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KEY ISSUES IDENTIFIED IN THE PAPER 

Issue 1. Prorate System and Tariff Coordination  

The IATA Prorate System involves the apportionment of revenue derived from 
passenger fares and cargo rates agreed at IATA Tariff Coordinating Conferences. 

To what extent would the IATA Prorate System be required for routes 
involving Australia for which there were no IATA agreed tariffs? 

Issue 2. Conduct of the Prorate System absent authorisation 

It is not apparent to the ACCC that the Prorate System would necessarily not continue 
to operate absent authorisation. 

Considering the nature of the rules and procedures which constitute the 
Prorate System, would the System be likely to continue to operate absent 
authorisation in its current or revised form? 

Issue 3. Conduct of the Clearing House absent authorisation 

In many cases, it might be expected that clearing house activities could be regarded as 
relatively benign in a competition sense and might be expected to occur regardless of 
authorisation. 

Absent authorisation is it likely that access constraints, or other factors, might 
lead to the Clearing House not being operated in relation to transactions 
involving Australian airlines and routes? 

Issue 4. Anti-competitive detriment associated with the Prorate System 

The ACCC has not identified any areas of competition concern in the Prorate System 
from material before it at this stage. 

Parties who have any competition concerns with the Prorate System are 
invited to raise them with the ACCC. 

Issue 5. Access to the Clearing House 

The access of non-IATA airlines to the Clearing House is subject to the approval of 
IATA members and the provision of specified information, with no apparent appeal 
mechanism if membership is refused. 

Could the ability of non-IATA airlines to join the Clearing House be 
prejudiced by the absence of a mechanism for appealing a rejected 
application? 

To what extent might the inability of non-IATA scheduled airlines to join the 
Clearing House impact on their competitive position and competition in air 
transport markets? 

Issue 6. Clearing House membership fees 
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While IATA airline members of the Clearing House are not required to pay annual 
fees, non-IATA airlines are required to pay fees. 

Does the imposition of annual fees on non-IATA members of the Clearing 
House contribute to their being competitively disadvantaged against IATA 
members given IATA members do not pay annual fees and the cost of the 
Clearing House is covered by its investment interest income? 

Issue 7. Prorate System public benefits 

The ACCC believes that the incidence of interlining into and out of Australia using 
IATA agreed passenger fares and cargo rates is very low. 

If the levels of passengers and cargo interlining on journeys into and out of 
Australia on IATA agreed fares and rates are low, does this mean that any 
public benefit accruing from the Prorate System is also low? 

Issue 8. Clearing House public benefits 

The ACCC believes that the bulk of the interline revenue passing through the 
Clearing House relates to special prorate agreements, code shares and alliances rather 
than interline revenue from IATA agreed fares. 

Is it correct that while there are public benefits accruing from the IATA 
Clearing House most of those benefits are derived from revenue other than 
revenue from interline journeys made on IATA agreed fares and rates. 
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1. INTRODUCTION 

History of the Application 

1.1 On 24 December 1985, Authorisation A90435 was granted to the International 
Air Transport Association (IATA) in respect of certain rules, regulations, agreements 
and resolutions made by it as part of its role in the co-ordination of procedures and 
arrangements for the international movement of people and goods by air.  
Authorisation was granted by the Trade Practices Commission, now known as the 
Australian Competition and Consumer Commission (the ACCC). 

1.2 On 13 November 2002, IATA lodged Application A90855, seeking the 
revocation and substitution of Authorisation A90435.   

1.3 The Application sought the revocation of Authorisation A90435 and its 
substitution with an authorisation in respect of the contracts, arrangements, 
understandings and conduct which constitute: 

 the IATA Cargo Agency System; 
 the IATA Scheduling System; 
 the IATA Prorate System; 
 the IATA Services System (passengers and cargo); 
 the IATA Clearing House System; and 
 the IATA Tariff System (passengers and cargo). 

1.4 IATA has made submissions to the ACCC in relation to each of these areas of 
conduct. 

Authorisation 

1.5 The ACCC is the Australian Government agency responsible for 
administering the Trade Practices Act 1974 (the Act).  A key objective of the Act is to 
prevent anti-competitive conduct, thereby encouraging competition and efficiency in 
business, resulting in a greater choice for consumers in price, quality and service. 

1.6 The Act, however, allows the ACCC to grant immunity from legal action for 
anti-competitive conduct in certain circumstances.  One way in which parties may 
obtain immunity is to apply to the ACCC for what is known as an ‘authorisation’.   

1.7 In general in order to grant an authorisation the ACCC must be satisfied that 
the public benefits arising from the particular conduct outweigh any public detriment 
associated with the conduct. 

1.8 In addition, the ACCC may grant an application by the holder of an 
authorisation to revoke its authorisation and grant a substitute authorisation where, in 
broad terms, the public benefit from the conduct proposed to be authorised (that is, 
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under the substitute authorisation) outweighs the public detriment from any lessening 
of competition caused by that conduct.1   

Consideration of the application 

1.9 Due to the range and complexity of the conduct covered by Application 
A90855, the ACCC is issuing a series of discussion papers, each dealing with a 
specific component of the conduct for which authorisation is sought and examining 
substantive issues raised by that conduct.   

1.10 The discussion papers are being circulated to interested parties.  The ACCC 
will consider submissions made by interested parties in response to the discussion 
papers when preparing one or more draft determinations which consolidate the 
ACCC’s views on the full range of conduct covered by the Application and indicate 
whether the ACCC proposes to grant or deny authorisation.   

1.11 Once a draft determination is released, the Applicant or any interested party 
may request that the ACCC holds a pre-determination conference.  A pre-
determination conference provides the Applicant and interested parties with the 
opportunity to make oral submissions to the ACCC on matters raised in the draft 
determination.  The ACCC also invites interested parties to lodge written submissions 
on the draft. 

1.12 The ACCC then reconsiders the Application taking into account any 
comments made at the pre-determination conference (if one is requested) and any 
other submissions received and issues a final determination. 

Purpose of discussion paper 

1.13 This discussion paper is the fifth in the series being issued by the ACCC in 
relation to Application A90855.  It examines the public benefits and anti-competitive 
detriment associated with the IATA Prorate System and Clearing House.  Earlier 
papers examined the IATA Scheduling System, the IATA Cargo Agency System, 
IATA Passenger Tariff Coordination and IATA Cargo Tariff Coordination. 

1.14 The views expressed in this discussion paper are preliminary in nature and aim 
to foment consideration of issues associated with IATA’s Prorate System and 
Clearing House activities by parties engaged in them or affected by them.  The issue 
of the paper should not been seen as indicating that the ACCC has finalised its views 

                                                 
1 Subsection 91C(7) of the TPA.  Before the Commission may grant an authorisation in these 
circumstances, it must be satisfied that it would be able to grant authorisation if the application were an 
original one, having regard to the relevant tests.  In this instance, the relevant tests would be those 
contained in subsections 90(6), 90(7) and 90(8) of the TPA.  Whist there is some variation in the 
language in the tests for subsection 90(6) and 90(7) and the test for subsection 90(8), the ACCC has 
until recently adopted the previous view of the Trade Practices Tribunal (now the Australian 
Competition Tribunal) that, in practical application, the tests are essentially the same.  This view has 
now been reconsidered by the Australian Competition Tribunal and it has found that the two tests are 
not precisely the same. In particular the Tribunal considered that the test under section 90(6) was 
limited to a consideration of those detriments arising from a lessening of competition. It was the 
Tribunal’s view that the test under section 90(8) was not so limited.   
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on any aspect of the Prorate System or Clearing House nor should the paper be taken 
as providing a guide to the ACCC’s ultimate assessment of Application A90855. 

1.15 Issues on which the ACCC would particularly welcome comments from 
interested parties are presented in shaded boxes in the text of the paper. 

2. THE APPLICANT 

2.1 IATA is a non-governmental international trade association comprised of most 
of the carriers in the world that operate scheduled international air services in the 
transport of passengers, mail or cargo.  IATA is incorporated under Canadian law. 

Membership 

2.2 As of May 2004, IATA member airlines accounted for over 270 of the world’s 
airlines and about 95% of all international scheduled air traffic.  Active Membership 
is only open to carriers operating international air services for the public transport of 
passengers, mail or cargo by aircraft.  Airlines operating services other than 
international air services may become Associate Members of IATA.  Associate 
Members are not allowed to vote at certain IATA meetings. 

IATA’s objectives and conference structure 

2.3 IATA’s mission, as stated in its Articles of Association, is to “represent and 
serve the airline industry”.  The relevant Article states that in carrying out this 
mission IATA shall:  

 promote safe, reliable and secure air services for the benefit of the 
people of the world; 

 provide means of collaboration among airlines engaged directly or 
indirectly in international air transport; 

 co-operate with the International Civil Aviation Organisation (ICAO) 
and other relevant organisations. 

2.4 The primary means by which airlines pursue IATA’s purposes, objects and 
aims is through the IATA Traffic Conference structure, established pursuant to 
IATA’s Act of Incorporation through the Provisions for the Conduct of IATA Traffic 
Conferences.   

3. THE CONDUCT 

The contribution of the Prorate System and Clearing House to interlining 

3.1 IATA states that the IATA interlining system is a cornerstone of the 
international air transport industry, allowing passenger and freight shippers to 
purchase multi-sector journeys involving transportation on any number of different 
airlines in one currency, over the counter from one travel agent or freight forwarder or 
airline. 

3.2 The Prorate System and Clearing House are described by IATA as two of the 
key elements of the IATA interlining system, with interlining referring to the 
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transportation of passengers or cargo which actually, or potentially, involves two or 
more airlines on a single passenger ticket or cargo air waybill. 
 
3.3 The array of elements which constitute the IATA interline system for the 
transport of passenger and cargo are as follows:  
 

A. Airlines agree between each other that they will accept each others 
passenger tickets and cargo air waybills where those tickets and 
waybills incorporate an IATA interlineable fare or rate (IATA 
Multilateral Interline Agreements). 

 
B. IATA interline fares for passengers and rates for cargo are determined 

jointly by airlines at IATA Tariff Coordinating Conferences 
(Passenger Tariff Coordination and Cargo Tariff Coordination). 

 
C. Airlines agree how revenue from the sale of a passenger ticket with 

an IATA interlineable fare or a cargo air waybill with an IATA 
interlineable rate is to be apportioned between the carriers who accept 
the waybill as part of an interline journey (IATA Prorate System). 

 
D. Revenue from a waybill with an interline rate is nominally attributed 

to the primary carrier, the carrier undertaking the first leg of the 
journey, and then distributed amongst other participating carriers 
using proportions agreed with the Prorate System (IATA Clearing 
House). 

 
3.4 Diagram 3.1 below shows how the Prorate System and Clearing House 
contribute to transactions associated with passengers utilising IATA interline 
passenger fares.  The same model would apply for interlined cargo. 

 
Diagram 3.1 Example of the role of the Prorate System and Clearing House in 

interlining 
 

• Passenger purchases IATA interline fare for travel from Brisbane to Zurich. 

• Passenger travels on Airline 1 from Brisbane to Singapore and Airline 2 from 
Singapore to Zurich. 

• Full proceeds from the ticket sale are paid to Airline 1. 

• Airline 2 uses Prorate System to calculate its prorated share of the total fare 
for which it bills Airline 1 via the Clearing House. 

• Airline 1 makes payment to the Clearing House which in turn pays Airline 2. 
 
The Prorate System 

3.5 The objective of airlines participating in the Prorate System is to develop 
multilateral agreements for the sharing of revenue from interlining on IATA agreed 
fares and rates in a manner which is acceptable for the greatest proportion of interline 
traffic on the route concerned.  Airlines are free to decide whether they will 
participate in the developed agreements or not. 
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3.6 The Multilateral Prorate Agreements Passenger and Cargo developed through 
the Prorate Agency set out a methodology for the sharing of revenue for interline 
journeys.  In simple terms revenue is shared on the basis of mileage flown.  If one 
airline flies a passenger 800 miles and another 200 miles the revenue share is 80/20.  
This is known as the “straight rate prorate”. 
 
3.7 A regional cost factor is applied to mileages to compensate airlines operating 
in high cost environments, and the calculations set out within the agreements also 
compensate for the higher cost of short distance sectors.  In addition airlines can file 
exceptions, known as provisos, to the straight rate proration methodology through 
which they stipulate a percentage of a base fare or rate as the share of revenue they 
require for interlining on a particular sector.  The Multilateral Prorate Agreements 
also include a mechanism to ensure the provisos are not applied where they would 
result in an unreasonably low revenue share for any of the airlines involved. 
 
Straight rate proration 
 
3.8 For an interlined passenger journey the carrying airline’s prorated share is 
calculated from the fare collected by the issuing airline on a one way basis .  This is 
known as the amount to be prorated (ATBP).  A return journey would consist of two 
ATBPs.  Similarly the amount to be prorated on an interlined cargo shipment is 
simply the rate or charge collected by the issuing airline. 
 
3.9 Straight rate proration is not carried out just on the basis of actual mileage 
flown.  The mileages are adjusted to take into account the difference in cost levels in 
different parts of the world and the higher cost of short haul services.  For passenger 
proration the mileage is constructed by taking the ticketed point mileage (TPM) 
which is the shortest distance between any two points on an operated route, and 
applying a worldwide cost weighting formula, which is then adjusted by an area cost 
weighting according to the geographical sector in which the particular flight has been 
performed.  The resulting weighted mileage is known as the prorate factor.  A similar 
process is used for cargo proration except that “great circle” miles are used instead of 
TPMs. 
 
3.10 The worldwide weighting factor is derived annually using cost figures from 
ICAO and when applied to TPMs results in the mileage used for proration purposes 
for short haul flights being increased relative to long haul flights.  In 2003 for 
mileages of 6,623 or more the TPM was not affected by the weight factor. 
 
3.11 Area weight factors are determined by the geographical location of the two 
cities in the TPM.  For passenger proration area weight factors are provided for 17 
combinations of geographical factors or route groups, eight of which involve 
Australia. 
 
3.12 The Prorate Agency calculates the prorate factor for each city pair for which 
there is a scheduled passenger or cargo service, and publishes those factors in the 
Prorate Manual Passenger and Cargo respectively. 
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Diagram 3.2 Straight rate prorate – passenger. 
 
Itinerary: Vancouver – Hong Kong – Auckland – Sydney 
Total fare: $2,000 
Prorate factors: Vancouver – Hong Kong (Airline A): 6,173 
   Hong Kong – Auckland (Airline B):  5,506 
   Auckland – Sydney (Airline C):  1,915
   Total               13,594 
Calculation of Airline C’s prorate share = $2,000  x  1,915
                 13,594 
          = $281.74 
 
3.13 The 2003 edition of the Prorate Manual Passenger contained 67,926 prorate 
factors, corresponding to 33,963 city pairs.  The Prorate Manual Cargo contained 
684,454 prorate factors, corresponding to 342,227 city pairs. 
 
3.14 Diagram 3.2 above shows an example provided by IATA of straight rate 
proration for a passenger fare. 
 
Provisos 
 
3.15 Airlines which have signed a Multilateral Prorate agreement, or which are not 
signatories but participate in the Prorate System by subscribing to one of the Prorate 
Manuals, can file exceptions, known as provisos, to the application of the straight rate 
proration rule on sectors on which they operate.  These provisos are published in the 
Prorate Manual Passenger and Prorate Manual Cargo. 
 
3.16 Provisos for the proration of revenue from passenger interlining are expressed 
as a percentage of a “Base Amount”.  The base amount is the fare level for the sector 
concerned, which is exclusive of tax and has received all necessary approvals.  The 
Prorate Agency maintains a database of base amounts which are published in the 
Prorate Manual Passenger and updated quarterly.  In a similar way provisos for the 
proration of revenue from cargo interlining can either be expressed as the full, or a 
percentage of the full, applicable local rate or charge or as a rate based on weight. 
 
3.17 By way of example IATA has advised that Singapore Airlines has submitted 
provisos to the Prorate Agency in which it specifies that for normal fares between 
Singapore and Denpasar, Jakarta or Ho Chi Minh it requires 100% of the lowest 
unrestricted local fare charges on the sector concerned as its prorated share.  For 
special fares between those same city pairs it requires 75% of the lowest unrestricted 
local fare charged on the sector  concerned as its prorated share. 
 
3.18 IATA advised that 154 airlines had signed the Multilateral Prorate Agreement 
Passenger as at 2003 and another 66 non-signatory airlines had provisos published in 
the Prorate Manual Passenger.  In relation to cargo 37 airlines had signed the 
Multilateral Prorate Agreement Cargo and another 42 non-signatory airlines had 
published provisos in the Prorate Manual Cargo. 
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Participation in the Prorate System 

3.19 In order to participate in the Prorate Agency an airline must sign the Prorate 
Agency Agreement.  This is an agreement between IATA and participating airlines 
which establishes the Prorate Agency, sets out its function and provides the 
administration machinery to carry out those functions.  Any airline operating 
scheduled services, whether a member of IATA or not, can be a signatory to the 
Prorate Agency Agreement.  As at 2003 there were 209 signatories to the agreement 
of which 180 were IATA members. 
 
3.20 An airline which is a signatory to the Prorate Agency Agreement must sign the 
Multilateral Proration Agreement Passenger and/or the Multilateral Proration 
Agreement Cargo in order to participate in the activities covered by those agreements.  
IATA has described the two agreements as highly technical documents which set out 
the principles governing the proration of passenger fares and cargo rates for the 
interlined carriage of passenger, cargo and baggage.  IATA submitted that the 
objective of the agreements was to promote unimpeded interline traffic as well as to 
facilitate and standardise interline revenue accounting. 
 
3.21 Airlines which are not signatories to the Prorate Agency Agreement can 
participate in the proration rules contained in the multilateral proration agreements 
and have their own proration data included in the relevant Proration Manual by 
providing the Prorate Agency with a written statement confirming that they accept the 
terms and conditions of the relevant multilateral prorate agreement. 
 
Governance of the Prorate System 

 
3.22 Diagram 3.3 below shows the prorate system governance structure. 
 
Diagram 3.3. IATA Prorate System governance 
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3.23 The Prorate Agency is subject to oversight by the Director General of IATA.  
The Prorate Agent who carries out the general administration of the Prorate Agency is 
appointed by IATA in consultation with the Interline Prorate Advisory Committee. 
 
3.24 The Interline Prorate Advisory Committee advises the Director General of 
IATA and the Prorate Agent on technical and administrative matters relating to the 
Prorate Agency.  Membership of the committee is open to IATA and non-IATA 
airlines which are signatories to the Prorate Agency Agreement and to the relevant 
multilateral proration agreements. 
 
3.25 The rules and procedures contained in the multilateral prorate agreements can 
be amended by airlines participating in the relevant agreement at a General or Special 
Prorate Meeting.  Voting is restricted to those airlines which are signatories to the 
Prorate Agency Agreement.  For general and procedural issues a two thirds majority 
of the airlines actually voting is required to pass a motion or proposal. 
 
3.26 Only airlines that have signed a multilateral prorate agreement are entitled to 
vote on such an agreement, amendments to it, or rules affecting its application. 
 
3.27 Where airlines disagree on the interpretation of rules contained in a 
multilateral prorate agreement for a particular journey they first try to resolve the 
matter by exchange of correspondence.  Where this is unsuccessful the matter can be 
referred to the Prorate Agency for an informal interpretation, or ultimately to the next 
Prorate Meeting. 
 
The Clearing House 

3.28 The Clearing House is an IATA facility which provides a centralised 
accounting system to clear accounts between airlines, airline associated companies 
and travel partner companies. 
 
3.29 IATA claims that by offsetting their mutual transactions through the Clearing 
House, airlines and other participants can reduce hundreds of bilateral, multi-currency 
transactions for passengers, cargo, baggage, catering, ground handling and other 
services to one single payable or receivable amount in a single currency. 
 
3.30 IATA submitted that the Clearing House was established to support interlining 
and remains one of the essential elements of the overall interline system.  However 
the Clearing House is not limited to settling interline transactions. 
 
3.31 IATA stated that in 2002 US$30.3 billion was submitted for clearance 
globally through the IATA Clearing House.  IATA stated that the turnover was 
accounted for as follows: 
 

61.9%  interlined passenger and cargo sales; 
32.6% miscellaneous charges such as mail, airport and terminal 

charges, aircraft servicing, maintenance, catering and ground 
handling; 

5.5%  UATP corporate travel payment system. 
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How the Clearing House works 

3.32 Clearance operations are based on an offset system whereby members pay or 
receive a single net amount at the end of a monthly clearance instead of settling their 
accounts with each other individually.  The clearance and settlement procedure is as 
follows: 
 

- each month each member submits a claim form in relation to each 
member with which it has had transactions over that month together 
with a summary form for all those transactions. 

- the Clearing House consolidates all the debit and credit transactions 
claimed into a single statement for each member; 

- members are notified of the balance payable by them or due to them; 

- payment of amounts due to the Clearing House is required within 
seven days of notification 

- the Clearing House then remits amounts due to creditor members. 

- the average collection period for a transaction is 55 days. 
 
Participation in the Clearing House 

3.33 Membership of the Clearing House is open to: 
 

 IATA member airlines; 

 scheduled airlines which are not IATA members and participate in at least one 
Multilateral Interline Traffic Agreement; 

 non-scheduled airlines which are not IATA members (none currently); 

 airlines whose interline revenue accounting functions are performed by an 
IATA member which is a member of the Clearing House (sponsored airlines). 

 
3.34 Even though not members of the Clearing House the following parties can 
participate in the Clearing House: 
 

 airline members of the USA-based airlines Clearing House Inc2, and 

 organisations which are subsidiaries of IATA members, including non-airline 
organisations such as general suppliers, ground services companies and 
computer reservations systems providers. 

 
3.35 Clearing House members can also make individual bilateral arrangements with 
service providers for those providers to bill them through the Clearing House (service 
supplier participants). 
                                                 
2 The Airlines Clearing House Inc (ACH) is a non-profit airline-owned company incorporated in the 
United Stats which provides clearing facilities for the air transport market in the American continent 
similar to those provided by IATA internationally.  ACH is a member of the IATA Clearing House in 
its own right and the Clearing House is a member of the ACH.  An inter-clearance facility between the 
two clearing houses enables the member airlines of each clearing house to bill and settle claims against 
members of the other clearing house. 
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3.36 Table 3.1 below shows the Clearing House members and participants at 
31 December 2002 as advised by IATA. 
 
3.37 For a scheduled airline which is not an IATA member to be a member of the 
Clearing House the airline must: 
 

 be approved by all IATA members of the Clearing House; and 

 sign an undertaking to adhere to all IATA Traffic Conference agreements 
applicable to participation in the Multilateral Interline Traffic Agreement to 
which it is a party. 

 
Table 3.1 Clearing House Members and Participants – December 2002 
 

Category Number 
IATA member airlines 
Scheduled airlines not IATA members 
Sponsored airlines 
Subsidiary participants 
Others (IATA entities) 
Service supplir participants 
ACH members 
 
Total 

220 
51 
8 
24 
14 
29 
108 

 
454 

 
3.38 IATA members of the Clearing House are not required to pay any  fee to 
participate in the Clearing House.  IATA has advised that the operating costs of the 
Clearing House are largely covered by interest accrued through the investment of the 
short term settlement funds passing through the Clearing House and interest charged 
on overdue accounts.   
 
3.39 Airline members of the Clearing House which are not members of IATA are 
required to pay an annual membership fee which in 2002 ranged in average from 
US$9,000 for the lowest 25% of fees to US$53,390 for the highest 25%.  Similar 
levels of fees are required to be paid by subsidiary participants and service supplier 
participants. 
 
Governance of the Clearing House 

3.40 The Clearing House is a department within IATA operating under a manager 
appointed by the Director General of IATA.  The rules and procedures of the Clearing 
House are contained in the IATA Clearing House Manual of Regulations and 
Procedures. 
 
3.41 The deletion or amendment of some clauses of the Clearing House regulations 
may only be undertaken by the Board of Governors of IATA while changes to other 
clauses may be made by the IATA Financial Committee subject to the approval of the 
Director General. 
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3.42 The IATA Financial Committee is one of the four permanent standing 
committees of IATA and advises the Board of Governors and the Director General on 
all financial matters connected with international air transport including the Clearing 
House. 
 
3.43 There is also a Clearing House Panel which advises the Financial Committee 
on Clearing House matters and works in conjunction with the Clearing House 
manager in the maintenance of efficient operating procedures. 
 
 
4. SUBMISSIONS 

IATA’s supporting submissions 

4.1 IATA provided submissions in support of the IATA Prorate System and 
Clearing House and provided further information in response to questions from the 
ACCC. 

4.2 IATA submitted that the importance of proration lies in its support of 
interlining.  It stated that airlines need to be able to tranship with other airlines in 
order that passengers and freight are carried to their final destinations. 

4.3 IATA submitted that where one airline issues a ticket or air waybill involving 
both its own services and those of another airline the issuing airline collects the price 
of the entire itinerary from the passenger or shipper.  The Prorate System importantly 
provides the airlines involved with a means of calculating and sharing the revenues 
earned from their joint operations. 

4.4 IATA claimed that important as this prorating was for large airlines, it is 
essential for smaller airlines with more restricted route networks who need to rely on 
interlining to provide their customers with the level of service they demand and to 
compete with airlines with more extensive route networks. 

4.5 In respect of the Clearing House IATA submitted that it is a facility which 
provides efficient, centralised accounting and clearance to clear accounts between air 
transport enterprises worldwide.  It assists the world’s airlines, airline associated 
companies and travel partner companies to settle their interline and other billings 
securely, efficiently and on time. 

Submissions from interested parties 

4.6 Submissions responding to the Prorate System and/or Clearing House were 
received from the following interested parties: 

 Air New Zealand (Air NZ) 

 Australian Federation of Travel Agents (AFTA) 

4.7 The ACCC also held meetings with a number of industry parties on the 
Prorate System and Clearing House.  Records of those meetings are on the ACCC’s 
public register.  The parties involved were: 

 Qantas Airways Ltd. (Qantas) 
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 United Airlines (United) 

4.8 A summary of comments submitted by interested parties is provided below.  
The detail of the comments will be addressed as appropriate by the ACCC when 
assessing the individual elements of the Prorate System and Clearing House. 

4.9 Air NZ submitted that the IATA Clearing House and Prorate System were an 
integral part of the manner in which they transacted business with other airlines and 
their retention was vital to their strategies going forward. 

4.10 AFTA in general stated that it was not aware of the detail of the Prorate 
System and Clearing House and was therefore unable to comment. 

4.11 Qantas indicated that proration applies to through fares, being fares involving 
more than one sector .  If an airline sells a ticket for an interline journey at a discount, 
the interline fare will be assessed as the gross value of the fare, not the net discount 
value.  An airline cannot discount another airline’s fares.  The airline selling the fare 
will be the only one “wearing the cost” of the discount. 

4.12 It is Qantas’ preference to use the IATA Clearing House.  It is an efficient 
system which alleviates manual processing procedures and Qantas uses it for the 
majority of transactions. 

4.13 United Airlines expressed the  view that the IATA Prorate System does not 
advantage or disadvantage any carrier.  It is up to each carrier how they choose to use 
it and whether it is commercially viable to do so.  United uses the IATA Clearing 
House almost exclusively to settle interlining transactions. 

5. MARKET DEFINITION 

5.1 The first step in assessing the competitive effects and the public 
benefit/detriment of the conduct for which authorisation is sought is to consider the 
relevant market(s) in which that conduct occurs. 

5.2 In considering the boundaries of a particular market, the ACCC seeks to 
include all those sources of closely substitutable products to which consumers would 
turn in the event that a firm attempted to exercise market power.  The ACCC looks at 
both the demand and supply side of the market and considers up to four different 
dimensions: 

 geographic dimension - which may be local, state, national or 
international depending on where trade occurs; 

 product dimension - based on whether products are close substitutes 
for one another; 

 functional dimension - defines at what level the conduct in question 
occurs, eg retail or wholesale; and 

 temporal dimension – raises questions of the impact of time upon the 
analysis. 
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5.3 The ACCC has expressed views on markets relevant to the air transport sector 
in a number of previous determinations.3  In those determinations, the ACCC 
concluded that there are three broad markets of relevance to air transport: 

 passenger transport; 
 freight transport; and 
 ticket sales. 

5.4 More recently the ACCC has examined the issue of markets relevant to 
IATA’s passenger and cargo tariff coordination activities in its discussion papers 
A90855/3 of 26 October 2004 and A909855/4 of 29 September 2005 respectively.  In 
A90855/3 the ACCC expressed the view that for the purposes of tariff coordination it 
proposed to recognise distinctions between international air transport and domestic air 
transport, the carriage of cargo and passengers and leisure travellers and business 
travellers.  In A90855/4 the ACCC suggested relevant markets were markets for 
inbound international air cargo transport, outbound international air cargo transport 
and international commodity markets. 

Relevant markets for the Prorate System and Clearing House 

5.5 IATA has made no submission in relation to markets relevant to the Prorate 
System and Clearing House. 

5.6 The Prorate System with its primary role of apportioning revenue from fares 
agreed at tariff coordination conferences effectively constitutes an extension of those 
tariff processes.  If for example there was no agreement of IATA tariffs there would 
presumably be no need for fare proration in the IATA context.  Under these 
circumstances the ACCC proposes to regard the markets relevant to the Prorate 
System as the  same markets that were relevant to passenger and cargo tariff 
coordination. 

5.7 The Clearing House appears to be quite different from the Prorate System to 
the extent that it embraces a substantial proportion of transactions which are not 
dependent on, or do not involve IATA agreed fares or cargo rates. 

5.8 At the airline level participation in the Clearing House appears to facilitate 
relationships between airlines based not so much on IATA agreed tariffs and 
interlining as on commercial bilateral agreements, such as special prorate agreements.  
In so doing the Clearing House is encouraging competition between carriers at market 
rates.   

5.9 Looking from this perspective the ACCC considers that the likely relevant 
markets for authorisation assessment of the Clearing House are the air transport 
markets for passengers and cargo as identified above in paragraph 5.4 above with the 
exception of individual cargo commodity markets which were impacted by specific 
aspects of cargo tariff coordination. 
                                                 
3 See, for example, Determination No A30202 of 10 May 2000 in relation to Qantas and British 
Airways, Determination A90791 of 13 November 2002 in relation to the IATA Passenger Agency 
Program, Determination A30220-2 and A90862-3 of 9 September 2003 in relation to Qantas and Air 
NZ and Determination A30226-7 of 8 February 2005 in relation to Qantas and British Airways. 
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6. THE FUTURE WITHOUT AUTHORISATION – THE 
COUNTERFACTUAL 

6.1 As indicated earlier in this discussion paper, the ACCC is required to assess 
the likely public benefits and anti-competitive detriment arising from the 
arrangements for which authorisation is sought. 

Future ‘with-and-without’ test 

6.2 When identifying and evaluating public benefits and anti-competitive 
detriment generated by the IATA application, the ACCC is required to apply a ‘future 
with-and-without’ test established by the Australian Competition Tribunal (the 
Tribunal).  The test requires a comparison of the public benefits and anti-competitive 
detriment that the arrangements would generate in the future if authorisation is 
granted with the position if authorisation is not granted.  The scenario in which 
authorisation is assumed not to have been granted is termed the counterfactual. 

6.3 When determining the most likely counterfactual in this case, the ACCC is 
required to assess the extent to which IATA would be likely to continue to engage in 
the various elements of the conduct covered by the application should authorisation 
not be granted. 

The Prorate System and Clearing House and the counterfactual 

Prorate System 

6.4 IATA has stated in relation to the Prorate System that while the rules and 
procedures which make up the Prorate System are essentially technical rules designed 
to facilitate the sharing of interline revenue, for the purposes of competition analysis 
they are contracts, arrangements or understandings between competitors.  IATA 
stated that the System required authorisation in order to provide certainty to the 
airline industry. 

6.5 Under s.45 of the Act a corporation shall not make or give effect to a contract, 
arrangement or understanding which has the purpose or would be likely to have the 
effect of substantially lessening competition.  Under s.45A of the Act a provision of a 
contract, arrangement or understanding between competitors which fixes, controls or 
maintains prices for services is deemed to substantially lessen competition. 

6.6 Absent authorisation it is likely that IATA tariff coordination at least in 
relation to fares on journeys where interlining is not required to travel by air between 
a point in Australia and a point overseas would be regarded as price fixing between 
competitors, a per se breach of s.45 of the Act.  It would be expected under these 
circumstances that the process of IATA Tariff Coordination for such routes, for both 
inbound and outbound travel, would be discontinued absent authorisation. 

6.7 Given the IATA Prorate System involves an apportionment of revenue based 
on IATA agreed tariffs, in the absence of such tariffs involving journeys to and from 
Australia there would appear to be no need for the Prorate System to operate in 
relation to such routes involving Australia. 
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Issue 1. To what extent would the IATA Prorate System be required for routes 
involving Australia for which there were no IATA agreed tariffs? 

6.8 Regardless of whether or not Tariff Coordination was authorised, in whole or 
part, there is a question as to whether or not the Prorate System could reasonably be 
expected to operate absent authorisation.  While IATA has expressed the view that the 
nature of the System requires its authorisation it is not apparent to the ACCC that this 
is necessarily the case.   Whether the Prorate System could continue to operate in its 
current or revised form absent authorisation is particularly relevant to the recognition 
by the ACCC of any benefit claimed from the Prorate System. 

Issue 2. Considering the nature of the rules and procedures which constitute the 
Prorate System, would the System be likely to continue to operate 
absent authorisation in its current or revised form? 

Clearing House 

6.9 IATA has stated that airlines are strong competitors and to the extent that they 
co-operate through IATA in developing systems such as the Clearing House, there is 
at least a theoretical risk of their conduct falling within part of the Trade Practices 
Act 1974. 

6.10 In many cases, it might be expected that clearing house activities could be 
regarded as relatively benign in a competition sense and might be expected to occur 
regardless of authorisation.  In the case of this Clearing House, controlled ostensibly 
by IATA itself, but effectively by the predominance of the aviation industry, it is 
possible that access issues could arise which would not see the Clearing House 
operate in its current form without authorisation. 

6.11 The issue of access to the Clearing House and the consequences of any 
difficulty in gaining access will be examined as part of the ACCC’s assessment of 
anti-competitive detriment associated with the Clearing House. 

Issue 3. Absent authorisation is it likely that access constraints, or other factors, 
might lead to the Clearing House not being operated in relation to 
transactions involving Australian airlines and routes? 

7. EFFECT ON COMPETITION  

7.1 It is the task of the ACCC when assessing authorisation applications to assess 
the extent to which the relevant conduct results or would be likely to result in a 
lessening of competition in relevant markets and the detriment that would be likely to 
result. 

Competition effects of the Prorate System 

7.2 The major concern the ACCC is likely to have with IATA interlining is with 
the agreement of tariffs rather than any system of apportionment of revenue between 
carriers involved in offline travel based on IATA agreed fares or rates.  On face value 
the IATA proration rules would appear to have only a low impact on competition.   
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7.3 The ACCC might be concerned if any airlines were excluded from 
participating in IATA interlining.  However IATA has advised it is not necessary for 
any airline operating scheduled passenger and/or cargo services to be an IATA 
member to participate in interlining based on IATA agreed fares.  Non-IATA airlines, 
including airlines operating domestic-only services, can participate in IATA 
interlining so long as they are signatories to the IATA Multilateral Interline Traffic 
Agreements for passengers and/or cargo. 

7.4 Non-IATA airlines are similarly allowed to participate in the Prorate System 
either by becoming a signatory to the Prorate Agency or by providing the Prorate 
Agency with a written statement confirming that they accept the terms and conditions 
of the relevant multilateral proration agreement. 

7.5 IATA has advised that there is no formal approval process.  Any airline 
operating scheduled services which wishes to participate in the Prorate System is 
accepted. 

Issue 4. The ACCC has not identified any areas of competition concern in the 
Prorate System from the material before it at this stage.  Parties who 
have any competition concerns with the Prorate System are invited to 
raise them with the ACCC. 

Competition effects of the Clearing House 

7.6 The ACCC considers that the IATA Clearing House is an efficient way of 
acquitting payments between airlines and its value extends beyond the acquittal of 
IATA agreed fares which have been used for offline travel. 

7.7 IATA has claimed4 that 61.9% of total turnover through the Clearing House in 
2002 was accounted for by interlined passenger and cargo sales.  However the ACCC 
notes that airlines may also acquit revenue from interlined passengers and cargo 
travelling on fares and rates other than IATA agreed fares or rates.  United Airlines, 
Air New Zealand and Qantas have  confirmed to the ACCC that interline revenues 
from agreements between airlines outside the IATA tariff coordination system are 
processed via the Clearing House. 

7.8 The ACCC believes that the majority of interline revenues passing through the 
Clearing House would relate to bilateral commercial arrangements such as special 
prorate agreements and code shares and other alliances, rather than from the 
utilisation of IATA agreed fares for offline travel. 

7.9 IATA has stated at paragraph 6.11 of its Clearing House submission that 
volumes cleared through the Clearing House have risen steadily in the ten years since 
1993.  The ACCC believes that this growth is more likely to be a product of the 
increased incidence of alliances and the clearing of within alliance revenues rather 
than the increased utilisation of IATA agreed fares for offline travel. 

                                                 
4 Paragraph 6.14 of IATA Clearing House submission of 16 June 2003. 
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7.10 Against this background it can be seen that an inability on the part of an airline 
to participate in the Clearing House could see it substantially disadvantaged 
competitively.  It is likely that most airlines would have a preference for transactions 
associated with commercial bilateral arrangements to be acquitted through the 
Clearing House rather than on a bilateral transaction by transaction basis.  Under 
these circumstances it would not surprise if an airline would not participate in a 
bilateral commercial arrangement with another airline if that airline could not 
participate in the Clearing House. 

7.11 Such a proposition is consistent with an observation made by the Director 
General of IATA, reported5 in November 2004, that airlines were cancelling interline 
agreements with partners who were not capable of electronic ticketing. 

7.12 The ACCC noted in its discussion papers on IATA Passenger Tariff 
Coordination and Cargo Tariff Coordination that most airlines were involved in a 
plethora of commercial arrangements.  These arrangements not only enabled them to 
effectively extend their networks but to do so at fares and rates substantially below 
IATA agreed fares and rates, thereby improving their competitiveness. 

7.13 The ACCC believes that there are a number of aspects of the IATA Clearing 
House rules and procedures which could lead to a lessening of competition. 

7.14 IATA has submitted that airlines which are not IATA members are entitled to 
participate in the Clearing House if they are party to at least one of the Multilateral 
Interline Traffic Agreements, or if their interline revenue accounting functions are 
performed by an IATA airline.  However to be admitted to the Clearing House a non-
IATA airline must also: 

 be approved by all IATA members of the Clearing House; 

 sign an undertaking to adhere to all IATA Traffic Conference agreements 
applicable to participation in the Multilateral Interline Traffic agreement to 
which they are party; 

 complete a questionnaire  

 provide letters of recommendation from two IATA members of the Clearing 
House ; and 

 provide a certified copy of its most recent balance sheet and profit and loss 
statement. 

7.15 IATA has made no mention of the recourse available to a non-IATA airline if 
an IATA member objects to the airline joining the Clearing House or if admission was 
refused on the basis of information provided.  IATA stated that in the past five years 
(to June 2003) 45 non-IATA airlines applied for membership of Clearing House and 
all were accepted.  The ACCC does not believe that such precedents could necessarily 

                                                 
5 “Not such sweet sorrow, as airlines part with paper”, Australian Financial Review, 26 November 
2004. 
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be relied upon in matters of such importance to non-IATA airlines.  Realistically, the 
objection of a single IATA member could preclude a non-IATA airline from joining 
the Clearing House. 

7.16 The ACCC also notes that the level of annual Clearing House membership 
fees paid by non–IATA airlines relative to IATA members could also be viewed as 
being anti-competitive.  IATA members do not pay annual fees and IATA has stated 
at paragraph 12.1 of its submission that the operating costs of the Clearing House are 
largely covered by interest accrued through the investment of the short term 
settlement funds passing through the Clearing House and interest charged on overdue 
accounts. 

7.17 However non-IATA airline members of the Clearing House are required to 
pay an annual membership fee based on a sliding scale according to their gross claims 
though the Clearing House.  IATA has stated that the average fee payable in 2002 was 
US$23,809, with the top 25% of non–IATA airlines paying an average fee of 
US$53,390 and the bottom 25% an average fee of US$9,000. 

Issue 5. Could the ability of non-IATA airlines to join the Clearing House be 
prejudiced by the absence of a mechanism for appealing a rejected 
application? 

 To what extent might the inability of non-IATA scheduled airlines to 
join the Clearing House impact on their competitive position and 
competition in air transport markets? 

Issue 6. Does the imposition of annual fees on non-IATA members of the 
Clearing House contribute to their being competitively disadvantaged 
against IATA members given IATA members do not pay annual fees 
and the cost of the Clearing House is covered by its investment interest 
income? 

8. PUBLIC BENEFITS 

8.1 The ACCC must be satisfied that conduct for which authorisation is sought 
results in a benefit to the public that outweighs any detriment arising from anti-
competitive conduct.  The ACCC will also consider the weight to be attached to 
identified public benefits having regard to the extent to which they accrue to the 
community generally. 

8.2 Consistent with the “future-with-and-without-test” outlined earlier in this 
paper the ACCC compares the public benefits generated by the conduct concerned in 
the future with those likely to be generated if the authorisation is not granted.  Public 
benefits which may accrue in the future irrespective of whether or not authorisation is 
granted for the conduct concerned may not be accorded weight of any substance. 
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Prorate System public benefits 

8.3 IATA has described6 the Prorate System as a neutral facilitative system.  
IATA has claimed that one of its benefits is that the Prorate System facilitates the 
seamless transfer of passengers, baggage and freight between participating airlines 
with the airlines accounting to each other for a share of the revenue and settling the 
transaction efficiently. 

8.4 IATA has stated at paragraph 7.3 of its submission on the Prorate System that 
the system is the key to the IATA interlining system.  The interline system could not 
operate efficiently unless where interlined carriage has taken place, the participants 
involved in that interlined carriage had an agreed mechanism for sharing the revenue 
collected by the ticketing carrier. 

8.5 The ACCC recognises that while ever there is a need for IATA agreed 
fares/rates and interlining takes place based on those fares/rates there needs to be a 
means of apportioning revenue between carriers.  To that extent any benefit 
associated with the Prorate System is inexorably linked to benefits flowing from the 
interline system as a whole, and especially tariff coordination. 

8.6 IATA has stated that the amount to be prorated for an interlined passenger 
journey is the fare collected by the issuing airline on a one-way basis provided it is a 
valid published fare.  IATA has confirmed that a valid published fare is a fare 
determined in the IATA Tariff Coordinating Conferences or other mechanisms 
provided for in air services agreements and filed with or approved by governments in 
accordance with those agreements. 

8.7 IATA has also stated that the IATA Prorate System is not limited to fares 
established by the IATA Tariff Coordinating Conferences.  In those countries where 
the competition laws allow airlines to agree on fares bilaterally, the IATA Prorate 
System applies for those airlines to those fares.  The ACCC is not aware of any such 
bilaterally agreed fares relevant to routes involving Australia. 

8.8 In the Australian case therefore the benefit from the Prorate System will be 
proportional to the extent to which fares/rates agreed at IATA Tariff Coordinating 
Conferences are sold in relevant air transport markets and those fares are actually 
used for interlining.  A journey which involves an IATA fare or rate but which does 
not involve interlining does not require revenue apportionment and there is no 
associated benefit from the Prorate System. 

8.9 In its discussion paper (A90855/3) on IATA Passenger Tariff Coordination the 
ACCC raised the proposition that in Australia IATA interlineable fares are rarely 
purchased by leisure travellers (who make up the majority of travellers) and are only 
purchased with low frequency by business travellers.  With a low incidence of 
purchase of such fares and the even lower usage of such fares for interlining the 
extent of any benefit from the Prorate System associated with passenger travel would 
be likely to be exceedingly small. 

                                                 
6 IATA letter to ACCC of 19 October 2004. 
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8.10 In its submission on Tariff Coordination IATA has acknowledged7 that the 
incidence of “Interlining” (i.e. based on IATA agreed rates) is not as high in relation 
to cargo as it is in relation to passengers.  The ACCC also noted in its discussion 
paper (A90855/4) on IATA Cargo Tariff Coordination that in excess of 99% of 
Australian inbound and outbound air cargo could reach its destination using direct 
flights.  Low levels of interlining of air cargo into and out of Australia would not give 
rise to public benefits of significance associated with the IATA Prorate System. 

Issue 7. If the levels of passengers and cargo interlining on journeys into and 
out of Australia on IATA agreed fares and rates are low does this mean 
that any public benefit accruing from the Prorate System is also low? 

8.11 The ACCC believes that in the case of the Prorate System there is reasonable 
cause for asking whether or not the Prorate System would operate absent 
authorisation.  On face value the development of objective mileage based criteria to 
apportion revenue would not appear to raise obvious competition concerns.  If the 
Prorate System would be likely to operate in the absence of authorisation then it 
would be open to the ACCC to not recognize even limited public benefits accruing 
from the System for the purposes of assessing Application A90855. 

Clearing House public benefits 

8.12 IATA has stated that the Clearing House is an IATA facility which provides 
efficient centralised accounting and clearance to clear accounts between air transport 
enterprises worldwide.  It assists the world’s airlines, airlines-associated companies 
and travel partner companies to settle their interline and other billings securely, 
efficiently and on-time. 

8.13 IATA has submitted that by offsetting mutual transactions through the 
Clearing House, airlines and other participants can reduce hundreds of bilateral, 
multi-currency transactions for passenger, cargo, baggage, catering, ground handling 
and other services to one single payable or receivable amount in a single currency. 

8.14 IATA has claimed that one of the significant efficiencies of the Clearing 
House it that it offsets claims.  In 2002 around 78% of transactions processed through 
the Clearing House were settled through the netting process without the actual 
transfer of funds.  While US$30.3 billion was submitted for clearance, only 22% or 
US$6.7 billion of the total actually flowed between participants through the Clearing 
House. 

8.15 IATA has stated that the Clearing House had its origins in the need for an 
effective settlement system between airlines as an integral part of the interlining 
system and remains an essential part of the system. The interline system could not 
operate efficiently unless each participant involved in the interlined carriage is able to 
promptly collect the funds due to it from the ticketing airline and travel partners 
securely, efficiently and in a timely manner. 

                                                 
7 Paragraph 18.14 
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8.16 The ACCC accepts that the Clearing House provides efficiency benefits which 
would result in cost savings for airlines.  The weight to be attached to such benefits is 
likely to be dependent on the extent to which they are passed on to consumers as a 
result of effective competition on routes.  The ACCC notes that the bulk of these 
benefits would relate to non-interline transactions (which accounted for 38.1% of 
Clearing House turnover in 2002) and for interline revenue related to special prorate 
agreements, code shares and alliances rather than interline revenue from IATA agreed 
fares. 

8.17 In assessing the value of any Clearing House benefit the ACCC believes 
regard should be had to the proportion of airline funds which are passed through the 
system.  According to ICAO8 total airline operating revenues amounted to US$312.5 
billion in 2002.  Around 6% of this revenue entered the Clearing House in the same 
year as interline revenue from all interline arrangements. 

Issue 8. Is it correct that while there are public benefits accruing from the 
IATA Clearing House most of those benefits are derived from revenue 
other than revenue from interline journeys made on IATA agreed fares 
and rates? 

8.18 The ACCC believes that in a hypothetical scenario where the IATA Clearing 
House was not authorised there would be strong incentives for airlines to pursue its 
operation given the benefits that flow to airlines from it.  The main barriers to such 
operation might be issues identified by the ACCC in paragraphs 7.14 to 7.17 above 
which relate to access to the system by non-IATA airlines.  In the absence of these 
barriers the ACCC believes that it is likely that the benefits accruing from the 
Clearing House would be pursued regardless of authorisation. 

 

                                                 
8 See footnote 174 to IATA Tariff Coordination submission. 
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