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PROF SNAPE: Welcome to this continuation of the public hearings of the
Productivity Commission’s draft report on international air services. You would all be
aware that the inquiry started as an Industry Commission inquiry but since then the
Industry Commission has been absorbed into the new Productivity Commission. The
implications of this change, of which | don’t think there are any which should cause
any concern to participants, are set out in chapter 1 of the draft report. Asyou know,
the hearings are recorded for atranscript and we ask that, if participants are unsure of
any facts which they provide during the hearings, they would get in touch with a
member of staff after the hearings to provide an accurate version. Transcripts will be
provided from the relevant participants, and if participants would like transcripts of
the hearings that involve other participants then they should get in touch with staff. |
now ask representatives of Ansett International to identify themselves for the record.

MR WALLACE: CraigWallace. I’'m the general manager of Ansett International.

MSBUTTSWORTH: Anne Buttsworth. I’m manager of regulatory and
international affairs.

MR KIMPTON: James Kimpton, manager aviation policy in Ansett Australia.

PROF SNAPE: Thank you very much, and thank you very much for the submission
which you made and the comment on the draft report. Craig, I’d ask you or your
colleagues whether you' d like to speak to it.

MR WALLACE: Thank you, if | could. Thank you for the opportunity to appear
before you today. We've certainly read with interest the commission’s reports. |
should say from the outset that we support a large number of the recommendations
made in the report. There are, however, some issues and difficulties that we would
like to specifically make mention of. Ansett’s comments are primarily based on our
experience as avery new international airline in Australian terms and certainly very
new in terms of obviously our major competitors. Asyou would be aware, multiple
designation was introduced in 1992 by the Australian government, essentially to
provide a more competitive international aviation industry, and Ansett International
has been the only airline that has taken up this challenge since then in any significant

way.

Aswe veindicged to you previously, establishing an international presence has
not been easy, and particularly with the current economic conditions, which make it
even more difficult. Having only just under 4 and a half per cent of the international
passenger market, we don’t have the flexibility as our major competitor does to shift
resources to more profitable routes, given that our major competitor has in the order
of 40 per cent of the international market into and out of Australia. Asyou’d be
aware, Ansett has a major business recovery program in place to return the airline to
sustained profitability and, as mentioned, every aspect of the airline’ s operationsis
being examined at the present time as part of this program.
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Our adliance with Air NewZealand and Singapore Airlines has just been
approved by the ACCC and is absolutely critical to our business recovery and will
shape the way in which we operate in the future. It’sinteresting to note that, in its
final determination, the ACCC said that there was a substantial public benefit for
Ansett International continuing operations and that the alliance will assist in achieving
this. Government aviation policy is obviously another key factor and the outcomes of
thisinquiry are also of considerable importance to us.

| would like to address afew of the recommendations which from our
perspective are central to an effective international aviation framework for Australia.
Firstly, under the heading of further liberalisation of international air services, asthe
commission has noted, international aviation is governed by a complex set of bilateral
agreements which have been developed over many years. The agreements reflect
differences both in national interests and in Australia s relationships with bilateral
partners. Some bilaterals are of great importance in terms of Australia’ s commercial
interests, while others are not so important. In recent times the bilateral system has
become increasingly more liberal. Itisin Australia sinterests obviously for thisto
continue. However, it will be quite some years before an open international aviation
regime has been attained, and during this period of transition it isimportant that we
achieve the best possible outcomes for Australia. This includes the continuing
development of strong Australian tourism and aviation industries.

Ansett strongly supports liberalisation but does not consider that asingle
approach to all bilaterals will achieve the best outcomes. In thisregard we are very
pleased that the commission has rejected a unilateral open skies approach. We believe
the process of liberalisation needs to be managed on a case-by-case basis, a
country-by-country basis, and this enables a balanced and equitable package to be
achieved for both sides. Such an approach can accommodate the interests of
relatively conservative countries but still achieve a useful outcome. It can take into
account the different impacts that agreements with third countries can have on the use
of rights agreed between bilateral partners. The sequence with which liberalisation is
achieved can be managed to minimise any disadvantages to Australia from restrictions
imposed by third countries. Although Ansett supports multilateral approaches to
liberalisation, we consider that progressis more likely to be achieved through the
bilateral system, at least in the short to medium term.

In the area of regional reform package, Ansett supports moves to enhance
servicesto regional Australia and supports most of the elements of the commission’s
proposed package. Aswe indicated in our letter to you, much of the package is
aready offersby Australiain air servicetalks. Asamatter of principle we feel
strongly, however, that the package should not be offered on a unilateral basis
without considering whether the proposals from our bilateral partner are in any way
reasonable. Asan airline which has suffered commercially from the restrictive policies
of other countries, as we' ve spoken about previously, we think Australia should use
any leverage it can to achieve an outcome which maximises the benefits for Australia.
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Finaly | would like to make comment on cabotage. At this stage cabotageisa
right which is most unlikely to be granted by our bilateral partners. Y ou are aware of
our concerns relating to cherry picking and unfair price competition if foreign carriers
are granted unfettered access to the Australian domestic market. Particularly at the
current time, where carriers are facing little or no growth and declining yields, this has
the potential to create enormous instability in the domestic market. We strongly
believe that Australia needs to follow international developments very closely and
ensure that we maintain the best possible outcomes for Australiafrom an increasingly
liberal local market.

PROF SNAPE: Thank you very much, Craig. Do your colleagues wish to add at
this stage? Thank you very much. It'savery helpful submission and we're pleased of
course that you are generally on side with the way that we are going, or shall | put it
the other way round, that we' re pleased that we are recommending things which do
not cause too much alarm in general. Asyou say that you endorse the progressive
liberalisation and so on, I’m just wondering how much that really does differ from
what we have recommended in our principal recommendation, which you might say is
in 8.2 and 8.3. The 8.2 isthe package which we've called "Negotiate bilateral open
skies agreements with like-minded countries’. It's on page XL actually in the draft
report. The core package included unlimited third, fourth, fifth freedom traffic and
code shares, no route restrictions, removal of ownership restrictions for airline
designation, including the regional package as well, no price regulation, restrictions on
subsidies and then negotiabl e rights on seventh freedom and cabotage, which would
be individually negotiated and wouldn’t be across the board at all

We aso mention that sequencing would be very important, and that which
countries thiswas put to first, a sequence occurring. So one gets the best outcome
possible. We also said in the next recommendation that countries for which these
bilateral open skies agreements can’t be negotiated can go as far down that track as
possible in that negotiation. With those qualifications on the sequencing and also if
it's not possible then you get as much as you can, | wonder how really different it is
from what you’ re suggesting. We do see this, and perhaps we could have emphasised
it more, as a continuation and extension of the liberalisation that has been going onin
recent years. So it’s not awhole new game but rather an extension, a continuation of
it, opening it up more, saying, "Thisiswhat Australiawants. What are you prepared
to negotiate?’ Soisit very different from what you' re endorsing?

MR WALLACE: | guessasan observation firstly, as|’ve mentioned, we clearly
believe that the current process in place with the bilaterals achieves what Australia
wants, if you like, in terms of the benefits to be achieved there. Our major concern
really lies with the concept of a blanket approach to open skies and that it need to be
looked at on a country-by-country basis. Y ou would be aware obvioudly that it really
does depend on which country you’ re talking to at the time in terms of what the
impact of open skies means. If you look at it from the point of view of some of the
countries, for example, such as the USA, where they have enormous domestic
markets upon which they have built themselves very strong businesses, they can then
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aggressively move into the international arena. For them open skies with Australia
would offer alot of benefits. What does it offer for Australiain return?

| guess the second component of countries that would cause concern isthe likes
of small countries, frankly, very small if any domestic networks, but are
geographically well placed and the benefit for them in terms of having open skies with
Australiais not in terms of building the market between Australia and that country but
obviously the beyonds and that would place them in a significantly different position
to ourselves. The concern that we would have isthat, if you go to a blanket open
skies approach on that basis, what points of leverage does Australia have in terms of
achieving what it wantsto? That would in itself present some challenges as well.

PROF SNAPE: Yes, | guessthat’swhy in asense we haven't gone for the unilateral
open skies but very much abilateral. You could call thisatemplate, | suppose, that
Australiamakesit clear that thisiswhat it would like to have; thisisits preferred
outcome.

MR WALLACE: | guessit depends on which way you'relooking at it. From our
point of view, rather than starting with a template of open skies and working back,
our preference would be to be starting with "what are the benefits for Australia?' and
working it up from there rather than the other way round.

PROF SNAPE: [I'm not sure operationally it might not differ very much, but | take
the different emphasis that you’'re giving to it.

MRS OWENS: Canl ask, why do you think New Zealand has adopted the policy
that they have, which is the open skies template and then work from there? They are
fairly discriminating still. 1 mean, they are doing it on abilateral basis.

MR WALLACE: | frankly could only hazard aguess at that. That question would
need to be put to New Zealand. As| mentioned, given Australia’ s size and position

there are some points of leverage that Australiawould have. My guess would be that
New Zealand doesn’'t even have those points of leverage to the same significance, for
example. Asl say, that’s a question that would really need to be put to NewZealand.

PROF SNAPE: One of the reasons that we went for what’ s in the regiona package
is that we thought the components of that, if they were to be of benefit to Australia-
that there probably wasn't agreat deal of negotiating clout attached to the thingsiniit,
"So if thereisn't much negotiating clout and there' s going to be a benefit, let’s go
ahead." But | think you’re probably saying alittle bit more, "Don’t give anything away
even if it’s only worth 5 cents, unless you' re going to get something in return for it."

MR WALLACE: | think that’sthelogical place to start negotiations from.
MSBUTTSWORTH: | think probably we don’t think that it should be it for tat,

but on the regional package there are some important benefits that we' re offering
other countries, and | think that before we say, "Here' s afree gift to you,” we ought
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to at least listen to what they’re going to say. For example, we have had enormous
difficulty in getting what we want out of Hong Kong, and | think that Ansett would
have considerable objection to saying in our negotiations with Hong Kong, "L ook,
here’sawhole ot of benefits you can have and we don’t mind what you give us." We
mind intensely. We really want more capacity out of Hong Kong, and | don’t think
Ansett would see the point of giving them anything unless we got more capacity.

MRS OWENS: But what about the regions? What happensif there are benefits to
the regions?

MSBUTTSWORTH: Presumably more capacity wouldn’t come with it, so why
would Cathay decide to fly to the regionsif it’s not already doing so?

MRS OWENS: Soit'snot really aproblem oneway or the other: let them decide
but at least give the regions some opportunity to try and compete for those airlines to
come to them.

MSBUTTSWORTH: I’'m not sure exactly at what points though Cathay has. They
may well have those pointsin any case.

MR WALLACE: And theissue whether they fly there or not will obviously be
based on the financials of it. But, again, does that not come back to a point of
leverage that Australia has to achieve what it needs to get itself to a position whereit's
financia viable. Certainly in the case of Ansett International, to use the Hong Kong
example, there' sthings that we are desperately keen to obtain to get ourselves to
financia viability. On aroute like Hong Kong, we need to look at any points of
leverage we can to achieve that in return for Hong Kong carriers wanting something
they can usein Australia.

PROF SNAPE: | guessthat bringsit to what | was going to ask. Asone looks
through the regional reform package and the four points that we have under it were
the removal of restrictions on the city designation of secondary gateways and we
define the secondary gateways as all airports except Sydney, Melbourne, Brisbane and
Perth - mind you we' ve had several submissions saying that we should change that
definition to all ports except Sydney - and secondly, that there should be unrestricted
rights for foreign airlines to code here on Australian airlinesto al pointsin Australia -
both of those constrained by having the capacity to comeinto Australiaat all -
unrestricted rights for foreign airlines to carry their own stopover traffic, and
unrestricted rights for foreign airlines to offer freight services within Australia.

Would you judge any of those as having significant negotiting clout vis-a-vis
Cathay for what you want with respect to Hong Kong? | think what you want with
respect to Hong Kong is daily - do you have daily already?

MR WALLACE: Wedon't havedaily.
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PROF SNAPE: Youwantdaily. Youwouldn't be so interested in fifth freedom
though would you? Qantas would be.

MR WALLACE: Theissuefor Ansett International isreally frequency, so daily isa
starting point.

PROF SNAPE: Sowhat you want, anyway, out of Hong Kong isdaily. Would any
of those pointsin the regional package have any significant negotiating clout vis-a-vis
getting daily service to Hong Kong?

MR WALLACE: Youdon'tknow. That'saquestion that | guess would need to be
put to the likes of Cathay. But you could speculate on any of those, even the freight
services, for example, in terms of an opportunity for a carrier such as Cathay. But, as
| say, that’s a question that would really need to be put to other carriers.

PROF SNAPE: It has been put to usthat all of those could - would - have some
significant benefit to the regionalsin Australia. So one would only want to hold them
back if in fact there was going to be some significant potential benefit in negotiation.

MSBUTTSWORTH: But the regionals would also gain considerably by having
extra capacity. Theregionalswill gain by having a better deal for Australian carriers.
As amatter of principle, we don’t think that you should give anything on a unilateral
basis until you’'ve heard what the other side is offering. Aswe said in our submission,
most of these - except for freight cabotage, which we regard as a pretty serious issue -
the other three are pretty common in bilateral agreements already. But itreally isa
matter of principle. Y ou shouldn’t offer something on a unilateral basis unless you
know what the package is from the other side. We're not arguing that there should be
tit for tat. We accept Australia’ s position in which they offer a package of rights and
probably they would include at least the first three of those. Freight cabotageis quite
different, though.

PROF SNAPE: | suppose one always has to measure up what is the cost of holding
something back with the potential gain that one may in fact obtain. When one says we
don’t give anything until we find out what we can get for it, of course | think no-one
deals that way because some things that you retain may have significant costs upon
yourself, and do you want to give those up unless they’ re going to get very, very
substantial benefits fromit. Soit’samatter of judgment. But I’d have thought that
for Ansett as awhole - not just Ansett International, but Ansett as awhole - that
taking the restrictions off code sharing would have been very beneficial, so that it
wouldn’t just be four flightsthat | fly up to Canberra upon when | fly Ansett, it could
be many others that were code sharing on it aswell or code sharing elsewhere. The
Ansett group as awhole might have thought that would be very beneficial.

MR WALLACE: Again, it may well be beneficial, but it needs to be looked at on a
country-by-country basis in terms of what the market is and where the customers
want to travel to. Our belief isthat the existing system well accommodates those
reguirements when you do look at them on a case-by-case basis.
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PROF SNAPE: Yes. | supposeyou can never be sure of what demand is going to
come until you allow that demand to exercise itself. There may be all sorts of code
shares that you may not be able to anticipate in advance of offering.

MR WALLACE: 1 think you can make assessments of each of the markets and
where the passengers are travelling to in advance of the code share, in any case. So
it's not as black and white as "they don’t travel" or "they would travel" based on code
share. It’sanincremental basis, so you can still see the flow of the passengersin any
case.

PROF SNAPE: You would have noted the new UK policy. It has been announced
last month, | think, that "It was decided that open accessto all UK airports, except
Heathrow and Gatwick, should be offered to al of our bilateral air service partners as
long as UK airlines are also allowed to operate on the same routes." Do you think
that Australia should do something similar with respect, say, to all airports except

Sydney?
MR WALLACE: I'msorry, | missed thefirst part of the question.

PROF SNAPE: The UK’spolicy, as stated in their press release by Glenda Jackson,
was "WEe' ve decided that open accessto all UK airports, except Heathrow and
Gatwick, should be offered to all our bilateral air service partners aslong as UK
airlines are also allowed to operate on the same routes." Would that be attractive to
Ansett if Australiawere to make asimilar statement but substituting Sydney, perhaps,
for Gatwick and Heathrow, so that it would be open for al routes to any airport
except Sydney with any of our bilateral air services partners as long as Ansett or
Qantas - an Australian airline - was able to operate the same route.

MR WALLACE: Different scenarios, | guess. There's a couple of comments there.
Oneisobviously Ansett doesn't fly to the UK so what would the benefit be for Ansett
in return for that arrangement, and given the size of the airline that we are, the
financia situation, the markets as they are at the present time - - -

PROF SNAPE: If wecould leave the UK out of it and just say if Australiawerein
fact to make this same offer to al of its bilateral partners. So it would be offering to
Chinaand it would be offering to Japan and to Korea and to Hong Kong and to
anyone else, that they would in fact be prepared to offer open access, unrestricted

flying.

MR WALLACE: Youcome back to the same issue that we were talking about
before, that it really needs to be looked at on a country-by-country basis. If we were
to offer that to Hong Kong, it is unlikely to achieve much on abilateral basis. It may
well be accepted on aunilateral basis. If you talk about somewhere such as
Singapore, then the same situation | mentioned before, I’ m sure they would welcome
it with open arms but would receive the benefits that we don’t have accessto in terms
of their access then to the rest of the world over Singapore.
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PROF SNAPE: That would depend upon the fifth freedom rights.

MR WALLACE: Itdoes. That'sright. Obviously geographically placed, to use
Singapore as an example, they have access to rights through the rest of Europe. The
guestion becomes, from an Australian carrier point of view, would we have access, do
we have access, to those same sort of rightsto go beyond Singapore. That’swhy itis
important to look at it on a country-by-country basis.

PROF SNAPE: You'vejust formed an aliance with Singapore and with that
aliance with Singapore you don’'t need fifth freedom rights out of Singapore. So long
as you can come to an arrangement with your aliance partner, they can fly them for
you. So you would then be feeding in, under this sort of thing, from Perth, Broome,
anywhere else, to Singapore for them to fly passengers on. Under that UK
arrangement, Singapore would equally have the right to fly to Broome, Perth etcetera
etcetera from Singapore. It seemsto me it might be a pretty good arrangement for
you.

MR WALLACE: And on acountry-by-country basis, one would need to assess
that. | guess| could also argue that the current bilateral negotiationsin place, how
different would that be for Singapore Airlines from the situation that you’ re talking
about. Could it still be achieved under the current arrangements, and that may well be
the case. But, again, it will differ significantly depending on whether it happens to be
Singapore, Hong Kong, Bangkok, for example. | mean, it will just vary enormously
and that’ swhy it needs to be looked at, not on a blanket basis but country by country.

PROF SNAPE: Thiswould be pretty attractive for you with China, wouldn’t it?

MR WALLACE: Down thetrack, Chinamay offer opportunities. So you’d then
have to question as to whether that’s something that should be done now or isit going
to be better served for an airline, such as Ansett International, that is small and
growing in achallenging way, is it better to approach it on a more structured basis to
be able to grow over time and for the reasons | mentioned in terms of where Ansett
International as | think itisat, | think it would be better achieved on a structured
growth basis rather than opening it right up, if you like.

Of course, in the example of China, it’s also dependent on the issue of being able
to have the Chinese marketplace fly down to Australia on tourism visas in a much
more accessible way than what it is at the present time. So there are other
dependencies there again, which again leads to the fact that it needs to be looked at on
a country-by-country basis.

MRS OWENS: | was going to go back to the core package that we had for open
skies, and one of the elements of that package which | think you’ re somewhat
concerned about is the removal of ownership restrictions for airline designation, and
you tend to be somewhat concerned because of the practical difficultiesin terms of
the existing air service agreements. | suppose the question is whether, if you didn’t
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have those practical difficulties, that would be of any benefit to Ansett if there were
greater flexibility in terms of ownership restrictions, or if they were removed
altogether. Would there be a benefit to your airline?

MR WALLACE: The practicaities asyou identified is the immediate concern.
Frankly, the removal of ownership restrictions - the restrictions that are there at the
present time have not disadvantaged Ansett in any way, and frankly in terms of any
further comment on that it’s really one for the shareholders to comment on, given the
shareholding situation with Ansett.

MRS OWENS: But you do have fairly unwieldy structures, don’t you, so you can
comply with this.

MR WALLACE: Inrespect of?

MRS OWENS: Between Ansett Holdings and Ansett International. There are some
sort of fairly artificial constructs.

MR WALLACE: 1 think the arrangementsin place, | wouldn’t refer to them as
unwieldy. | think that it certainly serves the purposes for Ansett’ s international flying.
| again come back to the comments that, you know, it sreally the practicalities that
are there at the present time that we see as the concern.

MRS OWENS: But what happensif you could address those practicalities over
time? What I’'m suggesting is NewZealand for example - | always hate using

New Zealand as an example, but they have become much more flexible in terms of
ownership and control. It’snot going to necessarily affect their agreements as of now
but it means that in the future they can say in their bilateral negotiations, "We are
flexible on thisissue," and it may not have any effect for 5 years but over time it may
have, who knows? | would have presumed that for Ansett there may be some benefits
in terms of your relationships, for example with Air NewZealand.

MR WALLACE: Look, I think we' d need to ask the question as to what additional
points of leverage that would give us in negotiations and, you know, that’s something
we' d need to give some thought to. I’'m not sure that that’ s too clear at this point in
time, as to what additional leverage there would be.

PROF SNAPE: | wonder if now that the alliance has been approved, at least by the
Australian authorities - though | understand there is one little problem still to be

sorted out with respect to it, but whether you would like to comment any more about
the implications of it for you and the implicationsin terms of what Australia should be
pursuing. | mean, last time that you - when you gave your major submission of

course that hadn’t been decided and you may have felt inhibited about it. | wonder if
there' s anything that you wish to add now that it has actually been pleaded through the
competition authorities, with one small exception which I’'m sure you'll find away of
overcoming.
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MR WALLACE: | think the benefitsin terms of the customer benefits that can be
offered have been pretty well versed, if you like, previously and of course through all
of the submission details that have gone to the ACCC. The only additional comment
that | would make is that in respect of Ansett International we have said that there are
benefits there in terms of ensuring the financial viability and | would be happy to share
those with you in a private environment if you wanted to pursue those further in terms
of understanding the details.

PROF SNAPE: But it has not affected your basic positionsin relation to- - -
MR WALLACE: No, it hasn't.
PROF SNAPE: Yes, thank you.

MRS OWENS: Another issue that you only very briefly mention in the submission
but you have given us more detail on isyour views on the plurilateral open club and in
the correspondence that you sent to usin May you again express some reservations
about following a plurilateral approach because you felt that it would run into
problems with third countries in such circumstances. | was wondering if you'd like to
expand on that further. You did give an example at the time about if the USwas a
member of the group and Japan was not, the US carriers would have unrestricted
access to the Australian-Japan market because of the US agreement with Japan
etcetera etcetera. Isthat your main concern with the club approach?

PROF SNAPE: Yes. Look, I think that isthe main concern and it’s one of
practicalities as well and we believe that the current bilateral liberalisation will in
practical terms allow you to move towards that in any case astime goeson. So if
you' re talking about plurilateral it’s going to take quite some time to get there. We
believe that the path to go forward towards that is the existing bilaterals liberalisation
will take us down that same path in any case.

MRS OWENS: Youdon'tthink that there are other countries - we talked about
likeeminded countries - that may be prepared to take some short cuts to get there
sooner.

MR WALLACE: Wehaven't looked at all parts of the globe, if you like, in that
respect, but a challenge to find a meaningful club that would have like minds on the
issue, if you like, that would allow it to be achieved on a short-term basis

PROF SNAPE: Finding the like-minded countriesisareal challenge. | wonder if
you have the same sort of concerns that we have to some degree. | know we
expressed it at one point in the draft report, that the open skies arrangement which the
United States has entered into, where it has got open skies, bilateral open skies, of 28
or 29 countries and that of course gives the United States airlines avery great
advantage because within the whole set of 29 - or isit now 30 - countries they have
the full networking possibilities. No other member, unlessit also has the full set of
bilaterals with every other member, has the same networking possibility.
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So the United States has not only got all that it could achieve with a multilateral
agreement or asingle plurilateral agreement going on over al of those countries, it
has got an additional advantage because the other members of it don’t have the same
networking possibilities, and if you’ ve got 28 countries then you need - | think it’s
about 410 bilateral arrangements for each of those countries to have the same
networking advantage as the United States has with it and it’ s the disadvantage of that
hub and spoke system. Now, that seemsto meto in fact give the United States air
carriers an incentive to resist amore embracing system, that is, even amultilateral or a
plurilateral system because by having themselves at the centre of this hub and spoke
network they’ve got al the advantages of the other system plus more, because of the
difficulties of the others of getting the same networking arrangements. Now, do you
see that as a black cloud on the horizon?

MR WALLACE: A black cloud on the horizon, yes. | mean, | do seeitasa
challenge certainly and that’s part of what we talk about with the practicalities that are
there. It’s about negotiating like rights, if you like, with a number of countries that are
there and so yes, it is achallenge to ensure that you do receive the right balance in

that respect and not allow in that example the United States to achieve greater

benefits than Australiawould. | guess the other comment that | go back to as well
before isthat early on in that - to use the US as an example, it’s allowing them to
come off a huge base in terms of their domestic network as well, frankly, that they
have the strength there too.

PROF SNAPE: But if we accept the desirability of ultimately - and | think you do -
going to amultilateral system with trade rules similar to other trade in other products,
if that is our objective and we' ve got this hub and spoke devel oping there, then the US
airlines could in fact obstruct the movement to the bigger system because they’re
getting more out of it than they would out of the bigger system.

MR WALLACE: That may well be the case, yes.

PROF SNAPE: If | could turn to slots perhaps and one view around in talking

about slot management and - well, particularly slot management, isthat it’s not so
much as to whether there should be a market in slots but rather as demand increases
for landing there will be amarket in slots. The only question is whether it’s going to
be above the table or under the table and for example at Heathrow there is amarket in
dots. It’sunder the table and airlines have told us that they’ ve been in fact transacting
init, that it’s under the table.

If you want agood slot at Heathrow then, as we are told, the technique is that
you get aglot that’s at an absurd time and then you find someone who has got a slot
of the time you wanted and you trade it and of course that trading is legitimate and
allowed, but you also put afew million pounds under the table - and by few | | don’t
mean less than 10. So the market does develop. The questioniis, isit going to be an
efficient market where people know the prices and they’ re able to trade openly or isit
going to be under the table?
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MR KIMPTON: Mr Chairman, Ansett International doesn't fly to Heathrow sol
don’t think we can comment one way or another on what you’ ve just said about that
market. But | did listen yesterday to what Mr Strong of Qantas said on that. | think
our experience in the international markets to which we do fly where slots are
constrained in most notably Hong Kong until the opening of the new airport - | don’t
think we' ve ever had the opportunity to pay money and be better accommodated than
we already are. That’s not to say that those things mightn’t exist but rather to say that
we have no experience or knowledge of them.

The regime that we are experienced in, in those international markets to which
we fly where there are constraints, isthe IATA international schedule coordination
mechanism which doesn’t really at al revolve around the payment of moneys but
rather finding, in our case as a new entrant, slots as other operators vacate their slots.
Once you obtain aslot under that mechanism you have rights as an incumbent. Over
time generally you can progressively improve your position and | guess from the point
of view of arelatively new entrant in the international market we' ve seen that as a
mechanism that balances both the interests of incumbentsin having relative certainty
of access but also making provision for new entrants.

PROF SNAPE: Soyou're satisfied with basically the IATA type system?

MR KIMPTON: | think the answer to that isyes. | mean, there are times when
you wish it would deliver exactly what you wanted earlier. But over time we' ve been
able to makeit work for us.

PROF SNAPE: It wouldn’t have been better if you’ d been able to go and pay
$10,000,000 to get the spot that you wanted tomorrow?

MR KIMPTON: It'sall aquestion of where you might obtain that $10,000,000
from to pay for dots. Relativeto Ansett International’s capitalisation it’s quite frankly
a struggle to achieve break-even point. That sort of money would make it very
difficult for us.

PROF SNAPE: It'saredlisable asset, however, if the property rightsto it were well
defined - and | realise that there is some difficulty of getting a specification. But the
fact that they’ re traded anyway does suggest that there are some property rights and a
bankable asset. It isabankable asset in the US?

MR KIMPTON: [I'm not sure that we're necessarily conceding that they are traded.
| mean, | think at the high density of al airportsin the US there is some very limited
trading for money. But there is a question of who owns the slot and that has been
very much amatter for discussion in the US and in the international arena that
certainly has been a matter for discussion. Without saying | can recall the precise
details it became a matter at issue between British Airways and the United Kingdom
government when Virgin Airlines wanted to fly to Tokyo and | think in the end it was
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decided that the slots weren't of the airline’ s property but rather the government’s
property.

| guessif one looked forward at an environment where these issues were
resolved, one might think differently about it, but I think at the moment having regard
to the fact that the issues are not resolved, having regard to what quite frankly it takes
to set up an international airline with al the other costs that you’ ve got to meet. |
mean, bear in mind here we are anew entrant. We have difficulty with the concept of
atotally market-driven concept of pricesfor dots. It was interesting to hear
Mr Strong yesterday make comments that we might have ourselves made, that if you
move to that sort of regime, it does give an advantage to those who are big and strong
relative to those who are newly emerging.

There has been experience in Australia with peak period pricing and
internationally with peak period pricing, but we see that as a qualitatively different
issue.

PROF SNAPE: Actuadly | read here that you are in fact fairly comfortable with
peak period pricing.

MR KIMPTON: | think our view has been that - and again it’s not so dissimilar to
that that Qantas expressed yesterday, but we' d first of all like to see whatever can be
done to maximise capacity at an airport done before you start managing demand, and
sometimes we get the impression, as | think Mr Strong was saying yesterday, that
people think first about rationing or managing demand rather than expanding capacity,
but if you' ve exhausted all avenues for managing demand, peak period pricing is not
out of the question. It avoids bureaucrats having to pick winners. It allows operators
to decide for themselvesin light of their own interests whether paying the priceis
worthwhile.

There' sthe world of difference between paying a price that is perhaps set to
clear the market at a congested airport which perhaps might be measured in some
hundreds of dollars, nevertheless a significant amount on a per annum basis, versus
paying very large once-off sums. Having said that, the situation in Sydney as |
presume you're well aware is one where until relatively recent times there was a peak
period pricing structure, but in the process of bedding down the committee-based
system for slot allocation and gaining acceptance from regional airlinesto anew
charging system proposed by the FAC, the peak period pricing mechanism has been
abandoned.

PROF SNAPE: Yes. Thatl think isafairly short-term decision, at least it'sa
decision that can be reviewed within afairly short period, isn't it?

MR KIMPTON: Look, | think asamatter of sheer legalities or practicalitiesthat is
right. Having said that though the palitics, if | can call it that, of the issue of regional
airline access are very severe, and whether the government or the airport operator

would move to reinstate peak period pricing is another question. | mean, the regional
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airlines have been grandfathered - at least not grandfathered. | think the word is"ring
fenced" - - -

PROF SNAPE: Ring fenced.

MR KIMPTON: - - - under the slot management regime for Sydney. They service
country areas of New South Wales which are capable of expressing their views
strongly through the political mechanism. It will be interesting to see whether peak
period pricing isrestored, but | don’t disagree with the proposition in your question.

PROF SNAPE: It of courseisstill possible to ring fence a certain number of slots
and yet have peak period pricing for the rest.

MR KIMPTON: Look, I think that is correct, and that was | think what most of us
thought would be the outcome until the adjustment to the FAC’ s charges sort of
brought that issue into play.

MRS OWENS: Was Ansett consulted on that?

MR KIMPTON: Very much so, on both; on both the design of the slot system and
the Sydney Airport charges regime, but it’s perhaps a salutary lesson in the divergent
interests that can be involved in what appear to be single issues, and | guess from our
point of view operating larger rather than small aircraft. We saw some sense in some
of the charging changes that were made particularly asthey eliminated cross-subsidies
from domestic operators to international operators, but they did involve an increasein
the minimum landing charge in Sydney which was of some discomfort to regional
operators operating very small aircraft.

So with aview to neverthel ess getting some rationality into that in the long
term, peak period pricing was abandoned in the short term. With the design of the
dlot systems, we were extensively consulted as again were others, and what flowed
out of that | guess with its ring fencing for regional airlines again reflects sort of the
endeavour to accommodate a divergency of view and a specific government policy
commitment to preserve regional airline accessto Sydney Airport.

MRS OWENS: One of the other issues that we discussed with Qantas yesterday
was the issue of consultation in the context of bilateral negotiations, and | think we
talked about whether the airlines had undue influence in that process. 1’m wondering
to what extent Ansett does get involved. Are you equal partners with Qantas in these
consultation processes? Have you had difficulty establishing anicheinthat areaor is
it - asfar as you’' re concerned do you see that you have - thisis adirect question, but
do you think that the airlines have more influence in other parties in establishing
negotiating position?

MR WALLACE: | don’t know whether that’s been a factor of the past. Let me

assure you that we're not partners with Qantas in terms of the discussions that take
place, but whether that’ s been different in the past or not | don’t know. What | can
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say isthat we believe we have the appropriate amount of input into discussions
leading to negotiations, and when | say the appropriate amount of input, we have alot
at stake frankly, and we believe that in the interests of Ansett and ultimately the
Australian marketplace that it’s important that we do have the input that we have.

Y ou' re talking about issues - as we spoke about Hong Kong before, issues that
are affecting the financial viability or otherwise of Ansett International. It isimportant
that we have the appropriate level of input.

MRS OWENS: Do you go to the negotiation table?

MR WALLACE: If the negotiations involve a country that is of significance to us,
then we would have someone representing our interests there.

PROF SNAPE: At what stage of the negotiations?

MR WALLACE: Atwhat stage of the negotiations? They’re there for the period
of time that the actual negotiations are taking place with the other countries, but there
is obviously in some cases a lengthy period of consultation beforehand in terms of
having a clear understanding as to our views and what our requirements are.

MRS OWENS: Do you fed that you get listened to as much as Qantas? Isthere
any differential ?

MSBUTTSWORTH: 1don't believe so, no. | think that sometimes we have the
same objectives and sometimes we don'’t, but | don’t think there’ s any discrimination
against Ansett. | also don’t think that the airlines have any undue say. | think that the
Australian negotiating position is developed having regard to a whol e range of
interests including tourism interests and interests of the states, and clearly the
government has a policy position in some areas - for example liberal freight regimes.
There' s absolutely no point in - if they wanted to - the airlines arguing against that
because it’s clearly government policy and you know it will be part of the package.

So | think the airlines have a good opportunity to express their views, but |
certainly don’t think that they can override the broad range of views that are taken
into account and the policy objectives of the government.

MRS OWENS: New Zealand - you've listed actualy alot of very, well, what seem
to be significant practical difficulties to setting up a common aviation market which is
one of our recommendations, but you do say that you note some advantages - you
note the advantages of establishing such amarket. Do you see that there’ d be any
advantages for Ansett if there was - if we were to move further in that direction or
even within the context of the single aviation market, lifting some of the restriction on
fifth freedoms?
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MSBUTTSWORTH: Weéll, we believe that the rightsto New Zealand are clearly
an issue that’s still on the table and that will be addressed by both governmentsin the
current framework.

MRS OWENS: So you're happy to see that happen incrementally rather than
saying, "Well, we'll finalise the single aviation market.” At the moment | think it’'s
limited to 12 for each.

MSBUTTSWORTH: Yes.
MRS OWENS: Oneoptionisjust to say, "We'll drop al limitations; just let it go."
MSBUTTSWORTH: Yes.

MRS OWENS: Another isto do what you' re suggesting which isto just
incrementally negotiate more.

MR WALLACE: And frankly that issue at the present time doesn’t seem to be an
issue asinyou'reright intermsof - | think it's 12 747 equivalents. In practical terms
that’ s not all being utilised, and as such we don’t see it as amajor issue at this point in
time. | obviously can’'t speak on behalf of New Zealand.

MRS OWENS: | wasin New Zeaand a couple of weeks ago, and the New
Zedanders suggested that although at either end they’re not all being utilised, but they
said that they felt it was important | suppose symbolically to get rid of those
restrictions, and they said that in terms of future planning with Ansett, it would help in
terms of planning for future markets and so on if there wasn't arestriction of that
nature.

MR WALLACE: I’'m not prepared to comment on the New Zealand view frankly.

PROF SNAPE: Butit’snot inhibiting Ansett. That restriction is not inhibiting
Ansett.

MR WALLACE: No, it'snot.

PROF SNAPE: | mean, the sort of thing that one could envisage, even thoughiit is
not being fully used, but it could be that you were wanting to establish adaily service
somewhere so and so you would want to have seven of them and there aren’t seven
available. So even though it’s not up to the limit, neverthelessit could be in fact
binding on certain proposals. For example if you wish to fly adaily service -
Melbourne-Auckland-Los Angeles and you can’t fly Melbourne-Los Angeles without
stopping somewhere or more particularly you can’t fly back without stopping
somewhere, and Auckland isavery convenient stop to do it. But in order to make it
commercially viable you may need beyond rights out of NewZealand. But I’'m just
illustrating something that you may have wanted to do but you couldn’t have done
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because of the unavailability of enough fifth freedom rights. But you haven’t seen
those constrained.

MR WALLACE: No, wehaven't, not at all, and nor do we envisage in the shorter
term that that will be a constraint.

PROF SNAPE: | think that I’ve got through my list and | think Helen has got
through her list and | thank you very, very much, not only for your contributions and
help today but also for the very substantial contributions and help that you' ve given us
earlier. We're pleased to hear that you' re not firing too many arrows at us.

MR WALLACE: Thank you for the opportunity for the input and we look forward
to the final report.

PROF SNAPE: Thank you. We'll now adjourn for alittle while and after morning
tea we have got the South Australian Government and Adelaide Airport. Perhaps we
will adjourn for morning tea and resume about 20 past, thank you.
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PROF SNAPE: We have now the South Australian Government and Adelaide
Airport and one written submission covering both. We would ask the representatives
to identify themselves for the purpose of the tape please.

MR MILLN: I’'m Mike Milln from Transport South Australia.
MR McDERMOTT: AndI’m Tim McDermott from Adelaide Airport Ltd.

PROF SNAPE: Thank you very much, and thank you very much for your
submission, and also for your earlier submissions. Mike, I’m not quite sure, you will
be leading off, will you? | will ask you to make a short statement.

MR MILLN: [I'll make a short statement if you wish, yes.
PROF SNAPE: Yes, thank you.

MR MILLN: Mainly we consider ourselves here at the commission’s pleasure to
guestion us rather than for us to make any long statements. | would liketo say that in
our first submission we made the statement that the South Australian government is
focused on the development of international throughput through Adelaide Airport.
We had a number of dot points of how we were seeking to set about doing that. One
of the ways was by ensuring by liaison with the Commonwealth that an operator was
selected for Adelaide Airport with the same focus so - that was back in February. |
am very happy that on 29 May, Adelaide Airport Ltd took over Adelaide Airport and
Tim McDermott is with me today representing Adelaide Airport Ltd. So they are
bringing the expertise and experience of Manchester Airport to the development of
Adelaide.

They’re markets of vastly dissimilar size of course but some of the dynamics are
really quite similar and Manchester, in part at least from the comment this morning -
professor, it sounds like they have succeeded - but at least up until recent times
Manchester had the same job we have of convincing the UK government to
implement or act on policies to encourage the growth of regional gateways. So we
can say at least that one of our strategies have been successful in that Adelaide
Airport Ltd isnow in place - although | suspect it wasn't the efforts of the South
Australian government, it was the price they were prepared to pay that did the trick.

WEe're very happy to see the regional reform package of course in your report.
Our original submission argued for many of the features that you have included in
your regional reform package, with one glaring exception though and that of courseis
the issue of capacity. Our concern isthat implementation of the regional reform
package giving unrestricted code share rights and own stopovers and so on without
the allocation of capacity on a specific basis, could in fact result in further
concentration of services at the major gateways because some carriers of course might
find it to their advantage to utilise the code sharing provisions rather than
implementing or expanding their own services. So we' re alittle nervous about the
recommendations as they now stand.
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Our current submission argues strongly that the granting of capacity in most
casesto Adelaide in our view doesn’t significantly lessen the leverage of the
Commonwealth. We certainly don’t want the interests of South Australiato be
contrary to national interests but we feel that in most cases that it has been done in the
past, it has been successful, and we feel that what little leverage on a national basis we
would be giving up, could very well work to the advantage of expanding direct flights
to regional gateways. So we support the regional package but we would like to see
the addition of the capacity suggested under recommendation 8.2, | think it was, of
third and fourth freedom, capacity to be extended on a unilateral basis unless there are
compelling reasons of national interest that it should be otherwise, that that should be
extended to the regional package.

So the lack of capacity in the regional reform packagepuzzles me a bit because
the commission clearly recognised the need for it in your statement in section 5 and
our latest submissions suggested some ways in which the capacity issue could be
addressed. So with that | will - unless, Tim, you want to say something, 1’1l wait for
guestions.

MR McDERMOTT: | have nothing to say.

PROF SNAPE: Thank you very much. As| understand you, you would in fact
support a unilateral expansion of capacity to secondary gateways.

MR McDERMOTT: Yes.

PROF SNAPE: Within that, without any quid pro quo, and that would be done on a
general basis, that we would just go out and offer to anyone, any airline of any
country the capacity to fly into the secondary gateways without restriction.

MR MILLN: Inprinciple, yes.
PROF SNAPE: Without reciprocity.

MR MILLN: We recognise that in some cases reciprocity may be necessary and |
think Ansett made the case with - when you are dealing with an intransigent bilateral
partner, then perhaps you do need all the leverage you can get. But what we're saying
isthat the leverage you forsake in giving that to secondary portsisfairly minimal.

PROF SNAPE: Y ou would be then content to say that with the definition of
secondary ports as we have got it, that is, everything except Melbourne, Sydney,
Brisbane and Perth, that we would go out and say, "It’ s unilateral expansion, generally
unreciprocated for all the airports except Melbourne, Sydney, Brisbane and Perth.”
MR MILLN: Yes.

MR McDERMOTT: Yes.
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PROF SNAPE: There have been some people who have argued that our definition
of secondary gateways is too narrow and that we should - in fact everything except
Sydney as a secondary gateway. Do you have aview on that in the context of what
you' re advocating?

MR MILLN: It'sapredictableview and I’m sure our friendsin Western Australia
would be the main advocates that Perth should certainly be considered a secondary
airport. | mean, the fact isthey have- - -

PROF SNAPE: And Melbourne.

MR MILLN: - --something like 78 international servicesto our what - 21 or
something.

MR McDERMOTT: Yes. | think the key issue iswhat do you mean by the
regional package. Isit for those areas, and naturally the airports that have, one could
say, arelatively fragile aviation network on the international marketplace, and not a
comprehensive aviation market network which, for example, Melbourne does have, so
thereisajudgment call to say what isaregion and what isn’t aregion? We would say
that naturally South Australia, Adelaide in particular, has arelatively fragile
international aviation marketplace and if the market wantsit, and if the consumers are
prepared to use the direct international services, they are hindered because either an
airline wants to expand or a service wants to inaugurate a service but for bilateral
reasons they can’t. Then we would see that as the barrier that needs to be broken
down.

That’ s the sort of context that we see the assistance in the regiona package
giving Adelaide Airport that, let’s say, advantage; not so much an advantage
compared to what the other airports have at the moment but certainly allows usto put
in place the building blocks to develop incrementally what is a very small marketplace
compared to other Australian airports.

PROF SNAPE: So suppose that you rightly draw attention to opportunity costs
based on your original submission and in this one.

MR MILLN: Yes.

PROF SNAPE: | supposeif we throw it open to al secondary gateways as we have
defined them, that that means that people may choose - it would be open for
Townsville and Cairns as well asfor Adelaide and in using scarce fleets etcetera,
valuabl e assets, that they may choose to fly to Townsville and Cairns rather than
Adelaide.

MR MILLN: | think we would be more comfortable competing with them than
Sydney, Melbourne, Brisbane and Perth.
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PROF SNAPE: Okay. Soyou're not tempted to go the other way and say that in
fact that the city designation of Adelaideis apriority - specifically Adelaide.

MR MILLN: | think that would be a hard case to sustain quite frankly. | mean,
there are limits to our parochial hess.

PROF SNAPE: Okay.

MR MILLN: But we also recognisethat, as Tim rightly said, Adelaide is a small
and fragile international market and it needs to be linked with bigger markets. We
need our flightsin alot of casesto be linked with the bigger airports so we're
suggesting that there are features of that that can be included in aregional airport
package so that you remove the opportunity costs of operating to Adelaide by - one
of the suggestions has, | think, long been advocated by the Northern Territory
government is making access to the high value ports contingent on servicing the
secondary port. | don’t mean that you say to an airline, "Y ou can’t come to Sydney
unless you go to Adelaide," but you could discount the cost of its capacity to Sydney
if it was linked with Adelaide. So instead of using a unit of capacity for instance that
would be counted as half a unit.

MRS OWENS: You coulddo that on aunilateral basis but if you were still within
the bilateral context that might be allittle bit tricky, wouldn't it, with your bilateral
partner at the other end. It’s not something that’s done now, isit?

MR MILLN: It'snot but | don’'t see why it can’t be donein the bilateral context. It
depends | suppose on how much a carrier wants access to the bigger market and what
priceit’s prepared to pay for it.

PROF SNAPE: | suppose that what we have done in asenseisin the past to say,
"Y ou can only fly to Sydney if you also fly to Adelaide or to Brisbane or whatever,"
and in that sense the Sydney one is wholly discounted, not just 50per cent.

MR MILLN: Butit'snot totally unheard of. The freight capacity for Malaysia
Airlines, its access to Melbourne is contingent on operating to other- - -

PROF SNAPE: Yes, that'swhat | was thinking of.
MR MILLN: It hasworked well for 2 years.

PROF SNAPE: | think what you' re advocating is going further than what the UK
policy would be that is announced but nevertheless | ask you for your reactionto it as
another possibility. Just to read it again, "We have decided that open accessto al UK
airports except Heathrow and Gatwick should be offered to all of our bilateral air
service partners aslong as UK airlines are also allowed to operate on the same
routes." So that’s reciprocal, and it’s reciprocal with respect to routes, not just
(inaudible) but cities, if it in fact is accurately written here. Now, the Australian
possibility might be - instead of Heathrow and Gatwick - to substitute Melbourne,

29/7/98 Air Services 523M. MILLN and T. McDERMOTT



Sydney, Brisbane and Perth or for that matter just Sydney. What would your reaction
be?

MR MILLN: Tim, you're best qualified to answer that one.

MR McDERMOTT: | think comparing the UK scenario and Australiait’s not really
comparing like with like. The market is completely different flight times and different
population basis, and the sort of comprehensive network of whether it’ s terminating
flights in Europe which may want to fly then on to Manchester, Birmingham,
Scotland, is a completely different scenario from looking at either the Asian market or
the North American market serving - needing an aircraft that will at least fly 7 to 10
hours to get to the Australian markets. So on your second point, should an option be,
yes, you can serve any market excluding Sydney, Melbourne, Brisbane, Perth, to a
certain extent that’s almost what was recommended in the regional package. It'snot a
million miles away from that, isit?

PROF SNAPE: Itisin the sensethat thisis not within the existing capacity
negotiated for Australia whereas our regiona package wasin fact given the
constraints of the capacity that has been negotiated, you can fly anywhere- - -
MR McDERMOTT: True.

PROF SNAPE: - - - except the restricted ones.

MR MILLN: Yes. What we're suggesting is more or less the changes we're
suggesting to your regional package.

PROF SNAPE: Which think is not quite the same because this UK one has got
reciprocity.

MR McDERMOTT: Reciprocity, if it means that the UK carriers can serve, that's
fine. Whether they want to serve it’s up to the carrier.

PROF SNAPE: Of course.

MR McDERMOTT: That'sawaysthe debate. Certainly anything that can be put
in place which assists South Australia and Adelaide Airport, we very much welcome
and we think that would certainly give us an advantage over what we currently have
to, one could say, work with.

PROF SNAPE: It would mean for example that Indonesian Airlines would be able
to fly Bali-Adelaide, so long as an Australian airline could fly Adelaide-Bali.

MR McDERMOTT: Aslong asthat’s not dependent on an Australian carrier flying

it. It hastheright to fly it, that’s oneissue. If they can fly then one could say that’s
reciprocity.
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PROF SNAPE: Yes. Itdoessay "alowedto". It doesn't say "do".
MR McDERMOTT: Exactly, yes.
PROF SNAPE: | mean, Chinawhich would be another possibility- - -

MR McDERMOTT: It'scertainly my experience with Manchester Airport isthat’s
exactly what we would have in place at Manchester and we have developed our
international network at Manchester using non-British carriers because they had, one
could say, strategies and we have to go out and get that in place. So it’sthereif they
want it and it’s purely acommercial decision from an airline carrier.

PROF SNAPE: So you would be very happy with this. | mean, it’s not- - -

MR MILLN: Butyou'reright. Itisdifferent inthe exchange of capacity, that if the
Australian capacity was fully utilised, then of course the foreign carrier would be
restrained.

PROF SNAPE: Under our suggestion, yes. Under thisone- - -
MR MILLN: Under the UK suggestion, yes.

PROF SNAPE: No, the UK wouldn’t be because the UK is saying, as | understand
it, that it would be unrestricted so long as it’ s reciprocated.

MR MILLN: Butwhat | am sayingisthat it'sthe bilateral partner didn’t free up
additional capacity for the Australian carrier, then the- - -

PROF SNAPE: That'sright. They have to agree to the same thing.

MR MILLN: What we're suggesting is that the suggestion in 8.2 should be shifted
to recommendation 5.

PROF SNAPE: Yes.

MRS OWENS: One of the other issues that you raiseisin relation to
recommendation 5.2. It’s about the consultation process in getting feedback and so
on. You support aformal approach to providing feedback from the consultation
processes. One of the issues that we have been looking at is how do you bring into
the process all the interests, all the competing interests, and have we got the process
right now. We have a TAG and we have all these other committees. There's going to
be an airport consultative committee and so on. So isthere any way that we could be
suggesting to improve that process so that it best picks up your interests as well as
those of the airlines. | waswondering if you had any suggestions. | take your point
here about you don’t necessarily want formal consultative meetings with large
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numbers of stake holders but my understanding is there’ safair bit of repetition
between the different committees and- - -

MR MILLN: Thereisbut | think it’s largely up to the states to undertake their own
consultations to make sure their own stakeholders are fully involved in the process.
We do that and we' re reasonably satisfied with the existing consultative mechanisms.
| mean, we talk directly to the department. We established an "agree to disagree”
type of relationship, and we have absolutely no quarrel with the free flow of
information to and from the Commonwealth department. We also participate in the
TAG group but prior to either of those consultationsit’s up to me to make sure that
the interests of other parties in the state that I’ m representing their views so that we
don’t need the Tuna Boat Owners Association and the South Australian Farmers
Federation independently to consult with the federal department.

MRSOWENS: Yes.

MR MILLN: We now have formed aliaison committee with our new airport
operator to ensure that Adelaide Airport Ltd and the South Australian government
sing from the same hymn book.

MRS OWENS: They’'re not crossing each other along the way.

MR MILLN: No. | think that’s very important but I’m not sure what the federal
department’ s intentions are with regard to consultation. | don’t think they have got it
very wrong at the moment, quite frankly. | think the gist of my commentsin our later
submission was that the consultation is good but that the feedback after negotiations,
we would like to see improve.

MRS OWENS: Yes. | think the department has actually acknowledged that and |
think has said to us that they probably will be doing something about that but we're
really just wondering if there was anything else that needed to be done to make sure
that the stakes and the airport are - - -

MR MILLN: | don't think we need to form another national group or anything.
MRS OWENS: No, wewouldn’'t be suggesting that.

MR McDERMOTT: No. | think we, certainly in South Australia, try and put
forward the voice of all the various groups. Whilst one could say that tourism looking
for inbound tourists to Australia and the export market, one could say have had the
major say so far as major stakeholders, we as the airport would be putting forward the
voice of, one could say, a consumer, "What does the consumer want? Does the
consumer want direct services?' Predominantly for the residents of South Australiais
almost usually a market for people who forget about - it’s always about bringing
people in and bringing in and taking exports out. We as the airport operator are as
keen to facilitate the travel arrangements of passengers from South Australia out of
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the country as we are seeing imports coming through the airport, so we always try
and give it that roundedness approach as well.

MRS OWENS: How do you get those people?

MR MILLN: We get to those people predominantly by looking at the surveysin
terms of where passengers are travelling to and travelling from, and at the moment
there' s something in the region of less than Soer cent of passengers out of the
4,000,000 leaving out of Adelaide travelling internationally. We know that that’s only
half the market that’s actually travelling internationally. We appreciate the hub and
spoke effects of the magjor airlinesin this country. However, if the consumer wants
direct services and they are not getting direct services, then is the volume there to
sustain it and if so how can that case be made to airlines.

It'sonly at that time if the barrier isabilateral issue that we would seek, one
could say, the open skies for Adelaide to be in place, that the consumer gets what they
want. So we know that at this moment in time an awful amount of passengers are
having to route via Melbourne and Sydney to get to their end destination which isn’t
Melbourne and Sydney. If there isthe volume there to fly direct they’re the
consumers we would be lobbying for hard - you know, in a hard way to make sure
that direct services can develop.

PROF SNAPE: Direct serviceswould include, for example, having to go out of
Singapore.

MR McDERMOTT: If it'sbetter for consumers that are backtracking to another
point and then having to go to Singapore, then of course we would want to encourage
growth inthe, as| say, relatively fragile network that we currently have at Adelaide
Airport and working closely with the existing carriers to grow incrementally and
facilitate their needs as well.

PROF SNAPE: | amthinking particularly of the way that Qantas hops out of
Singapore Airport at the moment to various parts of Australiaincluding Adelaide, |
think, yes. Then maybe there’ s a new opportunity for that with the alliance, Ansett
and Singapore.

MR MILLN: Wethink thereis. The risk with code sharing of courseisit’'sa
double-edge sword. Like, what we're hoping of courseisthat, and what Ansett have
assured us - is that the alliance between the carriers will result in Ansett feed to
Singapore Airlines out of Adelaide rather than Singapore Airlines feeding domestically
to their own flights out of Melbourne or Sydney for instance.

PROF SNAPE: Yes. What | was meaning was the same sort of fanning out that
Qantas gets from Singapore or you may get with Ansett out of Singapore.

MR MILLN: Yes.
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MR McDERMOTT: But at the end of the day we're aware of the relatively small
population in South Australia so it’s not going to grow exponentially or anything like
that, but it could over the next number of years hopefully double from avery
relatively small base.

MRS OWENS: Air service charges, you mention here, and | just want some
clarification as| don’t understand it. Y ou mention that the air service charges for
landing a Boeing 747 - thisis page 3 - in Adelaide is double those of Melbourne and
Sydney. | waswondering why it's so much higher at Adelaide.

MR MILLN: These are not airport operator charges. These are charges by the air
traffic control provider.

MRS OWENS: Yes, | understand that, but | couldn’t understand why it is double.
It'salot.

MR MILLN: Becausethey basicaly have a cost of service which is spread over the
throughput of the airport.

MRS OWENS: Okay. Soit’sthroughput related.

MR MILLN: Theairport throughput is low in terms of tonnes landed rather than
numbers of movements. Then the charge is relatively very high.

MRSOWENS: Yes. | just wanted that clarification.

MR MILLN: | think our point there was that that seems to me that whereasit’san
excellent economic principle for charges to be transparent, and that costs should be
related to the cost of delivery of the service, nevertheless that has resulted in an
outcome that is thoroughly at odds with federal policies which are to spread aviation
benefits to the regions.

PROF SNAPE: Doesthat principle apply throughout the system?

MR McDERMOTT: Yes.

PROF SNAPE: Inwhich caseit must be very expensive to land at Broome.

MR MILLN: | haven't got all my - it’s based on tonnes landed. So for instance
Darwin you expect to be high but in fact is quite low because of the number of- - -

MR McDERMOTT: Movements.
PROF SNAPE: Movements, yes.

MR MILLN: But Coolangattafor instanceis very high.
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PROF SNAPE: We haven't, | think, encountered up to this stage - | don’t think we
have had comment on that before.

MRS OWENS: No, wehaven't. That'swhy | wasinterested in how it was
calculated. Y ou don’t support the - in terms of the |ASC we had a recommendation
relating to the IASC not being involved in assessing viability of airlines and you
haven't supported that.

MR MILLN: | wascurious asto how you arrived at that recommendation. It

seems to me very sensible in terms of assuring that a public benefit is delivered; that
some assessment of the carrier’ s ability to deliver that benefit is made before awarding
the capacity. So the point was that if you wait for the airline to fall over, you have
wasted that capacity for however long that takes.

MRS OWENS: | think our concern was about duplication of processes. If there's
another part of the system that is considering that in the context of licensing and so
on, do you have to think about thistwice? | think that’s what we were getting at.

PROF SNAPE: It'stwo parts. It’sviability and anticipating approvals by
government agencies. | think that the view that we formed, rightly or wrongly, was
that viability is best |eft to the capital market - either they will get the capital or they
won't - and that for want of a better word bureaucrats are probably not the best class
of peopleto be judging the viability of commercial enterprises.

MR MILLN: | think part of the problem isthat it’s a chicken and the egg situation;
that the new start carrier can't raise capital until it can assure the capital market that it
has the capacity to operate, and the IASC won't award the capacity until it’s assured
of the airline’ sfinancial viability.

PROF SNAPE: Yes. Onthe other hand it could no doubt get it conditional on the
approval and that could in fact be brought to the attention. But then the anticipating
approvals by government agencies, it was redlly - it seemed to us that you were
running around the mulberry bush abit here; that you could get one if you could get
that one; and you could get that one if you could get this one.

MR MILLN: Yes, | seeyour point.

PROF SNAPE: You aretrying to short circuit that process. Although it has been
brought to our attention that it does run up against some international problems and
that the other parties to agreements will want to be assured that the airlines are
capable of running it so there is abit more to be looked at in that one. You'reworried
inyour 3.5.3 that New Zealand might get more of the benefits than Australiafrom
arrangements with New Zealand. | suppose our position on this has been that we're
not concerned whether one country would get more of the benefits than we would

but rather whether there is a positive net benefit for us. | used yesterday the analogy
of marriage in that context.
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MR MILLN: Yes.

PROF SNAPE: Itdoesn't gointo it onthe basis of saying that, "The other party is
going to get a bigger benefit than | am, well reject it because of that."

MR MILLN: | suppose we were an interested bystander only in that argument
because it’s difficult to see any benefit for South Australia coming out of the
suggestion. At the sametime - | mean, the benefits to carriers are obviously sort of
one-sided, one has to have a certain amount of sympathy for the Australian carriersin
giving away access to a market of 18 million people or whatever it is as opposed to
three.

PROF SNAPE: | think I keep coming back to thinking of Los Angelesvia
Auckland. Just as at the moment Singapore is a hubfor Qantas from Australia; that
is, it feeds into several parts of Australiainto Singapore and then flies on to Europe
from there. So one could envisage that with more fifth freedom rights, for example,
that Auckland could be a hub to join from various parts of Australiato fly on to

Los Angeles. That may or may not make sense commercially but just as one
contemplatesit - in which case, if that were to be feasible, then providing that option
would be a benefit to Adelaide, because they would then be feeding directly from say
Adelaide to Auckland.

MR McDERMOTT: | think the first stage we in South Australiawould like to see
would be direct services reinstated between Adelaide and NewZealand in the first
place. That'savailable; it’sjust acommercial decision.

PROF SNAPE: But this might facilitate that.

MR McDERMOTT: Exactly. If the benefits of that are better connection onward,
greater choice; then great. If the consumer gets a better deal from it, then we fully
support it.

PROF SNAPE: It may or may not be a good example commercially, but that’s the
type of arrangement that one could think of if there was a closer integration.

MRS OWENS: Peak-load pricing: | presume that Adelaide Airport’s peak-load
pricing is not really amajor issue. Y ou wouldn’t have a problem at peak periods,
would you?

MR McDERMOTT: No. Wewish.
MRS OWENS: [I'm not really clear from the submission whether you support the

idea or accept it. | think you' re probably leaning away from using a peak-load pricing
approach.
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MR McDERMOTT: Yes. Wedon't envisage it, to be perfectly honest, certainly
not in the near future, but in terms of pricing we naturally want to be as transparent as
possible, and peak load is usually avalue add that doesn’t really bear any relationship
to the cost of the airport operator in terms of pricing. It’susually an opportunity cost
or avalue add that the airline had to pay.

MRS OWENS: Doesit haveto be that way?

MR McDERMOTT: No, there arelots of different choices for pricing your peak
demand.

MRS OWENS: | don’'t know whether it’s applied at Manchester but- - -
MR McDERMOTT: No, wedon't.

PROF SNAPE: | think I’ve got through my list of questions. Would you like to
make any other statement or just leaveit asit is?

MR MILLN: | think I’'m done, thank you.
MR McDERMOTT: No. Thank you for your time.

PROF SNAPE: Thank you very much, as| say, for this submission. It’s nice when
something is, shall | say, 95per cent supported. It would be better if it were
100 per cent but we - - -

MR McDERMOTT: Welook to the next step. We look forward to your revised
recommendations.

PROF SNAPE: Thank you very much for it. Y ou know the process from now on.
| think our final report goes to the Treasurer on 12 September, it is due, and theniit’s
up to the government within certain legisative constraints as to when they release it.
So thank you very much. We'll now adjourn and we'll resume at 1.30, when we're

going to have the Australian Services Union and then following that Australia Word
Airways, and then finally we'll have the Australian Tourism Commission.

(Luncheon adjournment)
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PROF SNAPE: Wewill resume our hearings on the air services draft report and we
welcome very much this afternoon the Australian Services Union and we thank them
very much for their appearance, appearing before us, their submission and also the
submission which they gave earlier, which has been very helpful to us, and we thank
you also for the articles which you have enclosed with it as additional information.
We notice that one of those is on modelling with the Quiggin one and because of that
we should mention what was mentioned in the draft report, that there’ s a seminar on
Friday afternoon here to go over the modelling and, Brendan, you may wish to pass
that on to your colleagues, to remind them of that - as| say, particularly in the view
that one of the papers that you attach does have comments on modelling in general.

Now, our normal procedureis of course to tape the proceedings for the
transcript and we' d invite you, Brendan, to identify yourself and the organisation for
benefit of the tape please.

MR O’'CONNOR: Yes, thank you, commissioner. My name is Brendan O’ Connor.
| am assistant national secretary and | appear for the Australian Services Union.

PROF SNAPE: Thank you very much. We realise that you were expecting

Tim Lee to be here today and that unfortunately he’s sick - and give him our best
wishes for good recovery - but that you were at quite short notice in carrying this and
we recogni se the disadvantages that might put you under, but we're also very happy if
there are things that you think that you don’t have the background knowledge of
because you haven't been involved in it - very happy if you take things on notice and
giveit back to usin writing at an appropriate time. | wonder then with those caveats,
Brendan, whether you might like to speak to the submission.

MR O’'CONNOR: Yes, commissioner, and thank you for summing up the position
that the ASU findsitself in this afternoon. It isthe case that a number of officials, in
particular Tim Lee who has put in an inordinate amount of work in this area, were
unfortunately ill this morning and for that reason, as you’ ve indicated, the ASU would
like to foreshadow our intention to respond if it’ s possible this afternoon to any
particular questions that are raised by you to me at alater date, within the time
constraints of the hearings that you' re conducting. Having said that, thisis not
particularly my areabut | think it isfair to say to this commission that the Australian
Services Union is an organisation which has a direct interest in the proceedings and
clearly is concerned about the recommendations of the commission and the effects of
those recommendations.

It'salso fair to say, commissioner, that we have put together our position in
response to a draft report and clearly you have that before you. | think the ASU has
attempted to focus on those salient issues that we believe have direct bearing on the
matters before us today and so asit’sindicated in page 2 of the report we have, whilst
accepting some of the contentions, in fact argued that there are some deficienciesin
that we believe that there hasn’t been special attention or enough attention paid to the
aready structural changes that have occurred in recent history in the airline industry
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due to deregulation and also due also to the Qantas Australian merger and
privatisation and the impact it has on our members, those employees.

We also believe it hasn’t taken fully account of improvements that have occurred
as aresult of the many obligations that our organisation has accepted industrialy, at
least since 1987, in terms of the industrial changes that have occurred pursuant to the
Industrial Relations Commission’s decisionsin the last seven or eight or nine wage
cases. Wethink arising out of those obligations there have been certainly direct
benefits to the way in which operations occur in the industry and we believe that
hasn’t been fully acknowledged to the extent that we believe it could be.

We are certainly concerned with the safety of theindustry. | would think that
when one person talks of airlines or the airline industry safety is never far from one's
thoughts, one would hope. It would seem to our organisation to be a key issue, both
in terms of safety to those employees that work in and around the area but of course
also to the community and to the users of the service. Now, we hold the view - and |
think it’s shared by most commentators - that the Australian airlinesindustry isavery
capable one and has a reputation of impeccable safety when compared perhapsto
other areas. What we are concerned is that if there are to be changes within the
industry that safety isn’t forfeited for what would be perceived to be short-term gain.
So we do point out that that is an issue of utmost concern to us, as|’m sureit isto the
consumers of the service.

WEe're also concerned that if there isto be a benefit arising from the
recommendations of the report, particularly in relation to the employment growth,
that that be fully shown. We're not of the view that it has been fully substantiated
that there can be a net benefit of employment growth as aresult of further
deregulation. We would say that there hasto be clearly firstly again in employment
and further a net gain in employment, to argue that that’s one of the benefits that may
arise out of changesto the current regulations. It’s those issues and a number of
others that are of most concern to us and | believe we have attempted to refer - under
each sub-part we have referred to those points | now raise.

Commissioner, as| say, as|’m not fully aware or fully au fait with the details of
this submission, it’s not for me really to go further. But I’'m happy to answer questions
if 1 feel that I’'min apositionto do so. Otherwise, as| said earlier, commissioner, I'm
happy also to respond at alater date at the convenience of the commission.

PROF SNAPE: Thank you very much, Brendan. That’s a helpful statement and we
realise the position that you'rein. Of course the transcript does get sent to the
participants, that is the relationship participants, and so you should get atranscript of
these proceedings fairly soon. So | think that possibly some of the things that Helen
and | might make on a comment, you possibly would like the comments that we might
make. Y ou might wish to take the transcript to your colleagues so that they could see
how we' ve reacted.

MR O’'CONNOR: I'd be happy to.
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PROF SNAPE: During the course of thisinquiry of course the Industry
Commission disappeared and it was absorbed into the new Productivity Commission,
and of courseit isthe new act which is defining our obligations. In the submission
you quote a section of the act with a number of points under it. Onething | would
just emphasise alittle bit, that in the first sentence or the lead sentence of the section
which is quoted it says, "In the performance of its functions® and | think that it's
"functions" which is an important word there. It doesn’t mean to say that in every
report it must be explicitly addressed. It says, "In the performance of its functions the
commission must have regard to the need." Now, there are also | think interesting
words in the way that they’ re expressed, "must have regard to the need,” and then
there are a number of points which are listed under there and you’ re indicating that
there are four of those to which we gave inadequate attention, in your view.

| would say that we have in fact given regard to the need to address these
guestions. The weight that were to be given to each of them will differ from inquiry
to inquiry and fairly obviously, depending upon the subject matter of the inquiry.
WEe' ve got one which is, for example, to promote regional development. Well, it's
quite possible that the commission will receive an inquiry that refers something
specifically to cities and in which case it may be entirely irrelevant in the way that the
terms of reference were cast, and that’ s just an example. So the emphasis will differ
from inquiry to inquiry. | would say that we have in fact given regard- - -

MR O'CONNOR: May | just - sorry. No, | was just going to make that point in
respect of, as you said you could be more specific and not include certain areas, and
that’ s entirely proper so long as something focusing specifically on an area such as
cities doesn’t have an indirect result that may affect the broader areas and they haven’t
been considered. | suppose that’s maybe what we were considering when we made
the submission.

PROF SNAPE: Yes, | takethat point. But the emphasis must of course differ from
inquiry to inquiry. But then going on to the various points which you make and which
are summarised on the page 2 and then addressed in detail later on, with respect to the
first two, that is, the structural changes which have occurred due to various things

that have occurred in the last years - privatisation, deregulation etcetera, etcetera -

and the effect they’ ve had on employees and aso for the improvements in productivity
and efficiency etcetera, and again we are drawing attention to the efforts of

employees, similar points have been made to us by the Department of Transport and
by Qantas in particular and we take those points.

| think that particularly at the beginning of chapter 4 we do address them but we
address them over two or three pages as a backdrop to what we then go on to
examine and | think it’s quite fair to say that change and the adjustment to that change
and the improvements in productivity and the efforts of the employees etcetera do not
permeate the report. Weregard it as a backdrop and went on, and we take that point
and will addressit in the final report, that we may not have given the credit that was
due. It was not due to any lack of will to do so, but we take that point.
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MR O’'CONNOR: It'sjust amatter of emphasis | suppose to the extent that those
matters are considered.

PROF SNAPE: That'sright. It isemphasisand the way it comes out, in a sense,
and we took it as a backdrop and went on and | think that the fact that the changes
that we are recommending to a significant extent are in fact a development of the way
that the things have been going in the past and the department was particularly
concerned that we didn’t give that emphasisto it, and we take that point.

I'll skip the third point and go to the fourth one, | think, because I’ [| come back
to the third one. "Does not address the net employment impact of its
recommendations,” was the next one. Aswe indicate at quite some length in the
report, thisindustry is not like other industries. Because of the nature of the
regul ations etcetera, the manner in which this product, this service, is traded differs
very, very much from others. It isnot like many industries that the commission has
looked at in the past in which we can say if we lower the barriers at the front here, for
example, then we can make some estimates of the increased imports, we can make
some estimates of the effect that it might have on domestic production, on
employment and so on. In many cases we' re able to do that.

In this case the whole structure is different. It’s different because anything that
we do isin anegotiating context. We have not, as you acknowledge in this, gone for
unilateral liberalisation. It’snot just us opening it up and then seeing what happens.
It'sin fact going for anegotiated liberalisation. Therefore the effects that will happen
in terms of the structure of the industry - in this very rapidly-growing industry, I might
say, not contracting industry like many of the industries we look at - the structure that
will emerge is not going to just be determined by what we do but it’s also going to be
determined very much by what we' re able to negotiate with our partners and what
other countries do too. Therefore we're not able in fact to be making the same sort of
analysis of the effects specifically on the Australian industry when what is going to
emerge is far from being within the degree of control it isin most industries, because
of that negotiating framework.

Asl said, thisisarapidly growing industry in the world and in Australia, soit’s
in agrowth context. It’sin acontext where a huge host of changes are going on, with
alliances and various other things, al of these, and as | say, a negotiated aspect of it
too, so that it'snot in our control. We can’'t even produce an international air service
in this country unless another country lets us do it, and that is even for Australians,
which is essentially Qantas supplying it to Australians as a domestic transaction. Not
even that can be done unless the country at the other end isagreeing to it. Soit’sfor
that reason that we're not really able in this case to make any estimate of, as you say,
the net employment impact of its recommendations. That’s not to say that there may
not be implications for the employment conditions etcetera etcetera as you refer to,
but | think one hasto seethat it is different from many others.
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Asto the balance of payments, that was not put in the list of the things that we
have to take regard to, and | would say that that’s very fortunate because | don’t think
that one can do this. In aday of floating exchange rates and very volatile capital
movements one does not know and one really cannot estimate what any change in the
regulatory structure for a particular industry will have on the balance of payments. So
you don't really go on to expand on that much elsewhere, but I’ll say we didn’t address
that and in fact | would argue that we should not address that in this case of floating
exchange and in the type of economy that we' ve got these days.

That brings us to safety, which isthethird point. | think actually there might be
atypo in the third point as it stands because, as it reads, the report is deficient in that
it does not adequately make the case that its recommendations will damage Australia’' s
internationally renowned record for airline safety. | take the point but not quite the
English | think in that case, but we of course have not suggested that it would damage
it, let alone make a case for it. But, taking the point that is elaborated on later, we
had a very lengthy discussion yesterday with the Pilots Association and they spoke
quite at length about safety implications and gave us a number of articles.

We do have a sentence or two in the draft report where we say that we haven't
seen any evidence that the sort of liberalisation that we are suggesting would in fact
have implications for safety. There are a number of arguments that one can put why it
might and so on, but when we come to hard evidence and we are trying to make
comparisons with other countries where there has been liberalisation, for example, the
articles which were supplied to us on this subject - and they’ re academic articles.
There has been quite some sophisticated testing of the proposition with respect to the
United States, and the evidence does not support the proposition that liberalisation or,
in the case of the United States, deregulation, has had a significant effect upon
accidents or incidents.

On what we've heard so far in terms of hard evidence we would not | think wish
to change the thrust of what we said. We are still open to being convinced on it by
evidence rather than by arguments, and we' ve had the analytical arguments put to us
of what might be neglected etcetera etcetera, but nevertheless when it comes to the
hard evidence we have yet to see any substantial evidence. We would take the point
that we probably should address this question in rather more detail than we have so
far, but I think that in terms of changing the position that we stated we yet have to be
convinced.

MR O’'CONNOR: Isit the commission’s view that the industry in the United States
and the industry in Australia have comparable safety standards today?

PROF SNAPE: [I'm not quite sure that we have aview on that as such. The
Australian industry, as you point out, has got an exemplary safety record, and that
safety record, when we're talking about the type of airlines that we're talking about in
thisreport, in terms of incidents or accidents, we have not had any evidence which
would show that the changes in Australia so far have had effect on incidents or
accidents. So there are anecdotes, but there are always anecdotes, but when one
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looks at hard statistical evidence we haven't had that, and in the United States, just
looking at the changes in the United States also, looking at it in aggregate again we
don’t see any significant evidence.

Part of the problem in thisisthat fortunately accidents, particularly accidents
rather than incidents - the evidence on accidents is very much stronger - are very
infrequent events. When you’ ve got infrequent events like that you can easily get blips
on the data, so that one needs a significant seriesin order to be able to discover
trends. But so far the evidence that we have from these academic studies, which seem
to be very soundly based analytically and which were supplied yesterday - or our
attention was drawn to them by the pilots' union - would not lead us to change our
view.

MR O’'CONNOR: We may wish to respond particularly with respect to the matters
you raised in relation to gleaning from the United States figures after their
liberalisation, where there' s been in your view, if anything, a negligible effect on
safety. We may want to respond to that, and we may also need to respond | think as
to whether we should be comparing Australia with the United States. If | can just
proffer aview now, it may be the case that, given the differences that may have
aready existed in both countries, if it is the case that there' s been no major effect to
safety in the United States, it may well be the case that liberalisation wouldn’t have
affected their existing arrangement. That may not be the case, however, in Australia,
given the standard and given the relative difference in safety. But if weseeit’s
reasonabl e to focus and respond on that particular issue, if it’'s of assistance to the
commission, we certainly will do so in relation to that point.

MRS OWENS: Interms of your question about Australian safety versus the US, we
haven't actually been looking at that, as Prof Snape said, but the Pilots Association
submission that we got the other day has got some very interesting attachments which
compare whole loss accidents annual rates between US operators and non-US
operators, and it basically shows what’ s been happening between 1960 and 1996.
There'sadownward trend for both US and non-US. There was a significant
difference early on but "non-US operators" has got to be everybody.

MR O’'CONNOR: | was about to say there could be afew non-US airlines that
would bring that areainto disrepute; I’m not sure.

MRS OWENS: Sothetrend lines are actually higher for the non-US but you’ ve got
everybody else lumped into that.

MR O’'CONNOR: Yes.
MRS OWENS: But it would berealy interesting- - -

MR O’'CONNOR: If you could break it down further.
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MRS OWENS: - - -if you could have that sort of information for Australia and the
us.

MR O'CONNOR: Yes, itwould. I think it would make it easier to compare, given
the comments made.

MRS OWENS: There has been avery significant downward trend nevertheless, and
the articles that Prof Snape referred to also show in the context of the US this
downward trend as well.

MR O’'CONNOR: Downward trend in terms of accidents?
MRS OWENS: Accidentsand fatalities.

MR O’'CONNOR: Whichisof course welcome. That seemsto us as aresult of
improvements to technology and improvements to systems of operation, but- - -

MRS OWENS: Yes, there'salot of other things going on at the sametimeand it’s
very hard to disentangle the effect of deregulation and the effect of just structural
change in the industry, the technological change and so on. It’s an interesting exercise
to be done, | think.

MR O’'CONNOR: It'shard to work out who's responsible for the good and bad,
but certainly there have been more things happening than just the liberalisation of the
airline industry in the US that may have produced safety results, if that is the case, |
would think.

MRS OWENS: But | think we take your point that, whatever comes out of an
inquiry such asthis, it’s one of the issues that you certainly can’t afford to ignore. |
don’t think we intend to do that; just to recognise the difficulties that we have with
that particular issue.

MR O’'CONNOR: | concede that.

PROF SNAPE: | think possibly there’'s one other point of clarification that | wasn’t
quite sure what to do with; let’s put it that way. That refers to the international
obligations where mention is made of the ILO commitments and a statement on

page 12 where, "If the Productivity Commission ignores Australid’ s international
obligations and commitments in terms of labour standards,” and over the page, "The
report would benefit from inclusion of Australia’'s commitment to international |abour
standards.” Again | suspect you're not in a position to elaborate on that but | am not
quite sure what to do with that frankly in terms of write areport.

MR O’'CONNOR: | mean, without going to the issue in detail, clearly it'samajor
issue for usif there is a covenant that this country has with another or with a series of
other countries, asisthe case with ILO conventions. Clearly they have to be
recognised when there are recommendations that may be embraced by any
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government of the day, and if there is a potential breach, then clearly it should be
brought to the attention of any body that’s sitting to consider changes which may
precipitate that breach. But again, given my position, if we need to perhaps clarify -
we believeit’s clear there but if there' s anything that you seek for clarification or
you're asking us to justify its relevance, then we' re happy to perhaps add to that.

PROF SNAPE: | think that’s overstating it. It'sreally that | assume there' s nothing
aviation specific, in which caseit’sjust ageneral statement.

MR O’'CONNOR: No, we would suggest it runs through all industries, given the
obligations are to employees in Australia as awhole, wherever they work.

MRS OWENS: Canl ask inthat context, if these issues are being looked at for
example at APEC, would this be something that would be picked up in that context?

MR O’'CONNOR: Wewould believe so. | would be of the view that any
government that has ratifies or has accepted the particular convention, whether it be a
United Nations convention or any other convention - in this case an ILO convention -
it should be referred to anybody that would affect that, and that’ s whether it's APEC
or anywhere else. | know for example that when NAFTA has sat down the issues of
ILO conventions come up readily. I’'m not trying to go off the point; I am just trying
to exemplify our contention by saying that other large organisations when they’re
looking at international trade or international treaties |ook at labour relations and look
at what obligations each country has when deliberating. Now, we just say that
Australia has certain industrial obligations and they should be considered if those
obligations are going to be unfulfilled because of a change in an industry.

MRS OWENS: [I'dliketo return just very briefly to the issue of the net impact on
employment and just add to what Richard said. He raised the problems that we have
when you' re talking about this industry, which is different from other industries, but in
terms of establishing what the net effect is on employment there are swings and
roundabouts. | don’t know what would happen under our recommendations in the
airlineindustry in Australia but there would be potential, if there was any loss of jobs -
and | don’t know whether that would be the case - to pick up some jobsin regional
areas or in the tourism industry and so on. So, | mean, that’s another factor.

The other problem - it's a bit like the problem we have with safety. It'svery
difficult to disentangle what’ s going on because of other factors that are occurring.
Therewas just an article in today’ s Financial Review about a possible deal between
Air New Zealand and Ansett, for example, as aresult of their alliance, where they’re
talking about bringing together their engineering and maintenance divisions. | gather
the union movement has been involved in that - and | don’t know whether it’s your
union or another union - and that could | presume have some impact on jobs at both
ends. So there are other things happening as a result of globalisation and airline
aliances which could also be having an impact on jobs both now and in the future,
and it’s very hard to sort of disentangle all those other factors that are occurring.
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MR O’'CONNOR: Sure. Wedon't say it’'s possible to estimate down to specifics,
and of course given the situation that the commission has already outlined this
afternoon to me, that it’ s difficult given that there' s no capacity to unilaterally change
without other people being involved, of course; it’simpossible. But what we do say is
that, if there are trends either in loss or gaining of employment, they should be
considered, and with respect to New Zealand the fact is that the unions and countries
will cooperate and airline companies will cooperate when it’sin their interests and
within the regulations that control them.

But in relation to New Zealand, for example, that may not be anet gain. The
fact from what | understand is it may be anet gain and it may be anet gain for
New Zealand in that the disparity in the markets - that if you get equal entree into
each other’ s markets and the Australian airlines get a greater capacity to deal in
New Zealand, because they have some already now - | know Qantas has some now -
and have New Zealand airlines erating here in a greater capacity, | would say they
would then be of a net benefit; they would get a greater share potentialy.

So I'm sure that the airline companies will operate in their best interests, but in
relation to the commission’ s recommendations, if we' re to have regard to employment,
which is one of the issues for you, then we say that we can see some dangers of losing
employment. | think that’s amajor issue, given the current economic and political
climate of this country. To see Australian jobs being lost potentially even and for that
to be a recommendation of any board set up by afederal government in our view isa
real problem. It really doesn’t seem to take into account the current economic
climate, and | think that would be unfortunate.

PROF SNAPE: Yes, | take the point but again | think that very exampleillustrates
some of the problems. We know that Ansett’ s trying to restructure a number of its
activitiesto improveitsfinancial position. That initself has got implications for
employment and so there are indirect effects aswell asdirect. Secondly, with respect
to that particular exercise, it could be that they’ re trying to position themselves so that
they can be undertaking more maintenance for third parties. If that is so, then what
might seem to be a reduction of employment in the short term by amalgamation may
in fact, even in that specific activity, be an increase in employment in the longer term.

MR O’'CONNOR: Aslong as most of the swings and roundabouts are here and not
in other countries | suppose we'll be happy, but that isamajor issue. | supposeit’s
difficult to work out precisely.

MRS OWENS: Youmay not have read our report but we had aregional package in
the report which involved freeing up unilaterally access to secondary airports. Did
you see that as being advantageous or did you- - -

MR O’CONNOR: | can't respond to that unfortunately but we will respond to it if
you wish in relation to that particular matter of secondary airports.

PROF SNAPE: If you wish to respond that’s fine.
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MR O’'CONNOR: Okay. W€'ll do so, yes.

PROF SNAPE: WEe¢'ll leave that to you.

MR O’'CONNOR: Thank you.

MRS OWENS: Thereissomething in the submission in the context of employment.

MR O’'CONNOR: Yes. I'd rather not make comment but | certainly am happy to
forward something to you if that’s okay.

MRS OWENS: That'sfine.

PROF SNAPE: | think we've outlined the reaction we had. That was avery

positive reaction in terms of thanking the union very much for making the submission
and the earlier submissions and also the articles which you’ ve given, coming before us.
We appreciate that very much and we also appreciate, Brendan, the position that
you'rein today and thank you for doing it at such short notice.

MR O’'CONNOR: Again we apologise in relation to the unfortunate situation we
found ourselvesin today, but we will respond to those points. Thanks again for
understanding our position .

PROF SNAPE: Thank you very much. Just as soon as we shuffle around alittle bit
we' |l have Australia World Airways - that’ s next on the agenda - and Bryan Palmer
and Simon Warranders, | think.
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PROF SNAPE: Okay. We€'ll resume. We have Australia World Airways with us
and we' ve got Bryan Palmer and Simon Warranders with us. We're very grateful to
Australia World Airways for the contributions that they have made to usin this
inquiry. AustraliaWorld arein quite an unusual position in that they have been
knocking at the door for quite along time and flying, and | suspect they’re uniquein
thisregard in terms of the length of time that they’ ve been negotiating and receiving
an allocation of capacity. Sothey’rein aposition to be able to comment on processes
in away that perhaps no-one elseis, and we're very grateful to you for the
contributions that you have made.

Y ou will know the procedures and we' |l ask both of you to identify yourselves
on the tape so that the court reporter is able to say who' s voice iswho, so we'll invite
you to do that now.

MR WARRENDERS: Simon Warranders, Australia World Airways.
MR PALMER: BryanPamer AustraliaWorld Airways.

PROF SNAPE: Thank you very much. Who is going to lead off? Would you like
to speak to your submission?

MR WARRENDERS: Firstly, thank you, Richard and Helen. We're very pleased
to be here today and we' d like to say that we have been through the Productivity
Commission’s draft report and we certainly welcome the report and we want to say
what an extensive and certainly comprehensive report it is. We submitted last time, in
March to the first round of public hearings, to the Productivity Commission and we've
submitted subsequently in response to your draft recommendations for the draft

report. Thereisashort response along those lines which we will submit to the public
register. In commenting and talking through our report, the first point we want to
make is regarding just some quotes which were made in the draft report regarding our
cost structure and our involvement in the process of the IASC allocation procedures.

Firstly we would like to say that in section 6, page 133, under the section
Capacity Allocation and the IASC, there were costs ranging from 350 to 400
thousand dollars which relate to our costs in terms of our procedure through the
IASC allocation process. We really have in our response just highlighted directly
what those costs have been attributed to. In addition we've said that, to achieve our
objective and to meet the government requirement with which we' ve had to proceed
through, we as a company have a paid-up capital close to $1,000,000, which we take
asthe cost of bringing Australia World Airwaysto its current state.

In section 6, page 131, under Capacity Allocation and the IASC, afigure of
$400,000 was noted as the costs associated with satisfying CASA of AW’ s ability to
meet its AOC licensing criteria. What we want to clarify is that this expense
constitutes the total estimates costs of all the necessary procedures associated with
obtaining an AOC. There are however significant additional costs for a start-up
airlines such as ourselvesin our pre-application expenditure.
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Under section 3 of your draft report under Australia’ s Aviation Policy and
Process, what I’ d like to do is merely emphasise one or two points in terms of your
recommendations. We certainly agree that the minister’s policy statement plays an
important role in the interpretation and implementation of the IASC Act 1992, and in
this respect we felt that it was quite appropriate to have the policy statements
published and updated regularly. Under 4.2 of your recommendations we agreed with
your comments and we felt that the IASC certainly plays a pivotal rolein the
coordination and allocation of capacity.

Under recommendation 5.1, aRegional Reform Package, the point we would
like to emphasise here, although it doesn’t necessarily affect AustraliaWorld Airways
we would really just like to say that we felt that if there were unrestricted rights for
foreign airlines to uplift domestic freight this may damage the viability of domestic
airlines, particularly if there was no reciprocal trade-off in that arrangement. Running
through to your recommendations under the International Air Services Commission
under 6.4, we agree with your proposal in respect of automatic allocation by the
Department of Transport and Regional Devel opment where capacity is uncontested or
unconstrained.

Under your recommendation 6.5, with which we agree, we would like to state
that we felt that the International Air Services Commission has a significant role to
play in the determination of capacity allocations in circumstances other than where the
capacity is uncontested or unconstrained. Under your recommendations in section 8
onwards, Further Liberalisation, in brief we'd like to make a general comment, to say
that Australia World Airways supports the Productivity Commission’s
recommendations in encouraging further liberalisation of ASAsto achieve amore
flexible industry environment and therefore hopefully a more competitive industry
environment.

We felt that there were dangers in uncontrolled growth of in particular
commercial alliances which could well result in the reduction of competition through
the formation of perhaps perceived or actual cartels which may inhibit the
establishment or growth of start-up airlines. Interms of liberalising ASA agreements,
we felt that obviously there needed to be a dual agreement at both ends of any
particular route involved. We felt that any major structural change should be carefully
considered in line with these comments, asif not there’ s a possibility that there could
be aresultant decrease in competition. In finalising our comments under that point,
AustraliaWorld Airways would like to witness a global industry environment whereby
we felt the larger or mega alliances would compete with each other, with regulations
in place to ensure sufficient access for new niche airlines.

Point 5, in terms of access to airports, we really wanted to state that the
Productivity Commission perhaps should give consideration to the availability of
terminal space in aderegulated, liberalised or more competitive environment,
especialy interms of start-up airlines.
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In closing, we want to make a comment on foreign investment restrictions. As
a start-up airline we believe that the current restrictions in respect of foreign
investment should perhaps be relaxed to enable capital to be acquired for start-up
carrierswhereit isnot readily available in Australia. Obviously this has particul ar
significance to our start-up. That really isasummation of the pointswe'd like to raise
today.

MR PALMER: If I could just add something on this foreign investment, I know
there are reasons why with airlines they think that there shouldn’t be strong foreign
investment in Australian airlines, but one could draw the analogy of course with other
equally or perhaps more important industries such as energy, electricity and things of
that nature, where we don’'t have the similar restrictions imposed. Yet | suppose we
could more easily do without airlines than we could do without electricity. | was
reading in the newspaper today that Edison came top as the most important person
the group could think of. | noticesthe Wright brothers didn’t get amention, so | think
that relaxation in that areais important.

PROF SNAPE: Good, thanks very much, Simon and Bryan. With respect to the
aliance formation that you referred to and the threats to competition that you fear
come from it, are the processes of the ACCC not adequate to guard against the type
of cartel and monopolistic practices to which you refer?

MR PALMER: Yes, | think they might be but you’ ve got to bear in mind that alot
of these might originate in areas where such stringent controls didn’t apply. Whether
our own control in the ACCC would impinge on that, | don’t know. One would think
at the present time that they would intervene. However, | suppose there are some
examples recently that they’ ve looked at in respect of airlines where they have given in
in relation to what perhaps we could have perceived to be restricted competition.

PROF SNAPE: | suppose the examples that you have in mind in the airlines
industry are the BA-Qantas and the Singapore-Ansett-Air NewZealand. Have either
of those had serious implications for your plans, that you would see them as inhibiting
the competition that you might otherwise have been giving?

MR PALMER: 1 think probably an example we gquoted last time was the
code-sharing arrangement between Qantas and British Airways, which we believe
would have along-term adverse effect if we were to become operational. That’sthe
only example | can think of. | haven’t studied it in much detail but that’s the only one
| can readily bring to mind. At this stage those are relatively new and | suppose they
have implications for the future where already there are discussions amongst airlines
to become more deeply involved in these sort of alliances.

PROF SNAPE: | supposethat anew start-up airline that hasn't yet started flying
does have some difficulty making alliances, but are alliances on your agenda?

MR WARRENDERS: ['dliketo comment on that; most certainly. As part of
building our infrastructure for commercia operations and also in terms of providing
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the International Air Services Commission with evidence of our ability to operate
internationally, we developed a business strategy which we proposed to the
commission, and that certainly did involve alliance in Europe with a smaller carrier,
which we felt would benefit the start-up of Australia World Airways in many areasin
that region.

PROF SNAPE: Have you thought it necessary to bring that proposal to the
attention of the ACCC?

MR WARRENDERS: Interms of nominating the framework of our alliance?
PROF SNAPE: Yes.

MR WARRENDERS: No, not at thisstage. | think rather than a marketing
aliance it may be more a business partner in commercial aliance.

PROF SNAPE: Soit’snot one that would have implications for competition in
Australiathat already exists?

MR WARRENDERS: Certainly not.

PROF SNAPE: | take your point about the difficulty of raising capital, and we
make reference | think in the report to the difficulties of start-up airlines getting
capital when the equity that they can offer to other partiesin other countriesis very
circumscribed. But of course, if one were to be offering greater equity, then that
makes a problem with the designation. It's one thing to say that you'd like to have
50 per cent foreign equity in it or whatever you would like but, of course, when one
gets to that then one runs up against the rules of designation as an Australian airline.

MR PALMER: Yes, it certainly does and we' ve taken that into account in the
comments we' ve made. But in the whole liberalisation process these, and particularly
with the ASAs - of course these things may well be taken into account at that time
and it could change the whole procedure and the manner in which the ASAs are
negotiated. | think if they were designated, even if they had a bigger foreign
ownership involvement, the manner in which the carrier was designated on a
government to government basis, could possibly overcome that difficulty of a strong
foreign investment in the carrier.

MRS OWENS: | was going to ask about a comment you have at the bottom of
page 2 where you' re referring to our recommendation 4.2 which is about trying to
improve the consultation process in the context of negotiating air service agreements
and you make the comment that you think that the same requirement should apply to
the IASC. | suppose that raises the question about what happens now and why you
think that there needs to be some improvement in the IASC’ s consultation.

MR PALMER: | suppose at the present timeit’s avery involved process going
through the IASC. 1 think thisiswhat you’re referring to in relation to the various
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route applications, so that if you were making an application, say, for an uncontested
route, you' d still have to go through the same very involved and costly processto
obtain alicence or approval, capacity approval, and we believe that some of those
processes could be simplified and should particularly also apply to the point that we' ve
made in relation to assessing the commercial viability of the project where we believe
it should be left to the board of directors of the airline rather than the IASC. We're

not incidentally blaming them for that. We know that it’s part of the requirement of
the act that they should do that, but we believe it could be smplified. Wherethereis

a competing application of course, then that poses a different problem altogether.

MRS OWENS: But you've actually said in response to one of our other
recommendations relating to moving the uncontested applications out of the IASC
into the department - you seem to be there supporting retaining arole for the IASC in
those uncontested applications.

MR PALMER: | think maybeif | could comment just on that response, we have an
amended response to that.

MRS OWENS: Okay, thisisone which you’ ve changed.

MR PALMER: Exactly, and there was a contradiction in - or there was an
amended version we have of that and what we're basically saying isthat, as| stated
when | was running through our report, we do feel that the IASC has a pivotal rolein
coordinating an allocation of capacity where capacity is contested whereas- - -

MRS OWENS: Sowhereit'snot contested you' d be happy to see just asimple
processand - - -

MR PALMER: We agree with the Productivity - absolutely.

MRS OWENS: Theother thing | wasn't clear on was your response to our
proposal. We asked for comments relating to a proposal that start-up provisions
should be removed from the policy statement of the minister and | would presume
you'd have afairly certain or positive view, or you' d have a view on that particular
proposal that we should know about.

MR WARRENDERS: Asfar asthe start-up provisionsin terms of a designation
or capacity, they apply to the new entrant on any route. Now, | supposeif we are a
new entrant on aroute, yes, we would certainly want to see - or we would be
encouraged to see the retention of the start-up provision. However, it really depends
on the status of the carrier on - - -

MRS OWENS: | mean, if you fly the route that you have approval for you’re the
first airline into that route. So Qantas can come along next year and say, "Well, we
want aflight," and they’ d become the start-up.

MR WARRENDERS: That isin fact the circumstance that I'm referring to.
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MRSOWENS: Yes.

MR WARRENDERS: Then the benefit | suppose of those provisions- - -
MRS OWENS: Soit could work both ways for you?

MR WARRENDERS: It could. Well, that’s the point I’m making.
MRSOWENS: Yes

MR WARRENDERS: And | think if it'sretained - we actually made this point in
our last submission and we struck this situation with the commission, that perhapsit’s
not an anomaly but thereis certainly agrey areain terms of the start-up provisions
and the nominational status of a carrier as anew entrant or an incumbent and whether
or not they comply with the start-up procedure or start-up provisions on aroute.

MRS OWENS: WEe vejust been handed the revised version of your submission.

MR PALMER: Yes, | think it'sinteresting that you could get Qantas as being seen
to be - well, just using them as an example or Ansett or any case, as a start-up carrier
when they’ ve been operating for 75 years and we' ve been operating for 75 days
perhaps. So | think that’s where the confusion - it needs to be better defined asto
what is an incumbent airline because at the moment | think it arises because of
necessity of the IASC to do their determinations route by route, not taking into
account the situation of the airline concerned, and | do think that needs some form of
clarification or amendment.

MR WARRENDERS: Helen, inthe example that you quoted, that that isin fact
the example that we refer to, isif we have a capacity alocation on aroute we become
the incumbent and then an established carrier may well receive under multiple
designation a capacity allocation, they in fact become the start-up. So we would like
to see some clarification on those points.

MRS OWENS: It'samatter of degree asto what you do about that provision. |
mean, you could change the definition so start-up provisions relate to small new
carriers and only small new carriers or you could drop it altogether.

MR WARRENDERS: It wasour experience that the minister’s policy statement at
thetimereally stated that - underlined that it was desirable for capacity to be utilised.
Then you had the degrees of utilisation which fell in behind that policy statement,
which in turn influenced the allocation or the criteriafor allocation.

MR PALMER: Andalso, if | might say so, impinges on the comments that you
have made in relation to the renewal where you think it should be in perpetuity | think
and | think we believe the same because that again gets tangled up in the same
problem.
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PROF SNAPE: Aslong asthere sauser, useit or loseit.
MR PALMER: Yes, of course.

MRS OWENS: [|'m just checking to seeif there’s anything else | wanted to ask you.
| think there was, but | can’t remember what it was. | was going to ask you, you've
very kindly given us more information about your costs and | think that we quoted the
figures in the report based on our discussions at the last hearings and that’ s good to
have the clarification. | waswondering if you have any views as to whether there’s
any room to reduce those costs. Did you encounter duplication in processes that you
think could be removed or do you think there would be a better way of doing it
whereby you could actually save some money?

MR WARRENDERS: If | could just clarify, in terms of our process through the
|ASC and the costs that we incurred in that process?

MRS OWENS: There sthe | ASC and the licensing, the CASA. There stwo lots of
figures. You've got two lots of figures and I’m wondering whether there’ s any room
to streamline things so that you'’ re not out of pocket so much.

MR WARRENDERS: 1 think really we' ve made the point that as we see a pivotal
role for the IASC, we certainly feel that in many respects there could be a streamlining
of the allocation criteria. In terms of the amount or the figures that we' ve quoted,
obviously to establish a new start-up airline on certain routes the amount of money
that’ s required to do that is extensive in terms of even prior to commercial operations,
in terms of constructing a business plan, building a company structure and employing
the necessary professionalsin all disciplinesto build an airline and obviously the
amount of money that isrequired is substantial. However, to answer your question,
obviously we would like to see - perhaps if there’ s another start-up airline there are
perhaps ways that it could be streamlined to save costs.

MRS OWENS: Any suggestions?

MR PALMER: W:éll, | think the actual process at the moment is quite complicated
and particularly in relation to the commercial viability, that you could be subject to
challenge al the time on, you know, your assessment of the - what you believe to be a
commercially sound proposition as against what the IASC - who are required
incidentally to do that, to make their own determination on that. We made a number
of applications. When some other carrier applied for the route we had to submit
another application.

These applications are extraordinarily detailed. |1 meanwe produced - it was
something of the unabridged edition of Ulysses by the time that we' d finished with this
and of course the processes of building up an application and a submission of those
dimensions becomes extremely costly. You've got to have an input from a number of
areas and | think that it would be necessary to change the whole processing procedure
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that is required at the moment through the IASC. That is quite a complicated
arrangement.

PROF SNAPE: Asone getstowards the end of hearings one's mind latches onto
things | suppose and the idea of giving a submission the IASC in a stream of
consciousness alaUlyssesis very tempting as athought. | suppose the question
though isif one is thinking of these costs one had to get a business plan anyway and
one had to go through alot of these things. I’'m not quite sure whether this estimate
of 300 and 400 thousand is really the additional costs which were warranted by the
|ASC process or whether they were the total costs that you were involved in getting
up a business plan anyway, which you’' d have had to do anyway.

MR PALMER: It'strue; part of it would be the necessity of getting a business plan.

PROF SNAPE: Okay. So quitealot of thisisredly costs that you would have had
to incur anyway.

MR PALMER: Yesbut, Prof Snape, | think the problem arises here that of
necessity, because of the requirements that the IASC are under or the constraints that
they operate under, it took along time - it took 4 years, | think - to get approval to
finally satisfy the IASC, because one of the requirements was that we had to have our
funding in place. We were confronted with a dilemma that we couldn’t go to people
for funding until we had approval from the IASC and the IASC wouldn’t give us
approval until we had the funding. That went on and on and on, that process, until
eventually we managed to persuade them to give it to us subject to funding for a
limited time. We had to get our funding within a prescribed. Now, that involves a
very difficult situation and the time alone involved in that, of course, of keeping an
office open and all those sorts of costs that go along with that, do add to the total cost
of any start-up carrier.

PROF SNAPE: If you cast your mind back to when you started this process, if
within afew weeks of your starting it you had been able to get |ASC approval, how
long do you think it would have taken you to get flying?

MR PALMER: It takes about 9 months, you could say 10 months, to get

organised, providing you had the finance of course. But once you get the IASC
approval it does enable you to put certain processes into action. But again | must say
that you've still got to go through the process of getting the finance, and that isn’t
easy, aswe' ve found out. But circumstances change, and | think one of the difficulties
that arisesisthat the longer you are trying virtually the harder it becomes, because
people, perhaps financiers, wonder why you haven't got it earlier. Going through the
processes that we're required to go through at the moment obviously makes it more
difficult to convince financiers that it's a good proposition.

PROF SNAPE: To put the question in another way, how many years or months do
you think the |ASC processes delayed you?
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MR PALMER: Theway it went, | suppose you could say it might have been a
couple of years perhaps because of the procedures that they were required to follow.
Again | must emphasise we have no argument with the IASC. They have been
extremely helpful to us.

PROF SNAPE: | understand that; it’s the process.

MR PALMER: Yes. | wouldn't like people to get the impression that we're saying
that it’stheir problem. It’'s the processes that they’ re required to go through | would
suggest delayed us at least 2 years.

MRS OWENS: | wasjust alittle bit confused about what you said on allocation of
code sharing rights and I’ ve looked to your new submission to see whether it's
clarified. It may be me rather than you, but on page 3 you talk about, "The allocation
of code sharing rights should be closely guarded” - thisisthe third para down - "and
not practised to utilise unallocated capacity merely to service government policy," and
so on. Thenin the next paragraph you say, "Unrestricted rights for foreign airlines to
code share on Australian airlinesto all pointsin Australiawould provide a distinct
benefit to that airline and the consumer." | couldn’t quite understand what you were
getting at. Y ou seem to bein one para saying it's something that should be restricted
or limited and then in the next para saying that thereis at least a benefit to the
consumer.

MR PALMER: Oneisinternational and the other is domestic. If you're doing it
internationally, then of course the limited capacity that is available on any route could
be restricted should somebody take up a code sharing arrangement with someone else
and then deny the Australian carrier access to that route because the capacity has
already been allocated through a code sharing arrangement. Domestically, of course,
no such thing applies and it's merely an ability for a carrier to quote the same flight
number or a code through to afinal destination with Australia using the services of a
domestic airline, and that of course could be quite unlimited because there’ s no
restriction on capacity.

MRS OWENS: Thank you. Now | understand.

PROF SNAPE: | think I’ve got to the end of my list and Helen isindicating that she
has too, so again we' d like to thank you very much for the participation. | think that
the references to your experience in the draft report will indicate what a valuable input
we found it in understanding your experiences. We thank you for this additional
submission and also the other help that you' ve given us. So thank you very much.

MR WARRENDERS: Thank you. On behalf of Bryan and myself and Australia
World Airways we appreciate having the opportunity to respond.

PROF SNAPE: Thank you. We'll now adjourn for some afternoon teafor afew
minutes and resume at 10 past 3 with the Tourism Commission.
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PROF SNAPE: Okay, we resume our hearings and we welcome the Australian
Tourism Commission and we have Margaret Hudson and Andrew Larcos before us.
Welcome and thank you very much for your participation, the earlier submission and
for this submission and for coming today. Asyou know, we need to have voice
identification on the tape and so we' d ask each of you to identify yourselves please.

MSHUDSON: Margaret Hudson from the Australian Tourist Commission.
MR LARCOS: And Andrew Larcos, Australian Tourist Commission.

PROF SNAPE: Thank you very much as| say, and again thank you for your
submission, comments on the draft report, and would you like to speak to that?

MSHUDSON: Certainly. Well, I'd start by saying that we certainly welcome the
opportunity to provide some final comments to the inquiry. 1'll only make afew brief
comments because | think most of what we've said isreally contained in our
submission and we' re happy to take any points of clarification on what we' ve said in
that. I'll start by first of all commending the draft report. The Australian Tourist
Commission certainly agrees with the broad thrust of the report and we really
consider it avery valuable input to the future direction and policy direction of aviation
- international aviation policy, | should say.

Firstly, in an overall sense we very much believe that the current situation where
there are strong regulations regarding our international air services are unnecessarily
restrictive. We outline thisin our first submission and again just to reiterate, we really
believe that the current regime has an impact in terms of diminishing airlines’ actual
capability for flexibility in terms of thing such as where they actually fly into, the range
of servicesthat they offer, and in fact frequency of those services. We believe that
having less restrictive arrangements would certainly have the potential to result in
greater competition, potentially also reduce air fares, and the development of new
routes which would ultimately have benefits for both the consumer and the overall
economy of Australia.

We do, however, recognise very strongly that DoTRD have within the
framework within which they have been working been able to negotiate a number of
services which have some liberalisation prior to, say, many, many years back.
Particularly we note the recent negotiations with Germany where very liberal
arrangements have been negotiated, such that from my memory there are things such
asthird country carriers having access to the route, increased capacity and also no
restrictions on city pairs, and that’s a sort of move towards liberalisation that we're
very much in favour of.

Moving to a couple of the specific recommendations in your draft report, in
regard to the consultation processes we agree with the recommendation regarding a
formalisation of the current processes. We also add as outline in our first submission
that the ATC would in fact welcome the opportunity for even further involvement in
the actual negotiations. We believe that we have alot of in-depth market intelligence
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and knowledge and certainly in the talks where - tourism and that may not bein all
talks - but where tourism is a key feature of the size of that particular market we
would welcome the opportunity to actually be involved in the negotiations directly.

In terms of your recommendations relating to regional reform we very much
wel come those recommendations. We agree strongly that the sorts of things that
you' re talking about will, from a tourism perspective, result in the likelihood of a
greater spread of visitation across this country, which is an objective that we' re very
strongly in favour of for anumber of reasons in terms of enhancing the visitor
experience. For anindividual visitor to see more of this country we believeisin
general agood thing and also in terms of spreading the economic benefits of tourism
we believe that the more that aviation policy can work towards achieving that, the
better.

I’d like to make a brief comment in terms of charter policy. We note that there
is not a specific recommendation in relation to charters in the report and | think we've
stated previously, both in evidence and in our report, that we do not have a major
problem with the current arrangements in that we don’t have any evidence of potential
charters being dissuaded from coming to this country because of the current policy.
But we would perhaps be in favour of something that actually stipulated a more
liberalised charter policy, so that if there was ever any situation of a potential
impediment to a carrier which wish to operate charter services that any such
impediment, if they were unsure as to how likely their approval would be, we would
be in favour of a situation where that was very clearly spelt out to any potential
operators.

The final comment isin regard to the overall thrust of the report and further
liberalisation. As| stated in my opening comment, we very much agree with that and
the recognition of the need for greater liberalisation and note that in the report itself
you' re commenting on a number of different ways in which that could be achieved.
So in conclusion we basically say that we welcome the report and we' re very much
looking forward to seeing the report itself and its outcomesinits final form.

PROF SNAPE: Thank you very much for your comments. Andrew, do you wish to
add anything at this stage?

MR LARCOS:. Not at this stage.

PROF SNAPE: Good. | would like to ask about the secondary gateways. A
number of people have suggested to us that there is only one primary gateway to
Australiaand that al the others are secondary and that that’ s how we should make our
recommendations, that in fact instead of saying Melbourne, Sydney, Brisbane and
Perth should remain as designated in the agreements, that in fact it should be open go
except for Sydney - within the overall negotiated capacity, that is. Do you have a
reaction to that?

29/7/98 Air Services 552M. HUDSON and A. LARCOS



MSHUDSON: Our view on that would be that we would be in favour of no actual
designation of individual cities. Sowewould view that the negotiations should be
such that airlines have the opportunity to nominate whichever cities they so wish to fly
into. | guess when we look at those four cities - and we were discussing that in terms
of what your report actually says on that - Sydney does for obvious reasons appear to
amost fal into its own category | think if you look at it statistically, in terms of the
proportion of arrivalsinto Sydney versus any of the other airports. So noting that,
overall we would bein favour of no particular classification within that. But | think if
you were to look at that, then Sydney is perhapsin its own category.

PROF SNAPE: Sol interpret that, that if there must be a city designation, then just
Sydney.

MR LARCOS: | mean, | just add on that, professor, that it’s areality that Sydney
really can stand on its own and it’s hard to lump in those other three cities -
Melbourne, Brisbane and Perth - with Sydney. There’ d be obvious reasons why you'd
want to separate those four.

MRS OWENS: Do you think that if it was to be opened up that there would be
potential for tourism bodies in the different states to actually make a difference to
airline behaviour in terms of choosing to fly into other gateways?

MSHUDSON: | know certainly at a state government level the states are very keen
on obvioudly attracting as many airlines, foreign and Australian, to fly into their cities
asthey can. So | think it would be a situation where from the tourism marketing
angle in combination with the state government and obviously other interests that the
states have at hand, that yes, they certainly could play arole in terms of talking with
other airlines and making them aware of the reasons why they may wish to consider
flying into those airports.

MRS OWENS: | think it's one of those things you have to wait and see.

PROF SNAPE: In charters| wonder if you would just elaborate alittle bit more on
what you were saying. You're saying, as| understand it, that you don’t see that the
arrangements for charters are inhibiting charter access to Australia but you see a
potential that it could. What sort of charter policy would you then want?

MSHUDSON: My commentswere really based on the fact that my understanding
of the situation at the moment is that there is some degree of interpretation in terms of
how the current charter policy is actually brought forward. We have no complaint in
terms of any awareness or actual examples to quote of airlines that have wanted to
operate charters but have been rejected by DoTRD for any particular reason. But |
can see a situation where it comes up sometimes where our overseas offices will be
saying to us that there are potential charter companies out there and they’ re making
decisionsin, say, thelong term of a5 or 10-year time-frame, to say, "Okay, there are
anumber of potential countries around the world that we could start charter services
to, so let’slook at all the range of charter policies that exist around the world" - and
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as you would know, there are many very core charter services between many of the
other countries and Europe comes to mind in terms of very much being a charter
outbound market.

So | can see asituation in the future where if airlines, potential charter
companies, were looking at the Australia compared to other countries, our position is
it would be more favourabl e to have a charter policy which very clearly stipulated
how liberal the policy has been in terms of its actual application, so that at that very
starting point of a decision-making process potential operators could see that
Australiawasin fact very likely, if they met criteria, to agree to their operation.

MRS OWENS: Would that charter policy still have some constraintsin relation to
consumer protection or would you see that consumer protection would be handled in
some other way?

MSHUDSON: | think the issue of consumer protection - and | think we touched on
thislast time - is certainly important and I’m aware of changesin regard to that quite
recently. | don’t have enough knowledge to know whether or not the way that is
currently being implemented into the charter policy isin fact the most desirable way. |
guess all | can say on that isthat we certainly would want consumer protection in
terms of making sure that potential visitorsto Australia are afforded those rightsin
terms of any potential collapse of acompany or something along those lines.

MRS OWENS: But you could have those sorts of concerns through appropriate
travel insurance policy as you do in other areas.

MSHUDSON: Then that may well be something that could be doing that.
MRSOWENS:. Yes.

MSHUDSON: It'salittle bit outside of my actual knowledge of the consumer law
legislation.

PROF SNAPE: Do touristsreally seek that consumer protection?

MSHUDSON: Certainly in some markets this whole safety factor which isinvolved
in terms of the knowledge you' re actually going to get to the place that you are
booked to and then the quality side of the safety factors when you're in a market can
be very important, yes. Also with EU Air, European Union legislation regarding the
promise of what you actually receive as a consumer, is something that is very
important to consumers from those areas, yes.

PROF SNAPE: So consumers or tourists do worry about the airline going bust?

MSHUDSON: Don’t know if it would be a conscious worry but | think they would
be wanting to know that there are guarantees in place.
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MR LARCOS: It becomes more of aworry on occasions where a charter operator
may go under and that has happened in recent Australian aviation history where you
had a crisis with a particular operator and that then in turn raises awareness and
consciousness in the travelling consumer. They then become more concerned.  |If
they are going to fly on a non-scheduled carrier they will be more likely to seek out
assurances before they fly.

PROF SNAPE: Right.

MRS OWENS: [I'dliketo ask you alittle bit about your consultation process and
you've got afew paras in your submission on this issue and you mentioned earlier,
Margaret, that you feel that there’'s a need for amore formal consultation process.

Y ou actually in the submission talk about a direct consultation process. Areyou
referring there to, instead of having atourism aviation group within DIST that a direct
consultation process would be directly related to DOTRD or - - -

MSHUDSON: | think we looked at your draft report in terms of its specific
recommendations in regard to that and were using that as aframework, or | guess
that’ s really an option to the way things exist now, and in an overall sensewe'rein
agreement with your recommendation that the process be formalised to in fact widen
the process and ook at the state interests. We have no specific problem with the
current arrangements in that we' re an active member of the TAG group and we aways
participate in terms of attendance at meetings and provision of submissions for the
negotiations. But in terms of looking at your report and suggesting that that could
perhaps be formalised more and other interests taken into account, ASC was thinking
from a state perspective. The TAG group by necessity isreally looking at the tourism
interests within a state, whereas we recognise that there are wider interests than
tourism in many of the states and perhaps therefore it is bigger than just looking at it
from the tourism angle of state input to those talks.

MRS OWENS: It'sasonow | gather looking at the interests of the privatised
airports as well.

MSHUDSON: Indeed, and that’s a development since TAG was in fact set up.

MRS OWENS: So then there' d be common interests between the airport owners
and the states, | presume, and very close common interests. | suppose the question is
whether those interests are all best filtered through the current arrangements, through
DIST, or whether it should be done more directly and whether those processes are
picking up all the interests that we need to consider, such as the consumers.

MSHUDSON: Asl said, | think from the state point of view it's clear that it's
bigger than just the tourism angle, and if the main way at the moment that the state
interest is being captured, asfar as| understand, is through that tourism forum, then
perhaps it needs to be looked at in awider sense. | think the overall concentration
process is an extremely difficult one because, no matter which body you use to
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actually form the final negotiation position, you will have so many varying interests
perhaps in a competing sense that, whoever doesiit, | think it'sa difficult task.

MRS OWENS: You vealso saidthat you'd liketo be directly involved in the
negotiations, and | just wonder how practical that is. Y ou can only have so many
people round the negotiation table. | was wondering, are there other countries that
you know of that do bring the tourists and other interests into the actual negotiations?

MSHUDSON: I’'m not specifically aware of what other countries do. | think our
point there is that in a country for example like Japan where something like

90 per cent of actual visitor arrivals from Japan into Australia, or it might even be
higher - | think it's 90 - are tourism related, in a negotiation team like that, whilst
recognising the team obviously needs to be limited in its size for it to be an effective
team, the tourism angle is so strong that our point here is that we think in some of
those negotiations where we have on-ground experts who are living and breathing in
the market and know many of the market factors and are also working very closely
with both the Australian carriers and the foreign carriers as a part of their day-to-day
business operation - that that could in fact be an input that would be a useful one
around the table or perhaps in the private Australian negotiations prior to getting to
the table. That has happened on a number of occasions, where we have been
involved, and our comment is along those lines.

MRS OWENS: So at the moment it'safairly ad hoc involvement and you'd like it
more formalised?

MSHUDSON: At the moment the tourism side of thingsis represented by a
representative from DIST. So thereis certainly tourism input there and we have no
disagreement with that. All we're saying isthat in some negotiations, where tourismis
such adriver as opposed to say another market where freight may be a more

important aspect, some flexibility needs to be given to the composition of that final
negotiation team, dependent upon the actual overall policy objectives of that
negotiation.

MR LARCOS:. Part of theissue for us, commissioner, is that the Australian Tourist
Commission is the Commonweal th agency responsible for marketing Australia as an
international tourist destination and we have offices all round the world. One of the
points that we' re seeking to make is that we are experts in terms of what’s happening
in those markets and, in terms of the out-years what’s likely to happen on demand and
capacity and so forth. So sometimes we're in a good position to offer advice and
expertise that will assist the Australian negotiating side, is one of the points that we're
making there.

MRS OWENS: Haveyou any views on the direct involvement of the airlinesin the
negotiations?

MSHUDSON: Only inthat, similar to looking at how you actually do your
consultations, obviously having the Australian carriers around the table would be
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beneficial if they’ re the actual people who are going to be implementing and delivering
the service. So our view on that would be that they should definitely be involved in
the negotiations.

MRS OWENS: One more question. Y ou are supporting further liberalisation but
there' salittle hook in what you say. Y ou say that you believe a more liberalised
sector should only be pursued where it clearly can be demonstrated that it will
increase economic efficiencies as well as delivering consumer benefits. | was
wondering if you have any views asto if we were thinking of this strategically and
thinking of sequencing. Are there any obvious markets where you think that there
would potentially be significant consumer benefits that could be delivered now?

MSHUDSON: A difficult question. None particularly spring to mind, to be honest.
| can think of some examples perhaps to talk around that issue and see if | can come
up with a specific country for you. We think of a market such as some of the
European countries, where they’re very competitive aviation markets and where the
consumer isfaced with alot of optionsin terms of where they’ll travel to. At the
moment, to give a specific policy recommendation we' d agree with, where foreign
carriers are restricted in their on-carriage rights within Australia, in some of those
European countries we would see a direct consumer benefit, say in amarket like
Germany or Italy or France, if a consumer was able when they were purchasing their
ticket internationally to be able to utilise that seamless-type servicein Australia. That
in those countries would certainly deliver a consumer benefit.

| think also that it would be more those countries than some of the Asian
countries who are - their visitation pattern tends to be less in terms of the number of
daysthey stay in Australia. Therefore it’s more the longer-haul countries and perhaps
the Americas as well, where we see visitors coming in for in excess of 20 daysasan
average length of stay. They would be the ones | could quote to you as where | could
see that there could be direct consumer benefit linked to that change in policy.

PROF SNAPE: | think I’ve got through my questions. Y ou’ve been very, very
helpful to ustoday aswell as on earlier occasions, and we thank you very much for
your participation and help and for coming down to Melbourne. It's abit better than
in Canberratoday, | think. Thank you very much.

That concludes our hearings on the draft report. As participants will know,
what we do now isto beaver away and take into account the various points of view
that have been put to us. I’ve already been indicating a number of points at which we
might be taking those in very explicitly and, as we' ve been discussing it I’ ve been
indicating some of those points. The final report is due with the Treasurer on 12
September. Of courseit’s out of our hands then and it’ s in the hands of the
government, whatever the government is at that time. The release of the report is
then under the control of the government, subject to the legislative provisions, and of
course any action which may or may not be taken is wholly within the province of the
government. With that we will be concluding these hearings on the draft report.
Thank you all very much for your participation.
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AT 3.38 PM THE INQUIRY WAS ADJOURNED ACCORDINGLY
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