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Summary

The ACCC proposes to grant authorisation for Virgirstralia and Singapore Airlines to ente
into an integrated network alliance for five years.

=

On 20 June 2011, Virgin Australia and Singapordires lodged applications for authorisation
to establish an integrated network alliance intr@tato international air passenger transport
services (the Alliance).

Under the Alliance, Virgin Australia and Singapa@veines will fully cooperate on all aspects
of their Australia — Singapore services and angrimdtional and domestic connecting routes,
including joint pricing and scheduling and jointrketing and sales. The airlines will cooperate
in relation to the marketing of services to corpe@nd government accounts, including joint
bidding and joint pricing. They will also cooperaterelation to frequent flyer and lounge
access to improve the Alliance’s overall offering.

Virgin Australia and Singapore Airlines do not intketo share revenue at this stage and the
current applications do not extend to cover reveshaing.

The ACCC considers that the Alliance is likely ésult in material public benefits in the form
of:
= enhanced products and services, including increaske connection options,
enhanced value added services and potential neesrand frequencies. In
particular, the Alliance provides passengers withdbility to purchase journeys
across the international and Australian domestiwowks offered by the airlines.
This will immediately increase the number of onleamnection options for
passengers.

» increased competition in international air passetrg@sport services market(s).
The ACCC considers that the enhanced product amttseffering, which
includes reciprocal frequent flyer programs andchigriaccess, is likely to trigger a
competitive response from other airlines (partidyl®antas).

In addition, the ACCC considers that the Alliancaymesult in some public benefits in the form
of:
= cost savings and other efficiencies and

= potentially, the stimulation of tourism.

The ACCC considers that the Alliance is unlikelyrésult in any significant public detriment in
the market(s) for international air passenger partsservices or the market for domestic air
passenger transport services in Australia.

The ACCC notes that the services currently operayedirgin Australia and Singapore Airlines
overlap on routes between Perth and Phuket in 8iiland Australia and Denpasar in
Indonesia (Bali). On these routes, Singapore Agdirservices operate via Singapore, making
them indirect (one-stop), while Virgin Australiaeyptes a direct (non-stop) service. The ACCC
considers that passengers are less likely to regjaghpore Airlines’ indirect service as a close
substitute for Virgin Australia’s non-stop serviae these routes. Importantly, there are a
number of competitor airlines offering direct sees on these routes that are in a position to
constrain the Alliance’s price and service decision

DRAFT DETERMINATION ii A91267 & A91268



The ACCC considers that, while the Alliance wiltetit domestic on-carriage or feeder traffic to
Virgin Australia rather than other domestic casjehis is unlikely to undermine the
competitive position of other domestic carriers.

The ACCC notes Singapore Airlines’ shareholdingiger Airways Holdings and has
examined the potential for the Alliance to impaer Airways Australia’s price and service
decisions in the Australian domestic air passetrgesport services market. The ACCC
considers that the Alliance is unlikely to lessegef Airways Australia’s incentive to compete
in the domestic market, or to significantly incredise likelihood of Virgin Australia and Tiger
Airways Australia’s coordinating their pricing, quit or related commercial decisions in this
market.

Therefore, the ACCC proposes to grant authorisatdhe applicants for the Alliance for
five years.

The ACCC will now seek further submissions from dpplicants and interested parties in
relation to this draft determination, prior to nradgia final decision. The applicants and
interested parties may also request a conferenbeldddo make oral submissions on the draft
determination.
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List of abbreviations and terms
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The applicants
BITRE
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Free sale
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Online connection
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SSNIP
The Tribunal

DRAFT DETERMINATION

Australian Competition and Consumer Commission
The Competition and Consumer Act 2010

Air services agreement is a bilateral agreerbehiveen
governments under which international air transfgort
authorised

Virgin Australia and Singapore Aiels
Bureau of Infrastructure, Transport and RagldEconomics

Code sharing refers to arrangements involving gsggament
of one airline’s designator code to a flight opedaby another
airline.

A type of codeshare where the marketimec effectively
only pays for the seats it sells

Interlining involves the cagaaf passengers and/or freight
between two points using more than one airline uade
arrangement which typically involves baggage chtbough
and the honouring of tickets between airlines

Load factors measure the percentageats filled on an
aircraft on any given route. This is derived fromiding the
number of passengers travelled by the number ¢f sea
available

Low cost carrier (also known as a no-frillssabunt or budget
carrier or airline) is an airline that generallysHawer fares
and fewer comforts. To make up for revenue lostdoreased
ticket prices, the airline may charge for extrés fiood,
priority boarding, seat allocating, and baggage etc

New world carrier is a low cost, high valudiag model that
aims to attract a broader cross section of passetigen the
traditional LCC model, through leveraging the aielis low
cost foundations and adding valuable new produbistw
appeal to higher yielding passengers

A passenger itinerary of two arenflight segments where
connections are made between flights of the sarhieeaor
its codeshare partners

A sector is a non-stop flight leg betweeo pweints
(excluding technical stops where no passengerargoare
picked up or dropped off)

Small but significant non-transitory increasprice
The Australian Competition Tribunal
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1. The application for authorisation

1.1. On 20 June 2011 Virgin Australia Airlines Pty Lidirgin Australia International
Airlines Pty Ltd, Pacific Blue Airlines (NZ) Limié, Pacific Blue Airlines (Aust) Pty
Ltd, and Velocity Rewards Pty Ltd (togethérgin Australia ); and Singapore
Airlines Limited and SilkAir (Singapore) Privaterhited (togetheSingapore
Airlines) lodged applications for authorisation A91267 &%1.268 with the ACCC.

1.2. Authorisation is a transparent process where thE@Ghay grant statutory protection
from legal action for conduct that might otherwiseach theCompetition and
Consumer Act 201@he Act). The ACCC may ‘authorise’ businessesrigage in
anti-competitive conduct where it is satisfied ttre public benefit from the conduct
outweighs any public detriment. The ACCC condacpaiblic consultation process
when it receives an application for authorisatiamiting interested parties to lodge
submissions outlining whether they support the iappbn or not. Further information
about the authorisation process is contained iachtnent A A chronology of the
significant dates in the ACCC'’s consideration afdt applications is contained in
Attachment B

1.3. Application A91267 was made under subsections &&{il)88(1A) of the Act to:

= make and give effect to a contract, arrangemeunnderstanding, a provision of
which is or may be an exclusionary provision wittlie meaning of section 45 of
the Act

= make and give effect to a provision of a contacgragyement or understanding, a
provision of which is, or may be, a cartel provisend which is also, or may also
be, an exclusionary provision within the meaningadtion 45 of that Act.

1.4. Application A91268 was made under subsections &8{il)88(1A) of the Act to:

= make and give effect to a contract or arrangenwerarrive at an understanding, a
provision of which would have the purpose, or waddre or might have the
effect, of substantially lessening competition witthe meaning of section 45 of
the Act

= make and give effect to a contract or arrangenuerdrrive at an understanding a
provision of which would be, or might be, a cageabvision (other than a provision
which would also be, or might also be, an exclusigmprovision within the
meaning of section 45 of that Act).

1.5. Virgin Australia and Singapore Airlines have apglfer authorisation to make and
give effect to an Alliance Framework Agreementoagsted codeshare agreements and
proposed related agreements which are contemgbgtdte Alliance Framework
Agreement (Alliance).

1.6. Under the Alliance, Virgin Australia and Singap@vielines will fully cooperate on all

aspects of their Australia — Singapore servicesaarydnternational and domestic
connecting routes, including joint pricing and sihieng and joint marketing and sales.
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1.7.

1.8.

1.9.

The airlines will cooperate in relation to the netrkg of services to corporate and
government accounts, including joint bidding andt@ricing. They will also
cooperate in relation to frequent flyer and louageess to improve the Alliance’s
overall offering.

The Alliance will provide Virgin Australia with aess to Asian destinations currently
unavailable to it, for example through coded flgtd and in China, India, Japan and
Hong Kong. Singapore Airlines will be able to ofterd promote Singapore Airlines
coded flights to a wider range of destinations digttout Australia.

The applicants seek authorisation for a periodrendo earlier than five years from the

date of authorisation or for ten years from 6 J2@&1 (the Initial Term of the Alliance
Framework Agreement).
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2. Background to the application

The applicants

Virgin Australia *

2.1 Virgin Australia Airlines commenced operations ingtralia as Virgin Blue in August

2000 and is listed on the Australian Stock Exchange

2.2. Virgin Australia currently operates 91 aircraft approximately 3000 flights per week,
to 48 Australian and international destinationseltves 17 additional international

destinations and seven additional destinationsimitiestern Australia through
codeshare agreements with partner airlines.

2.3.

2.4,

2.5.

2.6.

Table 2.1  Virgin Blue destinationd
Adelaide Darwin Launceston Port Moresby
Albury Denpasar Los Angeles Port Vila
Auckland Dunedin Mackay Queenstown
Ballina Fraser Coast Melbourne Rarotonga
Brisbane Gold Coast Mildura Rockhampton
Broome Hamilton Nadi Sunshine Coast
Cairns Hamilton Island Newcastle Sydney
Canberra Hobart Newman Townsville
Christchurch Honiara Nuku'Alofa Uluru
Christmas Island Kalgoorlie Perth Wellington
Cocos(Keeling) Island | Karratha Phuket Whitsundays
Coffs Coast Kununurra Port Macquarie

On 4 May 2011, the Virgin Blue Group relaunchedemalsingle Virgin Australia
brand, replacing the following domestic and intéioraal brands:

= Virgin Blue;

= Pacific Blue; and

= V Australia.

These brands will be phased out by Virgin Australiar the coming year and all flying
will take place under the Virgin Australia brand.

Virgin Australia also operates Pacific Island seegi through Polynesian Blue, which is
a joint venture with the Samoan Government. Thearating of this carrier will
depend on agreement by the Samoan Government.

The airline commenced operations in Australia iB@®8s a Low Cost Carriek CC)
serving a small number of domestic Australian reugince that time the airline has
made a number of changes to its business modetier to take account of changing
conditions in the Australian aviation industry dncpursue opportunities to increase its
share of passengers and its profitability.

1

2
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The majority of the information under this sutatimg is sourced from:

Virgin Australia and Singapore AirlineSubmission in support of the Application for Autbation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011
Virgin Blue Holdings,Annual Repor2010-2011

http://www.virginaustralia.com/Personal/FlightifvhereWeFly
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2.7.

2.8.

2.9.

2.10.

2.11.

In 2005, Virgin Australia (then Virgin Blue) annoead its move away from a LCC
business model and towards becoming a New WorldeZgNWC).

Since his appointment in May 2010, Virgin Austrai@EO, John Borghetti, has
pursued the company’s ‘Game Change’ strategy, deditp attract higher yield
corporate and business passengers while remaitinagteave to leisure passengers.

Virgin Australia advises that its ‘Game Changeattgy is to improve its network and
product in order to expand its passenger basefaitboge its closest competitor,
Qantas, across more market segments, providingheatlachoice and competition for
all Australian passengers. Virgin Australia’s stggt is to retain its competitive
position for leisure and visiting friends and relas travel in domestic Australia while
reducing its exposure to fluctuations in demanddaaure travel by diversifying its
passenger base and attracting a higher proportidnsiralian corporate, government
and international travellers.

As part of Virgin Australia’s ‘Game Change’ strayed is seeking to complete its
virtual international network by forming internatia alliances and maintaining a small
fleet of aircraft’

For the financial year ending 30 June 2010, Vidgustralia Group reported revenue of
A$2981.8 million and a net profit before tax of A$3 million.

Singapore Airlines’

2.12.

2.13.

Singapore Airlines is the flag carrier of Singaparperating passenger services with a
fleet of over 100 aircraft across an extensiverimagonal network. Singapore Airlines
offers services to around 101 scheduled destimatiod0 countries, including through
alliances, with a particularly strong presence giaA

= 27 destinations in Asia, including Singapore, H&mamg, Tokyo, Seoul and Delhi;

= 14 destinations in Europe, including London, Marstée Athens, Frankfurt;
Istanbul, Milan and Patris;

= routes to the USA (including Los Angeles, New Yarld San Francisco) and
South America (Sao Paulo); and

= other destinations in the Middle East, South Wesifife and Africa.

Singapore Airlines is a full service airline andiirrently operates 92 return services
per week to and from five gateways in Australiaekade, Brisbane, Melbourne, Perth
and Sydney.

3

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the

Alliance between Virgin Australia Group and Singapgirlines 20 June 2011

4

The majority of the information under this sutatimg is sourced from:

Virgin Australia and Singapore AirlineSubmission in support of the Application for Autbation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011
Singapore Airline#Annual Repor2010-2011
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Table 2.2

Singapore Airlines destinations

Abu Dhabi (AUH)

Frankfurt (FRA)

Moscow (DME)

Adelaide (ADL)

Fukuoka (FUK)

Mumbai (BOM)

Ahmedabad (AMD)

Guangzhou (CAN)

Munich (MUC)

Amsterdam (SPL)

Hanoi (HAN)

Nagoya (NGO)

Athens (ATH)

Ho Chi Minh City (SGN)

New Delhi (DBL

Auckland (AKL)

Hong Kong SAR (HKG)

New York (EWR)

Bandar Seri Begawan (BWN) Houston (IAH) New Y@QIKK)
Bangalore (BLR) Istanbul (IST) Osaka (KIX)
Bangkok (BKK) Jakarta (CGK) Paris (CDG)

Barcelona (BCN)

Jeddah (JED)

Perth (PER)

Beijing (PEK)

Johannesburg (JNB)

Riyadh (RUH)

Brisbane (BRN)

Kolkata (CCU)

Rome (FCO)

Cairo (CAI)

Kuala Lumpur (KUL)

San Francisco (SFO)

Cape Town (CPT)

Kuwait City (KWI)

Sao Paulo (GRU)

Chennai (MAA)

London (LHR)

Seoul (ICN)

Christchurch (CHC)

Los Angeles (LAX)

Shanghai (PVG

Colombo (CMB)

Male (MLE)

Sydney (SYD)

Copenhagen (CPH)

Manchester (MAN)

Taipei (TPE)

Dhaka (DAC)

Manila (MNL)

Tokyo (HND)

Denpasar (DPS)

Melbourne (MEL)

Tokyo (NRT)

Dubai (DXB)

Milan (MXP)

Zurich (ZRH)

2.14. Singapore Airlines is majority government owned anlisted on the Singapore Stock
Exchange. In 2010, the International Air Transgssociation (IATA) recognised
Singapore Airlines as the world’s second largeadinai by market capitalisation

(USD14 billion).

2.15. Singapore Airlines recently announced for the 2RQ01 financial year a group net
profit of SGD1.09 billion and operating profits 86GD851 million and SGD121

million respectively for Singapore Airlines andigiir.

DRAFT DETERMINATION
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SilkAir

2.16. SilkAir is a wholly owned subsidiary of Singapor&likes. Singapore Airlines and
SilkAir have a codeshare agreement under whichapioige Airlines places its code on
services offered to all SilkAir destinations.

2.17.  SilkAir is positioned as a premium, short to medioaul regional carrier. It extends
Singapore Airlines’ footprint in Asia and links §apore to a multitude of destinations
across Asia.

2.18. SilkAir operates as a premier regional Asian agland offers over 400 flights a week
to 34 destinations across 11 countries, with & 8&&9 Airbus aircrafts (13 Airbus
320s and 6 Airbus 319s).

Table 2.3  SilkAir destinationg

Balikpapan (BPN)

Kathmandu (KTM)

Palembang (PLM)

Bangalore (BLR)

Kochi (COK)

Pekanbaru (PKU)

Bangdung (BDO)

Kota Kinabalu (BKI

Penang (PEN)

Cebu (CEB)

Kuala Lumpur (KUL)

Phnom Penh (PNH)

Changsha (CSX)

Kolkata (CCU)

Phuket (HKT)

Chengdu (CTU)

Koh Samui (USM)

Shenzhen (SZX)

Chennai (MAA)

Kuching (KCH)

Siem Reap (REP)

Chiang Mai (CNX)

Kunming (KMG)

Singapore (SIN)

Chongging (CKG)

Langkawi (LGK)

Solo (SOC)

Coimbatore (CJB)

Lombok (AMI)

Surabaya (SUB)

Da Nang (DAD)

Manado (MDC)

Thiruvananthapuram
(TRV)

Davao (DVO)

Medan (MES)

Xiamen (XMN)

Hyderabad (HYD)

Macau (MFM)

Yangon (RGN)

see http://www.singaporeair.com/en_UK/about-usfaedeshare-psh/psh-codeshare-dest/
Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singepgirlines 20 June 2011, pp. 74-76
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The applicants’ other alliances and airline interets

Virgin Australia

2.19. Virgin Australia has entered into a range of codestand interline arrangements with

partners, to allow it to offer a global airline werk to its passengers. These partners
include its strategic Alliance partners Air New Eewal, Delta Air Lines, Etihad and
Skywest. The ACCC has authorised Virgin Australia alliamedth Etihad, Air New
Zealand and Delta Air Lines.

2.20. Virgin Australia also has interline arrangementthwhe following carriers for inbound

traffic into Australia: Aerolineas Argentinas, Aali, Air Austral, Air Mauritius, Air
Tahiti Nui, Airlines PNG, Cathay Pacific/Dragon AChina Southern, Emirates,
Garuda Indonesia, Hawaiian Airlines, Malaysia Aes, Qatar Airways, Royal Brunei,
South African Airways, Thai Airways, Vietnam Airkes and Virgin Atlantic.

2.21. The carrier also has a domestic interline agreeméhtRegional Express (Rex)

through Virgin Blue. The agreement covers passantygng on Rex from regional
centres to Adelaide, Melbourne and Sydney and dineto other Virgin Blue serviced
terminals within Australi&. Virgin Australia passengers can connect in Sydney,
Melbourne, Brisbane, Adelaide or Townsville onto)XR&ervices across

regiongll Australia. The interline agreement cowetarlining of baggage between
flights.

2.22. The applicants submit that the Alliance will haweeifect on Virgin Australia’s

existing alliances with Etihad, Air New Zealandlelta. Rather, it is complementary
to the existing alliances and fills the gaps ingifirAustralia’s current offet’

2.23. The Alliance provides for Virgin Australia placiiig code on any Singapore Airlines/

SilkAir services. However, Virgin Australia submtitsat it does not intend to codeshare
on Singapore Airlines routes where it has codestaverage with Etihad. This

position is based on the commercial rationale itragy result in inconsistent product
and service for Virgin Australia passengers onstirae routes!

2.24. Virgin Australia Group also has arrangements withska Airlines (in Los Angeles) to

provide international lounge facilities to its irmational business class and Gold
Velocity frequent flyer members.

10

11

Skywest Airlines Ltd, a subsidiary of Skywestaigrimarily Australian owned company, with its stglisted
on the alternate market of the London Stock ExchgAdgM) and dually quoted and tradable on the Aal&tn
Stock Exchange. Skywest is a major regional aililind/estern Australia, providing scheduled servitem
Perth to Albany, Esperance, Geraldton, Carnarvamdtith, Broome, Kalbarri, Kalgoorlie, Kununurra,
Monkey Mia, Port Hedland, Darwin, Karratha and tesgw Broome/Port Hedland and Bali. The airline flies
over 90 services a week — see http://www.skywesst.ao/InvestorRelations.aspx

Rex Interline agreements, at http://www.rex.carfflghtinfo/InterlineAgreements.aspx

Virgin Australia, Airline Partners at
http://www.virginaustralia.com/Personal/FlightindiflinePartners/More/index.htm (accessed on 1 Sepés
2011)

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011, p. 29

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, pp.14 and 29
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Singapore Airlines

2.25.

2.26.

2.27.

Singapore Airlines is a member of the Star Alliant®codeshare partners include
SilkAir, Virgin Atlantic, Air New Zealand, Malaysiairlines, Lufthansa, Scandinavian
Airlines, Swiss International Air Lines, and US Ways.

Singapore Airlines has a 49% shareholding in Viilantic, which offers flights to
the USA, Africa, Caribbean, Asia and to Austratianh its hubs in the UK. The only
service to Australia operated by Virgin Atlanticlisndon — Hong Kong — Sydney.

Singapore Airlines and Virgin Atlantic have a cda@® agreement which is part of a
series of commercial arrangements between the iluzes that include a reciprocal
frequent flyer relationship, a joint lounge accageeement and round-the-world-
fares*

Tiger Airways

2.28.

2.29.

2.30.

2.31.

2.32.

2.33.

Singapore Airlines also has a 32.84% interest geifAirways Holdings Limited
(Tiger Holdings)* Tiger Holdings is a holding company for two whetiwned
subsidiaries: Tiger Airways Australia Pty Ltd anigdr Airways Singapore Pte L{d.

Tiger Holdings, through its two subsidiaries, i®@&-cost carrier servicing routes
throughout Asia and within Australia.

Tiger Airways Singapore flies out of Singapore 6d&stinations throughout Asia. Its
services overlap with SilkAir services on 12 routes

Tiger Airways Australia, prior to its operationsitg suspended by the Australian Civil
Aviation Safety Authority (CASA) on 2 July 2011 Webetween Melbourne and 15
destinations in Australia. Virgin Australia offerddect services on 11 of these routes
and indirect (one stop) services via Brisbane erémaining three routes.

The applicants submit that the Tiger Airways Augita model and brand is entirely
separate from that of Singapore Airlines. Singapgorines does not have a codeshare
or interline relationship with Tiger Airways Auslieor Tiger Airways Singapore.

The applicants further submit that until the reagnaiunding of Tiger Airways
Australia by CASA Singapore Airlines did not havg/ananagement control over
Tiger Airways Australia. Following the recent susp®n of its operations by CASA,
Tiger Airways Australia has made changes to itxetiee team. In particular, Mr Chin
Yau Seng has been appointed as Executive DirestbAating CEO of Tiger Airways
Holdings. Prior to this appointment, Mr Chin wae tivisional Vice President Cabin

12
13

http://www.singaporeair.com/en_UK/about-us/psideashare-psh/psh-other-airlines/
Singapore Airlines has the opportunity to acquipeo 49.1% shareholding in Tiger Holdings follogia

Rights Issue by Tiger Holdings — see Clayton Utttér regarding Singapore Airlines shareholdingigrer
Airways, 26 August 2011

14
15

Clayton Utz Letter regarding Singapore Airlines shareholdingTiger Airways 26 August 2011
Virgin Australia and Singapore AirlineSubmission providing information in relation to &pore Airlines

and Tiger Airways21 July 2011, p.10
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Crew Operations at Singapore Airlines. Prior td,tha was Chief Executive, SilkAir
and occupied a range of management positions wiirigapore Airlines® The
applicants submit that Singapore Airlines cannogatior influence Mr Chin or any
other executive of Tiger Airways Holdings and tHere, continues to have no
management control over Tiger Airways Australia.

The Alliance

2.34. The applicants are seeking authorisation to estalln integrated network alliance

under which they will:

= codeshare on a freesale basis on each other'saregjupassenger transport
networks; and

= cooperate in relation to check-in, airport operatidrequent flyer programs,
lounge access, scheduling, pricing, sales and ragkéids for corporate and
government accounts, service policies, innovatiwh@her associated activities in
order to enhance efficiency and improve the oveyadility of services offered to
passengers.

2.35. The applicants seek to realise the benefits oAthance through an Alliance

Framework Agreement which they executed on 6 J0d4 2nd a number of
interrelated agreements namely:

= freesale codeshare agreements
= a special prorate agreement
= reciprocal frequent flyer and lounge agreements and

= areciprocal staff duty travel agreement.

2.36. The Alliance also covers activities that do notuiegjauthorisation and some limited

cooperation may be implemented prior to any auslation. Commencing on 1 August
2011 the applicants have launched the first phaeedAlliance putting into effect an
initial interline agreement and offering reciprottainge access to eligible customers of
each airline®

2.37. The applicants submit that all aspects of the Al@are interdependent and it is only

with an integrated Alliance that includes the elatador which authorisation is sought
that the applicants will be able to achieve the mamtial objectives and anticipated
benefits of the proposed Alliance.

16

17

18

Virgin Australia and Singapore AirlineSubmission providing information in relation to &apore Airlines

and Tiger Airways21 July 2011

Virgin Australia and Singapore AirlineSubmission providing information in relation to &xpore Airlines

and Tiger Airways21 July 2011

Virgin Australia,News and Press Release: Singapore Airlines andiVikgstralia Launch Initial Interline and
Lounge Agreement& August published at:
http://www.virginaustralia.com/AboutUs/Media/NewstiressReleases/U_029673.html (accessed 11 August
2011)
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2.38.

2.39.

2.40.

The applicants have not sought authorisation feemae sharing as part of the current
applications for authorisation and submit thas ilnnecessary as they do not currently
operate materially overlapping services. However Alliance Framework Agreement
contemplates the possible future implementatiometial neutrdf policies in the event
that the airlines begin operating any overlappmges in the future or agree to jointly
deploy new services. If revenue sharing is impleeerthe applicants will need to
seek authorisation for that arrangement.

The applicants note that the Alliance will providiegin Australia with access to Asian
destinations currently unavailable to it, for exdemirough coded flights to and in
China, India, Japan and Hong Kong. Singapore Aadiwill be able to offer and
promote Singapore Airlines (SQ) coded flights teider range of destinations
throughout Australia. The applicants submit that Aliance will increase passenger
numbers on the services of each Alliance partnee @ the products that the
applicants note they will develop together willdeAir Pass product for incoming
international tourists in order to promote traxePustralia internationally.

The applicants also submit that the Alliance wilhble them to offer a comprehensive
international and domestic network for Australmcompetition with Qantas which is
currently the only airline with this offering.

The aviation industry

International aviation regulation

2.41.

2.42.

2.43.

2.44.

The international airline industry is highly regiédd. The 1944€onvention on
International Civil Aviationestablished the principle that each country hakiske
sovereignty over its airspace. This principle cmnis to guide the regulatory
framework today.

International air transport cannot occur unless $ipecifically authorised pursuant to a
government to government bilateral air servicegagent (ASA).

An ASA specifies the terms and conditions of aelactivity between two countries.
An ASA may indicate the destinations that can yeeskin a particular country, the
permitted frequencies per week and any rights tvaip via or beyond to third
countries. Typically, the rights granted under &®Acan only be exercised by
designated carriers of the countries that areqsatti them.

Australia and Singapore have an ASA, which enterexforce for Australia on
3 November 1967° The Australia-Singapore ASA does not impose asjrictions on
Australian-designated airlines operating serviegghd Singapore to Europe and

19 Metal neutrality refers to revenue allocatioraagements that make it irrelevant, from the petspeof either
applicant, which applicant’s aircraft a passengerdls on. See ACCC, Determination for applicatid@4151-
2 & A91172-3 lodged by Virgin Blue & Delta Air Lirse(2009)

20

Department of Foreign Affairs and Trade, “Agremt between the Government of the Commonwealth of

Australia and the Government of The Republic of8pore relating to Air Services”,
http://www.info.dfat.gov.au/Info/Treaties/treatiest/AllDocIDs/D4A7BB3E7468E6E2CA256 AFD001A8109
(accessed 11 August 2011).
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placeﬁ limited restrictions on destinations beySmyapore to a number of points in
Asia.

2L Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011
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3.1.

Submissions received by the ACCC

The ACCC tests the claims made by the applicasupport of an application for
authorisation through an open and transparent @uabhsultation process. To this end
the ACCC aims to consult extensively with interdgparties that may be affected by
the proposed conduct to provide them with the omaly to comment on the
application.

The applicants’ supporting submission

3.2.

Broadly, Virgin Australia and Singapore Airlinedosuit that the Alliance will fill
significant gaps in each of the airlines’ networksvill provide Singapore Airlines

with an Australian partner while giving Virgin Auatia greater access to destinations
and customers in Asia. Under the Alliance, Virginséralia will be able to offer an
international network and attractive frequent flpeogram that closely matches that of
Qantas while continuing to provide a range of ddroésustralian services.

Interested party submissions

3.3.

The ACCC sought submissions from 90 interestedgsapotentially affected by the
application, including competitors, airports, treagents, government departments,
regulators and tourism and industry groups. Th&€&QCeceived submissions from
Air New Zealand, Qantas, Malaysia Airlines, the @usand Government Aviation
Committee, Tourism WA, Gold Airways, Tourism NT, ifeern Territory Airports and
the Department of Infrastructure and Transport Repartment of Infrastructure).

Submissions in support of the Alliance

3.4.

3.5.

Air New Zealand supports the applications for auation noting that in the context
of foreign ownership restrictions airline allianazs) improve overall service offerings
and enhance competition when structured correlttbubmits that the proposed
Alliance is likely to result in public benefits duas more effective competition in the
corporate/government sector, assisting with thevtirof the Tasman market and will
not negatively impact competition on Australia-As&vices?

Qantas does not object to the applications foraigation and submits that airline
alliances are necessary in the complex and rag&igtgulatory environment under
which international airlines operate. It refergtie heavy government regulation,
government ownership or support of virtually ateimational carriers, extremely high
fixed costs and very low marginal costs as wethasimportance of geographical
location as necessitating cooperative arrangenemqovide passengers with a
broader network offering and more efficient ranfsavices. Qantas also notes that a
range of public benefits such as lower fares, ecédmetworks and more seamless
travel can result from aviation allianc@s.

22 Air New ZealandSubmission in relation to the Virgin Australia -n§apore Airlines Applications for
Authorisation A9267 & A912684 July 2011 — Air New Zealand also disclosed ithaolds an equity interest
of 14.99% of the issued share capital in Virgin #aiga and is in the process of implementing amarised
alliance with Virgin Australia. Further it notedhiis a codeshare arrangement with Singapore Asrline

% QantasSubmission in relation to the Virgin Australia -n§apore Airlines Applications for Authorisation
A9267 & A9126815 July 2011
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3.6. The submission from the Queensland Government lwig&ommittee is supportive of

the Alliance and specifically, the ability of Singae Airlines to sell and promote
destinations beyond its current entry point ints#alia leading to increased tourism
from Asia. It submits that the proposed Air Passdpct for international passengers,
codeshare agreement and reciprocal frequent figgrams will all have benefits for
Queensland’s tourism industf¥.

3.7. Tourism WA strongly supports the Alliance notingtlhe resulting closer business

partnership will generate greater access for tlangeinto Australian domestic ports via
Virgin Australia for global passengers travelling ingapore Airlines. Tourism WA
considers that the Alliance is likely to providesaalian residents with greater access
to global destinations and a more seamless traperence’

3.8. Tourism NT supports the Alliance and notes thatAliance has the potential to

increase passenger travel to and from Darwin, dictuvia Singapore. Tourism NT
submits that the applicants could potentially exptre applicants’ networks to include
direct international flights to Darwin. In this demt, the submission notes the current
economic growth that Darwin is experiencing. Furti®urism NT submits that the
Alliance may allow Singapore Airlines to providepm-jaw™® itineraries, connectivity
to new Australian tourism destinations for Singapairlines such as Uluru and
Kakadu, and feeder traffic to support growth in @stic air links by Virgin Australia

to and within the Northern TerritoA.

3.9. Northern Territory Airports supports the Alliancedasubmits that it is likely to result

in increased feeder traffic domestically and insee¥lirgin Australia’s ability to
compete domestically, particularly in the corponaerket. Northern Territory Airports
also submits that the Alliance will provide Singapdirlines with considerable
incentive to further promote and market Australii@stinations beyond their Australian
gateways, including facilitating selling Darwin aslestination. Finally, Northern
Territory Airports notes that the Alliance is catent with the Australian
Government's aviation and tourism policfé&s.

3.10. The Department of Infrastructure’s submission pilesicontextual information on

Australia’s air services arrangements and the Aliatr aviation policy settings. The
Department submits that the Alliance is permittader and consistent with the rights
granted to airlines under the Australia-Singapo8®AThe Department of
Infrastructure also notes that the Alliance is ¢stesit with the Government’s policy

25

26

27

28

Queensland Government Aviation Committeabmission in relation to the Virgin Australia -n&apore
Airlines Applications for Authorisation A9267 & AZA8, 15 July 2011

Tourism WA,Email submission in relation to the Virgin Australia -n§apore Airlines Applications for
Authorisation A9267 & A9126& July 2011

Defined as a round-trip ticket that allows a paggr to leave from city 'A' to city '‘B' but retumcity 'A' from
city 'C' - the passenger has to make his or herawangement to go from city 'B' to city 'C." ltgé&s name
from the diagram of this itinerary drawn on a paphich looks like an open angle or jaw — see
http://www.businessdictionary.com/definition/opewjticket.html

Tourism NT,Submission in relation to the Virgin Australia -n&apore Airlines Applications for Authorisation
A9267 & A912681 September 2011

Northern Territory Airports, @mission in support of the Virgin Australia — Sipgre Airlines Alliance

2 September 2011
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3.11.

position of encouraging a second Australian inteonal airline capable of competing
effectively with other international carriefs.

In commenting on the substantive elements of thiade, the Department of
Infrastructure submits that the Alliance is likébyresult in lower prices, improvements
in service offerings and an increase in the nurobeity pairs available for consumers.
It supports the applicants’ claimed public benefiproviding more effective
competition against international competitors fosibess traffic, and thereby
providing increased choice for the business segufahie market through cooperation
in relation to frequent flyer programs and loungeess>°

Submissions opposing the Alliance

3.12.

3.13.

Gold Airways?, an aspiring Australian domestic and internatia@idine venture,
highlights the applicants’ shareholdings in othdimes, notably Virgin Atlantic and
Tiger Airways Holdings. It submits that an indepentairline can deliver higher
frequency, route variations and higher levels ofise than alliance carriers can
deliver. Gold Airways also raises concerns aboeatitipact of the Alliance on the
likelihood of Tiger Airways Australia entering intm independent alliance (with it) or
competing as vigorously or effectively post Alli@adt concludes that the Alliance is
likely to “grossly unbalance alliance choice in tlegion”, raise fares and limit seat
availabilities for LCC resulting in a substantigcdease in competition.

In its response to Gold Airways, Virgin Australiabsnits that the Alliance has no
bearing on Tiger Airways Australia’s ability or iative to compete in the domestic
Australian market or on Tiger Airways Australialsildy to pursue a strategic alliance
should it choose to do so. It notes that Tiger Alya/ Australia is not a part of and will
not benefit from the Alliance. It further submitsat the Alliance does not change Tiger
Airways Australia’s incentive to maximise the ptahility of its own operations by
competing with low fare carriers serving the leesorarket (including Jetstar, Strategic
and Virgin Australia)’?

Submissions that neither support nor oppose thanfdé

3.14.

3.15.

Malaysia Airlines indicates that it is neutral glation to the applications and has no
objections to the proposed Alliance. It submitg thevants to ensure a level playing
field but will leave the market analysis to the ACE

The views of the applicants and interested pastieutlined in the ACCC'’s
evaluation of the Alliance in Chapter 4 of thisftidetermination. Copies of public
submissions may be obtained from the ACCC'’s website
(www.accc.gov.au/AuthorisationsRegister) and follugvthe links to this matter.

29

Department of Infrastructure and Transpouh@ission in relation to the Virgin Australia — §apore Airlines

Applications for Authorisation A9267 & A91268 September 2011

30

Department of Infrastructure and Transpouhission in relation to the Virgin Australia — §apore Airlines

Applications for Authorisation A9267 & A91268 September 2011
31 Gold Airways Limited Submission in relation to the Virgin Australia-Sipgre Airlines Applications for
Authorisation A91267 & A912685 August 2011

32
33

Virgin Australia and Singapore AirlineResponse to Gold Airways submissibriSeptember 2011
Malaysia AirlinesSubmission in relation to the Virgin Australia -n&apore Airlines Applications for

Authorisation A9267 & A912685 July 2011
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4. ACCC evaluation

4.1. The ACCC's evaluation of the Alliance is in accarda with tests found in:

= section 90(8) of the Act which states that the ACSD@ll not authorise a proposed
exclusionary provision of a contract, arrangementralerstanding, unless it is
satisfied in all the circumstances that the proggsevision would result or be
likely to result in such a benefit to the publiatihe proposed contract,
arrangement or understanding should be authorised.

= sections 90(6) and 90(7) of the Act which stateé tha ACCC shall not authorise a
provision of a proposed contract, arrangement detstanding, other than an
exclusionary provision, unless it is satisfied lirtlze circumstances that:

- the provision of the proposed contract, arrangeraeanhderstanding in the
case of section 90(6) would result, or be likelydsult, or in the case of
section 90(7) has resulted or is likely to resulia benefit to the public and

- that benefit, in the case of section 90(6) woultheigh the detriment to the
public constituted by any lessening of competitioat would result, or be
likely to result, if the proposed contract or agament was made and the
provision was given effect to, or in the case atis& 90(7) has resulted or is
likely to result from giving effect to the provisio

= sections 90(5A) and 90(5B) of the Act which stéi&t the ACCC shall not
authorise a provision of a proposed contract, gearent or understanding that is
or may be a cartel provision, unless it is satikiieall the circumstances that:

- the provision, in the case of section 90(5A) wawsult, or be likely to result,
or in the case of section 90(5B) has resulted bke$y to result, in a benefit to
the public and

- that benefit, in the case of section 90(5A) wouldineigh the detriment to the
public constituted by any lessening of competitioat would result, or be
likely to result, if the proposed contract or agament were made or given
effect to, or in the case of section 90(5B) outwsigr would outweigh the
detriment to the public constituted by any lessgmhcompetition that has
resulted or is likely to result from giving effectthe provision.

4.2. For more information about the tests for authoisaand relevant provisions of the
Act, please see Attachment C

The market

4.3. The first step in assessing the effect of the conflir which authorisation is sought is
to consider the relevant markets affected by thatlact.

4.4. Previously, the ACCC has considered the impacviatian alliance agreements on
competition in the following markets:
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= international air passenger transport service$) mijard to particular geographic
and product segments

» international air freight transport services

= the sale of air passenger transport services and

= Australian domestic air passenger transport sesvice
International air passenger transport services

4.5. Under the Alliance, Virgin Australia and Singap@veines will fully cooperate on all
aspects of their Australia — Singapore servicesamydnternational and domestic
connecting routes.

Product dimension

4.6. The ACCC has previously distinguished between teisund business passenger
services on long haul routes, including in its 2@&@rmination in relation to the
Qantas and British Airways Joint Services Agreenf@8A determinationy’

4.7. This approach is based on the view that therei@migations in demand and supply side
substitutability which make it appropriate to digflish between more price sensitive
(leisure) passengers and more time sensitive (ess)rpassengers, in particular on
long haul routes.

4.8. The ACCC understands that leisure travellers datively more price sensitive and
relatively less concerned about factors such asglttane, flexibility, connectivity,
convenience and comfort when compared to busiressepgers. The ACCC considers
that, particularly on long haul routes, these seviises generally apply regardless of
which cabin a business or leisure passenger choosesel in.

4.9. The applicants note the ACCC'’s previous considemnabif the product dimension and
do not seek to add to or depart from this analysis.

4.10. The applicants submit that the ACCC should condigeAlliance in the context of the
supply of air passenger transport services to Aliatr corporate and government
customers on the basis that it has distinct digtioln channels and pricing. However,
they consider that the analysis of public benefitsapply equally irrespective of
whethe3r5the ACCC considers that corporate and govent services are a separate
market:

4.11. The ACCC considers that the distinguishing featofdsisure and business passenger
services may warrant their treatment as separatiupt markets. However, the ACCC
considers that the assessment of public benefitglatriments in this matter is not

3 ACCC, Determination for applications A91195 & A% lodged by Qantas & British Airways (2010);
ACCC, Determination for applications A91227 & A2Rlodged by Virgin Blue & Air New Zealand (2010);
ACCC, Determination for applications A91151-2 & A9PR-3 lodged by Virgin Blue & Delta Air Lines (2009
ACCC, Determination for applications A91097 & A9B)@dged by Air New Zealand and Air Canada (2009).
% Virgin Australia and Singapore Airline§ubmission in support of the Application for Autsation of the
Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p. 51
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affected by whether a single market or separat&etafor business and leisure
services is adopted.

Geographic dimension

4.12. The applicants submit that the Alliance facilitatésgin Australia’s “entry” into the
Australia-Asia market as well as enhancing itstexgspresence in the Australia-
UK/Europe market®

4.13. They further submit that there is potential oveitagheir existing air transport services
in respect of:

= the Australia-UK/Europe market, via different intexdiate points. Virgin
Australia, through its alliance with Etihad, offamrvices between Australia and
UK/Europe via Etihad’s hub in Abu Dhabi, while Sapgpre Airlines operates
services between Australia and UK/Europe via its imuSingapore; and

= the Australia-Asia market, in relation to:

o the Brisbane-Singapore route: Virgin Australiaptigh its alliance with Etihad,
offers three times per week coded services opetatétihad, while Singapore
Airlines offers 19 weekly frequencies;

0 services to Denpasar: Virgin Australia operatesta bf 36 weekly frequencies
to/from Sydney, Melbourne, Brisbane, Adelaide ardiP while Singapore
Airlines operates three weekly one-stop frequenic@a Singapore; and

0 services to Phuket: Virgin Australia operates faeekly frequencies to/from
Perth, while SilkAir operates 28 services per wieln Singapore.

4.14. Air New Zealand refers in its submission to thet@wvel market between Australia and
Asia, b%t makes no further submission as to thgggic or product elements of this
market:

4.15. The ACCC has previously distinguished between dieut and long haul international
air passenger transport services, having regattetoountry/continental region
encapsulating the set of relevant origin and dastin points for short haul and long
haul operations. For example, when assessing thet®bDf airline alliances between
Qantas and British Airwaysand Virgin Australia and Etihad Airwa3’sthe ACCC
distinguished between international air passengesport services between Australia
and UK/Europe (long haul) and services betweenraliatand Asia (short haul).

4.16. In assessing the public benefits and detrimentseoAlliance, the ACCC has had
regard to the impact of the Alliance on Australi&/Burope services and on Australia-
Asia services. The ACCC considers that its asseissai the Alliance is not materially

% Virgin Australia and Singapore AirlineSubmission in support of the Application for Autkation of the

Alliance between Virgin Australia Group and Singapgirlines 20 June 2011, p. 46

Air New ZealandSubmissionpp. 2-3

ACCC, Determination for applications A91195 & A®B lodged by Qantas & British Airways (2010)
ACCC, Determination for applications A91247 & A8 lodged by Virgin Blue & Etihad Airways (2011)

37
38
39
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influenced by whether Australia-UK/Europe servieesl Australia-Asia services are
classified as separate (geographic) markets ardiit segments of the same
(geographic) market.

Conclusion on international air passenger transpsgtvices

4.17.

The ACCC considers that the relevant market(s)ikety to include:

» international air passenger transport servicesdmtvwAustralia and UK/Europe and
» international air passenger transport servicesdmtvwAustralia and Asia.

International air freight transport services

4.18.

4.19.

The applicants note that the Alliance does notrekte the carriage of freight.

The ACCC accepts that the Alliance, as comprisetbuthe Alliance Framework
Agreement and covered agreements, does not exdadreight services. As the
Alliance is unlikely to have a direct impact uptistmarket, the ACCC does not
propose to consider it further.

The sale of air passenger transport services

4.20.

4.21.

4.22.

4.23.

In previous determinations in respect of aviatithiarces, the ACCC has recognised a
separate market for the sale of air passengerpwainservices, which includes tickets
sold directly by airlines to travellers as welltasse sold through indirect channels
such as travel agents.

The ACCC has not received any submissions froneettre applicants or interested
parties which suggest the ACCC should consideetteet of the Alliance on the sale
of air passenger transport.

The ACCC considers that the Alliance is likely to/B minimal, if any, impact on the
market for the sale of air passenger transporicesvThe ACCC notes there are a
range of competitors in this market including tieagencies (online and in shop
fronts), direct distribution by other airlines asliras the increasing presence of global
internet portals such as Zuji, Expedia and Webjet.

Given the negligible nature of any likely impadte tACCC proposes not to consider
the impact of the Alliance on the sale of air pagee transport services.

Australian domestic air passenger transport service

4.24.

4.25.

The ACCC has previously recognised that an intesnat aviation alliance could

affect competition in the market for domestic asgenger transport services by
directing domestic on-carriage or feeder traffiatparticular carrier, at the expense of
the competitive position of other domestic carriers

The ACCC notes that the Alliance could have suchkféectt, by directing Singapore
Airlines international passengers travelling taffrdustralia to Virgin Australia within
Australia.
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4.26. The ACCC also notes that Singapore Airlines hagrfecant shareholder interest in
Tiger Airways Holdings, which is the holding compdor Tiger Airways Australia.
Tiger Airways Australia competes with Virgin Audteain the Australian domestic air
passenger transport services market.

4.27. The ACCC considers that the Alliance could affenpetition in the market for
domestic air passenger transport services if iev@reduce Tiger Airways Australia’s
incentives to compete with Virgin Australia in Arata.

4.28. The ACCC therefore considers it is relevant to aersthe impact of the Alliance on
the market for domestic air transport services uistfalia.

Conclusion on relevant markets

4.29. The ACCC considers the relevant areas of competitiothe purpose of assessing the
impact of the Alliance are:

» international air passenger transport servicegptservices between (i) Australia
and UK/Europe and (ii) Australia and Asia and

= domestic air passenger transport services in Aligstra

The counterfactual

4.30. The ACCC applies the ‘future with-and-without tesstablished by the Tribunal to
identify and weigh the public benefit and publi¢rdeent generated by conduct for
which authorisation has been southt.

4.31. Under this test, the ACCC compares the public beaefl anti-competitive detriment
generated by arrangements in the future if theaaigi#ition is granted with those
generated if the authorisation is not granted.s Thguires the ACCC to predict how
the relevant markets will react if authorisatiomadt granted. This prediction is
referred to as the ‘counterfactual’.

4.32. The applicants submit that in the counterfactual:

» they will both continue offering their present sees, with their limitations for
competing against Qantas for international travelrtd from Australia and for
corporate and government accounts

e Virgin Australia would continue to have a gap miniternational network and be
unable to match the demand for travel to and frsiaA

* they may implement some form of limited cooperatiogluding interline
arrangements and limited codeshare arrangements.

4.33. The ACCC considers that without authorisation:

40" Australian Performing Rights Associati¢h999) ATPR 41-701 at 42,936. See also for exandplstralian
Association of Pathology Practices Incorpora{@®04) ATPR 41-985 at 48,556; Reedia Council of
Australia (No.2) (1987) ATPR 40-774 at 48,419.

DRAFT DETERMINATION 19 A91267 & A91268



Virgin Australia and Singapore Airlines would bldly to continue to offer their
present services

Virgin Australia would be unlikely to commence ogkng stand-alone services
to Singapore and other destinations serviced bgeiore Airlines on the basis
that such services would not be viable without asde behind and beyond
connections on favourable terms and feeder traffic

Singapore Airlines would be unlikely to itself entee Australian domestic air
passenger transport services market and

Singapore Airlines would be unlikely to enter i@ interline, codeshare or other
form of partnership with Tiger Airways Australiaygn its LCC business model.
This is consistent with Singapore Airlines/SilkAirelationship with Tiger
Airways Singapore.

Public benefit

4.34.

4.35.

4.36.

Public benefit is not defined in the Act. Howewie Tribunal has stated that the term
should be given its widest possible meaning. htig@dar, it includes:

...anything of value to the community generally, aayntribution to the aims pursued by society
including as one of its principle elements ... thhieagement of the economic goals of efficiency
and progres$

Virgin Australia and Singapore Airlines submit thiiance will deliver public
benefits, including:

enhanced existing products and services, includevg online journeys,
reciprocal loyalty programs and reciprocal loungeess

potential new services and frequencies

building the Virgin Australia international netwoakd promotion of closer
competition with Qantas

stimulation of tourism to Australia, particularky tlestinations beyond Australia’s
main international gateways

cost savings and efficiencies.

The ACCC'’s assessment of the likely public bendfds the proposed conduct
follows.

Enhanced products and services

4.37.

The public benefits claimed by the applicants uriderheading fall into three
categories — online connection options, enhanckae\added services and potential
new routes and frequencies.

“1 Re 7-Eleven Stord8994) ATPR 41-357 at 42,677. See dlseeensland Co-operative Milling Association Ltd
(1976) ATPR 40-012 at 17,242.
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Increased online connection options

4.38. The applicants state that the Alliance will provigiessengers with the ability to
purchase journeys across the entire internatiamlaistralia domestic networks
offered by the airlines. As such, this will immeeig increase the choice of online
journey options for passengers.

4.39. For Australian consumers, the applicants submittti@Alliance will create new
online journeys on either the Virgin Australia on@apore Airlines code. In some
instances, it will create online journeys that wereviously unavailable on either of
the applicants’ code.

4.40. Virgin Australia submits that the Alliance will ngél$ in increased online journeys for
Australian customers to Asian destinations frorarage of Australian destinations.
Examples of online journeys to Asia on a singleecedabled by the Alliance include:

= Canberra — Beijing

Gold Coast — Tokyo
= Hobart — Hanoi
= Darwin — Singapore
= Coffs Harbour — Colombo
= Canberra — Kolkata or Channai or Bangalore

4.41. The Alliance will also provide opportunities for swalian customers to book online
journeys on Singapore Airlines’ code and potentiglirgin Australia’s code to
destinations in UK/Europe that were previously wail@ble on either party’s code.
Examples of such online journeys include:
= Canberra-Zurich
= Port Hedland-Copenhagen

4.42. The applicants note that the ACCC has previousiggrised that the opportunities for
online connection are a significant benefit thatdkied by consumefé.They further
submit that both business and leisure custometg\ailine connections for a number
of reasons, including:

= increased convenience

= likelihood of making a connecting flight if the pieus journey sector is delayed
and

2 Virgin Australia and Singapore AirlineSubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011, p. 34 referencing ACCC,
Determination for applications A91227 & A91228 ledpby Virgin Blue & Air New Zealand (2010)
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4.43.

4.44.

= reduced likelihood of luggage being lost.

The ACCC recognises that there are important bsn@eficonsumers from online
connections, and notes the significant amount ohemic literature that supports this
notion

The ACCC considers that increased online conneaitions for consumers are a
source of public benefit under the Alliance. Thiesaefits take the form of increased
convenience from not having to collect and trarbtdd baggage mid journey, time
savings associated with checking into connectiigipt$ and removal of the risk of
forfeiting non-refundable fares if the first fligint their journey is delayed.

Enhanced value added services

4.45.

4.46.

4.47.

4.48.

4.49.

4.50.

4.51.

The applicants submit that customers will benedibf reciprocal frequent flyer and
status credits programmes and reciprocal loungesaaacross the networks of the two
Alliance partners.

The applicants state that consumer surveys condisghow that airline satisfaction
for consumers is highly tied to the additional ss#s offered by the airlines. These
other value added factors have been shown to haigmiicant impact on consumer
satisfaction and preferences when choosing whitinaito fly with.

In addition the applicants submit that the abildyearn and burn frequent flyer points
and to access lounges are key drivers for corparadeggovernment accounts.

The Department of Infrastructure submits that tbeperation between the applicants
in relation to frequent flyer and lounge acceswughallow Virgin Australia to compete
more effectively against its international compastfor business traffic and increase
the choice available for the markét.

Further, the Queensland Government Aviation Conemittonsiders that the ability of
Singapore Airlines passengers to use their freqilgtpoints through the Alliance in
Australia will benefit tourism in Queenslafd.

The ACCC acknowledges that aviation alliances tbaer reciprocal lounge and
loyalty program access can result in public beséfitough the increased capacity of
passengers of either alliance partner to earn andfbequent flyer points on each
other’s flights. The ACCC also accepts that actes$se lounges of each partner can
increase the airlines’ attractiveness to businassgngers and that this access can, in
certain circumstances, amount to a public benefit.

In this case, the ACCC considers that the publiehbts from reciprocal access to
loyalty programs are likely to accrue to passengérs prefer to fly with Virgin

43

See for example: Carlton, D, Landes, W and Po$é©80 Benefits and costs of airline mergers: a case study

Bell Journal of Economics, Vol. 11, pp. 65-83.

a4

Department of InfrastructureuBmission in relation to the Virgin Australia — §apore Airlines Applications

for Authorisation A9267 & A91268% September 2011

45

Queensland Government Aviation Committ8abmission in relation to the Virgin Australia -n&apore

Airlines Applications for Authorisation A9267 & AZA8, 15 July 2011
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4.52.

Australia or Singapore Airlines, who are memberaroglliance loyalty program and
who value the ability to earn or use frequent flgemts.

The ACCC considers that the Alliance is likely ésult in public benefits as a result of
the enhanced value added services offered by adicle &0 passengers.

Potential new routes and frequencies

4.53.

4.54.

4.55.

4.56.

The applicants expect the Alliance to lead to ttiduction of new frequencies and
new routes. These benefits would arise from the&Adle increasing traffic feed from
the networks of both applicants and opportuniteegdint promotion.

The applicants submit that they have not investidjat detail the new routes that may
be offered under the Alliance. However, they coesttiat there may be potential for
the introduction of new servicéSpperated by one of the alliance partners and
promoted by both. Further, the Alliance Framewodteement specifically
contemplates that the applicants will jointly exaenand commence or expand
services, particularly new or direct serviéés.

The ACCC notes that Virgin Australia’s Chief ExdagatOfficer recently announced
that under the Alliance the airlines may look atvtninternational routes from northern
Australia.”®

The ACCC has had regard to the information proviogthe applicants and considers
that the Alliance has the potential to stimulagdfic and thereby increases the
likelihood of the applicants introducing new rougesl frequencies. This would
directly benefit Alliance passengers.

Increased competition in international air passengetransport services markets

4.57.

4.58.

The applicants submit that the Alliance will proma@bmpetition with Qantas and also
other airlines. The applicants consider that tHeaAte will enable them to offer a
product to corporate and government customersatiidresses the key drivers for
customer choice in this sector and closely matQue#as’ offer. This will provide
more choice for Australian passengers and will state further competition with
Qantas.

Air New Zealand considers that Virgin Australialgrent network and the absence of
sufficient connections to and from Asia mean thaannot effectively compete with
the Qantas/Jetstar Group. Air New Zealand subinésthe Alliance would result in
Virgin Australia achieving network coverage to dram Asia. Combined with its
other alliances, this Alliance would enable Virdiostralia to effectively compete with
the Qantas Group for corporate/government cliéhts.

46

The applicants have claimed confidentiality orartes considered at the time of submission oafiications

for authorisation, see Submission in support gliaptions for authorisation p. 35
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Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the

Alliance between Virgin Australia Group and Singapgirlines 20 June 2011, p. 35

48
49

Virgin to take on regional marketlerald Sun, 24 September 2011, p.77.
Air New ZealandSubmission in relation to the Virgin Australia -n§apore Airlines Applications for

Authorisation A9267 & A912684 July 2011, p.2
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4.59.

4.60.

4.61.

4.62.

4.63.

4.64.

4.65.

Similarly, Northern Territory Airports submits thidte Alliance will give Virgin
Australia access to a comprehensive internatiog@Vork that will strengthen it as a
domestic competitor. Northern Territory Airportsnsaders that this will be particularly
the case in relation to corporate passenyers.

The Department of Infrastructure advises that thiaice is consistent with the
Australian Government’s aviation policy objectiwelich are designed to encourage
the development of a second Australian internatiaimbne capable of competing
effectively with other international carriets.

Generally the ACCC considers that aviation alliancen stimulate competitive
responses amongst rivals in the international @spnger transport services market(s)
where the alliance enhances the alliance partpeosiucts and results in lower fares (to
the extent that the cost savings and other effotgsnconsidered below are passed
through to customers).

As discussed above, the ACCC accepts that then&hias likely to enhance the
applicants’ product and service offering, particiyiahrough providing Virgin

Australia with an ability to offer increased onlicennections to Asia and providing
Singapore Airlines with access to online conneditindestinations beyond Australian
gateways.

The ACCC recognises that the ability to offer a poahensive international and
domestic network, along with enhanced frequent flyed lounge products is likely to
be attractive to corporate and government passengsrsuch, the ACCC considers
that the Alliance has the potential to enhanceapi@icants’ prospects of attracting
additional corporate and government customers wightotherwise have signed with
Qantas.

The ACCC considers that this has the potentialiggér a competitive reaction from
Qantas. This may lead to better price and senffegings for Qantas passengers. In
turn, Qantas’ reaction to the Alliance could stiatala second round competitive
response from the Alliance.

The ACCC concludes that the Alliance has the pa@kta result in public benefits by
stimulating competition between the applicants @adtas, including in respect of
corporate and government passengers.

Cost savings and other efficiencies

4.66.

The public benefits claimed by the applicants uriderheading fall into three
categories — cost savings through removal of dapta of services and facilities;
improved efficiency through higher load factorsglanore competitive fares through
the reduction or removal of double marginalisaiieee paragraph 4.77).

0 Northern Territory Airports,, @mission in support of the Virgin Australia — Sipgre Airlines Alliance2
September 2011, p.2

*1 Department of InfrastructurepBmission in relation to the Virgin Australia — §apore Airlines Applications
for Authorisation A9267 & A91268 September 2011, p.2
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Cost savings through removal of duplication of sgxes and facilities

4.67.

4.68.

4.69.

4.70.

4.71.

4.72.

Virgin Australia submits that through the Allianitevill be able to expand its network
without the requirement to undertake large capixglenditure and without the risk of
operating stand alone services. It argues thaftdbter means the Alliance will be
more efficient and cost effectivé.

The applicants consider that the Alliance creapgmdunities to realise efficiencies
flowing from joint marketing and distribution arggments and potential joint airport
operations, although they have not yet quantifieseé efficiencied®

The ACCC notes that services and facilities whicye shared under an aviation
alliance include passenger lounges and ground imandiircraft operations and support
services, IT development and operations (inclugietgl management, reservations and
other systems), offices, sales staff and saleslision.

The ACCC considers that the availability of pulidenefits in the form of cost savings
from removal of duplication of services and fa@t will depend on the extent to
which costs are duplicated absent the Allianceavmdded under the Alliance.

It is not clear from the information provided byethpplicants what, if any, of the
proposed shared services and facilities would Ipdichted absent the Alliance —
bearing in mind that the relevant counterfactual vgorld in which the applicants
continue offering their present services, not alevor which the applicants proceed to
duplicate each other’s networks.

On this basis, the ACCC recognises the potentrgbéiblic benefits from any removal
of duplicated services or facilities under the @dice but, without further information
from the applicants, is unable to conclude thamntlagnitude of such benefits are likely
to be non-trivial.

2 Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p.44

3 Virgin Australia and Singapore AirlineSubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011, pp.44-45
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Improved efficiency through higher load facto$

4.73.

4.74.

4.75.

The applicants submit that the enhanced servieinffs under the Alliance will result
in more passengers on each rotitéhey refer to their report commissioned from
InterVistas, which anticipates a strong passerggyanse to the improved service
available under the Alliance leading to increasatffit for the Alliance and
competitors® This in turn, they submit, will lead to increadedd factors and lower
operating costs for the Alliance.

The ACCC accepts that efficiencies may be delivéredn aviation alliance where it
results in higher load factors which lower the quest seat sold.

The ACCC has had regard to the information proviogthe applicants in support of
this claimed public benefit and considers thatatyrhe material, depending on the
additional traffic that the Alliance actually stihates.

Lower fares through the reduction or removal of dble marginalisation

4.76.

4.77.

4.78.

4.79.

The applicants consider that joint fare setting @wdurable prorates will enable them
to offer more competitive fares and avoid “doublefip mark ups” on connecting
services.

The ACCC recognises that arrangements between ¢ @erlines (such as code
sharing) can involve ‘double marginalisation’, whinis a situation that occurs where
suppliers of vertically related or complementargdarcts independently charge a price
which includes a mark-up over their costs to magertheir individual profits and do
not take account of the impact of these priceseananhd for the other airline’s
services. The net result is higher prices on caimgeeoutes than if the two firms were
to coordinate their pricing, for example, throughadliance>’

The ACCC considers that prorate agreements ofititegcoposed by the applicants
can provide airlines with an incentive to offerdaton complementary flights that
incorporate a lower margin than the margin embedadéares under less cooperative
agreements. The extent of public benefit arising essult of a prorate agreement is
likely to depend on the proportion of passengepeeted under an alliance to purchase
onward (complementary) flights, the degree of mipkasver held by the firms in the
relevant markets, and the extent to which the gaekpect these mark ups will be
reduced under an alliance.

In this case, the ACCC considers that the codesiramegement under the Alliance is
likely to result in a public benefit by reducingr@moving double marginalisation.
This may result in lower fares on complementaryhfis.

54

Load factors measure the percentage of sead filh an aircraft on any given route. This is dstifrom

dividing the number of passengers travelled bynilmaber of seats available
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Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the

Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p.44

56

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the

Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, pp.34 and 44
" ACCC, Determination for applications A91265 & A%b lodged by Qantas & American Airlines (2011)
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Tourism benefits

4.80. The applicants submit that the improved productrel by the Alliance; increased

competition in the Australian markets for interoatl travel to and from Australia; and
the ability to leverage each others’ distribution anarketing strengths in promoting
the Alliance’s services, will increase overall pasger numbers to Austrafif.

4.81. The applicants submit that the Alliance will enaiblereased services between

destinations throughout Australia and Singapordérfs’ international networks. They
submit that in particular the Alliance will increathe ease with which passengers can
travel from source markets throughout Asia to desitbns within Australia. The
applicants contend that this will improve the attigeness of travel in Australia
beyond the major international gateways, havingectland beneficial impact on
Australian tourisn??

4.82. Further, under the Alliance the applicants stad they will work together to promote

travel to Australia internationally, including thugh the development of an Air Pass
product for incoming international tourists. Thebgants consider that this will
stimulate international travel to Austraff.

4.83. The Queensland Government Aviation Committee ribkesmportance of tourism to

Queensland’s economy, and considers that the Ali@ould have a significant benefit
to the Queensland tourism industry. The Committee motes the importance of the
Asia market, a market that provides 40.5% of totrnational expenditure in
Queensland. It submits that the Alliance will paeZimproved access into Queensland
and Australia for some of Queensland’s major soaraekets (namely Asid).

4.84. Tourism WA submits that the Alliance:

“...will generate greater access for travellers ifstestralia domestic ports via Virgin
Australia for global passengers travelling on Spage Airlines. Likewise, Australian
residents will now have greater and seamless atacegsbal destinations through
services on DJ and SQ, via an alliante.”

4.85. Both Tourism NT and Northern Territory Airports suib that the Alliance may result

in increased tourism to the Northern Territ6ty.

4.86. The ACCC has noted previously that there are a wadge of factors which influence

tourism demand and expenditure, including genaradl@asing power in source
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60
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63

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p.41

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p.43

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011, p.2

Queensland Government Aviation Committ8abmission in relation to the Virgin Australia -n&apore
Airlines Applications for Authorisation A9267 & AZd8, 15 July 2011

Tourism WA,Email submission in relation to the Virgin Australia -n§apore Airlines Applications for
Authorisation A9267 & A9126& July 2011

Northern Territory AirportsSubmission in relation to the Virgin Australia -n@apore Airlines Applications
for Authorisation A9267 & A9126& September 2011; and Tourism NTpgission in relation to the Virgin
Australia — Singapore Airlines Applications for Aatisation A9267 & A91268L September 2011
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4.87.

4.88.

countries, the relative cost of other destinatiting,total cost of visiting Australia and
the perceived quality of Australia as a destinatfon

The ACCC accepts that stimulation of tourism i#eptial source of public benefit
under the Alliance. The ACCC considers that theaflte is likely to stimulate tourism
by making it easier for travellers to access dasitins in Australia beyond the main
international gateways.

The ACCC also recognises that the Alliance maygtie tourism through the
synergies of joint rather than separate tourisnmtmn activity. The ACCC notes
Singapore’s extensive international presence aniddentive to promote the Alliance’s
increased network coverage. The ACCC also notegrVAustralia’s incentive to
promote any new services, in particular its abiidffer services between Australia
and Asia to a range of destinations beyond itsectirofferings. The ACCC therefore
considers the promotion of the increased cover&geth partners’ networks may act
to stimulate tourism.

ACCC conclusion on public benefits

4.89.

4.90.

The ACCC considers that the Alliance is likely ésult in material public benefits in
the form of:

= enhanced products and services, including increaske connection options,
enhanced value added services and potential neesrand frequencies

= increased competition in international air passetrg@sport services market(s)

In addition, the ACCC considers that the Alliancaymesult in some public benefits in
the form of:

= cost savings and other efficiencies and

= potentially, the stimulation of tourism.

Public detriment

4.91.

4.92.

Public detriment is also not defined in the Act the Tribunal has given the concept a
wide ambit, including:

...any impairment to the community generally, anynnar damage to the aims pursued by the
society including as one of its principal elemetite achievement of the goal of economic
efficiency®®

Virgin Australia and Singapore Airlines submit thia¢ Alliance will have significant
public benefits and no material detriméht.

64 ACCC Determination for applications A91097 andlA98 lodged by Air New Zealand Limited and Air
Canada, January 2009, page 23.
% Re 7-Eleven Stord4994) ATPR 41-357 at 42,683.
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International air passenger transport services

4.93. The applicants submit that they are not close caibope in any of the international air

passenger transport services market(s) and that heninimal overlap between the
services operated by Virgin Australia and Singapgarines. Further, they submit that,
where there is overlap, there is sufficient contpetifrom other carriers such that there
will be no substantial lessening of competitioridaling the Alliance.

4.94. In assessing whether there is likely to be anyipud#triment flowing from the

Alliance in the market(s) for international air pasger transport services, the ACCC
has examined whether the parties have an enhabdiy @ incentive to raise fares or
reduce capacity or service quality under the Atian

Australia — UK/Europe (long-haul) services

4.95. The distance between Australia and the UK/Europaire most carriers to stop at an

intermediate point to refuel, change crew and serthe aircraft. Typically, flights will
stop at intermediate points such as Asia or thedMi&ast. For the year ending
December 2010, the highest percentage of traffwwdxen Europe and Australia was via
South East Asia (39% of operated seats), followeNdéw Zealand (22%), North East
Asia (17% of operated seats), North America (8% yp#rated seats), the Pacific Islands
(6% of operated seats), the Middle East (6% of atperseats) and Africa and South
America (combined 2% of operated seéfs).

4.96. Virgin Australia and Singapore Airlines submit thab or more stop services are

unlikely to provide a strong constraint on one steprices?

4.97. The applicants submit that they supply services/den Australia and the UK/Europe

via Abu Dhabi (for Virgin Australia/Etihad) and v&ingapore (for Singapore
Airlines).

4.98. The applicants submit that the Australia-UK/Europerket/segment is characterised

by strong competition between a large number ofpditors, including:

= end-point carrief§ including Qantas/British Airways JSA operatinglgdiights to
London and Frankfurt from over 58 points of originAustralia; Virgin Atlantic
operating daily services between Sydney and LowitpRlong Kong; Air Austral
operating services between Sydney and Paris vig Banis Roland Garros airport,
Reunion Island

66

67
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69

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p.11

Estimated share of passengers is based on datavel from Australia to a particular country tieation,
rather than a city. In some cases, this will repnt all or most of the international traffic fraxostralia, for
example, passenger share for travel to Greecedlquiate to passenger share for travel to Athdmis.data is
sourced from Virgin Australia and Singapore AirBnBubmission in support of applications for authatiisa,
p. 94 referencing the Department of Infrastructiirnsport, Regional Development and Local Govemtme
“Statistical Report, Aviation — International Aini Activity 2009-10", p.15

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p.50

End-point carriers are designated carrierstbeeiAustralia or the UK/Europe.
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4.99.

4.100.

4.101.

4.102.

* mid-point carrier§ such as Emirates, Qatar Airways, Cathay Pacif@laysia
Airlines, Thai International, AirAsia X, Philippingirlines, Vietnam Airlines,
China Airlines, China Eastern, China Southern avé Bir.

Interested party submissions did not identify aateptial public detriments arising
from the Alliance in the Australia-UK/Europe marissigment.

The ACCC notes that Virgin Australia does not oHervices between Australia and
the UK/Europe on its own aircraft. It is only thghuits alliance with Etihad that Virgin
Australia is able to offer online services to UKfgpe. The ACCC further notes that
there is currently minimal overl&pand no revenue sharing between Virgin Australia
and Etihad. In effect, Virgin Australia is a rdeelof Etihad capacity (and vice versa).
In this situation, Virgin Australia would likely ka relatively limited influence over
the price of services delivered on its behalf bir&d.

Etihad and Singapore Airlines operate overlappergises from Australia to six
European destinations (Athens, Frankfurt, Londoosdbw, Paris, Munich).
Importantly, on each of these six routes thereaarember of rival airlines providing a
one stop service to/from Austrdifgsee Attachment D). For example:

= Thai International and Emirates operate a rival-stop service between Australia
and Athens

= Qantas/British Airways, Thai International, MalaysiAirlines, Emirates, Air
China and Cathay Pacific operate a rival one-stopice between Australia and
Frankfurt and between Australia and London

= Thai International, Emirates, Air China and CatRagific operate a rival one-stop
service between Australia and Moscow

= Thai International, Malaysian Airlines, Emiratesy £hina, Cathay Pacific, Japan
Airlines and China Eastern operate a rival one-stpice between Australia and
Paris

= Thai International, Emirates, Air China and QataliAes operate a rival one-stop
service between Australia and Munich.

The ACCC considers that these rival airlines delyi to constrain the ability of the
applicants (or Singapore Airlines/SilkAir/Virgin Atralia/Etihad under the two
alliances) to raise price or reduce service onethestes.

0 Mid-points carriers are not designated carmdrsither Australia or the UK but offer servicesden sixth
freedom rights from centrally located hubs. Tydicahese are Asian or Middle Eastern carriers.

™ Virgin Australia currently offers Sydney-Abu Dhaervices using its own aircraft three times peeh It also
places its code on Etihad flights from Sydney tauAMhabi which are operated on a multiple daily bassee
Virgin Australia and Singapore AirlineSubmission in support of applications for authatitsa, p.60.

2 see Virgin Australia and Singapore Airlin&esponse to request for informatidi3 September 2011,
Annexure A.
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4.103. On this basis, the ACCC considers that the Alliasagnlikely to result in any
significant anti-competitive detriment in relatiomAustralia-UK/Europe (long haul)
services.

Australia — Asia (short haul) services

4.104. The applicants submit the Australia-Asia marketyisamic and characterised by
strong competition between a large number of ®eiVige carriers as well as budget
airlines. They note that there have been recerdiameements of intentions by existing
carriers to service routes from Australia to Sdaéist Asia. For example, Qantas has
announced it may develop a full service carridveédoased in Singapore and Malaysia
Airlines has announced it will enter the onewolldhace and is in talks with Qantas
about cooperation possibilities in South East A3ia.

4.105. The applicants further submit that Asia is an intgairand growing region for
Australian travel, with approximately 45% of all #tralian international travel being to
Asia.™

4.106. Air New Zealand submits that there is significamtl aobust competition in the
Australia-Asia market. In its view there are a argumber of competitors currently
operating daily routes between Australia and Asialso considers that new entrants
are likely. Air New Zealand concludes that the agapits are unlikely to have any
ability to exercise any market power through rajderes or reducing/withholding
capacity’

4.107. The Department of Infrastructure submits that tlustAalia — Asia market, specifically
between Australia and Singapore, is highly competivith a range of third country
airlines active in the market. The Department’swig that given the depth of
competition on the routes between Australia ang&pore and in light of the policy
settings and ASA framework there will not be angi-anmpetitive impact from the
Alliance.”®

4.108. Northern Territory Airports also consider that thléance is unlikely to impede
effective competition due to the large number ofiees operating between Australia
and Asia’’

4.109. Tourism WA submits that on the basis of the operssRSA between Australia and
Singapore and the consequent low barriers to ¢éiménAlliance is unlikely to be
detrimental to competition on the Australia-Sing@pmutes’®

3 Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the

Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p. 83

Virgin Australia and Singapore Airline§ubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singap@irlines 20 June 2011, p. 83

Air New ZealandSubmission in relation to the Virgin Australia -n@apore Airlines Applications for
Authorisation A9267 & A912684 July 2011

Department of Infrastructure and Transpouhission in relation to the Virgin Australia — §apore Airlines
Applications for Authorisation A9267 & A91268 September 2011, p.3

Northern Territory Airports, @mission in support of the Virgin Australia — Sipgre Airlines Alliance2
September 2011, p.2

Tourism WA,Email submission in relation to the Virgin Australia -n§apore Airlines Applications for
Authorisation A9267 & A9126& July 2011
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4.110.

4.111.

The ACCC has examined the likely effects of thaakite on competition for
Australia-Asia (short haul) services having regarthe very limited overlap of the
applicants in this market/segment.

The applicants submit that their services will daeron routes between Australia and
three destinations under the Alliance:

= Sydney/Melbourne/Perth/Brisbane/Adelaide — Singapor
= Sydney/Melbourne/Perth/Brisbane/Adelaide — Denpasar

= Perth — Phuket

Australia — Singapore

4.112.

4.113.

4.114.

4.115.

4.116.

Perth —

4.117.

4.118.

Singapore Airways operates a minimum of 92 non-st&pices per week, with an
estimated 48% of the passenger share on routeg®etustralia and Singapofe.

There is no overlap between the applicants on sdugénveen Australia and Singapore.
The ‘overlap’ arises through online connectionsinjue of Virgin Australia’s alliance
with Etihad. Under this alliance Virgin Australgeffectively a reseller of Etihad
capacity. Etihad operates a minimum of three nop-services between Australia and
Singapore per week, with an estimated 1% of thegrager share on routes between
Australia and Singapore.

Other competitors on routes between Australia andapore include Qantas/British
Airways (28% passenger share), Emirates (7% pasesshgre), Jetstar (6% passenger
share), Tiger Airways Singapore (4% passenger shaceMalaysia Airlines (1%
passenger share).

The ACCC considers that these rival airlines delyi to constrain the ability of the
Alliance applicants (or Singapore Airlines/SilkAfifrgin Australia/Etihad under the
two alliances) to raise price or reduce servic¢ghase routes.

On this basis, the ACCC considers that the Alliasagnlikely to result in any
significant anti-competitive detriment in relatiomservices between Australia and
Singapore.

Phuket

Virgin Australia offers four weekly non-stop frequees to/from Perth using its own
aircraft.

Singapore Airlines/Silk Air operates a minimum @fdne-stop flights per week with
an estimated passenger share 0f*§%.

" Virgin Australia and Singapore AirlineResponse to request for informatidi3 September 2011 at Annexure

A

8 Services to Phuket will comprise only a portidriravel from Australia to Thailand. In the casetraivel to
Phuket, frequencies for indirect routings via Bawigkave not been included. For example, while Hiavays
offers 4 weekly direct services from Perth to Phipttavel via Bangkok would be substitutable fomma
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4.1109.

4.120.

4.121.

The ACCC notes that the Singapore Airlines/Silk#ervices operate via Singapore.
Accordingly, Australian passengers are unlikelyeigard Singapore Airlines/SilkAir

services as a close substitute to Virgin Australi@n-stop flight between Perth and
Phuket, given the difference in travel time andwesmence.

Other airlines providing services between PerthRimaket are:

= Thai International has 38% of passenger share #ias @ non-stop frequencies per

week between Perth and Phuket

= Jetstar/Jetstar Asia have a combined 15% of passshgre and offer 6 two stop
frequencies per week between Perth and Phuket

= Air Asia/X has 7% of passenger share and offerse/stop services between Perth
and Phuket

= Malaysia Airlines has 4% of passenger share aret8 one-stop frequencies per
week between Perth and Phuket.

On the information before it, the ACCC considesat tine Alliance is unlikely to
provide the applicants with an ability or incentteeraise fares or reduce capacity or
service quality on the route on the grounds that:

= the services offered by Singapore Airlines are stop and therefore less likely to
be considered close substitutes for Virgin Ausfalnon-stop services between
Perth and Phuket

= there are a number of airlines offering servicesaompetition with the Alliance
partners who are likely to constrain the applicgmtise and service decisions on
the route, particularly Thai International.

Australia — Denpasar

4.122.

4.123.

4.124.

Virgin Australia operates a total of 36 weekly n&top frequencies from Australia to
Denpasar, with an estimated 19% of passenger Share.

Singapore Airlines/Silk Air operates a minimum df @e-stop flights per week via
Singapore, to Denpasar with an estimated 6% passshgre.

Other airlines providing services between Austrahid Denpasar are:
= Garuda has 24% of passenger share

= Jetstar has 23% of passenger share and

passengers — see Virgin Australia and Singapola@s, Response to request for informatid® September
2011 at Annexure A

81 Similarly to Phuket, services to Denpasar wilingmise only a portion of travel from Australia tedbnesia. In
the case of travel to Denpasar, frequencies faréontroutings via Jakarta have not been includede-Virgin
Australia and Singapore AirlineResponse to request for informatidi3 September 2011 at Annexure A
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4.125.

= Air Asia/X has 16% of passenger share.

On the information before it, the ACCC considesat tine Alliance is unlikely to
provide the applicants with an ability or incentteeraise fares or reduce capacity or
service quality on routes between Australia anddasar on the grounds that:

= the services offered by Singapore Airlines are sto@-and therefore less likely to
be considered by passengers to be close subsfibutésgin Australia’s non-stop
services between Australia and Denpasar and

= there are a number of airlines offering servicesompetition with the Alliance
partners who are likely to constrain the applicaptice and service decisions on
routes between Australia and Denpasar.

Conclusion on public detriment in relation to Awdita-Asia services

4.126.

The ACCC considers that on each of the routes eflap in this market/segment there
are competitors who would be able to constrainAdtiance partners (or Singapore
Airlines /Silk Air/Virgin Australia/Etihad under thtwo alliances) in the event that they
sought to raise fares or reduce capacity or quaisysuch, the ACCC considers that
the Alliance is unlikely to result in anti-compet#é detriment in the Australia-Asia
market/segment.

Domestic air passenger transport services

4.127.

4.128.

4.129.

4.130.

The applicants submit that under the Alliance, Wirdustralia and Singapore Airlines
would not have the ability or incentive to exeramsarket power in the Australian
domestic market given the strong competitive caistifrom Qantas/Jetstar.

The applicants further submit that the competigéffect in this market is positive. They
argue that the Alliance will enhance competitiobnsen Virgin Australia and the
Qantas-Jetstar Group as it will give Virgin Ausadhe opportunity to match Qantas’
network, feeder traffic and distribution strength.

Conversely Gold Airways submits that, as a resulhe Alliance, Singapore Airlines
may seek to influence Tiger Airways Australia bgyenting it from joining an
indepesr;dent alliance or by compelling it not to pete aggressively on particular
routes:

The ACCC notes that Singapore Airlines has a gdantimership stake of 32.84% in
Tiger Airways Holdings and has the potential ta@ase that to 49.1% following a
recent Rights Issue. Further, the ACCC notes tiraetNon-Executive Directors of the
Tiger Airways Holdings Board have been nominate®mgapore Airline§?

82 Virgin Australia and Singapore AirlineSubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011, p. 55

8 Gold Airways, Limited Submission in relation to the Virgin Australia-Sapgre Airlines Applications for
Authorisation A91267 & A912685 August 2011

8 Tiger Airways HoldingsAnnual Report 201, %p. 10-11
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4.131. The ACCC also notes that, following the recent gubng of the Tiger Airways
Australia fleet by CASA, a Singapore Airlines’ exéige (Mr Chin) was appointed to
the executive team of Tiger Airways Holdings.

4.132. Inresponse to Gold Airways submission and in gpoadence explaining the
appointment of Mr Chin, the applicants submit that:

= the executive and board of Tiger Airways Holdings and remain independent of
the management of Singapore Airlines and Singapol@es’ shareholding in
Tiger Airways Holdings does not give it any contoolinfluence over Tiger
Airways Australia’s operations.

= Singapore Airlines has no management influence oigar Airways Australia or
Singapore. Further, Singapore Airlines does noelewy codeshare, interline or
other partnership arrangements with either of tigefTAirways airline$®

= the Alliance has no bearing on Tiger Airways Audra ability or incentive to
compete in the domestic Australian market or oality to itself pursue a
strategic alliance should it choose to do so. Tg@ieants note that Tiger Airways
Australia is not a part of and will not benefitinahe Alliance. The Alliance does
not change Tiger Airways Australia’s incentive taximise the profitability of its
own operations by competing with low fare carrigesving the leisure market
(including Jetstar, Strategic and Virgin Austrafi&)

4.133. Virgin Australia explains that under the Alliand¢etscope of its information sharing
with Singapore Airlines will be limited to the follving circumstances and this sharing
will not, in its view, pose a risk to its business:

= Virgin Australia and Singapore Airlines will shardormation to the extent
necessary to enable cooperation in relation t@tbas of authorised conduct,
including: corporate accounts, pricing and schedudif services, new services,
frequent flyer and lounge services, joint purchgsind any other areas of
cooperation contemplated by under the Alliance.

= The extent of information sharing will be similarthe type of information shared
between Virgin Australia and its other alliancetpars: Delta, Etihad Airways and
Air New Zealand. Virgin Australia submits that imfieation sharing is necessary in
order to achieve cooperation and the alliance ¢

= However, Virgin Australia submits that it is in temmercial interest to ensure that
information shared under any alliance agreemeinég&ed carefully and
guarantined from any competitors of Virgin Austaalia confidentiality and other
information sharing protocols. Virgin Australia Widke the necessary steps to
ensure that information shared with Singapore Rdsi is treated appropriatély.

8 Virgin Australia and Singapore AirlineSubmission in support of the Application for Autkation of the
Alliance between Virgin Australia Group and Singapgirlines 20 June 2011, p. 55

8 virgin Australia and Singapore AirlineSurther supplementary submission in relation to lagapions for
authorisation responding to Gold Airways and Tigémvays rights issuel September 2011, p. 1 accessible at
http://www.accc.gov.au/content/index.phtml/item@B858/fromltemlid/278039/display/submission

87 Virgin Australia and Singapore AirlineBesponse to request for informatidi3 September 2011
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4.134.

4.135.

4.136.

4.137.

4.138.

4.139.

The ACCC considers that Virgin Australia is in thest position to assess and manage
the risk to its business associated with infornrasbaring under the Alliance.

Accordingly, the central issue for the ACCC is wiegtthe applicants (directly or by
virtue of their ownership interest in another aiell have an enhanced ability or
incentive to raise fares or reduce service in thetalian domestic air passenger
transport services market under the Alliance.

One way that an international airline alliance doelssen competition for domestic air
passenger services is if it directs domestic onage or feeder traffic to a particular
carrier (in this case Virgin Australia) at the erpe of the competitive position of other
domestic carriers.

On the basis of information currently availablee &®CCC considers that the Alliance
is unlikely to significantly undermine the compeiit position of other domestic
carriers. In particular, the ACCC notes:

= the volume of passengers that would constitutetiadl feeder traffic for Virgin
Australia would be limited to passengers travellsgpart of an online connection
on an international Alliance flight.

= international Alliance passengers travelling totr&y Australian gateways may opt
to purchase the domestic leg of their journey sspr from a domestic carrier
other than Virgin Australia (e.g. Qantas/Jetst&gt8gic Airlines, Tiger Airways
Australia)

= Qantas/Jetstar is present on the majority (55h@©683 domestic routes served by
Virgin Australia and has a similar feeder traffrcaaagement under its joint service
agreement with British Airways.

Another way that an international airline alliarc@ild lessen competition for domestic
air passenger services is if it were to increasetyoff to one of the alliance partners
(in this case Singapore Airlines) from leveragitsgshareholder interest in another
airline (in this case Tiger Airways Holdings) tdluence the price and ensure that its
domestic carrier (Tiger Airways Australia) compeless vigorously with the alliance
partner.

The ACCC considers that the Alliance is unlikelydgssen Tiger Airways Australia’s
incentive to vigorously compete in the Australianestic air passenger transport
services market on the grounds that:

= Tiger Airways Australia operates under a low-fdog-cost business model and
does not have an interline, codeshare or other &npartnership with Singapore
Airlines. The ACCC accepts that this situatiofikely to continue, with or without
the Alliance.

= Consistent with this business model, Tiger AirwAysstralia primarily targets price
sensitive domestic leisure travellers.
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4.140.

4.141.

4.142.

= The proportion of Tiger Airways Australia passersgirat connect to/from an
international flight, let alone a Singapore Airwagternational flight, is likely very
low.

= When Tiger Airways Australia offers discounted farels more likely to attract
Qantas/Jetstar and Virgin Australia domestic (nathan Alliance) passengers.

= Under these conditions it is unlikely to be profiaximising for either Tiger
Airways Australia or Singapore Airlines (its larjskareholder) to have Tiger
Airways Australia competing less vigorously in th@mestic market under the
Alliance.

The ACCC also notes that at this stage, the apybado not intend to share revenue.
Without revenue sharing it is less likely that #iigance would materially alter the
payoff to Singapore Airlines from influencing Tig&irways Australia to compete less
vigorously in the domestic market.

The ACCC also considers that it is unlikely that filiance would enhance the
likelihood of Virgin Australia, Tiger Airways Ausdtia and other domestic carriers
coordinating their pricing, output or related conmaia decisions in the domestic
market. The ACCC considers that asymmetries irctimepetitive position of the
various carriers (e.g. different market sharesgpetd offering and cost structures) tend
to undermine or constrain coordination in this neaskith or without the Alliance.

On this basis, the ACCC considers that the Alliasagnlikely to result in anti-
competitive detriment in the domestic air passetgasport services market.

ACCC conclusion on public detriments

4.143.

4.144.

The ACCC considers that the Alliance is unlikelyrésult in any significant anti-
competitive detriments in the market(s) for int¢io@al air passenger transport
services, in light of the limited overlap betwehe tirlines and the presence of a
number of major competitors on the overlap routes.

The ACCC also considers that the Alliance is ujike result in any significant anti-
competitive detriments in the market for domestigassenger transport services in
Australia, in the absence of any clear evidenceth®Alliance would undermine the
competitive position of other carriers or lessanititentives of Tiger Airways
Australia to compete vigorously in that market.

Balance of public benefit and detriment

4.145.

In general, the ACCC may only grant authorisatfanhis satisfied that, in all the
circumstances, the Alliance is likely to resulaipublic benefit, and that public benefit
will outweigh any likely public detriment.
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4.146.

4.147.

4.148.

4.149.

In the context of applying the net public benefittin section 90(8) of the Act, the
Tribunal commented that:

... something more than a negligible benefit is regpibefore the power to grant authorisation can be
exercised”?

For the reasons outlined in this chapter the ACG&sers that the Alliance is likely
to result material public benefits in the form of:

= enhanced products and services, including increaske connection options,
enhanced value added services and potential neesrand frequencies

* increased competition in international air passetgasport services market(s)
and some public benefits in the form of:

= cost savings and other efficiencies and

= potentially, the stimulation of tourism.

The ACCC considers that the Alliance is unlikelyrésult in any significant anti-
competitive detriments in the market(s) for int¢io@al air passenger transport
services or domestic air passenger transport gsvic

Accordingly, the ACCC considers the public bentfét is likely to result from the

conduct is likely to outweigh the public detrimefihe ACCC is therefore satisfied that
the tests in sections 90(6), 90(7), 90(5A) and BD@re met.

Length of authorisation

4.150.

4.151.

4.152.

4.153.

The Act allows the ACCC to grant authorisationddimited period of timé&® The
ACCC generally considers it appropriate to granhaisation for a limited period of
time, so as to allow an authorisation to be revikwethe light of any changed
circumstances.

In this instance, Virgin Australia and SingaporeliAes seek authorisation for the
Initial Term of the Alliance Framework Agreementhjeh is 10 years from 6 June
2011) or no less than five years from the grantihtihe authorisation.

None of the interested party submissions dealtipaity with the length of
authorisation requested.

As set out above, the ACCC considers that the Adksais likely to result in a number
of public benefits and little public detriment. @ns basis, the ACCC considers it
appropriate to grant authorisation for the Alliaficefive years.

88

The test at 90(8) of the Act is in essence thatlact is likely to result in such a benefit to ghblic that it

should be allowed to take place.

8 Re Application by Michael Jools, President of tt&\NTaxi Drivers Associatid2006] ACompT 5 at
paragraph 22.

% Section 91(1).
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Variations to the Alliance

4.154. The ACCC notes that any amendments to the Alli@hgang the proposed term of this
authorisation would not be covered by the prop@seborisation.
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5.

Draft determination

The application

5.1.

5.2.

5.3.

5.4.

5.5.

On 20 June 2011 Virgin Australia and Singaporeidés lodged applications for
authorisation A91267 & A91268 with the Australianr@petition and Consumer
Commission (the ACCC).

Applications A91267 was made using Form A, Schedulef the Competition and
Consumer Regulations 201The application was made under subsection 88(1A) of
the Act to:

= make and give effect to a contract, arrangemeunnderstanding, a provision of
which is or may be an exclusionary provision wittlie meaning of section 45 of
the Act.

= make and give effect to a provision of a contacgragyement or understanding, a
provision of which is, or may be, a cartel provisend which is also, or may also
be, an exclusionary provision within the meaningedtion 45 of that Act.

Application A91268 was made using Form B, Schedulef the Competition and
Consumer Regulations 201The application was made under subsections 88(dd\) a
88(1) of the Act to:

= make and give effect to a contract or arrangenwerarrive at an understanding, a
provision of which would have the purpose, or waddre or might have the
effect, of substantially lessening competition witthe meaning of section 45 of
the Act.

= make and give effect to a contract or arrangenugrdrrive at an understanding a
provision of which would be, or might be, a cageabvision (other than a provision
which would also be, or might also be, an exclusigmprovision within the
meaning of section 45 of that Act).

In particular, Virgin Australia and Singapore Amdis seek authorisation for an
integrated network alliance.

Section 90A(1) requires that before determinin@pplication for authorisation the
ACCC shall prepare a draft determination.

The net public benefit test

5.6.

For the reasons outlined in Chapter 4 of this dtatermination, the ACCC considers
that the relevant statutory tests have been mdictarly,

= in all the circumstances the conduct for which atifation is sought is likely to

result in a public benefit and that benefit wouldvweeigh the detriment to the
public constituted by any lessening of competitnising from the conduct.
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= the conduct for which authorisation is soughtkelly to result in such a benefit to
the public that the conduct should be allowed.

5.7. The ACCC thereforproposes to grantauthorisation to applications A91267 and
A91268.

Conduct for which the ACCC proposes to grant authoisation

5.8. The ACCC proposes to grant authorisation to Vilyustralia and Singapore Airlines
to make and give effect to the Alliance Framewogtgement and associated
agreements, including the codeshare agreemenigraeal frequent flyer and lounge
agreements and a special prorate agreement foydimes.

5.9. Further, the proposed authorisation is in respetite@Alliance Framework Agreement
and the related agreements as they stand at theatithorisation is granted. Any
changes to these agreements during the term @irtp@sed authorisation would not be
covered by the proposed authorisation.

5.10. This draft determination is made on 13 October 2011

5.11. The attachments to this determination are patefraft determination.

Conduct not authorised

5.12. The authorisation does not extend to Virgin Austrahd Singapore Airlines to
revenue share under the Alliance.

Further submissions

5.13. The ACCC will now seek further submissions fronenetsted parties. In addition, the
applicant or any interested party may requestttie@ACCC hold a conference to
discuss the draft determination, pursuant to se@@A of the Act.
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Attachment A — the authorisation process

The Australian Competition and Consumer Commiséiloe ACCC) is the independent
Australian Government agency responsible for adstening theCompetition and Consumer
Act 2010(the Act). A key objective of the Act is to prevemti-competitive conduct, thereby
encouraging competition and efficiency in businessulting in a greater choice for consumers
in price, quality and service.

The Act, however, allows the ACCC to grant immuriiiym legal action in certain
circumstances for conduct that might otherwiseera@ncerns under the competition provisions
of the Act. One way in which parties may obtainmmmity is to apply to the ACCC for what is
known as an ‘authorisation’.

The ACCC may ‘authorise’ businesses to engagetircampetitive conduct where it is
satisfied that the public benefit from the conduatweighs any public detriment.

The ACCC conducts a public consultation processwmtheeceives an application for
authorisation. The ACCC invites interested parie®dge submissions outlining whether they
support the application or not, and their reasongHis.

After considering submissions, the ACCC issuesaft determination proposing to either grant
the application or deny the application.

Once a draft determination is released, the applicaany interested party may request that the
ACCC hold a conference. A conference providepatties with the opportunity to put oral
submissions to the ACCC in response to the dra#iroenation. The ACCC will also invite the
applicant and interested parties to lodge writidmsissions commenting on the dratft.

The ACCC then reconsiders the application taking atcount the comments made at the
conference (if one is requested) and any furthemsssions received and issues a final
determination. Should the public benefit outweligl public detriment, the ACCC may grant
authorisation. If not, authorisation may be deniebwever, in some cases it may still be
possible to grant authorisation where conditionslmaimposed which sufficiently increase the
benefit to the public or reduce the public detritnen
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Attachment B — chronology of ACCC assessment for gghications
A91267 & A19128

The following table provides a chronology of sigraint dates in the consideration of the
application by Virgin Australia and Singapore Aieis.

DATE ACTION
20 June 2011 Application for authorisation lodged with the ACCC.
24 June 2011 Applicant provides revised public register verstdrsupporting

submission
24 June 2011 Public consultation begins
15 July 2011 Closing date for submissions from interested paitigelation to the

substantive application for authorisation.
13 October 2011 Draft determination issued.
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Attachment C — the tests for authorisation and otherelevant
provisions of the Act

Competition and Consumer Act 2010
Section 90—Determination of applications for authoisations

1)

)

(4)
(®)

(5A)

(5B)

(6)

The Commission shall, in respect of an apglicetor an authorization:
(@) make a determination in writing granting suatharization as it considers appropriate; or
(b) make a determination in writing dismissing &pplication.

The Commission shall take into account anynsabions in relation to the application made toyithe
applicant, by the Commonwealth, by a State or lyyather person.

Note: Alternatively, the Commission may rely on soltations undertaken by the AEMC: see
section 90B.

The Commission shall state in writing its i@as for a determination made by it.

Before making a determination in respect opplication for an authorization the Commissioalkh
comply with the requirements of section 90A.

Note: Alternatively, the Commission may rely on soltations undertaken by the AEMC: see
section 90B.

The Commission must not make a determinati@mijng an authorisation under subsection 88(1A) in
respect of a provision of a proposed contractngeeent or understanding that would be, or mightbe
cartel provision, unless the Commission is satiksiiieall the circumstances:

(@) that the provision would result, or be liketyresult, in a benefit to the public; and

(b) that the benefit would outweigh the detrimenttte public constituted by any lessening of
competition that would result, or be likely to risif:

® the proposed contract or arrangement were nadibe proposed understanding were
arrived at; and

(i) the provision were given effect to.

The Commission must not make a determinatiamting an authorisation under subsection 88(1A) in
respect of a provision of a contract, arrangemennderstanding that is or may be a cartel promisio
unless the Commission is satisfied in all the eitstances:

(a) that the provision has resulted, or is likayésult, in a benefit to the public; and

(b) that the benefit outweighs or would outweigé tietriment to the public constituted by any
lessening of competition that has resulted, okedyt to result, from giving effect to the
provision.

The Commission shall not make a determinagi@mting an authorization under subsection 888D)of
(8) in respect of a provision (not being a prowisibat is or may be an exclusionary provision) of a
proposed contract, arrangement or understandirrgsipect of a proposed covenant, or in respect of
proposed conduct (other than conduct to which suluse47(6) or (7) applies), unless it is satisfiedll
the circumstances that the provision of the propa@smtract, arrangement or understanding, the sexgbo
covenant, or the proposed conduct, as the caséde&ayould result, or be likely to result, in a bt
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()

(8)

)

(9A)

the public and that that benefit would outweigh die¢ériment to the public constituted by any lessgraf
competition that would result, or be likely to risif:

(a) the proposed contract or arrangement were noadee proposed understanding were arrived at,
and the provision concerned were given effect to;

(b) the proposed covenant were given, and were bedwith; or
(c) the proposed conduct were engaged in;
as the case may be.

The Commission shall not make a determinati@mting an authorization under subsection 88(1ppm
respect of a provision (not being a provision ikair may be an exclusionary provision) of a castira
arrangement or understanding or, in respect ofvar@nt, unless it is satisfied in all the circumsts that
the provision of the contract, arrangement or ustdeiding, or the covenant, as the case may be, has
resulted, or is likely to result, in a benefit ke tpublic and that that benefit outweighs or wanidveigh
the detriment to the public constituted by anydessg of competition that has resulted, or is ikl
result, from giving effect to the provision or colyipg with the covenant.

The Commission shall not:
(a) make a determination granting:

0] an authorization under subsection 88(1) in eesjf a provision of a proposed contract,
arrangement or understanding that is or may beeéunsonary provision; or

(ii) an authorization under subsection 88(7) or)(i#Arespect of proposed conduct; or

(iii) an authorization under subsection 88(8)aspect of proposed conduct to which
subsection 47(6) or (7) applies; or

(iv) an authorisation under subsection 88(8A)dmposed conduct to which section 48
applies;

unless it is satisfied in all the circumstances tha proposed provision or the proposed conduct
would result, or be likely to result, in such a bfinto the public that the proposed contract or
arrangement should be allowed to be made, the peaponderstanding should be allowed to be
arrived at, or the proposed conduct should be &itbte take place, as the case may be; or

(b) make a determination granting an authorizatioder subsection 88(1) in respect of a provision
of a contract, arrangement or understanding that isay be an exclusionary provision unless it
is satisfied in all the circumstances that the fgion has resulted, or is likely to result, in sach
benefit to the public that the contract, arrangetnoeminderstanding should be allowed to be
given effect to.

The Commission shall not make a determinagi@mting an authorization under subsection 88(9) in
respect of a proposed acquisition of shares ircélpital of a body corporate or of assets of a peosan
respect of the acquisition of a controlling intéi@sa body corporate within the meaning of secBoA
unless it is satisfied in all the circumstances tha proposed acquisition would result, or beljike
result, in such a benefit to the public that theguasition should be allowed to take place.

In determining what amounts to a benefitite public for the purposes of subsection (9):

(a) the Commission must regard the following aseffies to the public (in addition to any other
benefits to the public that may exist apart froms graragraph):

0] a significant increase in the real value of entg;
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(ii) a significant substitution of domestic prodsiébr imported goods; and

(b) without limiting the matters that may be taketo account, the Commission must take into
account all other relevant matters that relatééointernational competitiveness of any Australian
industry.

Variation in the language of the tests

There is some variation in the language in the patticularly between the tests in sections
90(6) and 90(8).

The Australian Competition Tribunal (the Tribunha8s found that the tests are not precisely the
same. The Tribunal has stated that the test ws&iion 90(6) is limited to a consideration of
those detrgilments arising from a lessening of corpetout the test under section 90(8) is not
so limited:

However, the Tribunal has previously stated thgareing the test under section 90(6):

[the] fact that the only public detriment to be @akinto account is lessening of competition doegsmean that
other detriments are not to be weighed in the leglavhen a judgment is being made. Something reipeth as a
benefit may have a beneficial, and also a detrialepffect on society. Such detrimental effecitdsas must be

considered in order to determine the extent diétseficial effec?.2

Consequently, when applying either test, the AC@gRtake most, if not all, public detriments
likely to result from the relevant conduct into aant either by looking at the detriment side of
the equation or when assessing the extent of thefite

Given the similarity in wording between sectiong@@nd 90(7), the ACCC considers the
approach described above in relation to sectiof)d8(also applicable to section 90(7). Further,
as the wording in sections 90(5A) and 90(5B) isilsimthis approach will also be applied in the
test for conduct that may be a cartel provision.

Conditions

The Act allows the ACCC to grant authorisation sebjo conditions?

Future and other parties

Applications to make or give effect to contractsaagements or understandings that might
substantially lessen competition or constitute @sicinary provisions may be expressed to
extend to:

e persons who become party to the contract, arrangeon@inderstanding at some time
in the futuré*

%1 Australian Association of Pathology Practices Inporated[2004] ACompT 4; 7 April 2004. This view was

supported in/FF Chicken Meat Growers’ Boycott Authorisati@906] AcompT9 at paragraph 67.

92 Re Association of Consulting Engineers, Austrélid81) ATPR 40-2-2 at 42788. See aledia Council
case(1978) ATPR 40-058 at 17606; ampplication of Southern Cross Beverages Pty. IGddbury
Schweppes Pty Ltd and Amatil Ltd for revi@®81) ATPR 40-200 at 42,763, 42766.

% Section 91(3).
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* persons named in the authorisation as being a paeyproposed party to the contract,
arrangement or understanditig.

Six- month time limit

A six-month time limit applies to the ACCC'’s conerdtion of new applications for
authorisatiof. It does not apply to applications for revocati@vocation and substitution, or
minor variation. The six-month period can be exezhby up to a further six months in certain
circumstances.

Minor variation

A person to whom an authorisation has been grgotea person on their behalf) may apply to
the ACCC for a minor variation to the authorisatiérhe Act limits applications for minor
variation to applications for:

... a single variation that does not involve a matarhange in the effect of the authorisation.
When assessing applications for minor variatioa,AKCC must be satisfied that:
. the proposed variation satisfies the definitiom &iinor variation” and

. if the proposed variation is minor, the ACCC musgtesss whether it results in any
reduction to the net benefit of the conduct.

Revocation; revocation and substitution
A person to whom an authorisation has been grantgdrequest that the ACCC revoke the

authorisatio’. The ACCC may also review an authorisation witheav to revoking it in
certain circumstance$?

% Section 88(10).

% Section 88(6).

% Section 90(10A)

" Subsection 91A(1)
% Subsection 87ZD(1).
% Subsection 91B(1)
190 gybsection 91B(3)

o
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The holder of an authorisation may apply to the QG revoke the authorisation and substitute
a new authorisation in its plat®. The ACCC may also review an authorisation withieawto
revoking it and substituting a new authorisatioitsrplace in certain circumstancés.

101 sybsection 91C(1)
192 sybsection 91C(3)

DRAFT DETERMINATION 48 A91267 & A91268



Attachment D — overlap routes

Australia to Athens

There are five major operating carriers on thigeotiable D1 below shows the number of
flights operated by the major competitors and thstimated share of passeng@fs.

Table D1 Operating carriers and frequency on the rate

104

o + Route Frequencies Estimated
City pairs Eaerrﬁelrng (pw) share of Pax
Non- 1 stop 2 stop Min freq on route
stop (country level)
- - AU-SIN-LHR- 28
ATH
Qantas/BA - - AU-BKK-LHR- 13 6%
ATH
- - AU-HKG-LHR- 21
ATH
Thai - AU-BKK-ATH | AU-HKT-BKK- 3 13%
SYD/MEL | |nternational ATH
/BNE/PER ~ | AUDXB-ATH | AU-SIN-DXB- 7
/ADL- ATH
ATH
Emirates - - AU-KUL-DXB- 7 27%
ATH
- - AU-BKK-DXB- 7
ATH
Etihad - AU-AUH-ATH AU-SIN-AUH- 7 19%
ATH
Singapore - AU-SIN-ATH - 3 21%
Airlines

103 Estimated share of passengers is based on datavel from Australia to a particular country tieation,
rather than a city. In some cases, this will repn¢ all or most of the international traffic frokastralia, for
example, passenger share for travel to Greecedlquiate to passenger share for travel to Athdmis.data is
sourced from Virgin Australia and Singapore AirBnBesponse to request for informatidi3 September 2011
at Annexure A
194 vVirgin Australia and Singapore AirlineResponse to request for informatidi3 September 2011 at Annexure
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Australia to Frankfurt

There are eight major operating carriers on thiseroTable D2 below shows the number of
flights operated by the major competitors and thstimated share of passeng@rs.

Table D2 Operating carriers and frequency on the rate

106

' ' Operating Route Frequencies Estimated
City pairs carrier (pw) share of Pax
Non- 1 stop 2 stop Min freq on route
stop (country level)
- AU-SIN-FRA AU-SIN-LHR- 7
FRA
Qantas/BA - - AU-BKK-LHR- 12 31%
FRA
- - AU-HKG-LHR- 21
FRA
Thai - AU-BKK-FRA | AU-HKT-BKK- 14 5%
International FRA
Malaysia - AU-KUL-FRA - 5 4%
Airlines
- AU-DXB-FRA | AU-SIN-DXB- 14
SYD/MEL FRA
/BNE/PER Emirates - - AU-KUL-DXB- 7 19%
/ADL-FRA FRA
- - AU-BKK-DXB- 7
FRA
Etihad - AU-AUH-FRA | AU-SIN-AUH- 14 4%
FRA
Singapore - AU-SIN-FRA - 14 12%
Airlines
Air China - AU-PVG-FRA | AU-PVG-PEK- 7 1%
FRA
- AU-HKG-FRA | AU-CNS-HKG- 7
Cathay Pacific FRA 4%
- - AU-ADL-HKG- 7
FRA

195 gee note 103 above
19 virgin Australia and Singapore AirlineResponse to request for informatidi3 September 2011 at Annexure
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Australia to London

There are eight major operating carriers on thiseroTable D3 below shows the number of
flights operated by the major competitors and thstimated share of passengéfs.

Table D3 Operating carriers and frequency on the rate

108

_ _ Operating Route Frequencies Estimated
City pairs carrier (pw) share of Pax
Non- 1 stop 2 stop Min freq on route
stop (country level)
- AU-SIN-LHR - 28
Qantas/BA - AU-BKK-LHR - 13 32%
- AU-HKG-LHR - 21
Thai - AU-BKK-LHR | AU-HKT-BKK- 14 2%
International LHR
Malaysia - AU-KUL-LHR - 14 6%
Airlines
- AU-DXB-LHR | AU-SIN-DXB- 35
SYD/MEL LHR
/BNE/PER Emirates - - AU-KUL-DXB- 7 19%
/ADL-
LHR LHR
- - AU-BKK-DXB- 7
LHR
Etihad - AU-AUH-LHR | AU-SIN-AUH- 18 4%
LHR
Singapore - AU-SIN-LHR - 21 12%
Airlines
Air China - AU-PEK-LHR | AU-PVG-PEK- 5 0.3%
LHR
- AU-HKG-LHR | AU-CNS-HKG- 28
Cathay Pacific LHR 6%
- - AU-ADL-HKG- 7
LHR

197 See note 103 above
198 v/irgin Australia and Singapore AirlineResponse to request for informatid3 September 2011 at Annexure
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Australia to Moscow

There are eight major operating carriers on thiseroTable D4 below shows the number of
flights operated by the major competitors and thstimated share of passeng@Fs.

Table D4 Operating carriers and frequency on the rate

110

' . Operating Route Frequencies Estimated
City pairs carrier (pw) share of Pax
Non- 1 stop 2 stop Min freq on route
stop (country level)
Thai - AU-BKK-DME | AU-HKT-BKK- 3 4%
International DME
- AU-DXB-DME | AU-SIN-DXB- 14
DME
Emirates - - AU-KUL-DXB- 7 20%
DME
- - AU-BKK-DXB- 7
SYD/MEL DME
;ESE/PER Etihad - AU-AUH-DME | AU-SIN-AUH- 7 9%
DME DME
Singapore - AU-SIN-DME - 7 15%
Airlines
Air China - Nil DME flights - 0 6%
Cathay Pacific - AU-HKG-DME | AU-CNS-HKG- 3
DME 10%
- - AU-ADL-HKG- 3
DME

Australia to Paris

There are eight major operating carriers on thiseroTable D5 below shows the number of
flights operated by the major competitors and thstimated share of passengeéts.

Table D5 Operating carriers and frequency on the rate

112

Operatin Route Frequencies Estimated
City pairs c?arrier 9 (pw) share of Pax
Non- 1 stop 2 stop Min freq on route
stop (country level)
SYD/MEL - - AU-SIN-LHR- 28
/BNE/PER CDG
IADL- Qantas/BA - - AU-BKK-LHR- 13 27%
CDG CDG
- - AU-HKG-LHR- 21
CDG

199 see note 103 above
110 virgin Australia and Singapore AirlineResponse to request for informatidi3 September 2011 at Annexure

1 See note 103 above
112 v/irgin Australia and Singapore AirlineResponse to request for informatid® September 2011 at Annexure
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Thai - AU-BKK-CDG | AU-HKT-BKK- 10 3%
International CDG
Malaysia - AU-KUL-CDG - 7 6%
Airlines
- AU-DXB-CDG | AU-SIN-DXB- 14
CDG
Emirates - - AU-KUL-DXB- 7 19%
CDG
- - AU-BKK-DXB- 7
CDG
Etihad - AU-AUH-CDG | AU-SIN-AUH- 14 5%
CDG
Singapore - AU-SIN-CDG - 7 12%
Airlines
Air China - AU-PEK-CDG | AU-PVG-PEK- 7 0.7%
CDG
- AU-HKG-CDG | AU-CNS-HKG- 10
CDG
Cathay Pacific - - AU-ADL-HKG- 7 7%
CDG
- - AU-HKG-AMS- 10
CDG
Japan Airlines - AU-NRT-CDG - 7 0.2%
China Eastern - AU-PVG-CDG - 10 0.6%

Australia to Munich

There are eight major operating carriers on thiseroTable D6 below shows the number of
flights operated by the major competitors and thstimated share of passengders.

Table D6 Operating carriers and frequency on the rate

114

. Route Frequencies Estimated
City pairs Ogaerrﬁélpg (pw) share of Pax
Non- 1 stop 2 stop Min freq on route
stop (country level)
SYD/MEL - - AU-SIN-LHR- 28
/BNE/PER MUC
/ADL- Qantas/BA - - AU-BKK-LHR- 13 31%
MUC MUC
- - AU-HKG-LHR- 21
MUC
Thai - AU-BKK-MUC | AU-HKT-BKK- 7 5%
International MUC

13 See note 103 above
14 virgin Australia and Singapore AirlineResponse to request for informatid3 September 2011 at Annexure
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- AU-DXB-MUC | AU-SIN-DXB- 14
MUC
Emirates - - AU-KUL-DXB- 7 19%
MUC
- - AU-BKK-DXB- 7
MUC
Etihad - AU-AUH-MUC | AU-SIN-AUH- 7 4%
MUC
Singapore - AU-SIN-MUC - 7 12%
Air lines
Air China - AU-PEK-MUC | AU-PVG-PEK- 5 1%
MUC
Qatar - AU-DOH-MUC - 7 2%
Lufthansa - - - - 0%

Australia to Singapore

There are seven operating carriers on this rowblelD7 below shows the number of flights
operated these carriers and their estimated stipassengers:

Table D7 Operating carriers and frequency on the rate

116

) Route Frequencies Estimated
City pairs Ocp:)aerrﬁlélpg (pw) share of Pax
Non-stop 1 stop 2 stop Min freq on route
(country level)
Qantas/BA AU-SIN - - 51 28%
Malaysia - AU-KUL- - 47 1%
Airlines SIN
Emirates AU-SIN - - 14 7%
SYD/MEL Etihad AU-SIN - ) 3 1%
/IBNE/PER
/ADL- SIN Singapore AU-SIN - - 92 48%
Airlines
Tiger Airways AU-SIN - . 7 4%
Singapore
AU-SIN AU-CGK- - 7
Jetstar SIN 6%
- AU-DPS- - 4
SIN

5 See note 103 above
16 virgin Australia and Singapore AirlineResponse to request for informatid3 September 2011 at Annexure
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Perth — Phuket

There are seven operating carriers on this rowbleTD8 below shows the number of flights
operated these carriers and their estimated stipassengers’

Table D8 Operating carriers and frequency on the rate

118

, Route Frequencies Estimated
City pairs O(I?aerrﬁgrng (pw) share of Pax
Non-stop 1 stop 2 stop Min freq on route
(country level)
Pacific Blue PER-HKT - - 4 3%
Thai PER-HKT PER-BKK- - 4 38%
International HKT
Malaysia - PER-KUL- - 3 4%
Airlines HKT
Singapore - PER-SIN- - 17 9%
PER-HKT Airlines/Silk HKT
Tiger Airways - PER-SIN- - 7 1%
Singapore HKT
- - PER-CGK-SIN- 2
Jetstax S/i ;etstar HKT 15%
- - PER-DPS-SIN- 4
HKT
Air Asia / X - PER-KUL- - 7 7%
HKT

17 Services to Denpasar and to Phuket will comprigg a portion of travel from Australia to Indonesind

Thailand respectively. In the case of travel tolhand to Denpasar, frequencies for indirect nggtivia

Bangkok and Jakarta have not been included. Fangbea while Thai Airways offers 4 weekly direct gees

from Perth to Phuket, travel via Bangkok would bbstitutable for many passengers — see Virgin Aliatand

Singapore AirlinesResponse to request for informatidi3 September 2011 at Annexure A
118 virgin Australia and Singapore AirlineResponse to request for informatidi3 September 2011 at Annexure
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Australia — Denpasar

There are five operating carriers on this routdl@®9 below shows the number of flights
operated these carriers and their estimated stpaseengers:®

Table D9 Operating carriers and frequency on the rate*?

o i Route Frequencies Estimated
City pairs cl?aerrﬁelrng (pw) share of Pax
Non-stop 1 stop 2 stop Min freq on route
(country level)
Pacific Blue AU-DPS - - 36 19%
Jetstar AU-DPS - - 19 23%
SYD/MEL
/IBNE/PER a : o
IADL — Garuda AU-DPS - 31 24%
DPS R—
Air Asia / X AU-DPS - - 28 16%
Singapore - AU-SIN- - 21 6%
Airlines/Silk DPS

19 See note 117 above
120 v/irgin Australia and Singapore AirlineResponse to request for informatid3 September 2011 at Annexure
A
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