa alone have close to
50 million frequent flyer nenbers who will |ikely no |onger
consi der New Zealand in their holiday decisions. Anecdotal
evidence said that United Airlines load factors were
consi derably enhanced by their frequent flyers using points.
These tourists sinply won't cone if Air New Zealand is
unavail able to them

In addition, many thousands of New Zealand travellers
who currently enjoy the benefits of Star A liance fares and
Star Alliance loyalty progranmes wll sinply have these
benefits taken fromthem

Conclusion: | believe that the benefits of the Air New
Zeal and/ Qantas al liance have been seriously overstated and

t he downsi de seriously understated by the Applicants.

Air New Zealand is not in dire straits as will be proven
this week. There will not be a war of attrition, it is in
no-one's interest. Indeed, Dr WIlig states in point 60 of

the 28 July report that:

"I'f an incunbent does not believe that it can force an
entrant out of the market, it will not have the incentive to
engage i n predatory behaviour."

| think this statenment applies as much to conpetitors as

hew entrants.

NZ/ Qant as Aut hori sati on Conference 25 August 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

1140
Bon Voyage

| hope that the Conmission has seen conprehensive
evidence that Ar New Zealand has actually seriously

exam ned other strategic options other than the Qantas

nmer ger. | doubt that any alternative has been seriously
pur sued. Indeed, M Norris' opening remarks inplied that
managenent had considered only two -- had considered two but

only briefly and it seens only because the Board required
them to.

It seenms that they have their hearts set on just one
out come. One hopes, however, that sonewhere there is a plan
B, as I'"'msure Qantas have a plan B and probably a C or D

In the interests of New Zealand, our travellers and
visitors, | believe it is vital that we mintain Air New
Zeal and as an independent entity, conpeting against Qantas
and all commerce. New Zeal anders use initiative, innovate
and find plan Bs. W go around obstacles, not wait for them
to crush us.

To say that Air New Zealand wll fail wthout this
alliance is sinply one horrific ending to this story. But
as we all know, fairytales usually have a happy ending.

Has Air New Zeal and net the beautiful princess? |Is her
name Qantas? | think not. She may be a witch in disguise.
Li kely the wi se people at the Conmm ssion can save himand he
can go searching off in far Jlands for the beautiful
princess. Could this princess too cone from the |and of
alliances? Could her nane be Star? WII they marry and
everybody live happily every after? The future was left in
the hands of the wi se Conm ssioners and all the people of
the land wi shed themwell. Thank you.

CHAIR  Thank you for that, M Mirphy. | don't know quite how

to respond to that, but it was a nice way to start the
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nor ni ng, however.

Can | just go back to your coments about your own
dat abase and what it tells you about the nunber of people
who are in these programres.

Isn'"t it possible that your database may say that, but
your database doesn't actually reflect what the average is
across all of Air New Zeal and and Qantas' custoners?

MR MJRPHY: Yes, |'ve taken that into consideration, but |'ve

already considered that a lot of Ar New Zealand s and
Qantas' direct business is their large corporate accounts
and | would assune that their staff is very active in
signing people up to their frequent flyer schenmes as well.

| accept there could be infrequent travellers who book
with Air New Zeal and directly that nay not have any frequent
flyer relationship, but those figures frankly | found too
low. It could be a timng issue. | believe they were from
a year prior to ending sonmewhere in the beginning of |ast
year. Since then there's been a huge increase in frequent
flyer nmenbership due to credit card conpanies and other

peopl e pronoting them

CHAI R The reason |I'm pursuing that is this; it does seem to

me, whatever the nunbers are, we see evidence in nmany
i ndustries like this where you have high fixed cost, that it
doesn't actually take necessarily a large nunber of
consuners to be contested in order to put a constraint on a
| ar ge pl ayer.

| guess it |leaves ne wondering, is this perhaps one of
those situations where there my be large nunbers of
custonmers for some reason that are not contestable directly,
but there may still be enough, in order to constrain the

mar ket power of, for instance, the Applicants.
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And so, I"'d just Ilike you to coment on that
proposition.

MR MURPHY: | think any traveller, including menbers of those

frequent flyer schemes, is vulnerable to poaching | suppose
with lower fares, but those are only one conponent. The
schedule, the fares, everything else has to be reasonably
equal . I'"d say that Air New Zealand and Qantas wi th those
3 mllion nmenbers and the ability to contact many of them
reasonably quickly, is in a considerably stronger position
than they'd be if they didn't have those frequent flyer
schenes. Indeed | think Air New Zeal and was saved in the
| ast, you know, in recent history due to having its

ai rpoints nenbers and that |oyalty.

CHAIR That |eads on to the second question | had really, which

is that a business such as what the alliance would be, if
this were to be authorised, may have certain advantages in
terms of their frequent flyer programe, or a whol e range of
ot her things, but we've been told that the key to entry by
Virgin Blue is their lower cost structure and that that
gives them a phenonenal advantage that the alliance wll
have trouble neeting, even with the long list of presunably
advantages that the alliance m ght have; and it does seemto
nme at |east a reasonable proposition to nake that, yes, the
al i ance has sone advantages, but so does a |l ow cost carrier
such as Virgin Blue, and this Comm ssion should not
necessarily be concerned sinply because one business has
certain conpetitive advantages over another.

l"d like your view on whether this |low cost structure
that Virgin Blue would have isn't sufficient to constrain
and provide a counterbal ance to the other benefits that the

al liance m ght have over it?
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1 MR MJURPHY: | can only assune that the Comm ssion has been privy
2 to nmore information in terms of cost structure, because we
3 sinmply don't have that information. I think the Express
4 Class fares that were introduced |ast week would indicate
5 that Air New Zealand's cost structure is not necessarily
6 that far fromits conpetitors now or future conpetitors.
7 Indeed the industry was very surprised at the |[evel
8 those fares were introduced at. Everyone had been expecting
9 something nuch lower, and we believe that's really a
10 situation where Air New Zeal and has decided to back off from
11 that VBA nodel slightly by continuing to have neals and
12 snacks, or whatever they are, and drinks.
13 We suspect that Air New Zeal and's taken a part way step
14 and that when Virgin cones in they may find that there is
15 the ability to lower their fares even nore. I'"d suggest
16 that their cost structure is not necessarily that mnuch
17 hi gher than the opposition.
18 CHAIR I just have one last question then 1'Il let ny
19 col |l eagues ask questions. |If the war of attrition tale was
20 ri ght and sonebody was going to go out of business and that
21 somebody was going to be Air New Zeal and, would you stil
22 mai ntain your position that the #proposal should not be
23 aut hori sed?
24 MR MJURPHY: As | think you've stated on -- as | heard at | east
25 once on Friday, that that's not the Comm ssion's position to
26 necessarily provide for one conpetitor over another to be
27 survi vi ng. Personally, | believe that if Ar New Zeal and
28 can't foot it with the opposition, then there's sonething
29 seriously wong. As | stated, New Zeal anders are all about
30 i nnovating, nunber 8 wre, finding another way of doing
31 t hi ngs. | don't think there's any reason Air New Zeal and
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1 can't be conpetitive. | think there is -- and | have spoken
2 to a nunber of reasonably senior people in the industry --
3 very good opportunity for Ar New Zealand to be in true
4 partnership with the Star Alliance friends, and remain very
5 strong. | don't really believe that there's any possibility

6 that Air New Zeal and woul d fail
7 CHAIR But ny question was a hypothetical and | believe your

8 answer was, well, if they can't make it, then so be it?

9 MR MJRPHY: In that case, if Ar New Zealand was to fail, |
10 woul d have to swallow ny nationalistic pride sonewhat and
11 hope that we could, as a nation, forge a very good
12 relationship wth Qantas. | believe if Ar New Zeal and
13 fails, then it doesn't deserve to be there, and | woul dn't
14 change ny vi ew.

15 CHAIR  Thank you for that.

16 MR CURTIN. | just had one question, if |I may, it's all by way
17 of further explanation, if you wouldn't m nd.

18 | was interested in your conments on the corporate
19 mar ket where you say that Air New Zealand is proposing to
20 scrap existing arrangenents w th corporates.

21 My understanding has been that Ar New Zealand and
22 Qant as have tended to scrap quite a | ot over those corporate
23 accounts and every now and then the corporates put them up
24 for tender and see what happens.

25 It just cane as a bit of a surprise to ne that soneone
26 woul d voluntarily -- |I'm not disputing the facts -- that
27 someone would say, right fine, we'll tear up the
28 arrangenents, and | suppose |I'm trying to understand why
29 they would do that and | was wondering if you had any nore
30 background on that?

31 MR MJRPHY: Certainly from the donmestic experience the
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justification was that the corporate traveller could benefit
fromthe much lower fares with the conditions and by buying
in advance and planning better they could in fact effect a
savi ng. Prior to the donmestic Express Class there were
maj or discounts in the corporate market, and nobst of those
contracts were sinply not renewed. | understand there are
somewhere in the order of 10 to 20 |arger conpanies who
| believe for |egal reasons have managed to nmaintain a fare,
but those contracts are due to expire soon. And certainly

the indication from colleagues is this they won't be

renewed.
I ndeed, following on fromthat, | believe that fromthe
applications that Air New Zealand and Qantas -- Air New

Zeal and would wundertake the negotiation of the large
corporate contracts for Qantas and Air New Zeal and, so |

just -- | believe that there's no reason to believe that
those contracts will be renewed and in fact the fares wll
go up.

MR CURTIN. Okay. Thank you.
M5 BATES C You told us that you didn't think, on the

provincial routes, that Qantas was able to provide the sane
seanl ess service and network connection. Can | ask you to
conment on what you think the level of conpetition is on

those provincial routes at the nonent?

MR MJRPHY: Well, | was surprised the other day to hear that

there could be a market share in the order of 95%to Air New
Zeal and; | wouldn't have thought it was that high. But in
terms of what we sell, and | suppose many other travel
agents sell, we don't often sell Oigin Pacific on its own,
and that's mainly because, for exanple, if we had soneone

goi ng Auckl and- Christchurch and they wanted to come back
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into Nelson, then we're on the Ar New Zealand conputer
system whether or not it's right, the tendency is just then
to use the Ar New Zealand flights and provide the
connection back into Nelson and back up to Auckl and, where
we could use Origin on those other sectors.

BATES QC. So, is Oigin cheaper on those sectors?

MJURPHY: Unfortunately, we have to change conputer systens,
go on to the internet, to find out.

BATES QC. So, it's a practical problenf

MURPHY: So, there is additional work which is counting
agai nst them VWhich is why I've said in ny presentation
today that, if Virgin and Oigin Pacific were to truly
provi de conpetition in New Zeal and, they would have to be on
one common platform

BATES (C. The Air New Zeal and Express fares, you said you
were surprised that they weren't lower. Do you accept that
they -- there was a 20% reduction across the board, fare
reduction across the board?

MURPHY: On figures that can be printed and produced on a
table, yes. In reality, the airline if it wants to can show
us as travel agents on our conputer screens 7 seats or 77
seats; no one's to know. There could only be 7 seats on any

given flight that are at the cheapest |evel.

BATES QC. Yes, | think that's what you' ve said in your
presentation, | was just clarifying that point with you.

On the loyalty schemes question, | just make the
observation that Virgin in Australia has nmanaged to capture
30% of the market w thout yet having a loyalty scheme, so it
seens they're not essential.

MJURPHY: They're not the only factor, but in terns of Virgin

in Australia, | believe that the biggest single reason for
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them getting to that 30% market share was the dem se of
Ansett, and it wasn't just Virgin that caused that, it was
managenent issues, aircraft fleet issues and there was al so
anot her conpetitor, | npul se.

M5 BATES QC: Yes, but they have nanaged to consolidate their
posi tion.

MR MJRPHY: | would be interested to know how nuch of that 30%
is one-off new leisure travellers as conpared to corporate
frequent flyers, and donestically in New Zeal and the noney
is made out of corporate travellers.

M5 BATES C. Now, just finally on the inportance of the
Star Alliance; | understand the point you made on that. I
just want to know whether, to what extent you would see the

| oss of Star Alliance being conpensated by One Wrl d?

MR MJURPHY: | don't see it conpensated at all. W already have
all the benefits of One Wrld on all those routes. If Air
New Zeal and was lost to the Star Alliance -- if we have, as

| said, no North Anerican connection and certainly in our
busi ness round the world fares are very inportant and that
woul d basically elimnate 50% of our sales in terns of what

fares peopl e buy.

Certainly, they could go on One Wrld, but | would
suggest that not -- nore inportantly, probably in-bound to
New Zealand, if we Jlost that Star Aliance connection,
| believe it's crucial. New Zeal anders woul d adapt and go

on the One Wrld carriers; it's not as inportant, but people
who have Star Alliance nenberships already would be
frustrated and annoyed for certainly the short-term

M5 BATES QC. There is one nore question, it's sonmething that |
don't think you covered in your presentation, | rather
t hought you m ght; but the proposition that, if the alliance
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goes ahead, that Qantas Holidays will be able to bring in a
further 50,000 tourists to New Zeal and on package deals.
From your experience in your business, do you think you
could offer us a view on a |ikelihood of that being able to
be achi eved?

MR MJRPHY: I'"'m not an expert on in-bound, but | have a
reasonabl e know edge. |  would suggest that airlines
generally have not been good tour operators. Air  New

Zeal and has had a nunber of tour operations, operations hot
pack and Air New Zealand destinations currently, they've
al so owned JetSet Tours in Australia, which basically was
sold, and I would suggest was a near failure.
| don't believe they've ever been very good at
whol esal i ng tour operations.
M5 BATES QC. What about Qantas Hol i days?

MR MJURPHY: |'mnot really that --

M5 BATES QC. You can't tell us?

MR MURPHY: I"'mnot really that famliar with Qantas Hol i days
but | would suggest that 50,000 additional tourists is |ess
than the average growmh we've had anyway. So, | don't know
how they're going to quantify it; | think it's just a figure

that's been put out there.

M5 BATES QC. So you think it's -- the figure is not that nuch?

MR MJURPHY: Well, it's a significant -- it is a significant
figure, but the growmh rates we've had in New Zeal and
touri sm have been over 50,000, quite a nunber of tinmes, with
no real explanation or breakdown of where they've cone from

M5 BATES QC. Yeah, that just nmakes nme just want to pursue it a
little bit further, because if they were operating well,
then it would seemthat that may be an achievable figure for
t hent?
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MR MJRPHY: I think the point was made by M Bagnall |ast week
that many overseas travel agents wouldn't have heard of
Qantas Holidays as we haven't heard of, say, BM Holidays
out of UK We don't have access to their programes from
here, and | would think sonmeone in the mdwest of the
United States probably wouldn't have access to Qantas
Hol i days brochures or information. They can find them on
the internet and perhaps do something with it, but they're
far nore likely to have access to a Brendan Tours, who is a
| arge tour operator in the States, or Tout(?) Tours, soneone
i ke that they would know and respect. | would expect that
those people are probably going to be able to produce nore
for those agents beyond the main, perhaps Los Angeles or
sonet hing like that.

CHAIR  Are there any questions from--

MR Al NSWORTH:  Woul d you explain the percentages on your slide
15, pl ease?

MR MURPHY: The percent ages?

MR Al NSWORTH:  Yes.

VMR MJRPHY: |"ve purely taken the arrival figures from Asmal,
from June.

MR Al NSWORTH: So, 632,000 is supposed to be about 50% of
2 mllion? O am | msunderstanding that? [If you add up

the 12 plus 2.25 plus 13.5, that doesn't come to 35, or am!|l
m sunder standi ng that as wel | ?
MR MURPHY: Sorry, | think I've taken out of that subtotal here,

|"ve taken out the likes of other Pacific points. ['Il have
to check that and clarify it for you. But obviously --
sorry, that figure is wong -- [refers to 49.52] -- it

shoul d be nore |ike 20 sonet hi ng.
DR PI CKFORD: There is an argument that on New Zeal and donestic
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that the market is not |arge enough to sustain even two, and
certainly not three separate airlines all conpeting for
business with Virgin Blue comng in likely; that's going to
produce the three airlines, so | just wondered what your
view would be as to how conpetition mght pan out in the
eventuality of three airlines all conpeting?
MURPHY: Certainly from what [|'ve seen and read, and |
haven't seen anything in the last week that's given ne any
other idea, that if Virgin is certainly initially comng in
with five aircraft, | think that would be largely allocated
to Trans- Tasnan. If they are going to conpete donestically
it may be several connecting flights to get aircraft to and
fromWellington, Christchurch or Auckl and.

| do find it interesting that Ar New Zealand have
argued that there will be the opportunity for a full service
and a VBA, yet they seem to have wanted to take the VBA
position already. So | don't know where they're going with
that. But | don't see that, even Qantas until recently only
had four aircraft, | think, running up and down the nmain
trunk. That was not really a viable conpetitor in terns of
schedul e, and until -- | would say until Virgin is prepared
to put many nore aircraft in the New Zeal and market | don't
think they're going to be a mjor conpetitor for a |ong

tine.

CHAI R M Mirphy, 1'd now like to thank Bon Voyage for its

Air

subm ssi on. It is inportant to our deliberations to have
access to expertise in the related markets to those that the
Applicants operate in, and the Comm ssion is appreciative of
that. So, with that, 1I'Il thank you once agai n.

Il will now ask the Travel Agents Association to cone

f orward, pl ease.
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PRESENTATI ON BY TRAVEL AGENTS ASSOCI ATI ON
OF NEW ZEALAND
CHAI R "Il ask you do introduce yourselves for the record,

pl ease.

MR MARSHALL: Madam Chair, Menbers of the Comm ssion, ny nane is

Andy Marshall, I'ma solicitor, | practice in Wllington and
|"ve acted for the Travel Agents Association for in excess
of a decade. It's ny privilege to introduce to you today
the teamfromthe Travel Agents Associ ation

Oh ny right is M Janes Langton, he's the president of
TAANZ, he's an owner/operator of a boutique travel agency in
Auckl and known as 4 obal Travel Managenent which operates in
the leisure small business area. He's been in the industry
for 35 years.

Next to M Langton is M Peter Lowy. M Lowy is the
Chi ef Executive Oficer of TAANZ, a position he's held for
25 years. Prior to that he has worked in the travel
distribution industry; in fact, he's worked his whole life
in the travel distribution industry.

On ny left is M Neil Tolich, he's a TAANZ Board nenber.
He's the managing director of Atlantic & Pacific Business
Travel Limted, which is a TMC He's had extensive
experience in the industry, and | believe you know M Andrew
Bagnall, he's presented to you already, he's the Managi ng
Director, | understand, of Qullivers Pacific Goup, and he's
had extensive experience within the industry.

Collectively, as you'll realise, this group has had
significant practical hands-on experience in distribution of
travel. If it suits the Conmi ssion, we would like to spend

the tine that we have before you in the followi ng way;, |
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will present a very brief overview of the TAANZ position.
M Tolich will then answer the specific questions that the

Commi ssion had following our second witten presentation,
and he will go on to conmment on sone of the coments that
were nmade by the Applicants in their cross-subm ssion, and
then we would |like you to ask any questions that you may
wish in relation to the practical, or issue related matters
that you think we may be able to assist wth.

Qur present ati on is focused primarily on t he
di stribution side. "Il just start by providing the brief
overview, it's really just a series of dot points. But in
essence, as you wll have gathered from our two witten
presentations the Travel Agents Association is opposed to
the application and the alliance. It wishes to reaffirmthe
position and the comments and content of its tw witten
submi ssi ons.

There are benefits to the New Zeal and public in having a
heal t hy and independent distribution services network, and
we ask that the Comm ssion consider the effect of the
proposed alliance and the effect that it wll have on
corporate travel distribution services narket, the retail
and leisure and distribution services nmarket, and the
whol esal e di stribution services nmarket.

TAANZ has a very different view of the effect the
proposed alliance will have on distribution to that put
forward by the alliance. If the application is approved,
TAANZ does not see any new entrant into the various air
service markets providing the alliance with anywhere near
the level of conpetition that currently exists in those
markets. The alliance will dom nate the various air service

mar kets and that dom nation, whether it be an effective
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nmonopoly or something less, will have a significant inpact
on the ability that travel agents currently have to offer
t he consuner choice of airline product.

TAANZ believes that the nost |ikely outconme is that the
alliance wll have effective control of the supply of
airline services within and out of New Zeal and. TAANZ does
not believe that any new entrant into the air services
market will be able to obtain a sufficient share of the
market to enable travel agents to remain truly independent.

To survive, travel agents will need to becone in effect
agents of the alliance. This will represent a significant
change to what currently prevails and what would prevail
under the counterfactual. Travel agents are able to operate
currently with a reasonabl e degree of independence, and it's
nost unlikely that that will continue.

Currently, wunder the counterfactual, and wunder the
counterfactual, travel agents control their own destiny.
Under the alliance it's unlikely that that will be the sane,
certainly not to the sane extent. The consequences will be
that, under the alliance travel agents will survive so |ong

the alliance --

CHAIR Sorry to interrupt, but Comm ssioner Taylor just noticed

that that cable's not actually in that conputer -- you' ve
got that?
MARSHAL L : No wonder it's not working. [ Pause for
t echnol ogy] .

So | was saying that the consequences will be that under
the alliance travel agents wll survive as long as the
alliance wants themto survive; the alliance will therefore

control the wvarious distribution nmarkets and this wll

strengthen the alliance's control over the air services
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mar ket s, because the two are closely linked, and in our view
in conclusion, the approval of the alliance will result in
significant public detriment in the distribution service
mar ket s.

Now, that's really a short synopsis of what's in the
witten material, and ['lIl now ask M Tolich to make a
presentati on

MR TOLI CH: Thank you Andy. Thank you Madam Chair and
Conmi ssi oners.

l"d just like to start very briefly by just comending
Gerard. He's a small owner/operator business in our
i ndustry, one of our TAANZ nenbers, and | think when you
think of the resource that he has not got to draw on, what
he has done today is pretty spectacular and I wouldn't want
you to think that because his nunbers didn't quite add up
that they weren't fundanentally on the right track. He did
a great job as far as |I'm concerned and in fact he's tal ked
about a lot of the issues that we need to address to you as
well. So, well done Cerard; the industry's alive and well.

CHAI R Can | just say that | don't think there will be any
difficulty, and that was sinply his corrected nunbers, and
we do wunderstand the expertise that was behind the
presentation, yeah. Thank you

MR TOLI CH: Thank you.

MR MARSHALL: | mght add, there are other people here who have
sold airline tickets in the |ast year. [ Pause] .

MR TOLI CH: And | think that's the nub of it; today you are
talking to people who are on the other side of the fence; we
are at the coalface, we are the people who handle the
customers; we're doing that day in and day out, but our

busi nesses are the businesses we own, the businesses we
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manage.

The TAANZ board is nade up of a wonderful mxture of
peopl e who have been in the industry for a very long tine;
sonme of us started when 75% of kiwis went to England by
boat, believe it or not. So, some of us have been around
for a long time but we don't feel that old, but sone of us
are really fresh and interesting and into the industry in a
new and exciting way.

| should point out that when you think of sone of the
brands that are out there, you have Holiday Shoppe which is
a large brand, you have Flight Centre which is a major brand
globally and 2.3 billion market cap gives you a feel for how
successful these retail organisations are.

So, | just want you to get a feel for who we are and who
we represent. House of Travel 1is another significant
retailer out there. But at the coalface we see a l|lot that
IS going on. Today we're going to be talking about the
agency distribution system we're going to be tal king about
| ei sure agents and TMCs, and we'll just nake sone genera
observati ons.

| think | should also briefly point out that nmy own
experience is substantial. | have been in the industry also
for over 30 years. | have been in senior nanagenent
positions with Wstpac, Travel wth Anerican Express, |
served on the board of Radius, which is an Anerican conpany
that we have a shareholding in for the last 15 years; it
wrote US$13 billion in global travel sales |ast year

W have sat there and watched every airline go through
the machi nations of net fares, of zero fares, of collapse of
grow h, of start up, of start down, of slow down; we see it

all, and we do know what we're talking about even though we
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may not have the PR abilities that the airlines have,
because they have spectacular PR abilities, and adverti sing
budget s which we don't have.

The agency distribution system | don't want anybody --
none of us want anybody to feel that it is on its |last |egs,
that it is a dying breed. Far fromit. But the issues that
we have broached in our submssions are critical to the
consunmer and to how they are serviced around New Zeal and,
and what happens with them

A m nor observation, | know we're tal king about VBAs and
full service airlines, but at our neck of the woods we see
them sinply as low cost or high cost airlines. There are
some low cost airlines who provide full service, there's
sonme |l ow cost airlines who provide terrible service, there's
some high cost airlines who provide full service and there
are sone high cost airlines who provide terrible service.
So, it's a question of costs rather than the VB plus or VB
m nus, or whatever you want to call yourself.

It's also all about attacking the sacred cows that exist
in the full cost, high cost airlines. Sone of the easy neat
is at the front end and sonme of the hard stuff is right in
the mddle of your business that you' ve really got to get
into and cl ean out.

W received questions from Janet Wiiteside, Chief
Advisor to the Comrerce Conm ssion on 23 July, three
questions that she wanted us to clarify and | thought they
woul d be a good way to start. Janet asks:

"On page 6 of your subm ssion, how was the 28 to 40%
cost increase range arrived at? Wat does the cost increase
refer to?"

So in the TAANZ subnmission we had referred to cost
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increases likely if the alliance goes ahead of 28 to 40%

Before | explain, 1'Il just explain the next graph
basically what it wll show you is -- which Gerard has
already referred to -- is whilst there were mnimal or no

airfares over a period of tine, airfare increases over a
period of tinme, how easy it is to manage the yields and push
the average purchase price of donmestic tickets -- |'m using
as an exanple, the sane applies on the Tasman -- up or down,
depend on what you need to do as an airline.

So, this very sinple but very telling scale tells you
this: On the left-hand side you have it starting at a fare
of $230. Now, this is a TMC, a Travel Managenent Conpany
whi ch handl es corporate business. This is not a holiday
shop or a leisure shop, this is TMCs and to give you an
idea, the TMCs around New Zealand for travel nanagenent
conpanies like T3, like Atlantic & Pacific Radius, which is
nmy conpany, we wite 100 to $150 million worth of sales
annual | y. So, we have a fair bulk of businesses running
through to give you a fair fix on what the market's doing.

So the left-hand figure starts in Decenber 99, it shows
a $230 average fare. Ansett New Zeal and and Air New Zeal and
were conpeting quite vigorously during that first |evel
period, wuntil, for various reasons, Ansett started to
struggle, there were pilot strikes that basically crippled
it from that point on and a few other issues, but the
airfares started to grow.

The highest point is April 2001. That's an increase of
28% over that 14, 15 nonth period. 28% was the average
price that corporate travellers were paying, 28% increase,
was what corporate travellers were paying in their average

ticket price. So that's how nuch it grew by over that
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peri od.

MR CURTIN: This is the average across all donestic routes?
MR TOLI CH: Al'l domestics routes; this is the average Air New

Zeal and fair across all donmestic routs. It doesn't take
into account Freedom it's the average corporate fare.

Now, mum and dad, M and Ms Smth buying a ticket from
Christchurch to Auckland certainly have advance purchase
fares which they can take advantage of, but the corporates
are nmuch nore at the nercy of where the yield managers pl ay,
and 1'Il conme back to that shortly to show you how nuch
val ue that corporate business is to the airline.

So, mddle of the graph it's up at its peak and then we
have an issue with Qantas New Zeal and going broke, and a
couple of nonths later they cone back into the market in a
different form but what it showed was Air New Zeal and quite
correctly did not rort the market when its conpetitor
di sappeared, they couldn't and they wouldn't, and they
actually played the ganme very well, so they held prices and
even reduced them slightly, but then conpetition kicked in,
until the big drop is when NZ Express started to fly in
Novenber | ast year.

So, it shows on the right-hand side of the graph a
lovely level -- lower level than ever before average
donmestic fare price for the corporate traveller. Except,
back before 01 Novenber |ast year when the Tasman EXxpress
cane in all of our corporate buyers had rebates on the Air
New Zealand travel card billing system between 5 to 45%
rebat es. So that left-hand colum starting at $230, every
buyer was buying tickets for a mninmm of 5% di scount, many
many in the 20 to 25% rebate area, sone of the 45 --

actually there was one or two over that.
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So what I'm trying to say is the corporate traveller
the biggies are marginally worse off, naybe the same, but
the SME, the small to nediumenterprises certainly have been
buyi ng better in the |ast nine nonths. The critical thing
about this is to show you how yield nanagers can push the
price up over a period of 15 to 16 nonths w thout any fare
I ncrease. So we've |looked at history, said that's what
they' ve done, what's stopping them from doing that in the
next 3 years?

Any business that can say we're not gonna put airfares
up or prices up for 3 years, you'd have to ask, how on earth
can they do that unless there's sone nechani sm behind the
scenes to protect then? Oherwi se, you couldn't do it, you
woul dn't be stupid enough to do it.

Janet al so asks:

"Wth respect to travel managenent conpanies in the
corporate/ business activity and travel agents in the
retail/leisure activity, is there any evidence of A) either
types of business being involved in both activities? And,
B) either type of business switching from one activity to
t he ot her?"

Now, | think the reasoning behind this was to try and
denonstrate vertical integration in the industry, but let ne
say this: That, for exanple, in our business, which is
Atlantic & Pacific Radius, which is a business travel

corporate witing $120 million or so a year; 10% of our
business is leisure, 90% is corporate. If you look at a
| ei sure agency, like a Flight Centre, retail shop, or a

Hol i day Shoppe, or a House of Travel outlet, it's the other
way around; 90% of their business is holidays, but they

m ght have the odd person popping in and say, look, 1I'm
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going to go on a business trip to Sydney, and that will be a
bit of their cheap ticket stuff, but they're not a TMC, a
travel managenent conpany. W sit there doing a whole |ot
nore which we wll touch on in a mnute, so they're two
significantly businesses, you can't do both; you' ve got to
specialise in one or the other.

In ternms of businesses switching fromone to the other,
maybe 20 years ago when Atlantic & Pacific was a primrily
retail business, it started to nove into corporate but these
days there's no such thing as a switch; you can't do it. |
should point out that, we talk icon brands, our business
started in New Zealand in 1955, so it will be 50 in a couple
of years' tine and we've survived it.

The sane query in respect to out-bound travel
whol esal ers and air consolidators in the wholesale trave
services market. That's in terms of switch or cross-over.

Now, Andrew Bagnall from Qullivers Pacific has really
outlined, | think, a lot of the detail of how the whol esal e
side worked last Friday, so I don't know, Janet, whether you
need any nore clarification of that or not, but it was
basically -- no, okay. Thank you.

Now, we then received the Applicants' cross-submn ssion
in response to third party subm ssions headed "Travel Agents
Association of New Zealand" so what we're going to walk
through now is the Applicants' response to our subm ssion in
terns of what was said and what wasn't said and how they' ve
i nterpreted what we've said.

There are a nunber of sections to it, but the key ones
which | think are relevant all the way through are: It's
interesting by the way that in all of this they talk
Applicants with an "S', the Applicants, and yet wherever
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there's an airline nmentioned it's purely Air New Zeal and,
and |'m surprised that we don't see it all the way through
their response Qantas and Air New Zealand, it's al
referring to how Air New Zeal and wi || behave, or how Air New
Zeal and will respond, but really as far as we're concerned
it's both airlines.

In this section the Applicants are interpreting what
we' ve said as saying TAANZ is a trade organi sation commtted
to pronoting its nenbers' interests. The Applicants are
saying it's in TAANZ' interests to ensure that there are as
many travel agents in New Zeal and as possible, regardless
t hat this means per petuati ng t he exi st ence of
i nefficiencies. | mean, that is about the nost offensive
thing they've ever said to us, and they've said a few
t hi ngs.

In this respect, the Applicants note that TAANZ
subm ssion is directed to nmaintaining the status quo --
which is nonsense, but it shows howit is easy to manipul ate
what we were trying to say and what they are saying back to
us -- rather than providing consuners with efficient and
val uabl e travel distribution services.

Now we will say to you, the only words that nmatter in
what they have said are the last few, "W are there to
provide consunmers wth efficient and valuable travel
distribution services", is what this is about as far as
we' re concerned, not their interpretation of it.

They al so say:

"In a departure fromits earlier subm ssion, TAANZ now
submits, in addition to wholesale travel distribution, there
are separate nmarkets for corporate travel distribution

services and retail and |l eisure distribution services".
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Now it's not that we decided that oh there's another
opportunity here, it was when we saw the way that the
Applicants were handling the specific corporate versus
retail or leisure markets that we realised they were not
wanting to differentiate them they were trying to keep them
tight as one for good purpose. So that's why we had to nake
it clear in our second submi ssion why there are two clear
markets, they are handl ed separately and differently. W'l
answer these in a mnute.

S.50; "TAANZ argues that the alliance will result in a
substantial |essening of conpetition in these two narkets",

the Applicants are suggesting. Notw t hstandi ng the fact
that the Applicants believe that TAANZ' market definitions
are incorrect. So we're here but both Qantas and Air New

Zeal and believe our market definitions of corporate trave
and retail are fundanentally incorrect. Now, that's just
nonsense. Both airlines have huge investnments in
recogni sing and targeting and servicing and retaining the
corporate travel nmarket, and they have quite separate
I nvestnents and strategies to retain and market and grow the
| ei sure business. There are two separate markets. e
totally refute and reject that comrent fromthem

They also say that what we do -- now, this is trave
managenent conpani es as opposed to retail travel agents, but
basically there's an elenent of truth in both. \What travel
managenent conpanies do, and these are the large corporate
travel agencies. W nmanage the purchase and inplenentation
of travel services on behalf of custoners. W manage and
process consolidated billings for corporate custoners. This
is the contentious one; we manage travel tender processes

for corporate custoners. We nmanage |oyalty programmes on
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behal f of corporate custoners, and we organise and co-
ordi nate neeti ngs and conferences.

Now, there are other things we do as well, but that's
how t he Applicants have seen us and how we indicated sone of
the things we do.

Then they say:

"TAANZ argued that TMC s viability is driven by their
ability to leverage off conpetition between Air New Zeal and
and Qantas so as to provide cost savings to their corporate
custonmers. By renoving conpetition between Air New Zeal and
and Qantas, TMC s ability to retain sone of these cost
savings is dimnished and, therefore, TMC' s viability wll
be at risk".

So, that's the Applicants' interpretation of our concern
that conpetition will dimnish

Let me say this: The process that we go through in a
travel managenment conpany when a corporate account comes to
the market to tender, and |I'm tal king Governnent business
we' re tal king corporate comrercial business, we're talking a
vast range of New Zeal and conpanies. Sone deal direct with
Air New Zeal and and sone do say what's the deal and they go
to Qantas and they say what's the deal.

But many are being managed by ourselves and |I|arge
corporations, any of the benchmark corporations in the
country and they are able to discuss issues that are in the
mar ket pl ace, what should we do, how should we approach it.
W sit there and talk to Qantas. In fact Qantas encourage
us to tal k because they don't have the infrastructure on the
ground in New Zeal and that Air New Zeal and does, but we al so
talk to Air New Zealand's commercial sales teams closely.

W | ook at their custoner base, we say what's going on in
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the market. Then we sit down with the clients and start to
review the pricing and the marketing issues that they're
| ooking to do to renew their tenders.

In the end Air New Zealand do sign the contracts and
Qantas do sign the contracts. W don't sign any contracts,
but we are critical of the tension, the pricing tension that

goes on between the tw airlines -- other airlines,
Singapore Airlines conmes in if it's a longer haul
international, United used to until they disappeared; so
that's the process we play, | would say, for nore than 50 to

60% of the corporate narket.

It says, "TAANZ's representation of the role for TMC is
m sl eadi ng", and that's where they talk about the tendering
process. W're not just there to book flights, we're not
just there to wite tickets, there is a very critical role
that we play in the marketpl ace.

|  should also say that the corporate market in
New Zeal and, 65% of Air New Zealand's donmestic travellers
are corporate travellers, witing sonething like 80 to 82%
of their revenue. Now, Air New Zeal and --

M5 BATES QC. Sorry, say that again?
MR TCLICH: The nunbers we've been able to get indicate that 65%

of travellers in New Zealand are corporate, witing is in
the region of 80 to 28% of the revenue. Now, it m ght not
be as quite as high as that, but that's the nunbers that we

got from Air New Zeal and.

MR CURTI N: My colleague and | were both interested in that

nunber because it isn't quite where | would have nade a
guess if | was guessing nyself. It seens to be on the high
side. Could you give us a little bit of background as how

you made that cal cul ati on?
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MR TCLICH  The information was given to us fromwthin, because

we can only assess that fromexternal, but we have been told
that if you look at Ar New Zealand's total -- 1'm not
tal ki ng passenger nunbers, |'m talking the revenue. So, if
you look at flights running up and down the country day by
day, certainly on their main trunk routes, on their high
revenue routes, the prinme time flights in the norning and in
the evening are full of corporate travellers with rare
excepti on. During the day sonme corporates will be going
down at mdday, at late norning, md-after, and that is
roughly 65% of all their travellers.

Now, we are also told that on the Tasman 38% of their
busi ness is corporate, providing approxi mately 60% of their

revenue.

M5 BATES QC. How nuch of their revenue?
MR TOLI CH: 60. They' |l be able to verify this. | think the

I ssue here is, what we're saying is that when | |ook at,
say, for exanple our airfares from Wllington or Wl Iington-
Auckl and, mum and dad buy a ticket at $79 but the corporates
are buying tickets at $200 on average each way, $150, 180 or
200, 210 because that's the nature of the yield nanagenent
process and bl ocking off the cheap seats at prine tine.

So it's a critical market to them W t hout corporates
they wouldn't survive, they wouldn't exist, it would be a
totally different airline. And yet they really don't talk
much about them in their subm ssion. They do tal k about

themin one critical area, which is a major reason why this

shoul dn't progress any further, the JAOw |l set the prices
for corporate and GCovernnent travel, the joint airline
oper ati on.

So Air New Zealand wll set the prices for both
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airlines. So, if one of the large Governnment Departnents,
40 odd CGovernment Departnents who buy lots of travel, and
currently they go to both airlines; sone are preferred
Qantas travellers, sonme are preferred Ar New Zeal and
travellers, and they get still attention there and they
still get something in terns of what's com ng back to them
Qantas have been nore generous than Air New Zeal and
because Air New Zeal and, correctly when they pulled down
their NZ Express product prices didn't feel the need to give
the big volune buyers the rebates that they were once
getting, but there's still something there. But they are
now going to set the price for both airlines; there will be
no conpetition between either airline, on the Tasman and

donmestically.

MR CURTI N: Just while we're on the corporate travel business.

MR

Air

You were probably here for M Mirphy when he was talking
about Air New Zeal and's apparent decision to withdraw a | ot
of these corporate discounts that they'd previously been
getting according to him I just wonder, you nentioned
yourself that this is a very inportant market, at |east
currently, with the two of them slugging it out. Can you
confirm or otherwise what M Mrphy told us about the
wi t hdrawal of these discounts and perhaps give us sone nore
evi dence on the issue?

TOLI CH: | can. Il wll not nention names of |arge
corporations, but Air New Zeal and when it went to the narket
back in Novenber and said, we are now getting rid of all
comm ssions for agents and all corporate rebates for
corporate New Zealand, it was an incredibly brave nove and
it succeeded. They basically got rid of those 5 to 45%

rebates on the travel card that | referred to earlier on;
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al | of those have wvirtually disappeared, wth rare
exception, but there are sonme. W hear anything from 10 to
20 large corporations, and they are the biggies, who are
spending mllions upon mllions of dollars a year with them
They do get an acknow edgnent, to what level -- we believe
it's in the 3% to 5% range, or one or tw may still have
some contracts left that Air New Zealand can't get out of
until the contract expires.

But by-in-large the large corporates wll be paying
nor e. For exanple, the Tasman Express starts 01 Novenber
some of the contract rates Auckland-Sydney, Auckl and-
Vel [ington, Sydney-Wellington will go up anything from 20%
to 40% we estimate, and Gerard estinmates nore when the new
fares conme into play.

So, their biggest custonmers are going to be hurt, but
that's the way it works, because politically no-one cares
about that. Mm and dad travellers is where the market sees
it, and it's very easy to narket to them and get the warm

fuzzi es going.

CHAI R Can | ask you a followup question. W've heard that,

while Virgin Blue has had a difficult tinme contesting in the
Governnent market, it has been quite successful wth the
core price in Australia. Wiy would they not be able to

effectively constrain any market power of the airports?

MR TOLI CH: I[t's interesting. I[f you look back at Virgin's

entrance into the Australian market. Before then you had
Qantas and you had Ansett fighting it out, and they used to
wor k 50/50 market share, and there was good price tension
between both, and if you were a corporate buyer you would
work with both and you' d get the deal. But then for various

reasons Ansett Australia started to slip and their market
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share was dropping, Virgin Blue's just started to |ook at
comng into the nmarket when they basically coll apsed.

So, overnight Qantas was handed 100% al nost narket
share. Qantas was told by every consuner watchdog that
exi sted and Governnent, do not do anything to abuse your
position of power, that's public, that's on record, do not
rort the market, do not do anything to undermne this
fledgling Virgin who's comng into the market.

And they had to sit there and watch; they could not
conpete. They have sat and watched, absolutely, hands tied
behind their back, letting Virgin quietly pick away; |'m
surprised Virgin haven't done it nore quickly. I[t's been
ast oundi ng how slow they've taken it, given the environnent
they' ve been allowed to work in.

So they have got there by getting Ansett custoners, |
woul d say very few disaffected Qantas custoners, and Qantas’
mar ket share is still at 70% and now they'|ll start
fighting; that was declared |ast week. They will start

fighting now Good |uck Virgin.

MR CURTIN. On the sane topic, and I'msorry; in the corporate,

I"m operating on the presunption that Air New Zeal and and
Qantas are still conpeting in this donestic market, so if
you flag away a whole bunch of corporate discounts why

doesn't Qantas hoover themall up?

MR TOLICH It's a very good question. Qantas have hoovered --

you nean the corporate market? Qantas have hoovered sone of
it up, but I think you' ve seen Qantas conpete not quite as
aggressively as it possibly could and | think that's what
Air New Zeal and's concerned about quite correctly, that if
Qantas does decide to conpete nore aggressively then they
woul d have to fight a bit harder. But Air New Zealand is
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| eaner and neaner than Qantas for a start, so | think that
will be interesting.

But to answer your question, sone custoners switched to
Qantas, sone actually left Qantas to go back to Air New
Zeal and for loyalty reasons. You've got to understand at
the time there was a huge feeling of kiwi parochial support
for Alr New Zealand and they really played on that and to
their success it hel ped, and people do pay nore to fly Air
New Zeal and, no question, we see it all the tine.

MR PJM TAYLOR:  Just following up on this issue, M Tolich, is

Oigin seen by the business traveller as effective
conpetition for the Air New Zeal and non-main trunk domestic

rout es?

MR TOLICH  Yes, we do see that. I think Origin's opportunity

is purely how they attack the next phase of their growh,
and that's a big problemfor Oigin or a Virgin.

If you look at e.g. Jets in the southwest of Anerica,
they've got tiny market share, 3, 4% nmarket share, that's
easy. It's when you start to want to be the 30 to 40 to 50%
carrier that your infrastructure has to becone bigger, your
tentacles and your networks have to grow, your costs go
t hrough the roof.

So Origin's at that crossroads where it needs to now get
into the global GDS distribution systens, which cost US$3 a
booking a segnent, so it's a cost they have to weigh up,
which is what the other airlines always weigh up as well.
But we think it's peanuts. 90% of Ar New Zealand's
busi ness cones from travel agents around the world and
whol esal ers and it costs them US$3 roughly a segnment plus

Conmi ssi on.

MR PIM TAYLOR: 90% of Air New Zeal and' s?
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MR TOLI CH: Busi ness globally comes not on the internet, it's
coming from travel agents and whol esalers from around the
wor | d. | nean, is there nodding going on? |Is there head
shaking? | don't know what's going on behind ne, but...

CHAIR I'mjust mndful of the time, so we'll ask you to...

MR TCLI CH: Because we've sort of ranged around, | can just
finish up. | think it's inportant that we also stress that
what we've just talked about relates to the num and dad
travellers in Gore and Te Awanutu and Hami|ton and Auckl and
dealing with retail travel agencies. Those agencies, if
this alliance goes ahead, 98, 99% of the donestic narket,
100% of the USA markets and Pacific routes, 80 odd plus

percent of the Tasman, it's a very powerful position for the

alliance to be in to reduce comm ssions still further, and
in all of the Applicants' submssions they talk about
distribution services and they actually say that, if the

travel agents add val ue, the consunmer will pay through fees.

They tal k about, hey, fees, custoners are happy to pay;
we have no problem with that. What we absolute cannot
accept, but it gets nore dangerous as they get nore
powerful, is that they need to pay us as well, because we
are doing a huge job for them W've got 10,000 staff out
there in our industry that, if we disappear tonorrow, Air
New Zeal and woul d have to enpl oy, give screens, give desks,
house them because no-one's gonna do it on the internet;
10% 15% m ght, but the rest will want people to help them
That's what we do. W are their distribution. But, you
clanp it tight and they don't have to pay us, they honestly
can do whatever they -- keep it real lean, real tight, no
price tension, no tension anywhere.

| hope |'ve sort of given that -- so finally, | think
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we've talked about the inportance of corporate and
Gover nnent business and the pricing strategies that JOA will
bring to the market, which is unacceptable. W' ve touched
on the relevance of leisure travel, but it's actually
critical to the Kiw traveller, its contribution to Air New
Zealand is significant but not as significant as the
cor por at e busi ness.

The Virgin factor, all 1'll say about Virgin is, they
are a bottom feeder, they've flipped and fl opped around the
nmedi a and the Commrerce Conmission for the last 2 years, and
what they're gonna do, who cares. Slightly dysfunctional in

sSone areas.

And the alliance factor we've touched on as well in nore
ways than one. I think we should just basically sunmarise
by saying that, the alliance has got the leverage -- if it

goes ahead, the |everage, the market dom nance, the product,
the frequencies, the grunt to do whatever it absolutely
wants to in New Zeal and and to the New Zeal and nar ket pl ace,
at its whim | think that's the nub of it.

CHAIR It does nake nme wonder why Qantas wasn't able to squash
Virgin Blue once Ansett left.

MR TOLICH: They couldn't. They couldn't. Wen Ansett left the
market -- and you nmay not recall, but there was a |ot of
medi a and Governnent saying "you will not", | nean, we saw
it.

CHAIR Do you think they were forbidden to conpete?

MR TOLI SH: They did not introduce their Express product, they
i ntroduced Australian, a new |owcost airline operating on
some mnor international routes; they weren't allowed to
bring it domestically.

CHAIR 1'd just ask our staff or external advisors if they have
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any questions. Thank you.

DR Pl CKFORD: You've said that, with the alliance, that the

conbined entity would have the incentive to crush
I ndependent travel distributors, but surely there's an
argunent to the contrary that, because as you' ve been
saying, they're so inportant to marketing airline services,
that there's a possible benefit generated from their
conpetitive activity in generating nore business for them
and that they'd have an incentive rather to create a nore

vi brant di stribution service?

MR TCLICH: | think the tenptation for themis to control it and

to own it, and you |ook at say, for exanple, at Qantas
Hol i days which we haven't really touched on; they have
genui nely and systematically crushed out any real whol esale
conpetition in the Australian marketplace by not offering
the pricing benefits that a whol esaler needs to get the job
done.

Exanpl e: $800, say, for a return airfare to Sydney for
us to buy. A whol esal er who gives them thousands of seats a
week m ght negotiate $650, then they' |l package it up with a
hotel, with transfers, with a few theatre tickets and so on
for $825; over the retail price, but that's how a whol esal er
wor ks.

But when you've got no conpetition in the marketpl ace,
the airline says, we don't have to give a $650 whol esale
fare, we'll make it 800 bucks. Everybody can pay, if you
haven't got a job to do, you haven't got a job to do
M Whol esal er. The custonmer will go and buy it thensel ves.

Now, you mght say well, that's fair enough, but the
customer will pay nore. That's how it works; real sinple.

The sane applies in the leisure travel side; they can keep

NZ/ Qant as Aut hori sati on Conference 25 August 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

1173
TAANZ

us tight, keep us squeezed or take it all direct, and I'm
afraid there are Air New Zeal and and Qantas executives who
are desperate to get it direct. They control the market,
control the custoner, the nore they have direct.

MR CASEY: If Qantas Holidays does have that power, is it not

then good for New Zeal and in-bound tourismto have access to
t hat ?

MR TOLICH:  Good question. I think you' ve got to | ook at what

Qant as Hol i days have al ready done. Qantas Holidays wants to
mar ket fabul ous destinations to Auzzies. Now, you would
have thought for the last X nunmber of years, if New Zeal and
was the hottest destination around, that they would have
done their level best to generate as mnmuch business as they
can at the highest possible price and yield for themto get
themto New Zeal and.

So, to suggest that all of a sudden they're now going to
find another magic formula that gets another 50,000 Kiws
across here; the only way -- and bearing in mnd that we
have the highest profile of any overseas market for Auzzies,
we have a huge attraction to them we're desirable -- well,
you mghtn't be -- we have big exposure in the narketplace,
so generally they have done a dam good job already of
mar keting Auzzies to New Zeal and.

To get an extra 50,000; yes, they can do it. They m ght
do a one-off $199 airfare which we mght all say great, well
then they've achieved their objective. But that's just a
oncer; that's not gonna nmake them any noney, so we shoul dn't
be fooled by that. What you want is a sustained 50,000
peopl e annually, purely comng in fromtheir activity, and |
reckon the nmarket's pretty nuch where it's gonna be. But

there will be hiccups and aberrations, as Gerard touched on,
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1 fromaround the world; there will be nore than 50,000 people
2 com ng, but not necessarily because of what Qantas Hol i days

3 does.
4 MR PIJIM TAYLOR It's interesting you raised the conversation you

5 have, and thinking back to M Bagnall's coments, on Friday
6 | think it was; part of the argunent for the 50,000 was
7 about accessing under-exported markets in Europe, suffering
8 fromcapacity constraint on the airlines.

9 Coul d you maybe discuss that issue with respect to the
10 UK market. |Is the Air New Zealand flights out of -- or are
11 the Ar New Zealand flights out of London capacity
12 constrained to the extent that the market cannot be
13 exploited, but with the incentives that Qantas would then
14 have to bring to bear on that market, would you still nmake
15 the comment that you think there's 50,000 not achi evabl e.

16 MR TOLI CH: The 50,000 is achievable whatever they do and |
17 guess what |'mtrying to say is --

18 MR PJM TAYLOR: I"m tal king about the little bit that's coni ng
19 out of the UK, I think was 5,000 they were projecting.

20 MR TOLI CH: To get the 5,000 out of the UK they could do that
21 with some marketing initiatives. The Lord of the Rings wll
22 get it to damm sight nore than that. There's a whole |ot of
23 issues that you wll have to mneasure to know what has
24 achi eved that grow h. But | think what Gerard touched on
25 we shouldn't be seduced by the thought of an extra 50, 000
26 peopl e. That doesn't argue against what we're saying. Al
27 we're saying is, that is not wunachievable given various
28 factors that could go on gl obally.

29 | think that's what I'mtrying to say, Peter; it's not
30 just going to be a Qantas Holidays/ Qantas pronotional
31 effort. Wiy would Qantas pronote to bring people to
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New Zeal and? They want to bring themto Aussie, nunber one,
that's all they're interested in, if they spin-off to here,
fine. You know, Qantas is in this for Qantas, not for Air
New Zeal and, Air New Zealand wll have to fight its own
battle in the UK market and the European.

MR PJM TAYLOR: Notw thstanding the argunents in the subm ssion,
that's still your position?

MR TOLICH. That's still ny position, totally.

MR RENNIE QC. Is the travel agent the agent of the custoner or
the agent of the airline?

MR TOLICH: | love that question.

MR MARSHALL: Well, that's very difficult, isn't it, really.

MR TOLICH W're totally the agent of the custoner, and | think
the issue there is one of the great tragedies of history, is
that, when dear old Thomas Cook started this whole gane off,
the way he started it was, he was a wonderful traveller and
all of a sudden his mates used to say, hey, where have you
been this tine, he'd say this, and he'd say, |ook, why don't
you go down to P& Shipping Lines and book your travel to
India or whatever, and in the end P& started to pay him a
Conmmi ssion for doing the job. Hs big failing was not
charging his customer, his friends as well for doing the job
for him So, in the end, if it wasn't for his custoner
base, we're there for the custoner; that's the only reason
we exi st.

MR RENNI E QC. And is that freedom constrai ned by any ongoing
contract with the airline?

MR MARSHALL: Well, these are legal issues really, but it's
becom ng very very clouded legally because of course nore
and nore frequently the airlines aren't paying the agents

any comrssion, certainly not a base commssion, and
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although there are international passenger sales agency
agreenents between principals and agents, airline principals
and agents, the whole area is very very clouded and | don't
know t hat we can get too far.

Certainly, there are contracts between travel agents and
their custonmers as well as the Passenger Sales Agency
Agreenment, but it's a very difficult legal issue and it's
going to becone nore so the nore that airlines refuse to
pay, or decline to pay any form of renuneration to their
agent, which seens to be the way it's going.

CHAI R Just a followup question from Conmm ssioner Taylor,
pl ease.

MR PJM TAYLOR Wth reference to your comrents about Virgin
Blue, you seem to inply that your view was, they are

irrelevant to the discussions we're having.

MR TOLICH  No, | shouldn't say that, | don't want you to think
that, | wasn't being --

MR PJM TAYLOR: | quite clearly got that nmessage actually.

MR TOLI CH: Okay, well, then | don't want you to think I was
being flippant about that, because that's not fair. They

have been factored into everything we've said, in terns of
our own assessnents, but what we're trying to say is that
Virgin Blue have yet to show us what they're going to do.
And | think we've touched on for the |ast few days the ease
for which these carriers can cone in and go away. That's
what I'mtrying to say, Conm ssioner.

MR PJM TAYLOR: Thank you. And, to go one step further, do you
think Air New Zealand has pre-enpted the |ow cost carrier
space with regard to main trunk New Zeal and, or donestic
New Zeal and and Tasnman?

MR TOLI CH: I think they've done a fabulous job, I think you'd
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have to say that what they' ve done is exceptional, and I
think they have pre-enpted the -- it nust be harder for
Virgin Blue to really think seriously about attacking the
market full on, and renmenbering that Air New Zeal and stil
have behind all of that, if they really wanted to, Freedom
and there's nothing stopping Freedom from really taking it
to Virgin if Air New Zealand wants to do that, and so they
should if they cone.

BATES QC. Just following on from what you said to
Conmi ssioner Taylor, I'"'ma little puzzled by that given what
you say is the level of business comng fromthe corporate
sector. | would have thought that -- and given what you say
about the real effect of the Express fares on the corporate
sector, then |I would have thought that would have actually
given Virgin anple opportunity to cone in and get some of

that corporate business. Wiy wouldn't it be able to do
t hat ?

MR TOLICH  Good point. | think Virginin the end, if it cones
in, wll still have to satisfy a whole lot of issues
regarding the corporate traveller. Its not just a case of

offering slightly cheaper fares or significantly cheaper

fares, and | tell you now that, if they do, that will bring
Air New Zealand | guess to a point where they will start to
offer the corporate market -- a better range of fares

possi bly for the corporate market.

But, as has been touched on earlier, there's also a
driver in the corporate market of frequency, of flexibility,
of i nterchangeability and i nterconnectivity with
international routes and services as well. So, there wll
be an el enment of that going on, but they're not gonna |ose
their shirt. Pricing is already good, and the flexibility
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in their pricing structures is there, so if they want to
pull it down, they can, or pull Freedom in. Does that
answer it, or is that...?

M5 BATES QC. Yes, that's assisting ne. Just following on from
that; do you actually -- in your business, do you actually
book people on Virgin in Australia?

MR TOLICH: Yes, we do. Not nany.

M5 BATES QC. Wy not?

MR TOLI CH: It's a good question. They pay conm ssion. You
woul d say so, you would say -- because | think that was
behi nd "why wouldn't we", and the interesting that thing is
that ultimately wunder nost of our structures these days,
whi ch are managenent fee structures, so we often give back
| evel s of conm ssion anyhow that we earn dependi ng on what
the structure is.

But with Virgin, if you ve got soneone flying Auckl and-

Sydney, Mel bour ne-Auckland, they will invariably inter-1line
with Qantas or with -- with Qantas internally, even if it's
an Air New Zealand traveller. Qccasionally they'Il buy

Virgin, and that's what they do, but it's not often. I

nean, it's a tiny portion of our business.

M5 BATES (C. I don't want to be too long, because we're a bit
time constrained, as you know, but I'"'ma just a bit puzzled
because - -

MR TOLICH  Well, they don't.

M5 BATES C. -- if you are acting in the interests of your

corporate custoner, and you can get a nuch better deal
through Virgin, why don't you suggest it to thenf

MR TOLI CH: Oh, we do. Onh, no, but you can. | nean, you can
suggest all sorts of things to a client, and the corporate

traveller is an interesting animal. Sitting at home on the
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internet at night we will ook for the cheapest deals. The
corporate traveller wants a bulk deal overall; they can't

afford to muck about all the tinme. So, if they're going on

one carrier to Sydney, they will look at Virgin to go to
Mel bourne, and we wll book it; we wll offer it, it's
of fered, but they don't always take it. It's a proportiona

thing. It's small conpared to what they'll do with Qantas.

DR PICKFORD: Can you tell us a little nore about the trend in

i nternet bookings for tickets please? The Applicants have
claimed that this is a way the custoners bypass the
di stribution systemand it's likely to get nore inportant in

the future

MR TOLICH W& have our views on it and | think what we all have

to appreciate is, as corporate travellers and as holiday
travellers, that the internet is both the world s biggest
time saver and the world' s biggest tinme waster, and if you
have any -- the airlines are very good at encouraging
corporate and holiday people to book direct believing it is
t he cheapest way of buying your ticket. [It's not. You may
find the cheapest Air New Zealand fare on the website, but
you won't find the cheapest Qantas fare, or the cheapest
Virgin fare, or the cheapest Thai fare or the cheapest
what ever fare for a start.

But noreover, it's the tine that it takes. So, | think
the effort and the marketing effort that's going in by
airlines to encourage clients to book on the web is slightly
m schi evous, because it's transferring the cost back to the
client, to the consuner. The tinme that <corporate
New Zeal and is spending fiddling around on the web trying to
find a cheaper deal; if anybody's got staff or travellers or

executives sitting at their screen at work spending half an
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hour trying to find a cheaper fare to WIlington or
Christchurch; who's encouraged you to do that? And, why?

| guess ny point being, that if your -- your travel
agency is critical there, so there is a propensity -- to use
the word -- but it's been encouraged by pricing perhaps, and

al so by marketing. You're not going to necessarily get the
best deal by doing it that way.
R kay, | would now like to thank the Travel Agents
Association for the submssion and, as | indicated to
M Miurphy, it is inportant for the Comm ssion to have access
to people who have expertise in downstream markets. So, we
are grateful to you, so thank you very nuch

| propose now to take a tea break and to resune at 25

m nutes to the hour, so the neeting is adjourned.

Adj our nnent taken from 11.25 amto 11.45 am

* % %
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Save Air New Zeal and
PRESENTATI ON BY SAVE Al R NEW ZEALAND

CHAI R I'd like to reconvene this session, and wel cone the Save

Air New Zeal and submtters, and ask you to please introduce
yourselves for the record and begin with your subm ssion
when you' re ready. Thank you.

MR HALLI DAY: Madam Chair, Commi ssioners, it's ny privilege as

Convenor of the Save Air New Zealand group to take part in
this nmeeting and to present to you those who are also
participating; on ny left Robin Halliday, a person who's had
a distinguished record in working in a nunber of inportant
communities issues, including international positions and
i ncluding other areas. Al astair Thonpson who's editor of
Scoop Media who's been acting as the conmuni cati ons advi ser
to our organisation since we first established.

Oh, and I am Dr lan Prior. I"m here, | guess, because
over a nunber of years |'ve been involved in what seemto ne
to be inportant social issues, and on the basis of that I
became involved with Air New Zeal and.

So, the Conmissioners wll be aware from the three
subm ssions that we've nade that our organisation devel oped
out of an organisation called Debate Air New Zeal and which
cane together when we first heard publicly about the
devel opnent of this alliance, and at that stage we initially
sought to pronote debate and di scussion about the proposed
al li ance.

W had a very good neeting attended by a nunber of
| eaders of the political parties who were very nuch in
favour of looking critically at the proposal. W had to
change direction, however, when on the 18th of Decenber the

CGovernnent in fact passed the proposal and any question of
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debate about it over to the Conmerce Conmi ssion.

Save Air New Zealand, as part of our strategy, has
sought to find out froma w de range of New Zeal anders their
views on the proposal and its long-term inplications. As
soneone who has done a lot of his life's work in ternms of
epi dem ol ogy and working with popul ations, we tried to think
out critical questions that could be easily asked and yet
gi ve us sone indication of what were thinking.

We found that nost were aware that our New Zeal and
CGovernnent injected nore than 800 million on behalf of the
people of New Zealand to rescue Air New Zealand from
recei vership, from what M Norris has described as near
bankr upt cy. W use sinple questions, we asked people, "Do
you believe the proposed Ar New Zealand/ Qantas nerger
shoul d go ahead?" the answer, al nost universally was no.

Qpinion polls found in fact that 90% of New Zeal anders
were agai nst the proposal, and we believe that is because
New Zeal anders wel | under st ood t he short com ngs of
nonopol i es that we had experienced in the past, but also,
had a strong feeling of loyalty towards Air New Zeal and even
though that had been considerably stressed by the sad
situation in which it has got into when Brierleys and others
were in charge.

The Ri ght Honourable Mchael Cullen's response to these
polls was to agree that he thought 90% of the popul ation
were against the nerger, but felt that this was just a
hysterical anti-Australian answer. We chal l enge that, but
we decided that it was probably necessary to do further
research into New Zeal anders and find out why they were
agai nst the deal. And also, to continue to sense whether
they did have a distrust, whether there was a strong public
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di strust of the deal and how it mght inpact on the narket
that they were concerned about through |ack of conpetition.

On setting up our organi sation, Save Air New Zeal and, it
was clear fromthe letters we received, from all sections,
frompoliticians and others, and contacts we had, that there
was in fact considerable opposition anong business | eaders
and nenbers of the political parties, excluding Governnent,
to the proposal. And, as |'ve already said, the swift nove
to pass it over to the Commerce Comm ssion cut across any
opportunity for debate through Select Committees, as sone
politicians hoped, or in other ways.

W tried to think of a pattern of strategies that we
could get to try and consolidate what was going on and our
views about it. We devel oped a website, and ny coll eague
here was responsible for that, in a very effective way
t hrough his organi sation and around 700 people, nmany of them
from the industry but many of them from business, many of
them from up and down the country, canme in on that website,
especially in opposition to the proposed nerger.

And, in the docunent that 1is available to the
Conmi ssioners and to the press and wll be on the
Conmmi ssion's website, there's a list of the 700 people and
their occupations and you will see that there's a very w de
group, very strong people and so on.

The other thing we did was to closely nonitor the nedia
coverage of the project, and we have in fact done that from
al nost the outset. W have sent some of this to the
Comm ssion, we enployed a researcher to do it, she went
t hrough these, and the nmedia for the nost part. The anal yst
dealing with aircraft, the analysts on the business side

alnost all have really critically |ooked at this proposal

NZ/ Qant as Aut hori sati on Conference 25 August 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

Air

1184
Save Air New Zeal and

and it makes very interesting reading.

W also reviewed the form of submissions made to the
Commi ssion and printed them all out; there were 82 or
sonething | think there are. This identified a nunber of
peopl e with considerable experience in the aircraft industry
and al so in business and other things who were really really

concerned and critical of the project. I will quote from
one of these this is a man who, I'Il give you his nane at
t he end:

"I am of the clear view that the arrangenents as
proposed are unnecessary and against the long-term
devel opnment of Air New Zealand, the tourism industry of

New Zeal and, the travelling public and the national
i nterest. Air New Zealand has in the past been a very
successful airline. In nmy view it can once again be

successful without entering into what is an unacceptable
series of transactions wth Qantas which would seriously
conproni se the future of the conpany.”

This is from Norman Geary who is a previous CEO of Air
New Zeal and, he was Chairman of the New Zealand Touri st
Board, and he and others like himw th his experience, and I
won't have tinme to go into all of them although they nade
quite exciting reading, had a strong basis of thinking going
into this.

W also made other investigations, which | don't have
time to go into, such as looking at sone of the critical
things people were saying about this devel opnment and the
advantages of it; the fact that we were going to go into
bankruptcy, Air New Zeal and woul d go bankruptcy, and I think
it was M Norris, but in fact we're all aware how Air New

Zealand is now inproving itself in mny directions and
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there's a lot of new thinking comng into it, and we
appreci ate that.

Now, one of the key objectives of our organisation has
been to provide the man in the street representation to this
Conmmer ce Commi ssion process. This process is inherently
rather threatening to the ordinary citizen. Conpl ex
econom ¢ argunments and | awers do not create an encouragi ng
environment for the general public, and so Save Air
New Zeal and believes we have had to consider our
responsibility to try and present their point of view

Al though, | have learnt in previous canpaigns, when
peopl e conme up to you and say, "How s it going?" and | say,
"Ch, not bad". They say, "Wll, keep going", and | won't go
into that, but to ne that's been inportant.

| think it's also inportant that the Consuners Institute
is represented here by David Russell, the very able
director, and we expect they too wll nake inportant
contribution to the thinking that has to go on

In conclusion, | would like to nmake it clear to the
Conmmi ssion that Save Air New Zeal and does have sone high
quality people and thinking involved in it; we do not
believe our task ends at 2 o'clock today or whenever your
del i berations cone out, we intend to continue to performthe
function we have perforned to date until this debate is
finally concluded, and this may take sone tinme, particularly
as sonmeone has suggested, that it may be carried to further

courts and all that sort of thing.

Well, thank you, | may have gone over ny six mnutes
but I will now pass the torch to Robin Halliday, secretary
of Save Air New Zeal and and she'll nake a few observations

about the deal from the thinking that we have devel oped and
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fromthe point of view of the man in the street and then to
Al astair Thompson. So, Robin.

MR HALLI DAY: Thank you. Well, | cannot claimto be an expert,
["m not part of the airline industry as lan has said, or a
maj or custoner. My usual interests are in foreign affairs
or international affairs and in the arena of the

resettl enent of refugees.

When | was sort of thinking of a reason for being here,
apart from encouraging lan, as he said, to keep going, which
| did, I could say that as Chair of the Refugee Conmi ssion,
that we do bring 750 quota refugees here a year, plus about
500 famly nenbers. That is a very very small group of
people travelling on our airlines, but it is a group.

As a New Zeal ander, though, | do believe that the
proposed nerger would not pronote narket efficiency by
fostering healthy conpetition or offer a real choice to
custonmers and be of sound economc regulation. Thi s,
| believe, is the purpose of the Conm ssion as | understand
it to rule on.

It is acknow edged by the Applicants to be anti-
conpetitive, and as we have heard it could lead to
restrictive trade practices. Save Air New Zeal and, though
agrees with Air New Zeal and's Chief Executive Oficer that
the future of the airline is critical to the future of
New Zeal and's tourismindustry and, therefore, to the future
wel | - bei ng of New Zeal and.

Indeed, it is our national carrier and it's koru
brandi ng connects us when we're overseas and we see it in
some way as a hational icon. | think it connects to those
who are overseas with New Zealand as a way of identifying

t hem
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New Zeal anders see this role as including the pronoting
of New Zealand as a prine destination. They want too a
reliable service for exporters, many of whom are in the
regions, and so we also need a conpetitive market in the
donesti c aviation.

W know of the flower growers of Qtago but there are
many others, especially in the niche markets and primary

products and specialist small mnufacturers, who need
guaranteed capacity, reliable network facilities and
conpetitive pricing. |In short, Air New Zealand is critica

to keeping New Zeal anders working and the econony
functioni ng.

New Zeal ander's view of Qantas is interesting. Qant as
Chi ef Executive, Geoff Dixon paints a very gl oony picture of
the airline industry. At a Futures Conference in Australia
in June, and | used to do sone work for the Futures Trust
here, so perhaps | noted this in particular. He spoke of
Qantas as being "in a race to the bottont, it was in answer
to a question.

Does he now believe that Air New Zealand can rescue
Qantas? O is there to be a nutual suicide pact? If so, it
woul d seem to be a huge shane. Qantas has been far sl ower
to adapt to circunstances than Air New Zealand. It is only
now noving to conpete in the VBA market, and it is in the
process of laying off up to 9,000 staff.

Air New Zeal and nmeanwhile is thriving, notw thstanding
the fact that their managenent spend as much tine running
down their prospects, which they seemto do, as to pronoting
their new strategies. W have heard from the tourist
i ndustry, from a nunber of groups who have congratul ated Air

New Zeal and on their current managenent style and where they
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are goi ng and what they are doing.

New Zeal anders want choi ce. The nuch vaunted war of
attrition between Qantas and Air New Zeal and has become nore
or less, at their own adm ssion, not nmuch nore than an
annoyi ng drip. So, we say, cut out the fat, the |awers,
the threats of H gh Court action, the spin doctors, the
overseas econom sts -- which | felt a little sorry for at
times -- Air New Zealand doesn't need Qantas, and Qantas
doesn't need Air New Zeal and.

New Zeal and does, though, need an airline to focus on
its needs, kept efficient by healthy conpetition. W have a
sinple nessage for Air New Zeal and; believe in yourself.

And, | thank you for allowing us to present.

DRPRIOR |1'd nowlike to ask Alastair to contri bute.
MR THOVPSON: Sonme of you nmay be wondering why a news reporter

is involved in |obby groups such as Save Air New Zeal and,
and the answer to this question illumnates one of the
aspects of this process.

As Dr Prior said, the pace with which this proposal
noved froma twinkle in the Mnister of Finance's eye to a
full -bl own proposal before this Conm ssion was breat ht aki ng.

Dr Prior asked ne to assist himand, as time went on, it
becane apparent that unless our group opposed this deal
publicly, nobody probably would do so. It's quite pleasing
to see that there are several groups here also opposing it,
but they haven't had a very high profile.

W, Save Air New Zeal and, are not confortable with the
extensive use of -- the nature of this process neans that
the Comrerce Conmission is very nuch being relied on to
represent the public interest itself and we thank you for

doing so and your initial finding in particular was a
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victory for commonsense we feel

W, Save Air New Zeal and, are not confortable with the
extensi ve use of conputer nodels because of the uncertainty
as to how or why the nodels come up with their outputs.
There is no justice being seen to be done if combnsense can
be subsuned from the output of a conputer-based nodel.
Conmputer nodels are particularly poor, especially at
reckoning the attitudes, prejudices and biases of consuners.

Real consuners are strongly influenced by support for an
airline that they feel is theirs and which, by virtue of a
Governnent shareholding, is in fact theirs. How is this
factored into the conmputer nodel?

The Conmission has hear quite extensive presentations
from a range of people who would be inpacted by this
proposal, but there are great many nore people that are
going to be inpacted who have not turned up to present to
you, but please don't assune that their absence is to do
wi th apathy or indifference.

| note there that the Travel Agents Association was
talking a | ot about the corporate market and the inpact that
this is likely to have on them A lot of the corporates
have actually in fact signed up to the Save Air New Zeal and
canpai gn, including sone very proni nent business peopl e.

The comments we've received from people over the past
nonths indicate that the process is very intimdating.
Mor eover, our experience in Save Air New Zeal and indicates
that for some people involved in businesses inpacted on by
Air New Zealand the intimdation has at tinmes been nore
direct and this, in our view, is a huge shane. The fact
that Air New Zeal and has sought to stifle debate over its

proposal through such nmeans tends to indicate that it may
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not be all together confident in the nerits of its own
proposal .

Ms Rebstock noted last week that it helped to have
i nterested parties turn up and have their say. W want to
make the point that nerely because a lot of interested
parties are not here doesn't nean that they're not
I nt erest ed.

W understand at the heart of the Commission's
deliberation is the question over whether the travellers'
|l oss is outweighed by the airlines' gain and this is a point
that we'd strongly disagree wth. Firstly there's the
question of the gain for the airlines. Per haps Qantas has
something to gain out of a relationship with Ar New
Zeal and; reduce conpetitive pressures and costs in New
Zeal and, nore profit on the Trans-Tasman routes seemto cone
to mnd, but it is difficult in the extrene to see what is
init for Alr New Zeal and.

Though Air New Zealand clains it will be inpacted by new
conpetitors such as Virgin Blue, these are at present nerely
proposals, and with the Express Class in place it is hard to
see how Qantas' war of attrition would have a significant
negative effect.

Regarding the extent of travellers' |oss needed to
provide for this chinmerous benefit, the question is begged;
why should travellers incur any losses? |In our view, this
is al so a wong-headed way to approach the question.

In the alternative the argunent in favour of this dea
accepts around several propositions for which there are no
evi dence. These are firstly that Air New Zealand is dooned
wi thout an alliance. Al'l  available evidence thus far

suggesting that Air New Zealand is actually doing extrenely
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wel | .

Secondly there's the argunent that there will be a war
of attrition if the deal is rejected. Whether this is the
case or not is entirely within the power of the Applicants.
This argunment is a little like them saying unless we get
what we want we'll|l shoot each other. There's no reason for
this to happen save for pure stubbornness.

Thirdly, that the deal will help New Zeal and touri sm and
the econony as a whole. New Zeal and tourism has been
growi ng nuch faster than Australian tourism for sonme tineg,
meanwhile the end of Air New Zealand's involvenment in the
Star Alliance, it is conceded, will have a negative effect
on tourism Any positive effect through Qantas financed
pronotion is purely specul ative and as other submitters have
pointed out, flies in the face of comobnsense.

Finally, there's the argunent that consumers will not be
negatively inpacted by a |essening of conpetition because
efficiency gains will enable lower prices to be delivered.
If this was the case, then why does the Conm ssion |ook
askance at any nonopolies? Respectfully, this argunent is a
little like saying down is up and that black is white.

Finally, there were a nunber of specific points that
Save Air New Zealand would also like to reiterate fromits
subm ssi on. Firstly, the wusers of airlines are what
matters. Airlines are not altruistic and they can only be
relied on to focus on the users when conpetitors oblige them
to do so.

Virgin, the Emrates and other airlines may or may not
fly in or fly out of New Zeal and. The long history of
New Zeal and aviation is that New Zeal anders are a scarce

commodi ty. Sonme of the historic barriers to entry nay no
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| onger be prevalent, but until Virgin have really set up and
are up and running and have significant nmarket share, it
woul d be a brave Conm ssion who would act as though they
wer e al ready here.

The New Zeal and Governnment has backed Air New Zeal and
because it saw it as a conpany that was too inportant to
fail. The Governnment shot not be relied on to always be
there, but the reality is that the Governnent does stand
behi nd Air New Zeal and and that is a real provable fact, not
a hypothesis or a forecast. Al'l decisions made by the
Conmmer ce Conmi ssion should reflect Governnental support of
Air New Zeal and as the main provider of air travel in and to
and from New Zeal and.

Qantas' Geoff Dixon said that Asian airlines have
Governnent support and he effectively said that the
New Zeal and Governnment should further support Air New
Zeal and by granting it a virtual nonopoly. That should not
happen, if Governnment wants to support Air New Zeal and
because of what it does it should do so directly and
transparently via funding, not by allowing it to extract
nonopoly rents from New Zeal and avi ati on consuners. | would
add that M Dixon's remark reveals a | ot about what his real
notives may be.

This deal is not good for Air New Zeal and as a busi ness.
It is an easy way out of doing what any real business ought
to do, which is conpete, and it is not a route for long-term
growt h and strength.

An inportant factor to Qantas feeling it should maintain

an independent NZ presence is that it will be obliged to
work really hard on this market, will have to be innovative,
devel op support, and generally try hard to recruit
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New Zeal and consuners. That sounds great for New Zeal and
and it certainly isn't sonmething that should just be given
away.

Finally, in respect to the airline proposal and the
support it received from previous and other airline CEGCs
etc, we note that nmuch of the supporting evidence was ai nmed
at draw ng anal ogi es between the things that happened in the
US, in Europe and/or are considered likely to happen in
t hose pl aces. The Conmi ssion should be very careful about
putting weight on attenuated inferences. For a start, the
European and United States markets involve |arge nunbers of
payers and latticework of routes. New Zealand is an
i sol ated market and has only two pl ayers.

The Conmm ssion should also note that as | stated at the
beginning of this presentation, that Air New Zealand is a
conpany that New Zeal anders |ike and support. This may not
be sonmething you can easily factor into a conputer nodel
but it is undoubtedly out there and sonething that should be
recognised in the Commission's final decision. Thank you
very much for |istening.

CHAI R Thank you. W have a few questions now, if you're
agr eeabl e.

DR PRIOR: Wat woul d happen if | said we were not?

CHAIR W' d probably ask them anyway.

DR PRIOR No, we're very agreeable.

CHAIR  Actually, | always tell people who want to use all the
time for presentations, that it would be unfair of themto
not have the opportunity to respond to the Conmm ssion's
questions, because it wusually tells the parties sonething
about where the key issues sit. So, | hope you'll find it

useful to take the questions.
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| just want to go back to the coment that you nmade
about, and | believe it was M Thonpson, nade the coment
about Virgin may or may not fly in and out of New Zeal and,
and it would be brave of the Commission to act as if they
were here.

Can | take it from that coment, that if they had
actually entered and were up and running here, that you'd be
far nore confortable about the conpetitive inpacts of this

proposal ?

MR THOWPSON: It wouldn't be the creation of a nobnopoly in that

ci rcunstance, so yes, we probably would be a little bit nore
confortabl e about it.

M5 HALLI DAY: Could | just say sonething. We didn't perhaps

tal k but others have about VBAs and other entries expandi ng
the market. W' ve talked -- so nuch has been focused on
mar ket share rather than the market size. W believe there
Is trenmendous potential for expandi ng our market.

One of the things that we stressed of course, is that
the Star Alliance network is imensely inportant, but many
of our potential nmarkets are places |ike central Europe,
Chi na. There's 40,000 Chinese students here and 60,000
Chinese tourists a year. Now, if you extrapolate the growth
in that, then that is a huge narket.

Asia and the Mddle East. The Mddle East, | know of
refugees who are looking at going in and in fact are going
into the tourist market because they are Arabic speakers and
they believe that there is potential there. These things
are exciting, if we see them as that, rather than sinply
conpetition. It is a bigger market for everybody to operate

in.

CHAIR | mght just follow that up, because it is a point that
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we've heard a lot of submission on, that a lot of the
benefits will cone from expandi ng the market, and there have
been a lot of judgnents nade about how that m ght happen,
and we've heard a great deal of evidence that |ow cost
carriers are very effective at expanding markets such as
this, and there's two conpeting views.

One is, is that the alliance actually makes nore room
for that low cost carrier to cone in and set up and,
therefore, achieve those benefits, and the other view is
that, no, the low cost carrier will do better if it's got
the two conpanies to conpete against it separately.

I"d like your view on that, because in a way we've seen
Virgin Blue sort of shift their relative position on sone of
these matters, so |I'd be interested in your coments on
t hat .

MR HALLIDAY: | challenged The Herald journalist here |ast week

about their headline about, "virgin wants the alliance now
because, listening to them | would have said they sat nore
on the fence on that, trying to judge presunably what is
best for them But | guess it is one factor, and an
i mportant factor, in their decision as to whether they cone

or not.

DR PRI OR: | don't think we should use that as an indication for

Air

supporting the alliance. Let both major airlines stay
essentially separate and develop sone relationships, and
recogni se that inportant things are happening.

| had to get up early to get here today. | heard on the
news how Auckland Airport is being alnost flooded by planes
comng in with people who have got noney in their pockets
and want to see the country. It's becone apparent to ne

that we're at a state of extraordinary devel opnents going
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on, that you have to keep an indication of how they're
happeni ng and how they can strengthen our country, and naybe
strengthen Qantas as well. Did | answer you?

CHAI R I think you did. | mght follow up with a slightly
di fferent question, if | can.

You seened, in sone of the presentation, to be very
concerned about the Air New Zeal and brand and the way both
New Zeal anders and others view it, and yet the proposal
seens to secure that brand in the sense that the Air New
Zeal and brand will remain in place, and | wonder if that
doesn't go a long ways to neeting sone of the concerns?

MR THOWSON: Well, | can't speak for everybody, but for ny part
it's not the brand that has been the mgjor issue; it's the
issue of a nonopoly. | find that the prospect of the
Conmmi ssion establishing what is effectively a 100% nonopol y
within the New Zeal and market, is an anathema to all I ogic.

CHAI R | guess that's dependent, isn't it, on comng to the
view that entry is not likely --

MR THOVPSON: I don't know if it is dependent on entry being
likely or not. Virgin Blue has made a |arge nunber of
different statements and changed its position on a nonthly
basi s. For all we know, they could have a plane crash or
somet hi ng coul d happen, or who knows what woul d happen. I
don't know -- | just seem-- as | said, it seens it's a
cour ageous Commi ssion that would conme to the conclusion that
we're going to be defended from a nonopoly by a player who
doesn't even exist at this point in tine.

CHAI R "Il ask you one question and then 1'Il allow other
Conmi ssi oners, but did you want to follow that up, Dr Prior?

DR PRIOR Followng on from what you said, | think

New Zeal anders are both very proud and feel we should hang
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on to our brand and the koru, we shouldn't link it quite
like this -- [holds up Listener magazine] -- as it cane in
The Listener when Canpbell, the witer, spoke of this:

"Fi sh need bicycles as nuch as Air New Zeal and woul d seemto
need a strategic alliance".

One thing that has concerned nme while watching this, in
the very full presentation by M Norris he nentioned that
this alliance was going to have a very good understandi ng
with Qantas in terns of how decisions were nade, and that we
knew that there were nore planes coming in, nore Qantas

pl anes coming in, 200 nore people, a bigger operation, and

yet it said Air New Zealand is still going to be the body
responsible for wusing these and disposing them in the
country. | may have misinterpreted it because it sounded
very trusting of Qantas, and | didn't really think they

woul d accept that. So...

CHAI R | just want to conme back to a matter that seens to

underlie your subm ssion, and certainly the title of your
group; it seenms to suggest that Air New Zealand itself
doesn't know what's best for it, and it's an interesting
thing when you see -- you know, and | think everyone has
seen the polls that you refer to, there's wide resistance to
a change of tack; and yet the conpany is proceeding down
that path, and they thenselves have submtted to us that,
you know, in the absence of better information on sone of
t hese things we should accept their subm ssion.

But, you do seem to have -- there seens to be a
presunption here that you know what's better for this
conpany than they know, and that you also think it would be
better for the nation, but you certainly seem to have cone

to a view that they're able to survive as they are now,
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which is contrary to the position that they have stated.
So, | wonder what your views are on the position the

conpany itself has taken?

MR THOVPSON: I think, it's a very interesting question as to

why Air New Zeal and chose to go down this path, and | think
that the answer -- | nean |I'm a political journalist by
trade and | think the answers are essentially political. |
think that Ceoff D xon has always wanted Air New Zealand to
be a subsidiary of Qantas and he went to his political
allies in Canberra and said, "can you help us have a bit of
Air New Zeal and?" And then M chael Cullen and Helen C ark,
who were probably a Ilittle bit concerned about their
relationship with Australia at the tinme due to the war in
Iraqg and various other things, said, "WlIl, okay, naybe we
can't support you on that, but | nean we'll help you get a
bit of Ar New Zealand", and then the Board of Air New
Zeal and essentially responded to those political signals.

At the beginning of this whole process when we set up
and we initially decided that we were called Debate Air New
Zeal and, we thought there would be a political argunent.
There wasn't. There was a long period where Mchael Cullen
deni ed absolutely that any negotiations were underway wth
Qantas and then all of a sudden there was a 700
page proposal and there wasn't allowed to be any discussion.
Now, that doesn't strike nme as the sort of circunstances
that would arise if there was a genuine comercial debate

goi ng on.

DR PRIOR.  Another point that | had to exclude frommy earlier

paper because of the shortage of time was that it becane
clear that the Honourable Dr Mchael Cullen said that this

could give New Zeal and an opportunity to becone -- the |ink
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with Qantas -- the third largest airline in the world. That
to ne didn't seema good way to go.

Com ng back to your other point, we have to accept that
Air New Zealand for a nunber of years has not been really
properly well nanaged in terns of how decisions were nade,
and that led to the receivership. I[f you read it up, of
course all those board nmenbers very w sely noved off.

W think now the present managenent of Air New Zeal and
is in good hands, they're making good decisions, and that
decision to get married to Qantas goes back a bit, and we
think it has to be re-looked at in ternms of the new
information comng forward; the profit they're naking, the
new -- Freedom Air going, the Express air, Tasman Express
and start taking advantage of all that at a tine of change.

|"ve learnt long ago, you know, if a patient is doing
well or starting to show signs of recovery, just wait and
see and encourage. It's only when they're sick that you
have to make drastic action, and | think this was | ooked at
as drastic action way back by our two -- by the two airlines
and by our political |eaders, thinking oh golly, we nust

somehow save this. But the patient's inproving.

CHAI R Thank you. [ Pause] . kay, | would like to thank you

now for your subm ssion. I would like to note a couple of
t hi ngs. You did conmment that proceedings such as this can
sonetimes be intimdating for the wder public, and | do
understand that the technicality of it can put people off,
and the Comm ssion though is clearly of the view that we
benefit hugely; in fact it's highly desirable and necessary
that we get subm ssions fromthe public and from people who
are trying to represent the public's view The test clearly

is a net public benefit test and we do need to know what the
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publ i c thinks.

| also noted in your submssion a concern about the
tinetable, and | would say for the record that, as far as
I'm aware everyone at this proceeding was given the tine
they requested except for the Applicants, which even the
Applicants, | suspect, eventually got the time that they
wanted. So | do hope that people feel that they have had an
adequat e chance to present and be heard by the Conmi ssion.

So, having said that, | do thank you nost sincerely for
your subm ssion
PRI OR Going through the 80 odd subm ssions that were
formerly put forward to you, from a whole range of people
and | think that answers to sone extent the question; you in
fact have been exposed to views froma w de range of things.

The timng of it, all | can say is, I'"'mglad that we are
talking on Mnday rather than |ast Friday, because we're
maki ng a nmuch better case.

MR HALLIDAY: | would like to thank you too having -- this is ny

first experience of this Conmmssion, and | would like to
thank you for the time you have allowed us, for the
subm ssions and so forth all being avail able on the web, and
for the access that has been there, thank you very nuch.

| think, though, there is a perception perhaps rather

than a reality about howintimdating it is. Thank you.

DR PRIOR  Everyone in this room should get this book -- [holds

up book] -- A Century of Aviation in New Zeal and, and you
will becone really proud of what we've cone through. TEAL,
NAC, Air New Zeal and, and whatever outcones forward.

CHAI R Thank you very nuch. Now, | wll ask the Consuners

Air

Institute to cone forward, please.
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PRESENTATI ON BY THE CONSUMERS | NSTI TUTE

CHAI R I'd like to now wel cone the Consuners Institute to these

proceedi ngs, and ask M Russell please, to introduce nenbers
who wi |l be speaking and begin. You' re ready, thank you.

MR RUSSELL: Thank you very nuch, and if |I'm anything like Ian

Prior when I'mold, I'lIl be a very happy man

I|"m merely here to introduce our policy analyst and ny
col | eague, Paul Doocey, who's been doing the work. W have
made primary subnission and have supported it wth a
secondary reinforcenent of what we had said originally. The
ground my have changed a little wth sonme of the
concessi ons that have been made over the |ast few days, but
by-in-large our position renmains the sanme as in our witten
subm ssi on.

So I'I'l now handover to Paul who will touch on sone of

the mai n points.

MR DOOCEY: Thanks Davi d. Yep, we've made our submni ssion, as

David said, and we stand by it. The ground has changed, so
we'd just like to touch on sone of the main points and make
a few extra comments.

Clearly, we're of the view that the authorisation
shoul dn't proceed and we hope that the Comm ssion will stick
tothe line in its Draft Determ nation

Qur main concern is really that this authorisation
shoul d only proceed on the basis of absolute certainty that

the public benefits outweigh the substantial |essening of

conpetition that wll result from the granting of a
nonopol y.

W don't think that there is -- it can be said that
there is certainty as to what's going to happen. This is
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obviously a volatile industry. We've seen all sorts of
conpeting econonm ¢ analyses that have resulted in a huge
range of possible outcones. Wo's right? | don't know.
There's hundreds of millions of dollars worth of variations
resulting from various econom c anal yses; they can't all be
right, and it doesn't seemto us that it can be said with
any certainty that any one is correct.

Also there's a new uncertainty, if you like, that seens
to have arisen over the |ast week; exactly what is happening
with the entry of Virgin into the market. It seens Virgin
is a vital part of any public benefit that's going to
happen, and it's very unclear exactly what form that entry
is going to take at the nonent.

We said in our original subm ssion and we still believe,
that it can't be said that A r New Zeal and's incapable of
neeting the threat of conpetition with Qantas, that the war
of attrition will result in Air New Zeal and bei ng destroyed,
and we really just point to the fact that Air New Zealand is
doing very well at the nonent, the New Zealand public is
enjoying really good fares, the best fares we' ve ever seen,
and planes are full, they're flying full flights and that
t hat shoul d conti nue.

Air New Zealand's not a little mnnow, it's a well-
established airline, it's a big incunbent airline in
New Zeal and, and it has the advantages of being perceived as
"our airline".

The econoni c anal yses we' ve seen, we've had a huge range
of experts, we've had a vast range of views, and it seens to
us that all we can say now with any certainty, that it's
i npossible to be certain about what's going to happen.

W' ve had a | ot of econonic analysis fromthe Applicants
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based on foreign airline experiences, particularly in the
USA, and naturally New Zealand's a very different narket,
it's a very small market and we've got two big players at
the nmonment who want a nonopoly next week.

W think that the Comm ssion should place a lot of
wei ght on its own analysis and on the analysis of opponents
of the merger; analyses which have taken into account the
New Zeal and situation in a way that the Applicants and
econom ¢ anal ysi s never did.

The Applicants have nade a great play of opponents being
ignorant of the airline business and of being vested
Interests; a view that only we know how to run an airline.
Qur response to that is that the Comm ssion should rely on
its own analysis as being an unbiased assessnent of the
application, and we would also like to point out that the
Applicants surely have the nost vested interest of anyone.

The Applicants have prom sed cost efficiencies through
the application. Qur response really is that there's no
obligation for the Applicants to pass on those efficiencies
to custoners and our experience is that nonopolies don't
tend to pass efficiencies on to custoners. One person's
efficiency is another person's fare increase really.

There's also the fact that Applicants are |likely to have
to duplicate capacity for certain services so that they can
unwi nd the application later on if it turns out it doesn't
work out, and that seens to us to be a barrier to capturing
efficiencies; in fact, it seens highly inefficient that sone
infrastructure will have to be duplicated to enable an
unwi ndi ng down the track

Picking up on sonething that Save Air New Zeal and were

tal king about; the application proceeded on the basis that
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what's good for Air New Zealand is good for the rest of us,
and we don't agree with that. You also have to assune, for
the application to nake sense, that there's sonething about
Air New Zeal and that just flies an exenption fromthe rules
by which the rest of business in this country are expected
to operate. |If that's the case, it seens strange that we'd
want to sell to an Australian airline, but | think you need
to bal ance the nebul ous pride in having our own airline with
the fact that -- sorry, balance that pride with the fact
that what New Zeal anders really want is good, continued
service, continued cheap fares.

Now, | think New Zeal anders will support their airline,
but | don't think they should have to do so at the cost of
hi gher fares.

It doesn't seem to wus that the application has
denonstrated that the benefits can only accrue with the
proposed arrangenent goi ng ahead. The application shoul dn't
be authorised without a clear denponstration that benefits
can't be captured by code sharing with any other non-anti-
conpetitive arrangenent.

CHAI R On that particular point, if | can just interrupt you

for a second if you don't m nd.
Are you referring specifically to the benefits that have
been clainmed vis-a-vis the tourismbenefits, or is it nostly

the inter-line activity?

MR DOCCEY: It was nore a general observation really, that the

benefits that are claimed for the application should be
benefits that are only available if the authorisation

conti nues.

CHAIR  Okay. Thank you.
MR DOCCEY: We touched in our short subm ssion on conditions.
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W're not sure that there are conditions that could deal
with the concerns that we have -- deal with the dangers of a
nmonopoly. This is a market that seens to change quickly and
change frequently, and conditions nust accordingly be
difficult to enforce, difficult to put in place. W're not
convinced that any of the conditions the Applicants have
offered go far enough in dealing with the potentia
problens, and in fact | think the sort of conditions that
you'd have to put in place to deal with potential problens
nmake the whol e exerci se pointless.

O her than that, really we stand by our original

subm ssi on.

CHAIR  Thank you for that. | mght just start, if |I may, wth

some questions. | think at the begi nning of your subm ssion
today you picked up on a really inportant point that has not
been rai sed here, and that is, the issue about the degree of
certainty that the benefits should be achieved. ['"m sure
you're aware that the Act actually talks about the
Conmi ssion needing to be satisfied that the proposed
arrangenent would in all the circunstances result, or likely
result in a benefit to the public that would outweigh the
| essening, and | decided to cone back to it, not because |
di sagreed with you, but because it is such an inportant
matter, that the test -- it is a strong test, it's a high
hurdle, it's because of the nature of these arrangenents
that the test is set out in that way.

So, | assume that you were drawi ng on that aspect of the
Act when you nade those comments?

MR DOCCEY: Yes.
CHAI R I don't know if you have anything further you wish to

say on that, but | think you are one of the few submtters
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who have commented on that, so | --

MR DOOCEY: VWll, it seens to ne that there's al nbst been an

assunption, that if there are benefits, that that's enough

But obviously the benefits need to outweigh detrinents, and
that it seems to nme, given the wi de range of views that the
Commi ssion's heard, that it's very difficult to have that
certainty, and if you're not certain then the application
shoul dn't be authori sed.

MR RUSSELL: It may sound like heresy, but if New Zealand -- Air

New Zeal and failed, others would cone in and take its place.
So what we're tal king about here is constantly, or what |'ve
heard so far constantly, is the survival of Ar New Zeal and
and how essential it is to the econony of New Zeal and for
the survival of Air New Zeal and.

That doesn't necessarily -- or isn't a necessary
conclusion to reach, if Air New Zeal and doesn't foot it in a
competitive market, then it is quite possible that there
will be others who will, and they then could, just as Air
New Zeal and clains it's going to by this alliance, provide
benefit for the consunmer of New Zeal and.

So, there is this underlying national desire, which | as
a red- bl ooded New Zeal ander of course would dearly w sh that
Air New Zeal and does continue to survive, but neverthel ess
in terms of benefit to the consumer as a consunmer of air
travel, it doesn't follow that the benefit is going to be
provi ded solely by Air New Zeal and.

CHAIR | mght just follow that up, M Russell, because you may

not have heard, but on the opening -- in the opening day we
had a submission from M Dixon that, if it was right that
one of -- and certainly they're submtting that it would be

Air New Zealand that would not survive; he strongly
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suggest ed, having watched Ansett fail in Australia and the
consequences to Australia of that, that there were huge
benefits here and a soft landing in terns of a snoothing
transition through tine rather than allow ng a conpany to --
a conpany that is so inportant to an econony to fail.

You've taken quite a different position on that. That
your view is, they should be left to conpete and, if they
fail, then they fail?

MR RUSSELL: Yes, | believe that that is so, and their success -

- | nmean, if you look at what's happened with Qantas and
what has happened with New Zeal and over recent tine, the
l'i kel i hood of Air New Zealand failing |I think dimnishes as
time goes by as the new managenent takes over and sorts out
the airline.

You know, there were matters in history that led to Air
New Zeal and's rather precarious position that required a
bail out from the Governnent, but that is historic and it's
not the present. So, we truly do believe that the
conpetitive market is going to provide the best outcone for
the consuner of New Zeal and, and what we're w tnessing here
is an application that is going to provide a virtual
nonopoly in sone areas of air transport, and by all exanples
of history, that is not a good thing for the consuner,
unl ess of course you have sone heavy-handed intervention on
the part of the authorities.

MR DOOCEY: Can | add to that. We've said that we -- | don't

think -- we don't think that Air New Zealand is going to
di sappear, when we say we think the real interests of the
New Zeal and public is in having a viable airline providing a
good, cheap service rather than flying our flag, which is a

nore nebul ous benefit. W don't think that's going to
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happen, we don't believe that Air New Zealand is going to
fail absent this authorisation, and Air New Zeal and i s doing
wel | at the nonment and there's no reason to think they can't
conpete. The sort of things we're seeing at the nonent seem
to us to be conpetitive behaviour, producing a good result.

CHAI R In terms of a good result we've heard a |lot of

subm ssions, and | know that you've been here for it, that
these conpanies over very long periods of time are not
earning their cost of capital, and yet, you nmake the coment
that they're doing very well and | wonder if that remark is

real Iy sustai nabl e.

MR DOOCEY: Well, yeah -- we can't obviously provide the sort of

econom ¢ analysis that other people have, we don't have
access to those resources, but | think the Conmssion's
heard that it is sustainable from other people who are in a
better place to tell

CHAIR  1'll just see if ny coll eagues have questi ons.
MR CURTI N: Just one. Earlier this nmorning we had a bit of

MR

Air

evi dence from various travel agents that the airlines have
these yield nanagenent systens and there may be headline
di scount rates, but on average people may pay any ol d thing;
that was the gist of it.

| was wondering if you're |ooking at individual sectors
of products, if you folks at Consunmer had |ooked at
airline -- best airline deals or whether you had any feel on

the trend in airline prices in New Zeal and?

RUSSEL : It's very very difficult to do because of the
structure of the pricing of the airlines. Internationally
they have so many break points, they have -- and you know,

we've got to be very conplinentary in some respects about

Air New Zeal and; it has cone clean and is now telling us how
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many seats are going to be available at certain prices, but
up till now that has been an arched trade secret on the part
of airlines that they wouldn't reveal. So, any analysis
that we did, if we pronoted the cheap fare that was being
offered, A) it was likely to go the next day, or we would
have no idea at all of the nunber of seats that would be
avai | abl e.

|"m sorry, that's a very long answer to your question;
it hasn't been possible to accurately do a survey of airline

prices, and that is a problemthat has faced consuners.

MR CURTIN: Thank you.
MR PJM TAYLOR  Just to followup that |ast point, this question

of the nunber of seats at the cheap prices being known and
avai | abl e. | think it was day one we had a discussion on
yi el d managenent from | think it was Air New Zeal and, where
there was a discussion about override of the vyield
managenent nunbers that -- or the seats that would be at the
cheaper prices, to the stage that you could be left with a
view that there was a bit of opaqueness about this, and yet
you are being reasonably positive that the nunbers were
avail able leading to an analysis of yields being able to be

done?

MR RUSSELL: Well, I'm nmerely making ny conment on the reported

comments of Air New Zeal and, or undertakings that Air New
Zeal and have made when they announced their new Express
fares -- Trans-Tasman Express fares, when they made it clear
that there were going to be a certain percentage, on
average -- there is a certain opaqueness | wll agree,
because they did use the word "on average" so we've got to
be careful about that, and we believe that there is a need

for even greater transparency. But at |least we're getting
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an indication now, where before we certainly did not have
any indication and it was carefully disguised. The only way
you could get any idea at all would be, you know, six nonths
ahead of tinme to try and book one of these cheap fares and
find that they weren't avail able.

MR PJM TAYLOR: Thank you

CHAI

Air

R Any questions from staff? [No questions]. As | said,
to the Save Ar New Zealand group, the Commssion is
grateful to the Consuners Institute who are often avail able

to cone forward before this Conmission and speak to the

i ssues as they affect consuners. It is vitally inportant
and we are -- when you do not appear in these hearings we're
alarmed and today we are grateful to have you. So, thank

you very much for your subm ssion and your presentation
| would now like to ask Invercargill Airport to please
conme forward.

* % %
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1 PRESENTATI ON BY | NVERCARG LL Al RPORT
2
3 [ Pause for technol ogy]
4 MR McFARLANE: | f the Conm ssion w shes, | can continue.
5 CHAIR Wiile he's working on that | would like to wel conme you
6 first and ask you to introduce yourselves for the record,
7 pl ease, and when we get this going then we'll start with the
8 presentation. Thank you
9 MR MFARLANE: Thanks very nuch. My name is Norman MFarl ane
10 and |'m presenting today on behalf of Invercargill Airport
11 Li mted. On ny left is M John Walsh, General Manager,
12 Invercargill Airport Limted who has been responsible for
13 managi ng the airport for the |ast 15 years.
14 Because we're going to be addressing tourism issues
15 here, and because of the pattern that's energed, that people
16 shoul d establish sone credentials for tal king about matters
17 like that, | would just Ilike to run through for the
18 Commi ssion's information the part of nmy background that
19 relates to that.
20 In my career |'ve spent 10 years at Air New Zeal and -- |
21 think all past executives should own up to that sort of
22 thing for the purposes of this Conmi ssion hearing -- and
23 during that time | was responsible for all of Ar New
24 Zealand's sales and marketing worldw de, including the
25 domestic markets in New Zeal and and Australi a.
26 | was latterly the conpany's strategic advisor and
27 specifically relating to tourism | spent four years
28 approxi mately as director of the M Cook Goup which has
29 been nentioned here, and M Cook at that tinme was
30 New Zeal and's biggest in-bound tour operator and had a
31 substantial presence both as an operator in the market on-
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shore New Zealand and in markets overseas, particularly
relevant to the discussions that have been about Qantas

Hol i days and so on

Simlarly, | was for a simlar period director of a
50/50 joint venture that Ar New Zealand had wth
Australia's biggest travel wholesaler at the tinme -- it was
mentioned this norning as JetSet. | also served on the

Governnent's tourism advisory conmmttee which was the
predecessor of the now Tourism Board, and oversaw the
i nvest ment of the CGovernnment's annual tourismvote.

|'"ve been for the last 10 years an independent aviation
managemnment consul t ant and |I'm a Transport Acci dent
I nvestigation Comr ssioner and | nention that because | tend
to use words like "train crash" when dealing with sone of
the war stories of the past when they cone up. But | can
assure the Conmm ssion that, although a past enployee of Air
New Zeal and and a consultant currently, neither Qantas, nor
Air New Zealand, nor Air Pacific are clients of mne. So
["'m comng on behalf of Invercargill Airport but in an
i ndependent capacity.

Turning to Invercargill Airport itself: It's an
unlisted public conpany, it's 55% owned by the Cty of
Invercargill and 45% owned by the New Zeal and Governnent.
There is a high profile of public interest in the south end
of the country in all of these proceedings, and that's
particularly what we're here to address today.

But for the Conmission's information, the background is
that, Invercargill Airport has acted as spokesperson and co-
ordinator for the southern tourism region which in our
subm ssions -- we sai d at Sout hl and, Fi ordl and,

Stewart Island as well as Invercargill city and surround.
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I nvercargill Ai rport is an aspiring Trans- Tasman
international airport, that's primarily why we're here
t oday.

The potential 1in the southern tourism region for
increased tourism has been fully evaluated on a nunber of
occasions in the past as we said in the subm ssions, but
like the chicken and the egg, which conmes first; the
potential is recognised but the air service link in the
chain is not there.

In the next few slides 1'd just like to note that 1've
used | ATA codes for the airlines purely to get everything
into the slides. So, QF is Qantas, NZ is Air New Zeal and
and NTO, where I've used it, is National Tourism Ofice in
this country, of course the Tourism Board.

l"d like to just draw the Conm ssion's attention, one
after the other, to these six Ilines. If you were to take
the presentation by the Applicants, particularly in tourism
and Qantas Holidays and so on, you mght get the inpression
that the airlines do it all and what I1'd like to draw to the
Commi ssion's attention is that is true in very large part,
but it isn't true conpletely.

Li ne nunber 2 gives a slight variation on-line nunber 1,
and what it says is that, the tourism business is a chain
and the chain really starts at the left-hand side with the
consunmer in a foreign country making up his mnd whether to
travel to this country or go to many other destinations that
are avail able as choi ces. The National Tourism Ofice in
that second columm; well, in our case that's the Tourism
Board and it has a very large vote from Governnent every
year which it spends specifically on advertising and

pronoting this country.
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So, the airlines have said, well we're the biggest
spenders in that area, but there's also a very big
Governnent input as well. Anot her necessary link in the
chain, but a link that does not have any incone. The
tourismboard is a spender. Air New Zealand is a spender in
tourism The Tourism Board doesn't actually earn any noney.
The airlines claimthat they do, and I'Il cone on to that in
a nonent .

But where the dollars are really delivered in this chain
is on the ground in New Zealand, and there's been very
little enphasis given to that; in fact, | could detect
al nrost none at all during the course of |ast week. That

when you conme to who is earning the noney in this, there's

an old Scottish expression, it's <called "cherchez Ila
dollar". WWere are the cashfl ows?
If 1 take you along line 3 where it talks about

accomodati on suppliers, on the ground transport, food and
beverage outlets and so forth and so fifth, you can see that
when it conmes to the tourism benefit to New Zeal and, where
is it actually earnt? And on line 4 | just have given an
exanpl e which says that one Trans-Tasnan passenger com ng
out of Australia into New Zealand, and wusing Air New
Zeal and's latest fare, you find that NzZ$510 is being earned
by the airline for the round trip, and it mght not be Air
New Zeal and that sells it, it mght be Qantas that sells it.
So that the actual dollars that are returned to this country
from the airline activity, which | repeat is absolutely
essential to the process, that it's not where the dollars
actually get into the bank.

| put it to you that the line of thought under the

national tourism office is representative of the fact that
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the Governnent is spending a very large budget every year
overseas to generate tourism It is successful, | believe,
in doing that, but it can't actually point to its own
activity as being the one that created it. It knows it's in
the mx there somewhere, the airlines know they're in the
m x there sonewhere, but the two of them don't actually get
t he cashfl ow.

Wiere the cashflow cones in -- and |'ve used the 1828
nunber straight out of the NECG report. No argunment wth
that, it's an average figure, and the average of course is
at the disadvantage, and it depends on which country the
tourist conmes from on how much he actually spends; but
that's where the dollars are.

One could say that, it mght have been useful to the
Applicants if they had focused on that to sone extent rather
than taking the approach that Qantas Holidays will be able
to do everything, because Qantas Holidays really is a two-
way conduit; it's a system whereby you' re feeding avail able
choices to the public in foreign countries, and back the
other way coming in the way of bookings and noney, and the
noney ends up being paid to the suppliers of the services on
the ground when the clients eventually get here.

So, you can see that what the airlines actually
contribute by way of the tourism benefit is quite small.
They're absolutely necessary in the process of getting
tourists to come here, but the anobunt of nobney that sticks
to New Zealand's hands as a result of that is quite snal
conpared to what the people on the ground supply and get
pai d for.

So, inline 5 there I've just multiplied this out a bit

because the fampus 50,000 passengers extra tourists a year
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has been bandied about a lot; is it valid, isn't it valid
and so on. I would just like to remark that, against the
total in-bound tourism market, which is getting on for

3 mllion a year now, 50,000 doesn't actually represent nuch
of a claim

If the Applicants had said in their representation that
t he nunmber was going to be 150,000, | would still have been
quite happy to accept that as a possibility, because the
tourism market in New Zealand is not that well devel oped
certainly not as well as it could be, and the potential is
very hi gh. So we're only talking really about how you get
them here, not whether they can be handl ed.

So, on that line 5 there, there's 26 mllion of
contestable dollars between the airlines that are actually
bringing tourists into the country, and that's not just Air
New Zeal and and Qantas; there's a considerable nunber of
airlines, as we've all heard, who are taking part in that
process. So the actual amount of nopbney that sticks to
New Zeal and's hands is relative.

On the other hand, those tourists, once they get here,
nobody el se gets a share of the nobney, this country gets it
all. So you take your 1828 and you nultiply it by your
50,000 and you start getting really serious nunbers.

Invercargill Airport Limted is sinply looking at a
situation whereby, having identified a |large potential for
i ncrenent al business in the southern part of t he
South Island, how can it get to it? Because, it represents
a big opportunity. W've said only 11 mllion there; a big
opportunity locally to supply goods and services to the
tourismtrade.

And really what we're primarily interested in achieving
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that, and we can't because over a long period of tine the
national carrier in particular has adopted a policy of
feeding overseas tourists through as few airports as
possi ble, and for many many years until such tine as Kiw
Air cane on the scene and sort of broke that down a bit, al
tourists were as a nmatter of policy to be directed through
Auckl and and Christchurch. It was only as a result of Kiw
Air that that changed.

A core issue in this, and I don't propose to go through

this slide in detail, but it represents --

CHAIR I'msorry to interrupt, but we've |ost --

[ Pause for technol ogy]

MR M FARLANE: | apologise for the technology, but for the

record just in passing having sat through the whole of |ast
week | do wonder sonetines if King Solonon is still in the
consul ting business, because --

MR CURTIN: He's got very very expensive.
MR McFARLANE: He might be hel pful to you
CHAIR I'msure we'll remenber that suggestion at sone point.

[ Pause for technol ogy]

MR McFARLANE: Shall we pick up?
CHAIR Pl ease.
MR McFARLANE: Thank you. The purpose behind this slide was to

just record the fact that the airline, the national flag
carrier has gone through sone extensive change here, and
principally the issue is that it's gone from being wholly-
owned by the CGovernnent of New Zealand through a 10 vyear
period when it was privately owned and it's now 82% back in
the public arena.

And one can understand that in the heat of the nonent

when, as M Norris put it, the airline was within two hours
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of receivership, that the deal that the Governnent did to
assist it in keeping it going didn't include mnor details
perhaps |ike where the return on the investnment was going to
come from and during the course of these hearings we have
heard quite a lot of evidence to the fact that it may be
rather a chilly day in hell for Dr Cullen to get a
sufficient return fromairline operations out of dividends,
but in ny earlier slide | said, well that really isn't where
the public interest in this whole business actually cones
from a big piece of it cones fromthose tourist earnings on
t he ground.

So a question that is frequently asked in the southern
part of the country being represented here, is that, you
know, we al so are taxpayers, a |arge piece of our noney went
into this, and we don't perceive that there is an obligation
on the national carrier to actually deliver the sort of
regi onal benefit that we understand and we believe is there.

So, while we note that after nmany years of a policy of
only two airports for i n-bound traffic, that when
conpetition canme along from Kiw Air, that all of a sudden
Ham Iton and Palnerston North and Dunedin and Queenstown
becanme airports that suddenly were going to be profitable
operations and operations were comenced by the national
carrier, as well as Kiwi Air, in three of them anyway.

So, where does that take us? | have personally heard no
suggestion, either in the public arena over a |ong period of
time since they started, or during the course of these
hearings, that airline operations into those provincial
airports are not profitable or that they are on the block
for chopping as a result of sone cost saving exercise.

They're still there, they're still being operated and | can
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only assune that they nust be profitable.

So, Invercargill Airport canme very close to becomng an
international airport, and actually built on termna
ext ensi ons in anti ci pation of it happeni ng, but
unfortunately the conpetition went away at the tinme before
it actually started. So, a high piece of public interest in
these applications is not so nuch the macro situation that's
been put forward by the Applicants and discussed and
vilified often by previous presenters, but how can we get to
a situation where the airline puts that mssing link into
the southern tourism region's tourism chain and actually
delivers tourists on the ground?

That is a, if you like, a mcro situation, but | would
like to offer the Comm ssion the thought that, Qantas and
Air New Zeal and are huge operations, enornous; we're talking
A$11 billion turnover reported by Qantas |ast week. But it
is inmportant to renenber that they're nmde up many many
smal |l transactions, and Invercargill Airport frankly sinply
wants to be one of their small transactions, because the
comm tment of the resources that would have to go into the
sort of service that Invercargill would like to see
commenced, is really very very tiny indeed.

So, that in essence is the reason why we're here today,
to ask for that.

Basically, | ~could take the view that Invercargil
Airport Limted isn't offering the Comr ssion a view on the
totality of the applications, other than to say that, if
authorisation is given, then it wuld be Invercargil
Airport's desire to see a qualification along the lines of
the suggestion that there should at |east be a pilot project

into Invercargill; after all, why should Invercargill be any
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|l ess a potential than Dunedin was, that Palnmerston North
was, that Ham |lton was when the airline had denied for years
that there was any possibility at all of those being
profitable, at all; only when forced into it did it actually
do it. It must have been successful because they're stil
doing it, and Invercargill just sinply wants to be in the
| oop.

Now, in terns of where the nmjor shareholder, the 82%
sharehol der sits in all this, it was intriguing to see the
Audi tor-Ceneral's report to Parlianent earlier this year
where it was stated by the Auditor-Ceneral that there were
no powers to direct Air New Zealand, it's a publicly listed
conpany, and it's subject to the provisions of the Conpanies
Act .

It's not sonething that M Cullen can say, well, |[ook,
["m getting my welfare benefit fromthis industry by virtue
of what's done on the ground, so | want you, Ar New
Zeal and, to deliver ne nore on the ground. He can't
actually say that, but the Comm ssion can. The Conmi ssi on
has applications in front of it and it can deal with those

applications either as an outright "yes" or an outright "no
or sone variations in between, or it can attach conditions.
Invercargill Airport would like to have the condition that
its suggested tied into this.

Now, Invercargill Airport doesn't offer the Comm ssion
any view on whet her the authorisation should be accepted or

not, but if they are accepted it would like its condition

attached.
| would just like to read into the record a final
statenent which says, |Invercargill Airport supports the

concept of the Applicant's dealing in the reduction of their
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costs, and that's inportant because a great deal of this
application is about reducing costs, and Invercargill's view
in a general sense is that, if airlines are allowed to
reduce their costs then that is a public welfare benefit
that could be of considerable magnitude -- it should be
all owed anyway, and if it is and the airlines do get their
costs down, then it nakes lower fares -- you know, this
Val halla of |ower fares that everybody wants in an industry
that isn't cheap to run anyway, then they should be allowed
to do that because it will deliver a public welfare benefit,
it will deliver Iower fares on a nuch nore sustainable basis
than just bashi ng heads together between two airlines.

Invercargill Airport is concerned about any inpact the
alliance may have on the operations of Oigin Pacific,
because at the nonent |Invercargill has no international
servi ces dependent for air connections on domestic services
only, sone of which are provided by Oigin Pacific, and
Invercargill believes it's inperative that sustainable
conpetition is maintained, not only on the main trunk
routes, but also on the provincial routes where conpeting
airlines currently operate. Provided any approval
considered by the Comm ssion incorporates Invercargill's
proposed conditions and also recognises the inportance of
mai ntai ni ng sustainable conpetition on provincial routes,
then Invercargill will be prepared to support applications.

So, thank you very nuch for the opportunity to address
you on those matters, and | do apol ogise for the technica
hi tches on the way through.

CHAIR Don't worry about the technical hitches, we've had a few

during the proceedings. Thank you for your presentation,

and | might just start with a few questions.
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| may have m sunderstood sonething you said, but | seem
to have heard you suggesting that other provincial areas or
cities throughout the country were originally served because
Air New Zealand had to at sonme point in response to
pressure, and what | wunderstand you to be saying is, you
want the Commission to put conditions on this authorisation
should we authorise it to ensure that Air New Zealand -- or
that the alliance basically provides greater service into
the southern tourism region, and another take on it could
sinply be that, with the inpending rival of Virgin, we'l
see far nore conpetition and a greater |ikelihood that each
of these airlines feel they need to be in additional
mar ket s, especially if Virgin does grow the nmarket
substantial ly.

And so, | wonder why -- on one hand it seened to ne sone
of your arguments suggested your best bet was to see a third
carrier conme in and grow the market, instead of |ooking to
this Comm ssion to basically regulate on an ongoing basis
the whole of this industry.

| put that in a fairly provocative way, not because it's

necessarily ny view, but to try to elicit your response.

MR MCFARLANE: Yes, let nme put it this way and say that, one of

the unfortunate things about staying in this industry for
any great length of time is that you do experience a
consi derabl e amobunt of change, and | won't bore you with the
war stories on that, but suffice to say that new entrants
come and new entrants go, and so far the pattern in both
Australia and New Zeal and has been that new entrants have
cone and new entrants have gone.

So, I've listened during the past week very carefully to
t he debate about Virgin Blue, and whether Virgin Blue starts
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or doesn't start is in ny opinion a decision entirely for
t hem because | don't believe there are any barriers; in fact
"Il be provocative in return and say that | think they came
before the Comm ssion to, in a nice way, blacknmail because,
are we in, are we not in, will we start, are we not gonna
start, and if we start are we gonna stay and what are we
gonna do, and so on and so forth.

The history has been that every new entrant has started
up in a blaze of glory and they've all said, exi sting
systens too expensive we're going to cut the fares and we're
gonna do it differently and better because we are new, but
there are barriers and we want to take barriers down, we
want sonebody to take barriers down for it. So there are
al ways barriers before a new entrant, that's part of the
application process.

After that, well they're in the market. General ly
things aren't going too well so they decide that sonebody
nmust be doing it to them so the Qantas in Australia or the
Air New Zeal and in New Zeal and get blaned for all sorts of
t hi ngs. Well, each new entrant cones in with a new and
di fferent and all-enconpassi ng busi ness pl an.

In the past business plans that they've cone in wth

have not succeeded, so there's no certainty that Virgin Blue

will firstly cone in and secondly stay in, or thirdly that
it will develop the market in anything like a short
timescale to the level of Invercargill. They're gonna cone

in and they're gonna spend time on the main trunk, they're
gonna bleed that one as nuch as they can and good luck to
t hem But then they might nobve on and then they m ght
consider additional routes across the Tasman to snaller

provi nci al areas some way down the track, and it could be a
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|l ong way down. Sorry for the length of that.

CHAIR  1'll just see if ny coll eagues have questi ons.

M5 BATES (C. I just want to ask you about the Queenstown
Airport, because you probably know about, it, that's not too
far away from you

MR MCFARLANE: Yes, a bit like HamlIton, it's not too far from
Auckl and.

M5 BATES QC. Not too far. Do you know how many flights cone in
direct fromAustralia into Queenst own?

MR McFARLANE: Today? No, | can't, | don't off-the-cuff. There
woul d be daily services.

MR WALSH: Most of their traffic is at the weekend and Qantas
put two direct return flights in on a Saturday, and so do
Air New Zeal and, both airlines do one each from Bri sbane and
Sydney. During the week, |I'mnot sure, | think there may be
one per week operated by Air New Zeal and ex Sydney. |'m not
too sure on that.

M5 BATES QC. | thought -- | had an idea that it was nuch |ess
than daily, and the reason |I'm asking you about that is
because, it seens that the Oago area is -- | nean,
particul arly around Queenstown, is quite a devel oped touri st
destination -- unless I am wong, nmuch nore devel oped than
Invercargill and its environs, so could you perhaps assi st
me on that?

Where this is leading to is, well, if you ve only got
that far with flights flying into Queenstown, is flights
flying in from Australia to Invercargill, are they really
needed to support the tourismindustry that's there?

MR WALSH: I think it's nore than support it, | think it's to
develop it. W've cone here acting today for the

considerable institutions in Southland who are putting
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pressures on us all the tinme to have direct flights; they
want to grow the tourism they're willing to do their bit,
pronote it, but there's frustration there that they can't
get the direct flights.

W understand that the industry will go where it's got
an assured market. W do get a |lot of feedback from people
who are trying to get into Queenstown who conplain that they
can't get in there directly, and I"mnot sure the reason for
that, there may be congestion in Queenstown at the weekend,
but we're talking initially of just one flight per week
comng into Invercargill, 6,000 passengers over per annum
it's not very nmuch, and we feel it would start to develop

and grow t he market.

M5 BATES QC. So, what you're saying is, you don't know if it's

a profitable route for the airline at the nonent, or
whi chever way it goes, the alliance or the -- well, let's
say it's the alliance, but you think the Comm ssion should
i mpose a condition making it -- making the airline do it

regardl ess of whether it's profitable for it?

MR WALSH: Vell, we believe it is profitable. W believe the

| ocal conmunity were prepared to share the risk on that, and
the |ocal comrunity are prepared to develop extra
infrastructure, not the airport conpany itself but the | ocal
institutions. W also believe that one of the reasons for
this proposed alliance was that it would grow tourism in
New Zeal and, and we thought this is a good opportunity for
the alliance to denobnstrate that, that they are grow ng
tourism into new areas where they currently don't have an
i n-bound service from Australia. W note that they propose
services into Hobart and Adel ai de and Canberra, but there's

been no proposed service into new ports into New Zeal and
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into in-bound tourismand to devel op the regions.

M5 BATES QC. Ckay, thank you.
MR McFARLANE: | mght just add to that, if | may. It does

puzzle a lot of people as to why the airlines have
vol unteered to have new services to Auckland to the ports
that M Wil sh nentioned, because that seens to be in the
opposite and wong direction. The argunent is, if you're
going to deliver tourists into New Zeal and, why would you

deliver them into Australia? | just draw the Conm ssion's
attention to that sort of abnormality, if | can call it
t hat .

CHAIR I'll ask if there are any questions fromstaff.

PROF G LLEN: Were do you think the nmarket failure is currently

MR

that doesn't bring tourisminto Invercargill?
Mc FARL ANE: Well, | described the tourism chain as |
perceived it early on, and the link that's mssing is the
one that's normally provided by an airline. There are
consi derabl e investnments in ground infrastructure already in
the area that we're talking about. You know, it is
conventional that everybody seens to think that it's the
airlines that make big investnents, but you know the people
who provide the services and earn the noney on the ground
have consi derable total investnent as well. So, the sinple
answer to your question is, the failure is the lack of an
air service, and if you take it to the limt, it's the |ack
of an air service that is represented by the airline as not
bei ng profitable but is unproven by them

We know that we've got the potential to earn a |lot of
dol l ars here. The airlines, well, they have not tested
that. We think they should test it.

CHAIR  Unl ess you have any further comrents...?

Air
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MR McFARLANE: Thank you.
CHAI R l"d just like to thank you both for your presentation
and Invercargill Airport for the subm ssion. W have heard

Air

froma nunber of airports and no doubt the proposed alliance
woul d inmpact on each of you, so we're grateful for your
subm ssi on.

| now propose to break for lunch and | would ask the
parties to return by a quarter past the hour, at which tine
we w il hear Polynesian Airlines followed by Junpjet, then
take a short afternoon tea break and then have the right of

reply fromthe Applicants. Thank you very nuch.

Adj our nment taken from1.25 pmto 2.20 pm

* % %
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PRESENTATI ON BY POLYNESI AN Al RLI NES

R kay, |1'Il ask everyone to be seated and | wll
reconvene this session. Wel come, Polynesian Airlines, and
invite you to introduce yourselves for the record and begin
your presentation when you're ready. Thank you.

MR MCFARLANE: Thank you. M name is Norman MFarlane, |'m here

Air

today to present on behalf of Polynesian Airlines, and ny
credentials stand as in the previous presentation. On ny
right is M R chard Gates, retired earlier this year as
Chief Executive of Polynesian Airlines, and since it's
becone the convention to record with the Conm ssi on how many
years experience we conbine between the two of us, M Gates
was Chief Executive of Polynesian for 9 years and prior to
that was 29 years full career with Air New Zealand in quite
a nunber of latterly very senior positions. So between us,
for the record, we lay claim to 58 years experience
conbi ned, for the Conm ssion's information.

Pol ynesi an's position on these applications is support
for both of them As regards the application for Qantas to
take a shareholding of 22.5% in Ar New Zealand in an
overal |l sense Pol ynesian believes that that is in the public
interest, and it's worth nentioning that Qantas was, of
course, previously | think a 24.9% investor in Ar New
Zeal and; it was during ny period of experience with them I
attended board neetings, and the Qantas people attended
board neetings, and there were no detrinental effects from
that experience that | could perceive at the tine.

That sharehol ding reduces, of course, the contingent
liability for the New Zealand taxpayer as currently 82%

fully exposed to the airline and I'll cone on to ny reasons
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for saying that Ilater. It represents a funding injection
for Air New Zealand at a tine when it's been said to the
Commission that it's behind with its investnment in its
product, and soneone sonmewhere, the taxpayer otherw se,
woul d have to find all the noney.

As regards the alliance application, Polynesian supports
that application, particularly on a question of fixed cost
reduction. The point has been nmade many tines that this is
a very high fixed cost industry and that those fixed costs
are excessive and have been enbedded, particularly in the
very many decades that these airlines, Qantas and Air New
Zeal and, both were in a fully regulated environnent and
built up a cost structure that is no |onger sustainable by
t hem

Secondly Polynesian believes that if the alliance is
approved, that Polynesian should be in it; also, along with
Qantas, Air New Zeal and and of course Air Pacific because it
hasn't really been nmentioned that Air Pacific was attached
to these applications. So as | go through I'll show that
Polynesian is in fact in a sense already inside this
alliance, although that fact wasn't recorded 1in the
applications. The problemis that it will be forced out of
its current alliance arrangenents if they are approved as on
the papers, and, as | said, Polynesian believes it should be
init, not out of it.

Pol ynesi an submits that Sampa and Niue are in reality
part of the regional aviation market which, by the way, was
referred to by M Dixon in his presentation as Australia and
New Zeal and. Pol ynesi an has subnmitted that the situation is
rather wider than that, and that view is politically shared
by the Pacific forum which includes both the countries of
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New Zeal and and Australia; that only a week ago reaffirned
support for a South Pacific open skies formula for the
region and that was widely reported and the Conm ssioner
woul d have seen it.

Pol ynesian agrees with the Conmission in the Draft
Det er m nati ons t hat t he Austral i a- New Zeal and to
Pacific Islands market is distinct from the Applicant's
version that included Asia. The New Zeal and, Sanpba and N ue
mar kets do conme under threat from the applications as they
are currently witten and specifically to the future
survi val of Pol ynesi an.

There are very very large ethnic populations of Pacific
Islanders resident in New Zealand and the VFR traffic
bet ween New Zeal and and the Pacific Islands is extensive.
The New Zealand Sanpba route is currently conpeted by
Pol ynesian and Air New Zealand and Qantas in a codeshare
with Pol ynesi an. Pol ynesian Airlines is a critica
conponent of both the Sanpan and N uean tourism markets for
exactly the same reasons advanced by Air New Zeal and for its
place in the New Zealand tourism market, as a tourism
gener at or . A considerabl e strategic change would occur if
the factual eventuates as witten and it is fair to say
that, because of their size and influence, anything Qantas
and Air New Zealand do inevitably inmpacts on the fragile
Pacific Island markets.

The alliance is exactly that kind of major strategic
nove and has inplications that are potentially fatal for
Pol ynesian if not mtigated. The alliance forecasts a
nonopol y for New Zeal and on Pol ynesian's prime route between
Auckl and and Apia and that wll occur as a result of

capacity increases included in the NECG report.
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The pressure couldn't be sustained by Pol ynesian and the
only result would be its exit fromthe narket. The outcone
woul d be an Air New Zeal and nonopoly that woul d, of course,
search the relatively high price high yielding VFR market --
and by VFR | nean the visiting friends and relatives narket
sector -- but would not pronote the tourism market which is
vital to the Sanban econony.

Having said that, Polynesian is also a full service
airline, and it's afflicted by exactly the sane problens
that the Conmission has heard so nuch about during its
Conference | ast week, and of course Polynesian is seeking to
position itself with simlar solutions as far as getting out
of past cost commitnents.

The full service airline industry in general is caught
in a web of Governnent/bilateral inposed constraints that
effectively prevent national flag airlines from accessing
the benefits of consolidation that they would seek if they
were free to do so; the point here is, they're not free to
do so.

Pol ynesi an recogni ses that the Applicants are seeking to
reduce their costs. When |'m tal king about "costs" | do
think that presentations to the Conm ssion have mainly
focused on one set of costs, whereas taking the exanple of
Air New Zealand and M Dixon the other day, he's talking
about a different set of costs; and so, in a sense, the

Applicants and the interested parties are tal king past each

other, and 1'Il cone to the reason why | say that in a
nonent . So, Polynesian recognises that desire to reduce
costs and, |ikewi se, wants to participate in that process as

much as possi bl e.

The Conmi ssion has heard nuch about the full service
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airline industry's problens, but Polynesian thinks it fair
to stress that the full service airline business is both
highly artificial and extrenely risky. Full service airline
busi ness nodels are not coping wth today's environnent,
nostly because deregul ation has inpacted their revenues and
profits but has not simlarly reduced their ability to | ower
costs, and has not weither renmoved the constraints or
ownership and cross-border consol i dation that woul d
i nevitably, | suggest, have happened a long tinme ago barring
these artificialities.

| think one has to consider that, at the time that Air
New Zealand was privatised, and being involved in that
situation nyself, if Qantas had been and British A rways had
been allowed to buy into Air New Zealand on a 100% basi s,
then they would have done so. It's also worth dwelling on
the possibility that Qantas itself mght have been bought
out conpletely by British Airways had consolidation been
al | owned. The point I'm making is that, the inability to
consolidate has built in enornpbus costs in this industry
that really the markets are no | onger prepared to support.

Governnents so far, and not just the New Zeal and
Governnment but also a lot of Governnments around the world,
have chosen to ignore this problem There was an attenpt in
the early 1990s to raise international interest in nodifying
the international system that dates from about 1946, but
this was still borne when it was recognised that reform
would likely see some flag airlines disappear all together
because consolidation would take pl ace.

The bilateral system remains with us wth all its
faults, and a consequence of that is that flag airlines
attenpting to cut costs by nerger substitutes, which is what
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alliances tend to be in various fornms, they're substitutes
for what the airlines really have to do and would |ike to do
but are prevented from doi ng, which is consolidating between
t hensel ves.

So, it's worth contenplating also that the only reason
that the Applicants have cone before the Commerce Comn ssion
is to do sonething that they absolutely have to do, whereas
there has been nuch talk about VBA entry; the VBAs don't
have to conme and ask for permssion to do any cost
reductions, because they're comng into the nmarket and
they're able to do so on the basis of today's costs, whereas
Qantas and Air New Zealand are stuck with essentially the
results of past Governnents' policy on other side of the
Tasman.

To date, the full service airlines problens across the
worl d have been solved with tax payer's noney while doing
absol utely nothing about the business risk except to switch
it back from private shareholders to the tax payer. In our
subm ssi ons we gave a table of exanples of those.

Thus really, the Governnent induced but not reforned
probl em has been dunped in this Commission's | ap. The
cracks, though, have only been papered over and the full
service airlines do still have to hunt for solutions of
whi ch these applications are one exanple.

Pol ynesi an has suggested that, absent any relief, these
processes have the outcone of building up a potentially huge
contingent liability for taxpayers as long as the belief
exi sts that each country nust have its own substantially
owned and controlled flag airline. Airline failures are not
infrequent and Air New Zealand could well require the

t axpayer to again provide enornopus support in the afternmath
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of expected future events. And | would comrent that this
has al ready happened twi ce.

In ny Lexicon | tend to think of Air New Zealand in its
present form today as being Air New Zeal and nunber three,
and al though quite a nunber of interested parties have cone
before the Comm ssion and said they don't believe that Air
New Zealand can fail, well that ignores history. In ny
recollection it's failed at least twice; once was in 1981
and sone who are as old as ne night recall the infanmous $90
mllion 1loss, biggest ever in commercial history in
New Zeal and that occurred that year and required the
taxpayer to punp in $50 million to keep it going.

What was kept going | tend to think of as Air New
Zeal and nunmber two, and that lasted until just 2 years ago
when again it failed and had to be rescued by the taxpayer,
thus creating Air New Zeal and nunber three, and successive
managenents and particularly the current managenment, have
the job of rebuilding the airline fromwhat it was just 10
years ago before it went into private ownership, back to
that sort of standard from you know, an incredibly |ow
position really.

Turning to the specific case of Polynesian, after sort
of skating lightly over the industry situation, this slide
here shows the progression of what 1is happening to
Pol ynesi an and what it is we're expecting to happen in the
future.

The line with 2001 on it is a description of the
alltance relationships at that tinme. Qantas and Pol ynesi an
are shown in an alliance on the left side of the screen that
was in conpetition with Air New Zealand and at the tinme its

Ansett Australia partner. Noti ce the ownership situation;
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the three biggest players are all private at that stage,
only Pol ynesi an was Gover nnent owned.

The line marked 2002 shows the effect of the Ansett
Australia col |l apse.

Line 2003 represents the factual and the enforced
i solation of Polynesian and the on-set of the forecast high
pressure from increased Air New Zeal and capacity. W go
froman alliance that is conpetitive to outside in the cold.

The line marked 2004 is the end result; Polynesian exits
the market and both the Sanmpan and N uean tourism markets
are the losers. New Zealand is in print, | have to say, as
refusing to serve Ni ue.

This next slide is a representation of the same factual
from the perspective of cost conpetition. Li ne 2002 shows
where the nutual benefits of the Qantas/Pol ynesian alliance
actually lay. The plus signs represent positives for
Pol ynesi an. Pol ynesian's fixed costs known in the trade as
the ACM, or aircraft crew maintenance and insurance, which
are the commtnments you have to make before you actually fly
an airplane anywhere; just to have it there costs -- those
very substantial anounts.

The ACM colum was all positive, of course, there's not
much that can be done on the insurance costs as between
airlines and an alliance because that market is highly
conpetitive and it's very difficult for one airline to get a
cheaper insurance than another, although you would think
that a Qantas would be able to deal nore effectively than
Pol ynesi an woul d.

Pol ynesian's aircraft utilisation was very high, and in
fact Polynesian at that tine held the record for the highest
utilisation of a Boeing 737 famly type in the whole of the
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wor | dwi de Boeing fleet. So, the point |I'm making there is,
we're not talking about a small airline that is inefficient
in its operation, we're talking about a very small airline
that was the nost efficient in terms of the use of its
airplanes in the whole of the world at that tinme.

The airline's overheads were spread over two | atest
generation jet aircraft; Boeing 737-800s, which are the
worthy aircraft of choice just a year ago by Qantas for
repl acenment of its donestic fleet. The type is operated by
Air Pacific also, and it's the type of choice for Virgin
Bl ue. So, we're not also talking about an airline wth
cl apped out equipnent, we're talking about a small airline
that's operating the nost technically advanced equipnent
probably in the world, arguably at |east as good as anything
that the conpeting manufacturer, Airbus, can produce.

The 1line nmarked 2003 shows the deterioration that
coincided with the evolution of the Qantas/Air New Zeal and
alliance application. Now, | don't want to |eave the
Commission with the idea that Qantas should have done
anything or should do anything that it doesn't think is a
good busi ness deci si on anyway. I|"m merely pointing to the
fact that, since the original application was |odged wth
this Conmission there have been significant changes that
have progressively noved Polynesian towards that dangerous
ri ght-hand side of the previous slide.

The Qantas danp |ease of one aircraft equivalent was
termnated and sonme other alliance elements have fallen
away, particularly a service that was operated between
Auckl and and Tahiti which was code shared by Qantas and they
suppl ied nost of the passengers for it, but that's no | onger

oper ati ng. So that resulted in mpjor positives turning to
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maj or negatives for Pol ynesi an.

Pol ynesi an has had to react quickly and has given up one
jet aircraft. I'd like to just |leave the Comm ssion wth
sone relativities in this, because M D xon announced
Qantas' results late |last week, and you can see from that
that Qantas is a A$11 billion turnover organisation, wth
huge fleets of various kinds of aircraft and so forth and so
fifth.

In the case of Polynesian, we're talking about an
airline that operates one single aircraft, albeit the nopst
technically advanced that there are, and its annual turnover
will be this year about Nz$50 million. So, Air New Zeal and
of course is sonewhere in between and bel ow Qantas, but we
haven't seen their annual result as yet -- com ng out next
week -- but we're tal king not about three airlines that, you
know, the names can be bandied around as if they're roughly
equi valent; we're tal king about two giants in the ring, and

we've got this little nouse in there that, if it isn't
careful, it's not necessary for its conpetitors to -- in an
alltance that it's not part of -- to conpete it out of
exi st ence.

They can easily do it by accident. Easily do it by

accident, and 1'd like to just briefly say to the Conm ssion
that, having identified a problem in the NECG forecasts,
t hat Pol ynesi an had di scussions with both airlines |ike Toot
Sweet (?), and our inpression overall from those discussions
was that we'd been accidentally left out rather than
sonebody took a deliberate decision to | eave us out.

At the alliance we had with Qantas, it was a bit Iike,
"oops", and | think also it was a bit |ike "oops", as far as

Air Pacific was concerned, because | think you'd note that
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the applications cane in without Air Pacific and they had to
catch up with that one.

So we're not nmking any conplaint on that score, we're
saying that we don't actually represent a large blip on the
radar screen of these airlines, but when you are a regional
pond and in that pond there are two great big things and one
very small thing then, you know, nobody's going to I ook
after your interests but yourself.

On the next slide -- this was a representation of
Pol ynesi an's case for inclusion in the proposed JAO which
is not based on the request for any conpetitive privilege to
be awarded by the Comm ssion. Pol ynesian believes strongly
that full service airlines should be able to reduce their
costs. It's in their public interest that they be allowed
to do that so as to allow convergence wth |ong-term
sustainability over their networks.

It's inportant that those cost reductions are not just
little bits at the margin; they have to be nmjor structura
change costs that come out. | would describe it to you this
way; that you have Air New Zealand on this side of the
Tasman that has a fixed cost structure that was built up
over time during regulation.

If you were to start with a clean sheet of paper today,
if Ailr New Zeal and had gone into receivership and no | onger
exi sted rather than being rescued by the taxpayer, if it
wasn't there and sonebody wanted to start up with a clean
sheet of paper, there is no way that the outconme would be
the same or even renotely simlar to the structure that
exists in Ar New Zealand today; you just would not put
those sorts of costs into it.

So, looked at it in that light, that's one problem
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That's the vertical structure of Air New Zeal and. On the
other side of the Tasman you have Qantas, bigger, nuch
bigger, with the same cost structure; they're like mrror
| mages, one obviously a lot bigger than the other. And
between the two of them they' re facing each other across
the Tasman with a network structure in each case that
exactly is parlous.

So Australia and New Zeal and and the Pacific Islands,
you could say, are the recipients of an air services
structure created in an artificial environment which is far
greater than it would be if you were doing the sane thing
again today; even if you were building a full service
airline as opposed to a VBA

From observation at this Conference a | ay observer could
be led to believe that it was all about whether Qantas and
Air New Zealand will or will not inhibit a VBA entry to the
New Zeal and domestic and Trans-Tasman markets, and whet her
they will or will not exert pressure after the new entrant
starts up.

On an industry basis Pol ynesian sees the applications as
being nuch nore broadly based than that. The structural
change that | referred to earlier is absolutely necessary to
occur whether a VBA enters this market or not, enters the
Trans- Tasman market or not. So, in essence, it seened to
me, fromlistening all through last week, that really this
was all about two airlines going like this -- slamtwo fists
together -- whereas the real problem for the two full
service airlines is that they are conpeting against their
own cost structure.

And you will renenber that M Huttner referred to that,

I think it was Conm ssioner Bates who asked him the

NZ/ Qant as Aut hori sati on Conference 25 August 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

1240
Pol ynesi an Airlines

qguestion, "Wat do you think the real difference is between

your VBA cost structure and Air New Zealand s", and his
answer was, "l don't care because |I'm not conpeting wth
their cost structure, |'m conpeting with ny own", and in
behind that -- he's obviously a very astute man -- in behind

that he realises that there is no way anyway that the full
service airlines like Air New Zeal and are gonna be able to
replicate what he's got. They sinply cannot do it. [
come on to that perhaps in the next slide.

Can | ask you to just contenplate this one, because on
the left-hand side there's a representation of the sort of
cost managenent that |'mtal king about. Listening to all of
the Applicants' case and the representations that have been

made by others, you could say that alnost all of the debate

has been in that red colum. The debate has been about
revenues, and it's the area where you get all these
enot i onal enotive terns i ke "cartel" and "anti -
conpetitiveness" and "nonopoly" and so forth. When | said

earlier that really the Applicants and nany of the
presenters are tal king past each other, this is what | nean.

There was conparatively little attention seenmed to be
gi ven by anybody to this core fact that the airlines are --
the full service airlines are unconpetitive on their own
cost s.

Qur final slide is a summary of Polynesian's position
which is largely self-explanatory. W feel that the
Conmi ssion's Draft Determnations didn't allow sufficient
weight to -- whether you call it wder public interest,
econom ¢ benefit, so on, in the applications and adjustnent
Is needed for that. W did not feel at all confortable with
the Draft Determ nations in that regard.
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The fundanental situation is that the Applicants, being
full service airlines, do have obsol ete busi ness nodel s t hat
have been artificially induced, nostly against their wll,
very high cost bases that the markets are saying they wll
no | onger support, and that's evident in their profitability
returns.

Il would like to just briefly comment on Ar New
Zeal and' s position and perhaps Qantas as well. Because, it
has been said here several tines oh Air New Zeal and' s doi ng
all right now, it doesn't need this alliance; it's doing
fine. Conmi ssioner Bates nade the comment that Air New
Zeal and has done remarkably well; a comment with which I
agree, but it has to be in the context of, conpared with the
situation it was in when the taxpayer had to rescue it, and
| repeat, many people have said to you as Conm ssioners that
they don't believe Air New Zeal and can fail.

Air New Zealand has, and can easily do so again, but
it's less |likely because any noney that's required to keep
it going is going to have to be found by the taxpayer. I
don't believe there is a comercial market provided that's
going to provide Air New Zealand with noney if it goes out
with a rights issue. At the nmonment 82% of it is going to
have to be taken up by the State, and | would suspect that
probably they would have to underwite a good deal of the
remai ni ng 18%

So, that's where the capital narket is as far as the
airline' s concerned. | do think that it's worth recalling
that when push cane to shove, and again M Norris two hours
from having his airline fold up underneath him that the
private sector sharehol ders, you know, the great white hope

Singapore Airlines and Brierley Investnents, one of
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New Zeal and's mmjor corporations, walked away. They said
"we Wi ll not put any noney in", they cast the airline on the
sharehol ders' nmercy. Fortunately the sharehol der recogni sed
what was needing to be done and did it.

But, having said that, we believe that it is very nuch
in the public interest that the airline industry should
reduce those overly large structural costs, and | would put
it to the Conmission that in that debate |ast Friday about
VBA costs versus full service airline costs, | think it
needs to be recognised that a VBA can cone in as an
i mediate start up and have an immedi ate effect. It will
take a lot of noney, a lot of front end investnent, a
consi derabl e amount of intestinal fortitude on behalf of the
managers and the shareholders of Air New Zealand, and
Qantas, to overcone the barriers that they have to reduction
of those fixed costs. It won't be easy. Big nunbers in
redundanci es, big nunmbers in relocations, all big nunbers
because this is a big nunber industry.

How are they actually going to take out a material
proportion of the fixed costs that have been built in over
time if they don't have the noney to do it with? Again,
it's one of those things, you can't get your costs down
unl ess you invest; it will cost you a |ot of nobney up-front
in order to gain a benefit down the road. | didn'"t think
that that was recogni sed.

But regardless of any VBA activity the full service
airlines have to adjust, and the danger is, if the
Comm ssion doesn't allow them to do that, then the
artificiality will be continued and a side effect of that, |
suggest, would be that an unfair conpetitive advantage w |

actually be donated to a new entrant. Because of their
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artificiality, Qantas and Air New Zeal and have had to apply
to the Conmission; new entrants don't have to apply to the
Comm ssion, and that puts them at an artificial conpetitive
di sadvantage -- the Applicants, | nmean -- for reasons they
are seeking to address here.

Pol ynesian itself is at a serious disadvantage and
that's why it seeks to be part of the proposed alliance,
arguing that it's already in it and the applications
approved on the papers are going to push it out. W believe
that the applications have a rational basis for cost
reduction, and they ought to be approved, but in part and
with the inclusion of Polynesian. | think the Conmm ssion
really has the opportunity to approve the applications in
total or disprove themin total, or take a position that my
be in between, or a position that says we wll give
aut hori sation but there will be a tinme when you have to cone
back and re-apply, and Polynesian believes that that is a
reasonable and rational solution to a very very difficult
problem but it doesn't believe that it's an answer for the
Commi ssion to refuse the applications thereby denying the
airlines the opportunity to get that fixed cost base down,
and they can do that actually w thout renoving their brands
or their conpetition in the marketpl ace.

In our submi ssion we gave an exanple out of my own past
18 years with British Petrol eum where | spelled out how the
oil industry nmanages to keep its production costs down by
sharing production facilities, but at the sanme tine manages
to keep conpetition going at the retail end of the
mar ket pl ace.

So, | hope it wasn't too nuch over tine. That's

Pol ynesi an's position on it.
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CHAI R Thank you very nmuch. | mght just start with a few

qguesti ons. Can | get an understand of where your
di scussions are currently with the Applicants?

GATES: Yes, Madam Chair. Well currently we've had
di scussions wth them imediately after their first
subm ssions or application to the Comrerce Conm ssion in
whi ch we highlighted the NECG report which indicated that we
woul d be conpeted out of business. Both they and Qantas, |
m ght add, were caught a little short because they didn't
realise that it was the inplication, and we agreed -- or
they agreed that they would look after us and for us to
wite a letter to themtelling us what we want.

However, in contenplating a letter of that nature it
woul d have been anti-conpetitive and we could have ended up
in front of this Conmssion for another reason, so we
decided not to do that and take the course of applying a
subm ssion to the Comerce Conmi ssion in respect of what our
view of the alliance proposals and the equity proposals
would do to Polynesian and what would be a solution -- a
vi abl e solution for us.

W essentially are not in conflict with both Qantas or
Air New Zealand; we essentially agree with the proposed
alliance because we see that, in ternms of the size of the
market here, it's logical to assume that you couldn't
sustain nore than two FSAs and one VBA and at the sane tine
there had to be left roomfor the wi shes and strategi c needs
of small Pacific Island States who have exactly the sane
requirenment in terns of tourismthat New Zeal and does.

So essentially we're not in conflict with them we just
wanted to really bring the matter up here in the sense that,

the deternmination that is nade by the Conmerce Comm ssion
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may provide a greater opportunity for us.

R So you haven't actually cone to any understanding wth
the Applicants about being a party to this alliance?

Mc FARLANE: May | address that, please? No. There is
something to add to M Gates' comment, because having
di scussed the matter wth Ar New Zealand which was
represented to Polynesian as being the driver of the
applications, their view is that, if Polynesian has a
problem please send us a letter and we wll give you
confort. W contenplated that and concluded that it was not
within Air New Zealand's gift to give confort to this
situation, because they could not assune many of the powers
of the Commerce Commission, and so that's basically why
we' re here.

R Do you think it's in our jurisdiction, to make you
parties of an alliance, when the nenbers of that alliance
haven't invited you to be init?

MR M FARLANE: | cone back to what | said earlier in the slides

CHAI

| showed, that we are actually in a alliance with Qantas at
the nonent. A precedent has been created by Ar Pacific
being included in that alliance, for perfectly good reasons
that | can see, and there is no reason at all why we should
not be allowed to stay in a position that we were already
in.

R Can | --

MR McFARLANE: Sorry, | should say that, | don't think we got as

Air

far as anybody considering whether we should be in it or
not, but we did get as far as the airlines -- or Ar New
Zeal and | should say, telling us that we didn't understand,
that we had misread the papers, and they really didn't nean

what the papers said. But at the sanme tinme they weren't
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prepared to alter that on the grounds that, well, we don't
want to confuse the Comm ssion by nuddying the waters.
So, it's not a confortable position for Polynesian to be

in at all.

CHAIR Can | just switch directions for a mnute, and cone to

the fourth bullet point on your slide up there which says
t hat entry barriers to t he Pacific
I sl and/ donesti cs/ provinci al markets are nonexi stent.

| ask, if that's the case, why should it be a problem
for anyone, including Polynesian? |If there are no barriers
what could possibly be the difficulty in conpeting in the
mar ket ?

MR M FARLANE: M Gates is saying there's an econony of scale

I ssue here. | did remark earlier that the choices for a one
jet aircraft operator are few. If business is doing well
and you want to increase capacity, you have to increase it
by 100% or you have to get sone lesser figure from an
al liance arrangenent that you have, and if you don't have an
alliance with anybody then there is no flexibility, you are
up 100%

Simlarly in the opposite direction, if business isn't
too good, but if you have an alliance, then that capacity
that you have that's surplus to your demand can be shared
with vyour alliance partner and that's exactly what
Pol ynesi an and Qantas were doing between the two of them
Qantas was taking the efficient use of effectively half of
Pol ynesi an's capacity at a tinme when nmarkets had down turned
and there was this big hole created in Australia where
Qantas all of a sudden had a nmssive demand for nore
aircraft to fill the hole.

So, the alliance between the two carriers worked exactly
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l'i ke that; too nuch demand on their side of the bed and too
little on our side. So, the alliance worked very well. So,
that issue of econony of scale is particularly pertinent to
us because you can't inmagine Qantas overnight going up by
100% i n total

CHAI R I just have one last question and I'Il see if ny

col | eagues have questions and it's in a different area, but
if the proposed alliance went ahead, | wonder if you can
tell me whether you could see any other airlines entering

t he New Zeal and Pacific routes?

MR GATES: Madam Chair, the opportunity does exist, Sanpa has an

open skies policy on air rights, simlarly with New Zeal and
and with the Cook Islands, and so there's no constraint on
capacity or other carriers comng in; the only rule or the
only test is the substantial ownership and effective contro

i ssue of that other carrier. So, there is no constraint
t here.
But if I may, Madam Chair, the issue for Sanpa, because

the airline Polynesian is inextricably interwoven wth
Governnment policy, is that they want to continue wth having
their national carrier as they see it as an instrument in
devel oping tourism which is an inportant econom c plank in
the future growh of the econony. It is a fragile econony
with no natural resources except its scenery and its people
and now tourism is the largest export earner for the
country, and it is -- whilst it's always sonetines
debatable, | don't think that there's any argunent that the
national carrier plays a large role in providing that
stinmulus to tourism nuch the sane as is postul ated here by
Air New Zeal and in respect of tourismin New Zeal and.

The difficulty Sanpba has is that the traffic is in an
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i mbal ance; there's 175,000 people in Sanpa and, probably
100, 000 ethnic Sampans in New Zeal and and probably getting
close to 50,000 in Australia. It fornms a basis for traffic
and the Governnent is very keen to ensure that the Sanpans
have their national carrier and see that that effort is
mai ntained to retain contact with their foreign comunities
or their ethnic comunities overseas and then use that also
as an instrunent to devel op tourism

The issue for the shareholder, that is the Governnent of
Sanpa, is of course that, whilst not disagreeing wth what
is being attenpted in this comercial alliance between
Qantas and Air New Zealand, the problem we have is, we
becone an unintentional victimin terns of being vul nerable
on our prine routes to that capacity that has been outlined
in the NECG report.

So, no, there's no-one stopping anybody fromflying into
Sanpa, any other carrier. The issue for themis that the
traffic, the main room 1is an inbalance; there's only
175,000 people at one end. And so it's very difficult for
any carrier to see that as an opportunity, and hence,
underlines ny reasons -- the reasons for the Sanpan
Governnment wanting their own carrier, because they don't
want to see people cone and go and they don't want to see
their econony and the developnent of their tourism
di ssi pated by Pol ynesi an di sappearing and being in the hands
of sonebody el se.

R Thank you.

MR CURTIN: Just one question, if I may. Does Virgin Blue, from

a regulatory point of view, have the capability to fly on
Pol ynesi an routes? Are you expecting themto if they have?

MR GATES: Conmmissioner Curtin, they do have the right, there's

Air
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no problemwth that because if there's an open skies policy

between the two countries. However, | don't believe that
they will because it is not a -- well, in fact, it's not a
route they would cherry pick because of the nunbers. Too
smal | . That's why they've chosen Fiji. There is a huge
tourist market in South Pacific ternms there already
developed. In Sanpa it is not developed. | believe Virgin

woul d only nove into that route once sonebody el se has done
t he devel opnent, and that's not being unkind to them that's
not their role.

CHAIR I'll just ask Comm ssion staff advisors if they have any
questions, please.

MR RENNIE QC In what country is the operating conpany of
Pol ynesi an i ncor por at ed?

MR GATES: It's incorporated in Sanpa.

MR RENNIE QC. If the alliance had an anti-conpetitive effect in
Sanpa, what is the position under Sanpan | aw?

MR GATES: Unfortunately Sanpa doesn't have any Acts on anti-
conpetitive behaviour. Wilst they' ve got the -- they don't
have a Commerce Act for a start, and so they tend to mrror
New Zeal and | egi sl ation but that was in effect sone 20 years
ago to be honest.

MR RENNIE QC Wuld you accept that the anti-conpetitive
effects that you point to in relation to Sanbpa are nore a
matter in Sanpa than a matter in New Zeal and?

MR M FARLANE: No, we wouldn't agree with that, because | cone
back to what is really at the core, we believe, of these
applications; | my describe it thus as "production cost"
The production cost of the Applicants is very very high and
much higher than it should be, and nuch higher than it needs

to be if these airlines are to survive.
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But the point is that they have an ability to reduce
them and they can reduce them to the detrinment of
Pol ynesian if it's not involved in it, because Polynesian
cannot reduce any fixed cost; there's nowhere to go. You
ei ther have one airplane or you have no airplane. As |ong
as you're running your operation efficiently your fixed
costs are fixed and there's no opportunity to reduce it;
except, as | nentioned earlier, by the alliance with another
operator which already exists of course in the case of
Qant as.

And | would just go on to say, well, why should
Pol ynesi an be pushed out of the opportunity to reduce its
costs and be nore profitable, while still naintaining its
own brand and its own ability to conpete in the narketplace?
Because, we would very nuch like to get to a situation where
Pol ynesian is able to access production of air services at
the sane unit costs as would be available under the JAO to
Air Pacific, Air New Zeal and and Qant as.

MR GATES: There's also a corollary to the question that you

asked, and why should Sanpa as an independent State, any
deci sion made in the New Zeal and jurisdiction, how w Il that
affect Sanpa? The interesting part about Sanpa, Sanpa is
the only country in which New Zealand has a treaty of
friendship and the two countries are inextricably interwoven
both culturally and trade and many aspects, and in fact
Sanpa up until 1962 was adm nistered by New Zeal and, from
1914 to 1962, so the |inkages are cl ose.

In a Sanban view of life it regards New Zeal and as a big
brother and in the same famly. So, you've also got to take
the enotional aspects to it as well, so I'm not saying that

the Qantas/Air New Zeal and alliance would be an unfriendly
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act, it'"s not; it's a compbnsense approach to a
fundanentally flawed airline cost structure.

But, the side effect of it is, it's knocking a friend
about and the friend wants to be part of that because |
think I personally believe it's in New Zealand' s interests
in its relationship with Sanmpa to ensure that Sanpa's
econony devel op, because at the end of the day soneone's got
to pick up the problemif it doesn't. Does that answer your

guesti on?

MR M FARLANE: I"d just like to add to that that in the G vi

Avi ation sense that the links are so close that Polynesian
operates under the Gvil Aviation Rules of New Zeal and so,
its cost structure, if you like, is driven by New Zeal and,

not by the Government of Sanpa.

DR Pl CKFORD: To what extent is it necessary for a Pacific

Island to have its own airline to develop its tourism given
that if it were an attractive destination then presumably
other airlines would want to fly to it?

Following on from that, has Polynesian invested nuch in
creating and encouraging tourism |like A r New Zeal and has

f or New Zeal and?

MR GATES: Firstly, why does it need an airline to develop

tourism | think | answered the question before actually
because |'m saying no other operator's going in there. Air
New Zealand currently goes in there, but it is really
carrying what is called VFR traffic, there's been no really
active pronotion of Sanmpa as a tourist destination and to a
degree Sanpa was anbivalent about tourism up to about 10
years ago.

The Qantas alliance we had was part of that process to

develop tourism and it's been very active to the point
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where the Governnment is now underwiting tourism resort
devel oprment through tax incentives and providing land for
tourismresort devel opnent.

The airline is an absolutely critical element in that
any proposal for developnment of tourism investors look to
seei ng whet her they have a State carrier which they can | ean
on to develop the traffic flows that they require to nake
the resort a success.

MR M FARLANE: Sorry, may | add to that by saying that, the

short answer and the quick answer to your question is that
the reason Sanpa has a national carrier are exactly the same
argunents that have been presented to this Comm ssion as to
why New Zeal and should have a national flag carrier. It's
the sane thing, and the Governnent of Sanpba perhaps
realistically is less concerned, although it is concerned,
it's less concerned with whether the airline is going to
provide it with big dividends as a business; it's utterly
concerned with what | described earlier as the delivery of
tourists into the Sanpban econony so that noney can be earned
from them by the ground product. Again, exactly the
argunent for New Zealand and Australia and every other

country that participants in tourism that's why it's there.

PROF G LLEN: I have a question about Qantas Holidays. G ven

that you have an alliance with Qantas, has Qantas Holi days
actively brought tourists into your area?
GATES: Yes, not in the nunbers we would Iike, and
essentially the developnent of the product wth Qantas
Hol i days has been a little slow W're a pretty small
destination in the bigger schene of things, however Qantas
Hol i days has hel ped i mmensely so, yeah.

| nean, the Qantas Holidays thing is one of those things
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that you've really got to be oiling the wheels the whole
time and they've been very helpful. Qur product is in
there, and it is marketed and distributed through the
Nort hern Hem sphere, but where -- only until recent years
Sanba has been a low destination, pretty hard to conpete
against Tahiti and Fiji, and it's pretty hard to conpete
agai nst the Cook Islands where Air New Zeal and have i nvested
huge noney in devel oping tourismthere. I wish they would
have done sonething like that for Sanvpa.

PROF G LLEN: | have a second question relating to costs in your

argunents for supporting the application.

Over the last two weeks Qantas has announced initiatives
of a cost reduction of A$1 billion, and we've seen over the
last little while Air New Zealand has been successful in
devel oping its Express products.

Those two nunbers would be far in excess of the
$96 million in cost savings we're tal king about in termnms of
reduci ng capacity here, and so I'ma little puzzled as to
why your support, given that all those other cost saving
initiatives that are taking ©place outside of this
application are very substantial, and are clearly going to

affect your airline.

MR McFARLANE: Yes, the issue is still, though, one of this very

Air

hi gh cost base, and | keep using the term "fixed cost base"
as opposed to "operational cost base".

In a situation |ike New Zealand Express, ny view of
that, and it's only ny opinion, is that the airline has
claimed cost savings for that and | believe there are cost
savings in operations. | don't perceive a structural cost
saving there, yet; but those structural cost savings are

going to have to cone along the road. Ri chard, you mni ght
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like to pick up on that.

MR GATES: No, | think that pretty well answers the question

CHAI

Air

real ly. As Norman has said, and | think Geoff D xon

expressed it when he nade his address on Mnday, that aim ng

to cut $1 billion out, and that's a huge anmount and it's

going to take them a long tinme, and he is in that process

attenpting to hit the historical structural problens they

have, but that may only be part of the need, to be honest.
He's not tal ki ng about operating costs there, so...

R Ckay, thank you very much to Polynesian Airlines for
your subm ssi on. It has been inportant to hear from the
other airlines that will be affected by the alliance, so we

t hank you for your tine.

| now ask Junpjet Airlines to come forward, please.

* k%
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Junpj et Airlines
PRESENTATI ON BY JUMPJET Al RLI NES

CHAI R Ckay, | would now like to welcone Junpjet Airlines and

invite you to introduce yourselves for the record, and start
your presentation when you're ready. Thank you.

MR KI LE: Madam Chair, Comm ssioners, we'd |like to thank you for

the opportunity to deliver a presentation here today, and
I"d Iike to introduce nmyself to you as N ck Kile, Mnaging
Director of Junpjet Airlines. Your Conmm ssion possesses our
qualifications, but in short for the benefit of the forum

I"ma former specialist airlines operations and a fornmer Jet

Capt ai n. | have with ne today John Cook who is our
Di rector, Finance. John has a Bachel or of Commerce and he
doesn't like to talk about it but he's an accountant as
well. He's also director of Aviation Services Goup, which

is an Australian-New Zealand aviation private sector
conpany, and he's also Past President of the New Zeal and
Avi ation Federation.

W do apologise for Chris Scanlan who was neant to be
here wth wus today. He is attending the Conference
intermttently between clients. Chris is the Director
Commerci al, he has a Bachel or of Commerce and admi nistration
and also an accountant who doesn't like to talk about it.
He's a practising director elsewhere and a nenber of the
New Zeal and Institute of Directors.

W'd like to cover a nunber of topics. W'd like to
make an opening statenent, we'd like to cover predatory
activity in the market, we'd like to raise |legal conviction
issues with you, we'd |ike to address you on the Air
Services Agreenent between New Zeal and and Australia, and

we'd like to cover sone issues in relation to Junpjet's
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mar ket access and barriers to that access; and we'd like to
make a concl udi ng statenent to you.

Moving on to the opening: The purpose of Junpjet
subm ssions have, we would hope, have added value to the
Conmmerce Commi ssion's deliberations. W have endeavoured to
provide a practical anal ogy, we've endeavoured to identify
I ndustry strategies exi sting in the mar ket , we' ve
endeavoured to identify predatory commercialism and we've
in the past presented to you, in our subm ssions, sone |egal
cont enti on.

W understand the applications here before you are
concerning a strategic alliance and equity acquisition of
22.5% by Qantas with Air New Zeal and under s.58 and s.67 of
the Act, of the Commerce Act. The style of presentations by
the Applicants are noted to be extensive and descriptive and
cover very significant economc argunent, but very little
| aw. It is our inpression that the decisions will be nmade
based on | aw.

In reality, Madam Chair, the inpending applications were
the establishnent, or the reality was that an establishment
which could be declared a market |ock-up strategy was in
notion with the Applicants and certain major players within
the industry. This was planned to be achieved through a
nonopol y of alliances based on equity association and based
on marketing alliance association; both are in a current
state and also in a projected state follow ng the handing
down of a positive result of the applications before you.

In addition, Virgin Blue, the prize for Virgin Blue was
the control of the discount market within Australia, within
New Zeal and and across the Tasman. The dual expenditure
capability of the Applicants, the dual pronotion capability
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of the Applicants, the dual narket and capability of the
Applicants and their alliance structure would exhibit
substantial power in the market. Substantial power in the
mar ket over and above that power in the market that they
possess individually today.

W'd like to touch a little on globalisation, merely
accepting that it is virtually a political topic, but we
feel it has nmerit at this forum because of the effect of
gl obal i sati on on the aviation industry.

The focus by politicians, bureaucrats and politics in
general has been to push for the policy of globalisation.
In our opinion globalisation, the results of globalisation
have been sinply a dilution of the econonmic wealth in the
communi ties of Australia and New Zeal and and the transfer of
that economc wealth to -- a transfer of that economc
wealth to comunities outside of Australia and New Zeal and,
i.e. Overseas. Year-by-year local communities are becom ng
poorer and poorer.

The globalisation and its effect in the aviation
i ndustry is sinply to support global positioning of wealthy
overseas carriers in our market. W talk here of the Trans-
Tasman nmar ket because this is the narket that Junpjet w shes
to gain access to. G obal positioning by these nmajor
carriers is the exploitation of wunrestrained access of
freedomrights, and with each award of a new carrier com ng
into the region there's a consequential destruction of
opportunity that is local opportunity in a local market.
This is not an international market, the Trans-Tasman
market, it is a local market; it is our market.

The contribution of these carriers to regional economc

devel oprment is virtually nothing. W'd like to nove on to
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predatory activity in the market, and it's very fitting to
nmention as an item under predatory activity, the denolition
of Ansett Australi a.

We accept that there have been other factors that were
involved with the denolition of Ansett, but in any case
Ansett was denied the opportunity to restructure, which is
occurring with 80% of the mmjor carriers within the world
t oday.

There is no doubt about it that predatory comercialism
played a mgjor role in the destruction of Ansett and we
believe it's pertinent to bring before this forum the ness
of the aftermath in terns of statistics. There were
3.6 million creditors created by the downfall of Ansett.
There were 50,000 people placed on the dol e queues, nost of
which were aviation people or associated people from the
i ndustry. There were six airlines bankrupted. There were
numer ous peripheral conmpanies that were suppliers and
contractors to Ansett International who were bankrupted
al so. There was and is disposal still being undertaken for
in excess of 130 large aircraft. The value of those assets
were in excess, or are in excess of A$2 billion. In
conclusion, there were five superannuation funds which were
substantially danmaged and a nunber may not recover.

Such is the effects of predatory activity in the market.
Al so, a nunber of itenms which identify predatory activity in
the market are airfare wars and capital shipping. These are
functions of predatory commercialismin the market. You may
recall that Inpulse Airlines was brought down by an airfare
war in Australia which was part of predatory activity.

Capital shipping is the practice of parent conpanies

shi pping cash equity to their subsidiaries in order that
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those subsidiaries can trade in the market, bel ow operating
costs and renain legally and technically sol vent.

The final item under this topic we'd like to raise to
your attention is regional alliances. Regi onal alliances
can indeed be a barrier to entry for new entry operators
attenpting to gain access to the narket. In the Trans-
Tasman market there is an extensive network of regional
alliances. Sonme 14 Trans-Tasman airlines exist with sone 37
marketing alliances. The result and the airfare structures
could be classified as a duopoly style of airfare structures
in that they are harnoni ously conpetitive.

W'd like to nove on now to the legal conviction. The
effects of the integrated nerger, and let's identify the
Applicants as an integrated nerger in this century, the
acquisitions of a 22.5% equity would be considered overall
an integrated type nerger. The effects are a substanti al
| essening of conpetition in the market. A substanti al
| essening of the conpetition in the nmarket as a result of
the applications before you has been identified by the
Commi ssion. It has been admtted by the Applicants, and it
has been universally accepted by the public that there wll
be a substantial |essening of conpetition in the market.

Qur forte is not to instruct the Commission in these
areas but nerely to identify potential |egal breaches under
the Act. As a new entrant carrier, Junpjet is vitally
interested in the restraint capability of the Comm ssion and
the restraint capability of commercial |aw.

There is seemingly also sufficient evidence that has
been placed before the Commission or is available as public
evidence to suggest that there may be grounds for an

i nvestigation into collaboration under the Act on behalf of
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the Applicants and certain ngjor players.

Section 36A, we'd like to cover, which deals with taking
advant age of market power. This integrated nerger, no doubt
i f successful, would take advantage of power in the market.
It may restrict, it may prevent, it may deter, or it my
elimnate new entrant carriers entering a market of which
Junpjet Airlines is seeking access as one of those.

Also we'd like to raise awareness to s.47 of the Act
which covers certain acquisitions which are prohibited.
Certain business assets or shares cannot be acquired if
there is a substantial |essening of conpetition in the
market. We put it to the Comm ssion that there is such of a
substantial |essening of conpetition in the nmarket brought
about by intense current narketing associations, by intense
current equity associations, by intense current projected
mar keting and equity associations was a result of a positive
decision in relation to the applications before you.

Finally, s. 67, where the Conmission rmay grant
aut hori sations for business acquisition; it comes in two
parts, as we know. The first part covers substanti al
| essening of conpetition in the market and we believe that
such substantial |essening of conpetition in the market does
exist. The recent political intervention which has resulted
in EmMmrates entering the market in our view does not change
substantial | essening of conpetition in the market.

Let's look a little at Emrates and Emirates' arrival on
t he scene. In point of fact, Emrates does have alliance
connecti ons. It has a connection with the Star Alliance
carrier and one other on the Trans-Tasman nmarket. The fare
structures that have been advertised and published by

Emrates indicate a duopoly style of fare structure in that
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they are harnoniously conpetitive, being harnonious fares.

The worst aspect, and this is an aspect we share wth
the Applicants, is that the arrival of Emrates equals now
30% a 30% slice of the market being passed to overseas
carriers. Not Invercargill to Ballarat, but the best, the
cream of the market has been passed to wealthy overseas
carriers. This is our market.

The second part of s.67 covers public detrinment versus
public benefit. There is no doubt as a result of the
Conmi ssion's investigations and deliberations that public
benefit far -- correction, public detrinent far outweighs
public benefit on this issue.

Moving now to the Air Services Agreenent: A little on
the history, to refresh the mnds of people here, that we
remenber that the Air Services Agreenment was set in notion
from an historic point of view to open the skies wthin
Australia, within New Zeal and and between. This was in the
i nterests of encouraging CER, or closer economc relations,
in that, in our case, in the industry's case, it enabled
suitably qualified local airlines to freely operate in those
mar ket s.

The result of the Air Services Agreenent produced two
airlines. It produced a single aviation market or SAM
Airline, and it produced a designated airline; both of these
airlines have requirenents.

In terns of the SAM Airline requirenents, if we could
broadly brings these to the attention of the forum the
effective control nust rest in the hands of Australian or
New Zeal and nationals, the majority shareholders nust be
Australian or New Zeal and nationals, two-thirds majority of

the board nust be Australian or New Zeal and nationals, the
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Chai rman nust be an Australian or New Zeal and nati onal .

If we could nove to the designated airline requirenents:
There has been a noted regulatory relaxation wth the
requirements of the designated airline in that the system
now is able to approve nore and nore overseas carriers into
the market at the expense of |ocal industry.

The designated airline has becone nothing nore than a
stepping stone to global open skies, hand-in-hand wth
gl obal positioning, hand-in-hand with gl obalisation and such
a policy. Even so, there is a requirenent of note which we
bring to the forum and that is that effective control of an
airline, such an airline nust be in the hands of Australian
or New Zeal and national s.

So we pose a logic question to the Conmm ssion: If the
board system is used for the governance of the board, is
that airline in effective control of the airline, is it in
the hands of Australian or New Zeal and national s? W put it
to you that that is not the case.

Finally, the final item wunder this air services
agreenment topic is the status of the carrier, Virgin Bl ue.
W believe that clearly Virgin Blue does not qualify for SAM
st at us. W believe clearly because of court systems
determ nation of board policy, that Virgin Blue remains
unqualified for designated airline status. The recent award
of designated airline status by the Australian Departnent of
Transport is rmerely, in our View, an exercise in
favouritism The decision by the International Air Services
Commi ssion which has resulted in the award of wunlimted
capacity for Virgin Blue across the Tasnan, and within these
markets is again an exercise of favouritism

The ownership -- they tell us the ownership has been
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sorted out in relation to Virgin Blue, however let's | ook at
it technically; that can be sorted out with 0.001% The
fact remains that Virgin Blue is a subsidiary of a gl obal
carrier, and that global carrier is the Virgin Goup which
consi sts of 200 companies in 25 countries with a turnover of
equi val ent of NzZ$9 billion each year, per annum

Alittle nore on the unlimted capacity as we go through
this presentation. Madam Chair, noving to Junpjet narket
access, sone issues: W'd like to bring to this forum sone
history in relation to local entrant carriers and nake sone
comment in this regard.

There has been nmany factors against |ocal entrant
carriers gaining access to the narket; these in general have
been, a lack of support by politics, a distinct |ack of
support from conmercial and aviation regul ations, a distinct
| ack of support from financial and investnent institutions
in the region. The skies are in fact | ess conpetitive today
than t hey have been for decades.

W'd like to touch briefly on the definition of market
forces and an explanation of market forces in that we have
been privy to Conferences that have waived narket forces as
some magic wand in the industry. W do accept that the
structure of the industry is determned by market forces,
that outcones are determ ned by nmarket forces, but we put it
to that forum that market forces are in fact man-nade.
Mar ket forces are constrained by fair conpetition in the
mar ket . Market forces are restrained by regulation; it
necessary follows that nmarket forces are nman-nade.

Junpjet is seeking access to the market as a niche
mar ket devel opnment carrier, as a hybrid carrier with a

tourist focus ainmed at devel oping that niche. The conpany
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has nodest conpany grow h expectations, the objective is to
enter with value, service and integrity.

The conpany w shes to conpete on the narket, on the
Trans- Tasman market for growh only; that is, through to 6%
expanding in sonme years to around 12% This has been a
noderate grow h market for in excess of a decade.

Junpj et believes that a new era has arrived in which the
New Zeal and comercial law permts access to the narket,
permts access to a fair market, and permts that market to
remain fair, or causes that market to remmin fair, and
surely, this is a desirable outcome, or outcones with such a
scenario are far nore desirable than some of the statistics
that we've indicated to you today in ternms of predatory
commerci ali smoperating within the markets.

W'd |like to cover objections, conplaints and appeals
fromour perspective, mainly as a result of the Comm ssion's
response to us for our s.36A application against Virgin Blue
for its award, or against the award of Virgin Blue for
unlimted capacity in the market.

The Commi ssion raised the possibility that Junpjet did
not place an objection in relation to this application
before the international Ar Services Conm ssion. Madam
Chair, nothing could be further from the truth. Si nce May
2001 Junpjet, in its public relations circulation, and in
its efforts have provided witten objection against any
wai vers given to any carrier entering the CM narket or the
mar kets of Australia and New Zeal and. These objections have
been submtted in witing to the Mnister of Transport in
New Zeal and, to the Mnister of Transport in Australia, to
the Prine Mnister's Ofice in Australia, to the Departnent

of Transport in Australia and to the Mnistry of Transport
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i n New Zeal and.

Let's look a little at the unlimted capacity award to
Virgin Blue via the International Air Services Conmm ssion
recently. There were 100 stakeholders notified and sought
to make coment in relation to the potential award of
unlimted capacity in the narket. Unfortunately, Junpjet
was not one of those stakeholders that were, and in fact,
notified.

We protest in that the Junpjet approach consists of two
i ncor porated conmpani es in New Zeal and, a valid board, and we
are trade marked adequately in both New Zealand and
Australi a. The Chairman of the International Air Services
Conmmission at the time happened to be the Merger
Conmi ssioner for the ACCC, there was no excuse for not
knowi ng that Junpjet is around.

It must be said that a l|lack of autononous due process
has taken place. W have |odged a conplaint with the
M nister of -- the Australian Mnister of Transport to his
office, a copy is held by the Conm ssion of that conplaint
and that letter, and the system has ignored us; the Mnister
has preferred not to answer that approach.

W would like to reiterate from an appeal point of view
that we have not only placed objection but we woul d consi der
consultive information on industry outcones and industry
activity to the recipients we've previously nentioned to you
over the period there May 2001.

Moving to the s.36A application that we placed before

you --

CHAIR Can | just interrupt you for just a mnute. | know that

you've got other matters that you've raised wth the

Commi ssion, but I want to make sure that they're relevant to
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the consideration we're giving here today. So, | assune
you're going to link this back to your submission to us on

this matter?

MR KILE: Well yes, | wll try to do that, Madam Chair

CHAIR | think it's inmportant you do because really we're here

today to hear subm ssions on this authorisation application.

MR KILE: W would just sinply Ilike to express our

di sappoi ntnent at the Conmi ssion's decision on inaction in
relation to that s.36 application. Junpjet is wvitally
interested in the restraint capability of the Commi ssion and
the restraint capability of the Commerce Act and the Fair
Trading Act in relation to predatory commercialism wthin
the industry.

We do appreciate the reasoning the Comm ssion has passed
to us in that the crine nust be virtually commtted before
any form of action or prosecution to take place. W sinply
put it to you the Comm ssion that perhaps that crinme is not
too far away.

I"d like to nake sonme concluding coments, if | may, in
relation to the applications before the Conm ssion. In our
view, the Comm ssion's approval of s.58 would be nerely an
endorsenent of a sort of restricted trade practice which
could rest on predatory comrercialismw thin the nmarket and
provide a barrier to nmarket access for a new entrant
carrier.

I n conclusion, the Junpjet subn ssions that have already
been presented to you have ainmed at identifying potentia
breaches under s.36, under s.47 and under s.67.

In conclusion, the public benefit argument; we believe
that the detriment outweighs -- sinply public detrinment

out wei ghs public benefit.

NZ/ Qant as Aut hori sati on Conference 25 August 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

1267
Junpj et Airlines

In conclusion, industry behaviour patterns in the

aviation industry have always been constrained by fare

conpetition in the market. They have always been
restrained -- correction, they've always been restrai ned by
I aw. Law directs market forces, |aw prevents predatory

commercialism or it should.

I n conclusion, Junpjet supports the confirmation of the
Draft Determ nations handed down by the Commi ssion in that,
based on the evidence available, the applications are in
fact illegal if they were approved.

W would sinply like to close by covering the officia
| aunch of Junpjet and we can sinply report that from a
capitalisation and contract point of view, that the funding
i ssues for Junpjet are progressing well, and we expect to be
in -- the conpany expects to be in a position to officially
| aunch Junpjet in the near future.

On that note 1'd like to, on behalf of John and Chris
today, and the Junpjet team 1'd like to express a note of
appreciation to the Comm ssion and the Commi ssioners for

their patience and application in regard to the issues under

determnation and on that note | thank you for vyour
attention
CHAIR  Thank you for that, M Kile. | would like to just start

with a clarification; when you said your goal was to reach a
12% mar ket share? 1s that --

MR KILE: |'msorry?

CHAIR D d you say that your market share goal was 12%

MR KILE: No, that was nerely the identification of a statistic
in the market that was that on average the Trans-Tasman is
growi ng per year of 3 to 6%

CHAIR  (Ckay. Wat sort of objectives have you set for yourself
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in terms of growmh once you' ve entered, if you can tell us.
If you can't, that's fine.

MR KILE: Let's state that, if we quiver a bit, it's not w shing
to withhold information from you, we're quite happy to
answer any question you may have in a confidential session,
we'll do our best to attenpt such answers.

CHAI R I"l'l rephrase the question. Wat sort of tinmefrane do
you think you' d need before you as a conpany were able to
exercise significant constraint on the Applicants?

MR KI LE: W'll be entering -- we can say that we're entering
with a single aircraft, and that we very heavily are -- our
busi ness nodel, when one considers research into the history
of predatory comrercialismin the market, we will be resting
heavily on conmerci al law giving us sone degree of
protection while we are free to trade our product in the
market to gain a foothold and gain a clientele which we
believe to be additional to the clientele that already
support the current carriers in the market.

CHAIR I'Il just see if there are further questions. [Pause].
Any questions fromstaff or advisors? [No questions].

Okay, it's left for ne then to thank you very nuch for
your submi ssion, and again we are interested in these
subm ssions from new entrants, it's inportant for wus to
understand what are the market barriers that you face. Once
again, | thank you for your subm ssion

MR KILE: Qur pleasure Madam Chair, thank you

CHAIR  Now, | propose to break for 15 minutes, ask people to be
back promptly at 5 past at which tinme we'll have the right
of reply fromthe Applicants. Thank you.

Adj our nment taken from 3.50 pmto 4.05 pm
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1 PRESENTATI ON BY APPLI CANTS I N REPLY

2 ECONOM STS

3

4 CHAIR |"d" just like to now reconvene this final session of
5 these hearings and, as everyone is aware, it is now the
6 session in which the Applicants have a right of reply, and I
7 will ask the Applicants to please state for the record who
8 wi |l be addressing this session. Thank you.

9 MR P TAYLOR Madam Chair, thank you. This right of reply is
10 going to conprise both witten and oral presentations; the
11 witten presentations have been handed in, they will not be
12 addressed to directly, they are sinply placed into the
13 record and they are a response by Dr Tretheway to a
14 statement by Mrrison & Co regarding information on the
15 European low cost carrier market share, a very brief
16 response to certain factual errors of a page and bit, and a
17 response to presentations made at the hearing by third
18 parties on behalf of the economics group that wll be
19 addressed in short form not directly to the paper, but just
20 in a presentation.

21 CHAIR And are you proposing to --
22 MR P TAYLOR W're proposing there are three short parts to it.

23 First of all to neet Dr Tretheway's need to get away to the
24 airport we'll have a presentation of about 35, 40 mnutes
25 from the economcs team then about 10 to 15 m nutes
26 presentation from Qantas and about 10 to 15 mnutes
27 presentation fromA r New Zeal and.

28 CHAIR Thank you for that. Please proceed when your ready.
29 DR GUERI N- CALVERT: We'd like to thank the Conmm ssion again for
30 the opportunity to be present today. Wat we have tried to

31 do in this presentation in coordination anong us is, having
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listened to the questions that have been asked over the
course of the |last week and the issues that have been raised
by ot her econom sts, what we thought we would try to do in a
very focused way is to address what we thought were the key
out st andi ng questions or issues of significant difference.

W wanted very briefly, in ternms of our presentation
today, to go through the context for the econom c analysis,
make sone very specific coments on some of the Kkey
theoretical or enpirical issues that were raised wth
respect to the conpetitive effects analysis, particularly
with respect to issues related to efficacy and sufficiency
of entry as well as pricing effects.

There have been a nunber of issues addressed wth
respect to nodelling, there are a few of those that we
t hought since the questions were consistently com ng up,
that we wanted to nmake sure there was an opportunity to try
to answer those questions. There have been sone specific
presentations by other econonists or individuals who raised
some specific issues with respect to the magnitude or the
quantification of the benefits and we thought it would be
useful to address that very briefly as well as the bal ancing
and in a few summary comments.

In particular, wth respect to the context for the
economic analysis, as | think we started out at the
begi nning, we think that the proposed alliance presents an
opportunity or a prospect for benefits. The nature of those
benefits come fromthe consolidation and the optim sation of
the two airlines' networks and a variety of other sources,
and that as econom sts how we have endeavoured and how ot her
econom sts in this proceeding have endeavoured to inform

you, is to provide a framework to address the question that
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is before the Comm ssion which is whether, with this change
in the conpetitive |andscape with the formation of an
alliance is likely, nonetheless, to produce substantial net
benefits.

W think that in terns of the conpetitive effects
guestions, there really have been two key questions that
have conme up within the last few days that we thought bore
addressi ng sonmewhat nore specifically before you today.

The first is, are there entry barriers -- |I'll try to
slow down, | just realised |I'm going too fast -- are there
entry barriers in the nmarkets at issue, the donestic, the
Tasman and international markets such that there mght be a
concern about conpetition and pricing.

The second is, are VBAs a substantial constraint as
conpetitors on the Tasman and in donestic New Zeal and?

VWat |I'd like to do is, in ternms of addressing those
I ssues with respect to VBA entry, whether it is sufficient,
effective and sustainable, to turn the presentation over to
Prof essor Tretheway to go through very briefly the research
and then nost inportantly for vyou, to go through the
critiques that have been raised and our conbi ned response on
t hat .

DR TRETHEWAY: Thank you. One of the pieces of evidence that

was put forth by the Applicants was research by APG based on
US data which found that 5% VBA capacity in US markets
appears to drive nmaj or yield reducti ons in t he
United States; further market share reduces yield sonewhat,
but the big effect takes place with very small anounts of
VBA capacity.

Prof essor Wnston then researched this sanme issue using

Australia data so that we did not overall use United States
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data, and his results showed that the presence of Virgin
Blue on a route reduces Qantas' fares by roughly 11%

Prof essor Hausman «critiqued Dr Wnston's study; we
listened to his critique and our view of it is that, it is

fundanentally incorrect. Wat Professor Hausman did is, he
introduced tine effects -- this is a term of art in
econonetrics -- into the regressions that Professor Wnston

had done. However, whether tine effects or firmeffects are
i ntroduced, inference nust consider whether the effects are
picking up this coefficient. It's actually a body of
research Professor Hausman did hinself in the late 70s and
early 80s.

Professor Gllen put a question to Dr Hausman about this
issue, as to whether the tinme effects could be picking up
the effect of Virgin Blue in the markets, and Professor
Hausman conceded this point.

Another issue that came up with respect to the VBA
constraint came from Infratil, specifically Mrrison &
Conpany. They had a presentation based largely on a
McKi nsey & Conpany report of a few years ago. One of the
clains that they put forth -- Infratil that is, or Mrrison
& Co -- was that VBAs would be capped at a 25% share of
passengers in the nmarket. There's no evidence that VBAs face
a substantial constraint on their ability to grow share in
conpetition with FSAs. First of all, VBAs already exceed a
25% passenger share in the United States, Canada and
Australia. It just is not consistent with the cap of 25% on
t hese carriers.

Morrison & Conpany, again using the MKinsey & Conpany
study, clained that value based airlines in Europe are snal

and they wouldn't reach a 14% market share until 2007; in
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particular, their current share, neaning 2001, was 7%

In the past few days we have replicated the MKinsey &
Conmpany work and have confirnmed that the 7% share in 2001 is
correct, and that includes European FSAs, VBAs, as well as
Eur opean charter carriers. However, when you apply the sane
net hodol ogy to 2002 data, European VBAs already had a 12%
mar ket share, a 5% share increase in a single year.

If we look at capacity data, and this is contained in
the brief witten response | have, it appears that European
VBAs will end this year with roughly a 15% nmarket share in
Eur ope.

Morrison & Co also clainmed that VBAs are becom ng nore
like FSAs in their services and cost. However in our view
they inappropriately assunme that increased service offerings
by VBAs necessarily inply FSA cost |evels. But VBAs add
services in a different nanner. They add them as profit
centres and they charge separately for these services. For
exanpl e, lounges. The VBAs will add val ue creating services
if it's a profitable nmeans of enhancing their conpetitive
position or a profit mneans of sinply neking additional
noney.

VWhat are the inplications of our findings on this?
Wll, our viewis contrary to what was suggested by Morrison
& Conmpany; VBAs provide an effective constraint on FSA
conduct. Despite having different business nodels, they are
in direct conpetition with the FSAs. They conpete broadly
for the sanme passengers, business travellers do not confine
their patronage only to FSAs.

W also |ooked at the issue of productive and dynamc
efficiency for FSAs, an issue that was raised in sonme of the

third party submissions, as well as in questions from the
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Conmi ssi on. W observe the commobnsense fact that VBAs are
driving nmajor efficiencies in business nodel redesigns in
Canada, in Europe and in the United States and in the
Austral i an- New Zeal and region, the VBAs are under severe
pressure and they are achieving efficiencies.

W also remind the Conmmssion of the NECG TFP study
which had two very inportant results. First is that the
alliance between British Airways and Qantas, the Joint
Services Agreenment or JSA, was in fact productivity
enhanci ng. Second, their TFP results indicated there was no
reduction in Qantas' total factor productivity after the
Ansett collapse which increased Qantas' market share.

DR GUERI N- CALVERT: If I can add one point; one of our reasons

MR

Air

too for spending time on this last point in particular is an
i ssue that had conme up earlier in the week as a way to draw
a linkage between the nodels that had been presented that do
show productive and dynam c efficiency and trying to capture
back in again the interplay and the conpetition between VBA
and FSAs and whether it does indeed generate the kinds of
productive and dynamc efficiencies that one would be
seeki ng.

TRETHEWAY: Another major area was raised by Professor
Hausman regar di ng t he Los Angel es- Auckl and mar ket .
Prof essor Hausman asserts that substantial price effects
would take place in this market, but he nakes three
fundanental errors in his analysis.

First, he understates continuing conpetition and
conpetitive constraint, particularly entry. Again, we did
some investigation and can verify that 20 to 25% of the
passengers on this route have reasonable alternative

routi ngs, for exanple European origins, who can travel over
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ot her gateways and carriers.

LAX, Los Angeles International Airport will continue to
be a conpetitive route for 2 years. W're not sure that
Prof essor Hausman understood that this is a part of the
alliance, that that route would continue to be operated
separately by Qantas and Ar New Zealand, hence his
criticism of the NECG nodelling results is incorrect which
had i ncluded this.

We point out as well that there are Fifth Freedomrights
avail able today in this nmarket for both Singapore Airlines
and Air Canada and with the growi ng nunber of US open skies
bil ateral s including unconstrained Fifth Freedons, there can
i ndeed be others. There's also a Sixth Freedom operator on
this route, Air Tahiti N ue. Fundanentally there's no
barriers to entry on this route and US carriers could re-
enter this market.

DR GUERI N- CALVERT: The only two other things | would add is

that, when M chael tal ks about 20 to 25% of the passengers,
we | ooked at nunbers for those actually flow ng over the LA-
Auckl and route who had origin points outside of the US from
Europe. In addition, if you |ook at passengers originating
in the UK who conme to New Zealand, it is already the case
that they're deploying other gateways to a significant
extent.

| believe Dr Stone in response to Conmm ssioner Tayl or
mentioned that there were about 11 alternative routings.
Probably the nost significant of those is about 40% of the
UK originating passengers in early 2003 go over Singapore
and an additional |arge percent go over Ml aysia, over Kual a
Lumpur, sonme by Cathay, Thai and Korean, but by far the

single largest alternative is Singapore.
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| also wanted to, particularly on the last point, to
rai se sonething: Prof essor Hausman characterised the
decision with respect to the AA-BA codeshare alliance as a
decision that the Departnent of Transportation reached,
denying it based on -- he seenmed to inply or nentioned
primarily concentration. That was one that a conditional
approval had been given, the parties did not proceed with it
but the reason for the conditioning was on specific routes
where there was a very specific <concern about entry
restrictions. It was a slot and gate restraint particularly
at Heathrow that was of concern and there were sone open
skies issues as well. So factually a very different

circunmstance than here with respect to entry.

MR TRETHEWAY: A second error that Professor Hausman nade was in

overstating the price rise on this route, the 40% plus price
rise is inplausible. This route has a substantial |eisure
conponent and tourismis well-known to have a very elastic
demand. Tourists have choices of destinations. The
alliance partners in fact wll have incentive to attract
tourists for additional flights and doubl e destination stops
fromthe US. They have |less incentive to raise price and to
choke off this traffic. W point out that even a nonopoli st
woul d have little power to raise price in such a highly
price elastic market.

A third error is that he overstates the New Zeal and

wel fare inpacts of a price rise. It should be kept in nind
that 60% of any price effects on this route will fall on
foreigners and not on New Zeal and residents. So, if you

postulate that demand is inelastic, sonmething we would
di spute, there would be little or no increase in deadwei ght

| oss since the price inpacts over a majority will be falling
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on non-residents.

In the NECG nodel, even with an estimated price rise,

over 5 years allocative efficiencies, including transfers
from foreigners of the postulated higher prices actually
I ncreases.
GUERI N- CALVERT: Ww'd like to turn now to the issue of
nodel ling and to nention again in transition that the first
hal f of this presentation, what we have tried to focus on is
really the analytical framework |ooking at the factors to
specifically address the issues as to conpetitive
constraints in the marketplace and the factors that wll
provi de opportunities for benefits.

As we all have heard, there have been a nunber of nodels
that have been developed to assist the Commssion in
quantifying benefits and detriments, and we have --
previously Professor WIlig went through a framework to
assist the Commission in how to evaluate the nodels; that
essentially again, just to refresh, our view is that the
nodel that best captures the conpetitive dynamcs of a
mar ket pl ace, nost particularly that tries to understand and
neasure and deal with the inpact of a value based carrier
and to take into account as nuch of the facts and the
anal ytics on a route-by-route basis really provides a robust
f ramewor k

In general, of the nodels that have been presented, the
NECG nodel as Professor WIIlig indicated, comes the closest
to really trying to grapple with those issues and to nodel
those dynam cs. Nonethel ess there have been sone criticisnms
rai sed and a nunber of questions, specific questions that
were addressed to not only the three economists sitting

here, and to Professor WIlig, but also to another
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econom st, and what we wanted to do was just very briefly
wal k through the answer to four questions that have cone up
a nunber of times; the issues that they raise are not unique
to the NECG nodels but they have been raised in the context
of those nodels, and there have been sonme specific comrents
by Professor Zhang that we believe warrant a little bit of
additional clarification.

So, with that, I will turn it over to Professor Ergas to
go through the four themes that particularly the Comm ssion

staff has rai sed.

PROF ERGAS: There were four sets of issues which arose in

virtually all of the sessions with econom sts, and those
issues are listed on the slide. The first issue is, is the
NECG nodel really a Cournot nodel, since it takes capacity
as exogenous?

The second issue is, is the NECG nodel flawed since
decreased capacity in the factual relative to the
counterfactual is observed to result in increased welfare?

Third issue is, how come on sone city pairs there is
i ncreased capacity and higher prices in the factual conpared
to the counterfactual ?

And then a fourth and final issue is, how should one
deal with product differentiation?

Let nme start with the first issue, which is, is the NECG
nodel really a Cournot nodel? Now, in all three of the
nodels that have been put to you capacity is treated
exogenousl y. In other words, capacity is not determned
within the nodel or in sonme super gane that sits around the
nodel, rather capacity is determned on the basis of
schedul es and of the choices nmade by airlines.

What it's inportant to note, though, is that capacity is
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not out put. Capacity is broadly the nunber of planes that
fly in the sky. Qutput is the nunber of trips that are
t aken. So you can think of capacity in terns of available
seats and output in terns of seats that are actually taken
up.

The NECG nodel has exogenous capacity but output is

determined within the nodel. This is also the case with the
other nodels that are in front of you. I ndeed, all three
nodel s have exogenous capacity, endogenous output in

essentially the sane way of going from capacity to output.
In that sense the NECG nodel is a Cournot nodel in exactly
the same way as the other nodels are.

The second question that was raised was that of; how is
it that you can decrease capacity in the factual and get
i ncreased welfare? Now, what it's inportant to note is that
all three nodels have this property. And the reason this
property arises is because, in these nodels capacity is
exogenous and output is not determined on the basis of
capacity.

When capacity is reduced there is a big cost savings
You get a cost rectangle that is avoided. However, in the
nodel s, because capacity and out put are determ ned
separately, reduced capacity may have little or no output
reducti on.

This effect is nost pronounced in the Hazl edi ne nodel
In that nodel there is no link at all between capacity and
output. So, with that nodel you can readily show that you
could take capacity to zero hence avoiding all of the costs
of having planes in the sky, and yet, output would remain
unchanged, resulting in an enornous apparent wel fare gain.

The effect is also pronounced in Professor Gllen's
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nodel where capacity and output are only |inked through the
capacity effect on demand. The effect is |ease pronounced
in the NECG nodel because in the NECG nodel the |ink between
capacity and output is tighter than it is in the other
nodel s.

So, what can we nmake of this result? |Is it a criticism
of the nodels? No, it isn't. VWhat it highlights is the
fact that 1in all of these nodels, because of the
conmplexities involved in determ ning capacity, capacity is
det erm ned separately from output. As a result, when you
i npose a sensitivity test, you have to ensure that it's a
sensitive test, that it's a test that is sensible in the
light of the way the nodels work. Utimtely, you cannot
keep on reducing capacity wthout reducing output; that
woul d make no sense at all. And since the nodels don't
force you to make this link it's the tester that nust ensure
that it is nonethel ess nade. If you don't make that I|ink,
then you will get a result which has no econom c neani ng.

Let me turn to the third issue which has been raised
which is that of howit is that we observe in sone cases in
the factual increased capacity and increased prices. Now,
this only happens on a few city pairs, about 11% of market
revenues if you exclude LAX The nechanics whereby it
happens are related to the way these nodels work. As a
result, although nodels, if they're run at the city pair
level and if they have capacity that is higher in the
factual than in the counterfactual, all three nodels should
di splay this effect.

The effect is nost noticeable in the NECG nodel
essentially for two reasons. The first reason is that the
NECG nodel is a city pair by city pair nodel, so it is a
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di saggregated nodel, and that neans it has the |east
aggregation ever init.

The second reason is that in our base case NECG nodel
that is in the NECG nodel that we wused in the initial
subm ssi on, we calibrated rmarginal costs of factua
capacity. So factual capacity has an effect on margina
cost in the way the nodel works.

Now, the fact of life is that, if you want to run a
nodel of this type, you have to calibrate it. There are a
range of choices that you can make about how you calibrate
that nodel. We calibrated marginal costs wusing factual
capacity, and the reason we did that is because it requires
you to namke fewer assunptions, because the factual schedul e
captures the parties' information about network effects and
about expectations of entrant costs, and also, Kkeying
mar gi nal costs of factual capacity is conservative.

Now, alternatively one could take the approach, which
was recomended by Professor WIlig, of calibrating marginal
costs off the base case. In our view, that requires making
addi ti onal assunptions. As well as that, the reason we did
not do that, or at |east one inportant reason we did not do
that, is that it results in |ower estimated detrinents. And
so, yes, you could avoid this kind of effect or at |east
attenuate it by using base case calibration, but what would
happen?

What woul d happen is that you would reduce the estinmated
detriment from $23 million to $13 million. G ven that
econom ¢ theory doesn't provide you with strong guidance in
that respect, we chose the nost conservative approach of the
two which seened sensible in the context.

The fourth and final issue is that of product
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differentiation and how do you deal wth that fact.
Prof essor Hausman criticised the NECG nodel because he said
it ignores sone elenents of product differentiation. VWhat
happens in the approach to product differentiation that is
adopted by professors Gllen and Hazl edine? Vel l, what
happens is, they scale down the conpetitive pressure
i npressed by the VBA. They assune that the VBAis |less of a
conpetitive constraint than would arise if you had a
conparably sized full service airline. |In fact, they assune
that broadly the VBA product has about half the price inpact
on the FSA price which would be exercised by a conparable
conmpeti ng FSA

Now, this |essening of the conpetitive inpact of a VBA
contradicts the enpirical evidence as we found in Australia
and internationally. W presented sone nodelling results of
product differentiation nodels |ast week, and what these
showed is that when the arbitrary assunptions are replaced
by a nmore realistic representation of the VBA constraint
the estimated conpetitive detrinments, even in a product
differentiation context, decreases sharply.

W believe that VBAs are nore potent conpetitors than
their FSA equival ents. And so, the approach that we've
adopted of using a Cournot representation of those

conpetitors is, in our view extrenely conservative.

DR GUERI N- CALVERT: To put it into context to link then the

nodel ling back into the framework, again just to echo the
words that Professor WIlig had last week, is the view is
that the NECG nodel is the nost appropriate nodel on the
tabl e or before the Conmi ssion, particularly because it does
take into account the conpetitive inpact of entry but

particularly entry by the value based carrier.
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It al so does take into account the presence of the Fifth
Freedom operators which have substantial capacity on sone of
the routes at issue, and it is particularly in terns of
| ooking at it in the route context, that the NECG nodel has
a strong basis by looking at the city pair approach; it
really does provide an opportunity to calibrate the nodels
at the appropriate level of inquiry, which is exam ning the
benefits, exam ning the potential detrinments, examning the
efficiencies at the city pair level, based on airline
experts, and it does capture as well network benefits and
network effects.

W also wanted to address that one of the nodels,
Prof essor Hazledine's nodel, his nobst recent one, after
havi ng gone through a nunber of iterations, many of his
results are seemng to converge on the NECG results,
particularly the nodel that he has that does try to take
into account entry in the factual.

W provided a paper -- Professor WIlig did, that
addressed sone of the specific information on the shares.
There had been sone confusion at the end of |ast week about
the differences in shares. The one thing I would note is
that, an inportant correction that we would still recomend
making in the results of Professor Hazledine's nodel is to
be sure to treat the gains fromthe investnment that has been
made for Air New Zealand, the $550 million, and so it's
i mportant to put that back in. Once one does that, there is
a positive benefit fromthat nodel.

So, in nmoving on, | think again we had noted in going
back through the record and through everyone's notes that
there was sone very specific questions raised by sone of the

conmenters with respect to the tourismbenefits, and I would
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like to turn the presentation back over to Professor Ergas
to look at, again, four specific questions that had been
rai sed t hat i nfl uenced t he i nterpretation or t he

under st andi ng of those benefits.

PROF ERGAS: The four questions that were raised with respect to

tourismthat are really relevant to the quantification that
we carried out are first, weren't the tourism nunbers hard
wired in our analysis. The second question was, in valuing
the inpacts of tourism was it appropriate to use a
conput abl e general equilibrium nodel ?

Then a third question was, well, if it was appropriate
to use a conputable general equilibrium nodel, why did we
use it only for tourisn? And then a final question was, are
the multipliers that we derived fromthese nodel s reasonabl e
ones?

It is true that we took the 50,000 inpact as given. But
we did examne it carefully, and it seenms to us to be an
extrenely conservative estimate in view of the likely effect
of renobving the current restraints on Ar New Zealand' s
ability to pronote tourism

What is also inportant is that, in translating an inpact
into an overall <change in tourism contrary to what
Prof essor Hausman suggested, the effect of Cournot nodel
increases in prices were fully taken into account.

The price increases that are generated by the NECG
nodelling are relatively large; for exanple, conpared to
what the airlines and their financial advisors thenselves
expect. They take no account of the higher price elasticity
of demand of tourists, the fact that tourists do have
alternative destinations, and so, they overstate the likely

increase in prices to tourists and hence understate the
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touri sm gains.

G ven our estimates of the changes in tourism was it
appropriate to use a conputable general equilibrium nodel ?
Prof essor Hazl edine was critical of our use of these nodels,
but in our view they are a standard tool for cross benefit
analysis and nore generally for policy analysis when there
are significant inter-sectoral effects.

W agree with sone of the conmments that were made by the
Commi ssion earlier in this process when it pointed out that,
if there are capacity constraints, not taking account of
those capacity constraints can overstate benefits. As a
result, we used a conputable general equilibrium framework
SO0 as to recognise those resource and capacity constraints
and the price effects that would flow from them and to
t hereby calibrate our tourisminpacts.

It's true that we didn't wuse a conputer genera
equi | i brium approach for everything. In our view the CGE
nodelling is only really necessary where you think that
there are going to be significant inter-sectoral effects.

Nor the non-tourism areas of inpact, there was no reason
to expect significant inter-sectoral constraints on benefits
bei ng realised. I ndeed, for those areas our prelimnary
assessnent is that a CGE approach would |ead to higher
estimated benefits. Using a CCE approach would therefore
add conplexity wthout necessarily being fully consistent
with the conservative nature of the approach we've adopt ed.

Are the CGE multipliers that we' ve derived reasonable
ones? W relied on the nost wdely used conputer genera
equi librium nodel in this part of the world. It's a nodel
t hat has been devel oped over a period of 30 years, that has

been published extensively, that has w thstood any tests,
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that is widely used and subjected to nmuch scrutiny.

W also |looked at the main New Zeal and nodel, but what
we found was that that nodel would produce significantly
| arger estimates of the benefits. We therefore used the
Monash nodel which seened to us to be both the nobst wdely
accepted and tested and the nobst conservative of the nodels
avai | abl e.

DR GUERI N- CALVERT: What we wanted to provide on this slide

DR

Air

just in one place, and again this is largely a slide that
you have seen before in an earlier presentation by Professor
Ergas, but having just wal ked through the analytics and the
issues wth respect to tourism benefits and also the
analytics and the questions that had been raised wth
respect to the NECG npdels, we thought it would be
productive, just as a remnder, to lay out one nore tine the
| ower bound estinmates as well as the upper bound estinates
of the net benefits, both in an aggregated bottom |ine as
wel | as broken down into the individual categories.

Qoviously, the detail on each of these areas is in the
subm ssion, but we thought it would be useful just to put
forward to you again, where the different efficiencies are
com ng fromand the overall magnitude of them

Wth that | would like to turn back over to Professor
Tretheway to try to link it all together for us with respect
to the econom c anal ysis.
TRETHEWAY: Thank vyou. Prof essor Hausman outlined the
benefits of having three carriers in the market, but we ask
whet her New Zeal and can realistically support two FSAs and a
VBA.

In Canada, Prof essor Hausman appeared before the

nati onal transportation agencies and stated that "Canada
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cannot support two national network carriers”. To put this
in context, Canada's donestic market is larger than the
conbi ned donestic markets of Australia and New Zeal and.

The conpetitive anal ysis suggested that there will be at
| east two strong carriers on the affected routes; an FSA and
a VBA. And a substantial nunber of other and potential
competitors on the Tasman and |ong haul routes. There are
no barriers to entry and no barriers to expansion.
Enpirical analysis supports conclusions that there are
constraints on pricing and pressure on FSAs to keep their
costs | ow

s there a value, or "preserving an option" as Professor
Hausnman woul d say, by taking a wait and see approach to
mar ket out cones? The potential upsides from waiting are
| ow. The nodelling conducted here shows that gains from
mai ntai ning the status quo are |lower than the gains fromthe
al I i ance.

The potential downsides on the other hand for waiting

are high. There is considerable risk wth Professor
Hausman's option. First, if Air New Zealand is unable to
earn its weighted average cost of capital, it will not be

able to invest and remain conpetitive.

Second, New Zealand would |ose the benefits that are
i medi ately available fromthe alliance.

Third, there is limted conpetitive risk due to the
entry of a value based airline, and other actual and
potential conpetitors in these markets. On  bal ance,
authorising the alliance is the best way of ensuring that
benefits are realised.

We thank you for the opportunity to appear today.

CHAI R Thank you very nmuch for that part of the presentation.
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| don't know if Professor Tretheway's going to be here for

he whol e presentation, but...?

MR P TAYLOR | think that Professor Tretheway and Margaret
Geurin-Cal vert have both got to |leave quite rapidly.

CHAIR Ckay, I'Il take this opportunity then to thank you both.
We've been grateful to have your expertise to assist us in
this matter and I wish you a good trip back. Thank you
[ Pause] .

Just before you start again, my colleague just suggested
that | do remind people, interested parties that are here
that it is not the convention of the Commssion to ask
further questions in the right of reply otherw se the
process may go on forever, and we nmay have our own war of
attrition before it's over, so | just wanted to nmake sure
that all parties understand that that is the process at this
poi nt .

So, on that note, I'll ask Qantas then to give their
right of reply.

* *x %

MR EDWARDS: Thanks for the opportunity to respond to sone of

the things that have been told to you over the |ast week.

W' ve heard nmany people tell you what Qantas will and won't
do. Let nme remnd you of some of the things that Qantas
will say about itself in response to what sonme of the

external experts have told you. They obviously view airline
competitive life in a different light to the way we see it.
|"ve realised during the |Iast week that perhaps | wasn't
quite honest with you people when | fronted on Mnday and
didn't quite explain to you enough about nyself. %Y
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col | eagues have goaded ne into admtting that I'ma 40 year
veteran in the airline business, and that's given nme nany
years of experience in many aspects of airline life. ' ve
been involved in airlines wth tiny aircraft, I've been
involved in airlines that expect to have 550 seat aircraft
bef ore | ong.

|'ve been involved in airlines that have fail ed, sone of

t hem succeeded, nmany of them have had to change. |'ve been
involved wth regional airlines, domestic airlines,
international airlines. I"ve been involved with airlines
that have been bought and sold. |'"ve been involved with

airline business studies and economc activities and
busi ness transactions with airlines all around the world,
South Anerica, North America, South Africa, throughout UK
Europe, Australia and this part of the world.

My colleagues will also tell you that | have, in the
pursuit of those transactions, | have drank kava in Vanuatu,
| have had depth-chargers in Korea, and | intend to have
some Pinot in Wllington tonight. But, before | can get to
that, I'"'mtold I nust conplete this within 12 m nutes.

Wth all of those airline activities I've been involved
in, one of the things that's been a very conmon thene is
that it's very hard to nmke noney, and it's a very very
conpetitive business. And I'm not an econom st, but | do
understand the economics of the airline industry. Just |ast
Monday Geoff conmented in his presentation to you about the
state of crisis in the industry, the need for structura
change, the role of Governnments in the industry, the
devel opnent of low cost carriers in the region and the need
for a strong healthy local industry.

This explained the search that was being undertaken by
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many airlines around the world for sustainability. The
pressure for consolidation explains why we hear of Lufthansa
talking to Swiss, why we hear of Ar France talking to KLM
and why Qantas wants to be able to co-operate with Air New
Zeal and.

What's happening here today is not unusual around the
world, and we may just be part of the |eading part of the
process of making sonething work. The pressure to find a
new nodel that enables existing airlines to continue to
conpete is driving the cost reduction progranmes being
undert aken by many airlines.

During the week Geoff then enphasised these issues with

a series of announcenents that he made during the week with

our annual results, and 1'll just very briefly go through
t hose.
First of all in the annual results he pointed out that,

while it was a profit of just over $500 million it was in

fact our first loss in a six mnmonth period since
privatisation. However, it was still one of the best
results for a full service airline, even though our

Australian donestic business had a profit decline of 34.5%
this was brought about by the conbined effects of the
international issues that we're all well aware of and the
enmergence of Virgin Bl ue.

Geoff also commented upon the anmount of effort going
into a product upgrade for our international services, where
we're continuing the essential investnent necessary. W're
mdway through a $1.2 billion programme to upgrade our
product, it's the sort of thing that Air New Zealand wll
need to be able to do to keep up with the rest of the

airlines in the internati onal business.
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He al so spoke again about the cost reduction programre
where we're extracting $1 billion of costs out of the
busi ness over the next 2 years, and it's necessary for us to
do that to inprove the returns and al so because, no matter
what, economic theory nmay suggest there is a continual
ongoi ng downward slope of the yield curve in domestic and
international airlines. The fares keep on going down and
the gap keeps on getting w der between our required returns
and our ability to achieve them

Geof f al so spoke about the need for flexibility in our
| abour relationships and the fact that we're going to have
to increase the casualisation of our workforce because of
the peaks in activity.

He also comented on the establishnment of a working
group to consider |low cost |eisure operations in donestic
Australia, and fromthis I'lIl read fromsone of his quotes:

"To seriously consider whether Qantas will start a |ow
donmestic carrier in the leisure routes, a decision on that
probably by Novenber, and there was probably a nerge in
Australia for a position for a low cost carrier, and this is
not ained at Virgin Blue."

In considering these announcenents about the working
group, three aspects need conment. Firstly, Qantas has
al ready devel oped variants of |ower cost operations. Ve
have Australian operating on all econony nodified service
airline, that's the 767-300 operator, we've got JetConnect
operating here with a New Zeal and cost base with costs that
woul d be I ower than the Air New Zeal and costs. W've got a
Boeing 717 operation in Australia of 14 aircraft; again all
econonmy with [|ower |abour costs that canme out of our

acquisition -- or partly canme out of our acquisition wth
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I mpul se. We've got 737-300s, 10 of them at the nonent
operating around Australia, again in an all econony
configuration picking up the seat efficiency attributes of
| ow cost carriers.

So, we already have operating in Australia a nunber of
airline units, if you like, that have variants and varying
characteristics of the low cost carriers. In recogni sing
that, that's just a continual part of the pressure on the
busi ness to |l ower costs to remain conpetitive.

There are also sone elements of the environnent that
Qantas operates in Australia in particular that you need to
under st and. First of all, everybody expects, or everybody
has a very high expectation of anything that has the Qantas
| abel on it. So, therefore when sonebody hops on to a
Qantas aircraft, if they can't get into a flat sleeper seat
for the 50 mnute flight and get the service they would Iike
on a trip to London, they're disappointed. So we have an
i ssue of how do we nanage expectations of custoners.

You' ve been rem nded how difficult it is for FSAs to
change radically, but to conpete we need to change, but we
need to remain a network carrier.

In concluding these comments about the announcenents
during the week, | would just remind you that this is just a
study, it's very much work in progress, and a decision won't
be made on it until Cctober-Novenber.

Anot her aspect that | would like to coment on is the

Qantas counterfactual that attracted a bit of attention.

First of all, it is not a series of threats, as was
suggested during the Conference; it's nerely a view by
Qantas on the nost |ikely airline environnent from a
busi ness perspective that Qantas wll encounter if the
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Qantas/ Air New Zeal and alliance is not approved. It shows
how Qantas wll ~conpete in that environnent. Qant as
acknow edged that it conpetes hard but |egally.

Qantas has consistently said that New Zealand is
important to Qantas as part of our honme narket and part of
our global network. The counterfactual replicates our
drivers for profitability that exist across our business.
The counterfactual is a continuation of the growmh of the
Qantas business in New Zeal and. The growh is not
excessive, it is simlar to growh plans for other parts of
our business. In the factual we denonstrate our conm tnent
to New Zealand by working with Air New Zeal and. In the
counterfactual we denonstrate it by doing it ourselves.

This approach through the counterfactual flows on to
other aspects of the proposed Qantas/Air New Zeal and
rel ati onship, like engineering and tourism In the factua
we work with Air New Zeal and, in the counterfactual we work
with others which will not deliver the sanme benefits to
New Zeal and.

Anot her issue that was raised during the Conference was
the situation with Oigin Pacific and we quite understand
the difficulties for Oigin Pacific. It's hard for snall
regional airlines to be profitable, especially if you' re not
the largest player in the narket. If you don't have
econom es of scale, for instance, in Australia to get the
econom es of scale we have concentrated all of our regional
airline activity into the Dash 8 and we now run 32 of them
We have renoved other smaller aircraft type and whatnot from
the operation and it's only in that sort of scale that you
get the savings that you need.

W also understand the difficulties they have when
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regional fares reduce as a result of conpetitive pressure.
It's very difficult for them to reduce costs when they're
not |arge enough to use technology to |ower costs. The
technol ogy costs of course are very high and have to be
spread over a small nunber of passengers and flights when
you're in a small business and the technology |evels work
agai nst them

The point we'd nake here is that Oigin Pacific face
those difficulties whether the Qantas-Air New Zeal and
alliance proceeds or not. The wet |ease arrangenent of the
two ATRs we have with them will be replaced with |arger
Qantas aircraft as the market grows, and this wll happen
both in the factual or the counterfactual, and this at the
nonent woul d be about 80% of our relationship with Oigin.

As Qantas expands in New Zealand, it will serve sone of
these larger markets ourselves. In the network feed,
traffic that flows between Qantas and Oigin wll always
remain small as they lack the technology to provide the
custoner service that will build that |evel of business. At
the nonment we would expect that to be around about 10% of
the rest of the Origin Pacific revenue.

Anot her issue that was raised during the Conference that
we'd like to just conmment about is technology and the use of
technology. In particular, by Qantas Holidays, but first of
all it's inportant to understand that Qantas is a |eading
user of technol ogy. We've introduced new reservation
systenms, new revenue nmmnagenent systens, new airport
departure  systens, qui ck check at airports, voi ce
recognition technology, we have a large EQ progranme
underway, and there are many other technology innovations

that Qantas are working on; but this technology is very

NZ/ Qant as Aut hori sati on Conference 25 August 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

1295
Applicants in Reply - Econom sts

expensi ve.

Again, we're probably in the mdst of a billion dollar
programre on technology expenditure, and this can only
happen for us because of the scale that we have to get the
appropriate returns. Again, this is the sort of thing Ar
New Zeal and needs to be able to invest in and as part of the
alltance Air New Zealand wll have access to this
t echnol ogy.

Qantas Holidays is also a big user of technol ogy, and we
would readily admit that the base Calypso package can be
bought off the shelf down the street, it can be bought by
Tom Dick, Harry and Andrew. Mny of the enhancenents that
Si nron spoke about though, the 46 or 47, are there because of
the things that are needed for the Qantas Holidays, sone of
these enhancenents can't be used by others as they are the
links to the unique Qantas Holidays proprietary sub-systens
t hat they have.

These proprietor systens are contacting systens, inage
l'i braries, managenment reporting and of course access to the
Qantas Holidays inventory. O her elements are being
devel oped continuously, for instance, things |like a new
product | oading system and web interfaces. And, to expect
Qantas and Qantas Holidays to licence that to Ar New
Zeal and if the deal -- the arrangenents don't proceed, is a
little bit |like expecting Coca-Cola to |icence their recipes
to Pepsi. You know, there are just some things you won't
give away, sone intellectual properties that you wl]l
prot ect .

W estimate it would cost Air New Zeal and sonething |ike
$9 mllion and several vyears to replicate the Qantas

Hol i days systenms and then about $10 million a year to run
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t hem

Just before |I close, I'd just like to nmake sone coments
about sone amazing thoughts from mnmy perspective that have
been placed before the Comm ssion during the week and these
to nme are just glaringly not right.

The thought that Emrates will not be a conpetitive
constraint on the Applicants even though they'll be
providing nearly 1,000 seats a day into Auckland. That
patently just is not right. There will be too nuch capacity
in the market. The bit of economics | do understand mneans
there will be novenents up and down the supply and denand
curve and we will have to sell cheaper to fill the seats,
and so, they will have an inpact on price.

Anot her piece has already been spoken about by the
expert econom sts on Auckl and-Los Angeles so I'll | eave that
al one.

A piece that gave our CFO a nightmare was the thought
that, because airlines have not provided appropriate returns
in the past, they don't have to plan for themin the future.
| can't get to first base on that in getting nmy target set
for next year.

The other one that was also intriguing, and again is
just not true, is that you'll not find the cheapest fares on
the web. If you want a cheap fare to travel, you will find
it on the web and, you know, all airlines are using the web
now to make the cheapest fares avail abl e.

So in closing I would just like to thank you very nmuch
for the opportunity of spending the week wth you, and
expl aining the ideas, rem nding you that these applications
alter the conpetitive | andscape but conpetition will renain,

al t hough there will be a different conpetitive environment.
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Economi c experts have already confirned to you that the
econom ¢ benefits outweigh the detrinents, and so put very
sinmply, these applications result in a significant public
benefit and are good for New Zeal and.

Thank you very much, we've enjoyed the opportunity.
Thank you.

R I"d like to thank Qantas for their closing remarks and
| believe Air New Zeal and will make the final remarks today.

* % %
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PRESENTATI ON BY APPLI CANTS | N REPLY
Al R NEW ZEALAND

CHAIR M Pal ner, when you're ready to proceed.
MR P TAYLOR l'd like to introduce the Chairman of Air New

Zeal and, M John Pal ner.

MR PALMER: Madam Chai r, Conm ssi oners. In closing our case |

don't want to add to the anmount of information you already
have, but rather to distill this case down to its essentia
el ements and focus on the issues and questions that are at
the heart of these applications.

However, | nake no apol ogy for the anount of material we
have provided to the Comm ssion. It sinmply reflects how
critical the issue is for Air New Zeal and, how neticul ous
we've been to ensure that every question is properly
answered, and the inportance we attach to the applications
bei ng successful.

To approve the applications the Conm ssion, in our view,
needs to choose between an outcone that delivers substantial
public benefits and at the sanme tinme gives Air New Zeal and a
busi ness platform for long-termviability, and one in which
the market is left to decide which of the existing full
service airlines will survive.

W think it's helpful to answer a few other questions
and clarify sone I mport ant backgr ound i ssues t hat
denonstrate why we have chosen to take this difficult, tinme-
consum ng and expensive route and why the application should
be granted.

Those questions are, what is the real world situation?
What, if anything, has changed since the applications were
| odged nine nonths ago? Wy doesn't Air New Zeal and sinply
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transform itself into a VBA? Can two FSAs survive in
New Zeal and? And if two FSAs can't survive in New Zeal and,
why is Air New Zealand the nost |ikely casualty? And, post
approval, will effective conpetition renmain?

| want to exam ne those issues and then return to the
key questi on.

Firstly, what is the real world situation and what, if
anything, has changed since the applications were | odged
nine nonths ago? The following sinple facts are crucial and
some are easily overl ooked.

Air New Zealand is less than two years on fromthe brink
of bankruptcy. Air New Zeal and has made an excellent and
commendabl e recovery but has not yet addressed the core
oper ati onal weaknesses that contribute significantly to its
probl enms. These applications are crucial to solving those.
We cannot escape from our geography. W are a small country
in the South Pacific wth a small population far renoved
from many of our markets.

The advent of a VBA or a low cost carrier in recently
deregul ated markets has irreversibly changed worldw de
aviation markets for full service airlines. W coul d not
have predicted the events of 9/11 or the SARS epidenmic, but
those were <chilling denonstrations of how the airline
busi ness is exposed to severe one-off events and that over
the course of tinme that type of event occurs often and
unpr edi ct abl y.

The | esson poorly learned in global aviation is that you
need a business structure and a bal ance sheet strong enough
to cope with those events. Air New Zealand currently has
neither. The alliance would give us the prospect of both.

In summary, the real world situation that we face is one
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of volatile demand and excess capacity. Si nce | odgi ng our
application that has only changed for the wrse and we
endorse Ceoff Dixon's coments to the Conmm ssion on these
| ssues. These in turn reflect views recently expressed in
New Zeal and by the Director CGeneral of [|ATA

The next question is, why doesn't Ar New Zealand
transform itself into a VBA? Post the recapitalisation of
Air New Zealand in late 2001 the Board and managenent were
faced with sone difficult decisions. What should our
busi ness be? \Wat strategy should we pursue? \hat real
options did we have? Wat would give us the best chance of
generating shareholder value over tine? What ot her
st akehol der consi derations were inmportant?

In developing a new strategy we vigorously debated the
whol e spectrum of possibilities, but sonme facts were
i nescapable. Air New Zeal and's strategy based around Ansett
had failed, and the conpany had no immedi ate replacenent
strategy. The business as structured was not sustainable.
The bal ance sheet was too weak to cope with any downturn.
The profitable bits, especially the donestic airline, would
al nrost certainly cone under sustained attack from both
Qantas and Virgin Blue as they turned their focus on
New Zeal and and the Tasnan. The wunprofitable bits wll
continue to be subject to intense conpetition. Some people
woul d say, welconme to the international airline business.

W had to address the issue of operating cost in all of
our busi ness. Al though the Ansett inplenentation had
failed, we agreed that the underlying driver of an
Austral asi an basis for our business was correct, but we had
no realistic prospect of entering the donmestic Australian

market with either of our brands, Ar New Zealand or
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Freedom

After intense scrutiny the Board and managenent resol ved
that our aspiration for our shareholders and stakehol ders
was to be an international aviation business. |International
operations nake up 75% of our airline revenues. It's also
the part of our Dbusiness where being New Zealand's
international flag carrier provides us wth a distinct
mar ket advant age.

Qur judgnent was that, being the major airbridge between
New Zeal and and the world, and particularly the Pacific rim
was likely to provide us with the nost sustainable |ong-term
busi ness nodel . However, all business strategies have to
fill the void between aspiration and realisation.

For Air New Zealand, this required examnation as to
whet her this was the highest value alternative, and could it
be achieved? The idea of transforming into a VBA was
consi dered and rejected. Qur long haul business, 70% of
which derives from in-bound passengers and is therefore
dependent on offshore distribution, is the foundation of our
busi ness. At the other end we have a thin regional network.
Nei t her of these businesses are suitable for a VBA

W agreed that we should always be a network airline,
al though one with a much nore conpetitive cost structure.
Qur custoners and their needs would be the heart of this and
we wll certainly not inperil the loyalty of nore than
800, 000 frequent flyers.

G ven our existing business and assets we al so decided
that the cost of transformation to a VBA wuld be
prohi bitive. From there it wasn't hard to agree that Air
New Zealand would not be successful going it alone.

Star Alliance or One Wirld provide international presence,
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but do not for our cost base. W do not have the scal e and
connectivity to be a successful |long haul carrier alone.

In I ooking for potential partners, Qantas provided the
best fit, was willing to form an alliance, and shared our
view of the current and energing problens of aviation in

this part of the world. The alliance arrangement net the
tests of strategic alignnent, sharehol der value and
doabi lity.

The arrangenents we have reached with Qantas are fair to
Air New Zeal and. W couldn't have agreed to the deal if
they weren't. W reject the corments of Professor Hazl edi ne
suggesting the deal was sonehow skewed in favour of Qantas.
Confidential information provided by Air New Zealand to the
Commi ssion, including Air New Zeal and's board papers, show
he was wldly astray. This alliance wll give Ar New
Zeal and the foundation for a sustainable business and the
equity arrangenent strengthens the capital base of the
conmpany.

Access to capital, while inportant, was secondary to
getting the strategic framework right. Capital should
follow strategy, not lead it.

The next question to consider is, can two FSAs survive
in New Zealand and, if not, why is the counterfactual the
nost |ikely outcome? |In deciding whether these applications
should be granted, the Comm ssion nust decide whether two
FSAs can survive in New Zealand. 1In our view, they cannot.
The market is too small to support two FSAs. The evidence
from a range of experts |last week surely put this question
beyond doubt. Based on his experience with Ansett, M
Sheridan was al so very clear that two FSAs cannot survive in

this market. W share that view and recent history gives
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anpl e evidence of it. It's a sinple reflection of our
geogr aphy and our denography.

The question then becones, can Air New Zeal and w n that
battle with Qantas? The business logic of the stronger
conpany winning that battle is hard to get past. As a
resul t of the single aviation nmarket, this 1is an
Aust ral asi an market which gi ves Qantas a huge advant age.

O course, Air New Zeal and would seek to be conpetitive
and our Express initiatives are a good exanple of this.
However, the <core advantages of scale and connectivity
woul d, in our view, prevail. In any event, even if Qantas
were the loser, the outconme mnust surely be the sanme in
conpetition ternms; only one FSA. Neither of those outcones
in our view would be as good for New Zealand as all ow ng
both airlines to co-operate wthin the alliance.

This brings us then to the question: Post the approval,
will effective conpetition still exist? In essence what
that neans; is VBA entry certain? The evidence of |ast week
and the statenments and activities of Virgin Blue, both at
this Conference and in the market, signal the certainty of
entry on the Tasman and in donmestic New Zeal and. The wei ght
of econom sts' advice is also in favour of that concl usion.
A VBA in the form of Virgin Blue will enter these markets
and have a sustai nabl e position.

Further, and nore inportantly, is the weight of an
econom sts' views that a VBA will provide effective price
conpetition both in donestic New Zeal and and on the Tasman.
It is also our view

That |eaves two areas where issues have been raised.
The first is regional New Zeal and. Oigin Pacific has

acknow edged that it is currently facing extrenely difficult
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tradi ng conditions. It has said those difficulties have
been largely brought about as a result of the introduction
of Air New Zeal and Express.

In a very real way Origin Pacific is facing on a smaller
scale the sane issues that bring Air New Zeal and before the
Commi ssi on. As matters presently stand, there can be no
certainty that Oigin Pacific wll continue to provide
conpetition either with or without the alliance. Wth the
alliance operating Oigin is likely to be assisted by
arrangenents with Virgin Blue of the type Virgin Blue told
the Comm ssion it has with regional carriers in Australia.

The second issue is the Auckl and-Los Angeles route. The
Conmi ssion has heard a suggestion from Professor Hausman
that the alliance mght result in a 42% price increase on
this route. It doesn't require much analysis or industry
know edge to dism ss this suggestion and our econom sts have
al so dealt with that.

Anong other things, Professor Hausman appeared to be
unaware of the other carriers currently flying this route,
including Air Tahiti Nwue, with a nodern fleet of A340s
operating from New Zealand to Los Angeles via Tahiti three
times a week, or of the Fifth Freedomcarriers who could fly
this route, including Singapore Airlines and Air Canada, not
to mention the likelihood of United Airlines or another US
airline resumng this service if prices rose in the way
Pr of essor Hausman suggest ed.

That Ileaves the final key question, should the
Commi ssion  grant the applications on the basis of
denonstrated net public benefits, or should the narket be
left to decide which of the existing FSAs w Il survive?

While others may argue that the Comm ssion should allow the
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conpetitive forces to play out, | believe that would risk
serious harmto New Zeal and as well as to Air New Zeal and.

The alliance proposal is a market response, but one that
needs approval . Forcing the airlines to fight it out wll
waste resources and wll dimnish the benefits that are
available to the airlines and to the country from all ow ng
the alliance. And if the structural changes force Air New
Zeal and into an even nore nmarginal role, or worse still |ead
to its collapse, the opportunities both parties have today
to secure a future in global nmarkets is likely to have been
foregone to the serious detrinent of New Zeal and. There is
not likely to be a second chance.

The benefits of the alliance to the New Zeal and econony
have been subject to detailed exam nation by sone of the
worl d's | eading econom sts. | believe there is overwhel m ng
evi dence that the benefits are substantial in terns of cost
savi ngs, scheduling benefits, benefits to enploynent and
engi neering, freight benefits and tourism

No other airline is so central to New Zeal and tourism or
iIs likely to be in any time in the foreseeable future.
Qantas Holidays will add to that by nmaking Air New Zeal and
Hol i days a nuch nore powerful marketing vehicle.

At the sane tinme both airline industry experience and
econom ¢ anal ysi s denonstrate t hat t he conmpetitive
detrinments of the alliance on the New Zeal and econony are
likely to be slight, either because the alliance wll be
constrained by Virgin Blue and other carriers on |ong haul
routes, or because the counterfactual wll involve Air New
Zeal and bei ng at best conpetitively marginalised.

Air New Zealand is not seeking special treatnent from

the Conmission. Wat we are seeking is authorisation of a

NZ/ Qant as Aut hori sati on Conference 25 August 2003



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

1306
Applicants in Reply - Air New Zeal and

transaction under a statutory procedure which provides for
aut hori sation where the benefits of transaction exceed the
detrinents. W believe that threshold has been exceeded.

The Comm ssion should, in our view, authorise the
alliance either permanently or for a period |long enough to
enabl e the benefits to be achi eved and denonstrat ed.

Madam Chair and Comm ssioners, we know this has been an
exhausting and exhaustive case. For Air New Zeal and, we
have conmtted a huge anmount of managenent tine and effort
and significant expert help to ensure that we've nmade our
case conpelling. We've done that because it's crucial to
Air New Zealand's future. We sincerely believe that the
denonstrated benefits make it equally conpelling for
New Zeal and.

Thank you. Madam Chair, can | sinply close by thanking
you and the Conmi ssioners for the manner in which the
Conf erence has been handl ed and the courtesies that you have

showed to us as the Applicants.

CHAIR  Thank you very nuch for that, M Palner, and thank you

to Air New Zealand for its final remarks and also its
assi stance in this process.
Il will now just finish up today with a few closing

remar ks before we adjourn the neeting.

MR P TAYLOR  Madam Chair, just before you do | think there is

just one legal issue that we were asked to provide an

addi ti onal submi ssion to the Commi ssion in relation to --

MR PETERSON. The point you raised.
CHAIR Do you wish to speak to it?
MR PETERSON: No, | just wanted to make sure that you were aware

that, in response to the question raised by Comr ssioner

Bates on the question of onus, and a question by M Berry,
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we have provided a short note as requested, and |I'm happy to
provide that to the Comm ssion. [Handed].

M5 BATES QC. Thank you very nuch, | appreciate that.

* k%

CLOSI NG REMARKS BY COWM SSI ON CHAI R

CHAl R This concludes the Conference in relation to the

application by Air New Zealand and Qantas Airways who are
seeking authorisation to enter into a Strategic Alliance
Agreenent and related agreements and the application by
Qantas Airways seeking authorisation to subscribe for up to
22.5% of the voting equity in Air New Zeal and.

| would like to close this Conference with the foll ow ng
remarks: First, there have been two occasions during this

Conference where confidential information covered by an
s. 100 order may have been inadvertently rel eased. | would
repeat the statements | have already made in this regard,

that this material remains subject to a conplete prohibition
agai nst publication or conmunication under the s.100 order.
I f anyone has obtained confidential information other than
through our official processes then | remnd you that you
are not entitled to hold this material and it cannot be used
for any purpose. I f you have any such material it mnust be
returned to the Conm ssion or destroyed.

Secondly, during this Conference the Conm ssion has nade
a nunber of requests for further information. A nunber of
these requests have already been conplied with and | thank
those parties for their rapid response. However, there are
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a nunber of outstanding requests and | will go through them
qui ckly.

1. From the Applicants we've requested the percentage
breakdown of pronotion spend by Tourism New Zeal and, Air New
Zeal and and ot her airlines.

2. The second point was the one | believe M Peterson
just provided us wth.

3. The nunber of sales Qantas has made as a result of
the relationship with BA since it comenced.

4. Exact nunbers of passengers and revenue Qantas
Hol i days earn out-bound from Australi a.

5. Ar New Zeal and revenue from out-bound tourism

6. Response to David Peters' questions about disconnect
bet ween price and capacity and nodel ling; Sydney-Queenstown,
Auckl and- Wl |'i ngt on, and Auckl and- Chri stchurch routes.

If it's not clear what we nean, we'll «clarify it

af t erwar ds.

MR P TAYLOR  That has actually been provided in the material |

handed up earlier.

CHAIR  Okay, we'll strike that.

7. Anal ysis of technical efficiency for Qantas and 25

other airlines, 2000. I'mnot sure what that refers to, but
|"m sure soneone will tell you
8. 1've added a comment from the Applicants on the

Hausman regressi on anal ysis, which we did not request, but |
have assunmed you woul d want the opportunity to coment on.
Virgin Blue: We've requested figures on Virgin Blue
i npact on freight rates in Australia, and comment on pl acing
atime limt on the authorisation.
Infratil: W' ve requested three itens. The Miurray Scott

and Lynch report regardi ng Gover nnent i nt er est and
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conpetition issues from August 2002. The data fromthe | ast
graph that they had on New Zeal and airfares, and Professor
Hausman's | atest study and all other studies he referred to.

Christchurch Airport: e ask for their slide
presentation

Bon Voyage: W ask for the correction to the percentages
in slide 15.

s anyone aware of any other matters that has been
requested during these proceedings? [No comments].

| now ask that all requests are responded to wthin four
wor ki ng days of this Conference closing, being 5 pm Friday
the 29th of August.

The third point that | wanted to comment on is, all
presenters who have provided the Comm ssion with printed
material over the last six days, whether presentations or
supplementary material, are asked to provide electronic
copies to the Conm ssion within three working days so that
they can be nade available on our website. Pl ease e-nmmil
t hese copies to Janet Wi teside.

Finally, the Conm ssion wshes to nmake its position
clear in relation to any further evidence or subm ssions
after this Conference. In particular, we require al
i nformati on which we have sought under specific requests we
have nmade during this Conference. W note the possibility
that we may require further information from the Applicants
or interested parties, and if this does arise we will issue
a specific request.

Commerce is always dynamically changing and this seens
to be the case in airlines in particular. If after this
Conference information we my have been given becones

invalid or untrue we may be willing to accept correcting
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information. This exception relates only to factual issues
and only where a prior request is made to the Conmmi ssion for
| eave to do this, and if we grant it.

Except as stated, the Comm ssion considers that this
Conference marks the end of the application and subm ssion
process. In particular, a full opportunity to express
opinions and argunments has been given and no further
subm ssions will be received.

On behalf of the Conmmission | wuld like to thank
everyone for the extensive subm ssions on this application.
W have especially appreciated the access to industry,
econom ¢ and | egal expertise.

The Commission will now deliberate to reach a final
det erm nati on on these applications as qgui ckly as
practi cabl e.

As | stated at the opening of this Conference, the
Commi ssion antici pates making the Final Determ nation by the
end of Septenber. Nevert hel ess, urgency cannot get in the
way of sound deci sion-nmaking. The issues we are considering
are conplex and are of considerable comercial and public
i nterest.

However, | am confident that the Conmm ssion has been
provided with sufficient advice and expertise throughout
these proceedings and from earlier submssions to allow it
to determine this matter in a manner that wll best serve
the econonmic interests of the public of New Zeal and.

| would also like to thank Comm ssion staff and external
advisors for the work done, and for what's going to be a
significant amount of work from here on, and to our
transcri bers and our communi cati ons people who have assi sted

us during the Conference.
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Finally, I would like to thank everyone for working with

the Conmission to keep these proceedings as efficient as

possi bl e.
Before |1 «close I'll ask if there are any further
questions from any interested party? [ No conments]. | f

not, then once again to all those who have participated in
t hese proceedi ngs, thank you indeed. The Conference is now
cl osed.

Conf erence concl uded at 5.30 pm

* % %
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