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About Pitcher Partners

Pitcher Partners is an association of independent accounting firms located in Melbourne, Sydney, Perth, Adelaide, Brisbane and
Newcastle.

Pitcher Partners is also an independent member of Baker Tilly International, an Australia wide and global network of like -minded
independent firms. Baker Tilly Internationalis the eighth largest accounting networkin the world by fee income and is re presented by

161 firms in 137 countries.

Pitcher Partners refers to the New South Wales partnership and its associated entities.
In this report anyreference to Pitcher Partners refers to PP NSW Services Pty Ltd.
Address: Level 22, MLC Centre, 19 Martin Place Sydney NSW 2000

Tel: 02 9221 2099 | Fax: 02 9223 1762

www.pitcher.com.au
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Definitions

ACCC
ABS

Alliance

Alliance Master Spreadsheet

Applicants

ASAE 3100 “Compliance Engagements”
Auditor
Authorisation

Base Year
BITRE

Conditions
Relevant Routes
NS

NW

Scheduling Season

The Australian Competition and Consumer Commission.

Australian Bureau of Statistics.

The alliance betweenthe Applicants pursuant to the Australasian Airline
Alliance Agreement (AAA)dated 3 May 2010 and amended 15June 2012, an
associated Code Share Agreement dated 3 May2010and amended 15June
2012, and related agreements which are contemplated by the AAA.

The Excel spreadsheet maintained by Air New Zealand on behalf of the
Alliance andthe keyfinancial and data model utilised to forecast scheduled
seat capacity, capture actual seat capacity, and compare actualseat
capacitywith ACCCrequirements.

Refers to Virgin Australia Airlines Pty Ltd, Virgin Australia Airlines (NZ) Ltd,
Virgin AustraliaAirlines (SE Asia) Pty Ltd, Virgin Australia I nternational
Airlines Pty Ltd (together Virgin), and Air New Zealand Li mited (Air New
Zealand).

Professional standard on assurance engagements reissued by the Auditing
and Assurance Standards Board (AUASB) in September 2008.

Independent partyappointed at the direction of the ACCCin accordance
with clause 7 of the conditions to the Authorisation.

The ACCC determination of the Applicants’ applications A91362 and A91363
forauthorisation.

The 12 month period from 1 November 2012 to 31 October2013.

Bureau of Infrastructure, Transport, and Regional Economics.

Conditions on which the Authorisation was granted as set out in Attachment
B to the ACCC's Final Determination.

City pairs: Wellington — Brisbane; Queenstown —Brisbane; Auckland —Gold
Coast; Christchurch —Brisbane ; Christchurch — Melbourne; Dunedin—
Brisbane.

Northern Summer season from 1 April to 31 October.

Northern Winter seasonfrom 1 Novemberto 31 March.

Eitherthe NS season from 1 April to 31 Octoberorthe NW season from1
Novemberto 31 March.
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Scheduling Season Base Year Seat Ca pacity Applicants’ combined total number of seats flown on the Relevant Routes
in,asapplicable, the NS Seasonorthe NW Season inthe Base Yearas set
outin Schedule A of the Conditions, and as adjusted in accordance with
clause 4 of the Conditions.

Scheduling Season Seat Capacity The Scheduling Season Base Year Seat Capacityin, as applicable, the NS
Season orthe NW Season, and as:

(@) adjustedforanyCapacity Growth Rate determined bythe ACCC
pursuant to clause 5(a) of the Conditions; or
(b) variedinaccordance with clause 6 of the Conditions.

TransitionalScheduling Season Seat Ca pacity Seat capacityfigures set outin Schedule B to the Conditions.

Trans-Tasman Route Anyroute between a particular Australian location and a particular New
Zealandlocation.
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Disclaimer

Issues Considered

This compliance audit has been prepared inaccordance with the Determinationissued on 3 September 2013 by the Australian
Competition and Consumer Commission (“ACCC").

Underthe Conditions of Authorisation, we are required to provide a writtenreport onthe Applicants’ compliance withthe
Conditions, reasons for conclusions reached, and any qualifications and recommendations arisingfrom the perform ance of our
function as Auditor.

The Conditions also set outindependence requirements that must be complied with inthe performance of our functionas Auditor.

Sources of Information

The reporthasbeen prepared based on data obtained from the following information sources:
. ACCC Determination and Authorisations A91362 and A91363 dated 3 Se ptember 2013.
. Documentation prepared and provided by the applicants to explain relevant systems and procedures.
. Raw data extracted fromthe Virgin Australia and Air New Zealand systems:
o ForVirgin Australia, raw data extracted from the Sabre system;

o ForAirNew Zealand, raw data extracted from Schedule Manager and the Air New Zealand Group Database
(GDB), a central re pository of flight data drawn fromvarious systems including Departure control and AirOps.

. Alliance Master Spreadsheets.
. Relevant corroborative evidence obtained from external sources including:
o the DiioMi aviation planning data software product;

o seatguru (www.seatguru.com);

o seatmaestro (www.seatmaestro.com);

o flightaware (www.flightaware.com);

o flightstats (www.flightstats.com)

o planefinder (www.planefinder.net);

o flightradar24 (www.flightradar24.com); and

o planespotters (www.planespotters.net).

Scope and Limitations

This compliance auditreporthasbeen prepared for Virgin Australia and Air New Zealandinaccordance with clause 7.5 of
Attachment B to ACCCauthorisations A91362 & A91363. We disclaim anyassumption of responsibilityforanyreliance on this
reportto anypersonsorusers otherthanthe ACCC, orforanypurpose otherthan thatforwhichitwasprepared.

Because of theinherent limitations of anyinternal control structureitis possible that fraud, error or non-compliance mayoccurand
notbe detected. Further, the internal control structure, within which the control procedures that we have audited operate, hasnot
been audited and noopinionis expressed as to its effective ness.

An assurance engagementis not designed to detect all instances of non-compliance with the conditions of authorisation, as
assurance procedures are not performed continuously throughout the period and the procedures performedin respect of
compliance with the conditions of authorisation are undertaken on a test basis. The conclusion expressed inthis report has b een
formed onthe above basis.
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Executive Summary

Overview of Obligations

The applicants are responsible for ensuring that they a chieve compliance with the minimum seat ca pacity conditions outlinedin
Attachment B and Schedule A of ACCCauthorisations A91362 & A91363.

The auditis designed to provide reasonable assurance regarding the applicants’ compliance with the ACCC conditions of
authorisation during the NW15 scheduling season.

Findings

. Each airline measured actual seat capacity offered duringthe NW15 schedulingseasonin accordance with the
methodology used forthe derivation of the Northern Winter SchedulingSeason Base Year Seat Capacityas setoutin
Attachment B of the ACCC's determination. Thatis, Virgin Australia a pplied ‘physical capacity’ based on the actual
configuration of the aircraft usedand Air New Zealand applied ‘operating ca pacity’ based on physical capacity reduced
byworks deluxe seats (where applicable) and changes related to day of operation adjustments required by Air New
Zealandload control restrictions (i.e. weather, aircraft range, water storage, crew).

. In respect of the Relevant Routes, duringthe NW15 schedulingseason, the applicants have flown not I ess than 100% of
the Northern Winter Scheduling Season Seat Capadity for the aggregate of the relevant routes as definedinthe
conditions of authorisationand detailed in Schedule A.

. In ouropinion, Virgin Australia and Air New Zealand have complied, inallmaterial respects, withthe ACCCconditions of
authorisation as measured by their achievement of the minimum seat capacity forthe NW15 scheduling seasonas
detailedin the Conditions.

Previous Recommendations

Recommendation arising fromthe audit of the NW13 transitionalseason.

Thatinformation providedto the ACCCin accordance with clause 3 (a)(i) of the conditions of authorisation be provided to the
auditoratthesametimeitis providedto the ACCC.

Recommendations from this audit

We recommend Pitcher Partners be supplied with the monthlyflight reconciliations that are prepared onthe 15th of each month (or
firstworkingdayfollowing).
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Compliance Audit Approach

Audit Scope

The ACCC Conditions, and the requirements outlinedinour engagement letter dated 31January 2014, require the auditor to:-

1)

2)

3)

4)

5)

6)

prepare detailed written reports (Auditor’s Reports), sothat the Applicants can provide the Auditor’s Report to the ACCC
within 25 business days of the end of each SchedulingSeason (including the Transitional Scheduling Season), on:

i)  the Applicants’ compliance withthe Conditions;
ii) allofthereasonsforthe conclusions reachedinthe Auditor’s Report;
iii) anyqualifications made bythe Auditorin forming hisor herviews;and

iv) anyrecommendations bythe Auditor to improve the integrity of the auditing process and anyreasonable
recommendations to improve the Applicants’ processes or reporting systems inrelationto compliance withthe
Conditions.

provide the Applicants witha draft Auditor’s Report priorto it being provided to the ACCCto allow the Applicants to
identifyanyfactualerrors contained therein and provide the ACCCwith details of any corrections p roposed by the
Applicants and accepted by the Auditor;

continue to satisfy the independence criteria outlinedinthe Conditions for the period of our appointment;

provide anyinformation or documents requested bythe ACCCaboutthe Applicant’s compliance with the Conditions
directlyto the ACCC;

reportorotherwiseinformthe ACCCdirectly of anyissues thatariseinthe performance of our functions as Auditororin
relationto any matterthatarisesinconnection with the Conditions; and

followanydirectiongivento us bythe ACCCin relation to the performance of our functions as Auditor under the
Conditions.

This auditreportisinrespect of the NW15 scheduling season from 1 Nove mber 2015 to 31 March 2016, and is limited to our audit
of the applicants’ compliance with the ACCC Conditions for that period.

The responsibility for the applicants’ compliance with ACCCrequirements rests with Virgin Australia and Air New Zealand.

Ouraudit, conducted inaccordance with clause 7.5 of the ACCC Conditions, does notrelieve the applicants oftheir obligations to
ensure compliance with ACCCcompliance requirements, measured by achievement ofthe minimum s eat ca pacity conditions
detailedin those Conditions for the NW15 scheduling season.

Audit Approach

Our procedures included:

(@)
(b)
(c)

(d)

discussions with management and review of procedures;
reviewing the systems and procedures for obtaining, collatingand reporting data;

comparing flight data obtained fromthe NW15 scheduling season Alliance Master Spreadsheet to third party flight
trackers;

ensuringthat calculations of minimum seat capacity were inaccordance with the definitions and calculations in the
conditions of authorisation;

controls testing and walkthroughs in keyriskareas;

recalculatingraw data to obtain proof-in-total corroboration of re ported data;

testingthe integrityand structure of keyfinancial modelsand s preadsheets;

monitoring progressive compliance with the Conditions throughout the NW15 scheduling season;
obtainingandreviewing the final Alliance Master Spreadsheet as at 31 March 2016;
obtainingcorroborative evidence from external sources; and

the performance of such other procedures as we considered necessary.
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~ Key personnel involved with the audit processincluded:

. Virgin Australia:
- Matthew Yarrow — Manager, Network Planning International
- Andrew Fyfe —Network Planner International

. AirNew Zealand:
- Simon Kleinsorge —Manager, Network Planning
- Michael Hawley — Network Planning Analyst
- Kenneth Wu —Network Planning Analyst

Exclusions and Assumptions

Ouraudithasbeenlimitedto the review ofthe applicants’ compliance with the ACCC Conditions and did not extend to anyother
aspect of either Virgin Australia’s or Air New Zealand’s operations.

Limitations

The auditis designed to provide reasonable assurance regarding the applicants’ compliance with the ACCC Conditions.

Reasonable assurance means a highbut not absolute level of assurance. Absolute assurance is veryrarelyattainable as a result of
factors such as the following: the use of selective testing, the inherent limitations of internal control, the fact that much of the
evidence available to us is persuasive rather than conclusive and the use of judgementin gatheringand evaluating evidence a nd
formingconclusions based onthat evidence.

We cannot, inpractice, examine everyactivityand procedure, nor can we be a substitute for management’s responsibility to
maintainadequate controls overalllevels of operations andits responsibility to prevent and detect irregularities, induding fraud.
Accordingly, readers ofourreports should not relyonthe report to identify all potential instances of non -compliance which may
occur.

Any projection ofthe evaluation of the level of compliance to future periods is subject to the risk that the syste ms maybecome
inadequate because of changesin conditions, orthat the degree of compliance with management procedures may deteriorate.

Audit Standards

Ouraudithas beenconductedinaccordance with ASAE 3100 “Compliance Engagements” and accordinglyincluded such tests and
procedures as we considered necessaryin the circumstances.
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Compliance Audit Findings

Overview of Obligations

The ACCC Conditions relevant to the NW15 schedulingseason from 1 November 2015 to 31 March 2016 require the applicants to
maintaina base level ofaggregated capacity onsixroutes (Relevant Routes). There is no minimum ca pacity required inrelationto a
particular Relevant Route. Spedfically, the Conditions require the applicants to:

. Make available notless than 100 per cent of the applicable NW15 Scheduling Season Seat Ca pacityinaggregate across
allRelevant Routesdetailedin Attachment B and Schedule A of the Conditions. Inother words, the Applicants must
make available anaggregate seat capadtyof notlessthan 442,062 the Relevant Routes for the NW15 schedulingseason
1 November 2015 to 31 March 2016.

Summary of audit testing conducted to determine compliance with the ACCC conditions
of authorisation:
. Reviewing the determination dated 3 September 2013;

. Selecting random flights throughout the NW15 schedulingseason obtained from the raw data provided by the applicants
and comparing that data to information from third party flight tracking applications includingflight aware
(www.flightaware.com), flightradar24 (www.flightradar24.com), flight stats (www.flightstats.com);

. Obtaining and reviewingthe final Alliance Master Spreadsheet covering the NW15 s cheduling season from 1 Nove mber
2015 to 31 March 2016;

. Testingof the systems, processesand controls performed through a combination ofdiscussions with relevant key
personnel, document reviews, walkthroughs, sample testing and recalculation ofraw data to confirm reported data;

. Comparingexplanatory documents, raw data and detailed spreadsheets controlling and monitoring compliance with the
Conditions obtained from Virgin Australia and Air New Zealand against third party ca pacity data sources induding the
Diio Mi aviation planning data s oftware product, seat guru (wWww seatguru.com), seatmaestro (www.seatmaestro.com),
and plane spotters (www.planespotters.net);

. Ensuring that calculations of minimum seat capacity requirements are in accordance with the definitions and calcul ations
in the ACCC's Conditions;

. Ensuring that the total seat capacity offered during the NW15 scheduling season was not less than 100 per cent ofthe
applicable NW Scheduling Season Seat Ca pacity detailed in Attachment B, Schedule A of the Conditions;

. Testingthe integrityandstructure ofthe Alliance Master Spreadsheet. Testingincluded a detailed review ofthe Alliance
Master Spreadsheet ensuring that allrelevant cell formulae were valid and consistently applied, raw data from Sabre
(Virgin Australia) and Schedule Manager and Group Database (GDB) (Air New Zealand) systems import are accurate and
complete, andresultingreports were accurate and based onthe information contained inthe s preadsheet;

. Reviewing and assessing variances noted between audited results included in our report onthe NW15 scheduling season
and theinformation providedto the ACCCin accordance with clause 3 (a)(i) of the conditions of authorisation, and
determining that the noted variances did not affect ouraudit ofthe NW15 scheduling season nor our a udit findings.

Summary of audit findings:

In ouropinion, Virgin Australia and Air New Zealand have complied, in allmaterial respects, withthe ACCCConditions as measured
bytheirachievement ofthe minimum seat capacity forthe NW15 scheduling seasonas detailed inthe Conditions.

Previous Recommendations

Thatinformation providedto the ACCCin accordance with clause 3 (a)(i) of the conditions of authorisation be provided to the
auditoratthe sametimeitis providedto the ACCC.

Recommendations

We recommend Pitcher Partners be supplied with the monthlyflight reconciliations that are prepared onthe 15th of each month (or
firstworkingdayfollowing).
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Compliance Level Key

Planning established and/or controls implemented. Tightening of controls necessaryand/or further s ubstantive testing applied

' Currently compliant
' Non-compliance
' Validation work not yet commenced

Clause 1 of the ACCC conditions of authorisation - Minimum seat capacity

1 OBLIGATION:

Measurement of seat
capacity

2 OBLIGATION:

Compliance with
aggregate seat capacity
across relevant routes.

Each airline has measured actual seat capacity provided to the market in
accordance withthe methodology used for the derivation of the NW15 Scheduling
Season Seat Capacityandas setoutin Attachment B of the ACCC's determination
(i.e.Virgin Australiaa pplied ‘physical ca pacity’, and Air New Zealand applied
‘operational capacity’). Physical Capacityis the actual number of seats on the
aircraft. Operational Capacityis based on the physical number of seats on the
aircraft, reduced by works deluxe seats (where applicable)and changes related to
dayof operationadjustments required by Air New Zealand load control
restrictions (i.e. weather, aircraft range, water storage, crew).

Configurations and seatingplans for the various aircraft operated byeach airline
were reviewed against external information sourced from the respective airline’s
website, andindependent sources such as www.seatguru.com,
www.seatmaestro.com and www.planespotters.net.

The applicants have complied with the requirement to flynot less than 100% of
the required NW15 scheduling season seat capacity aggregated across the
relevant routes.

The NW15 schedulingseason seat capacityis determined by reference to
Attachment B, Schedule A of the Conditions of Authorisation. The obligation
requiresthe Applicants to make the specified capacityavailable in aggregate
across all Relevant Routes. There is no minimum capacity requiredinrelationto a
particular Relevant Route.

Audit testinghas confirmedthat the applicants had complied with the minimum
seat capacity requirements of the conditions of authorisation with the total
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No concerns currentlyexistin None
relationto measurement of seat
capacity.

Whilst each airline measures
capacityinadifferent manner,
both airlines have consistently
appliedtheir respective calculation
methodology as described
consistent with the measuresset
outin the Conditions.

This is consistent with findings
from previous audits.

None None
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Overview of Compliance
Authorisation Obligation [ Level
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il Appendix 1 — Compliance Audit Findings

Required vs Actuals NW15 — 1 November 2015 to 31 March 2016

Wellington - Brisbane 108,900 97,820 (11,080) (10.17%)
Queenstown - Brisbane 10,800 25,344 14,544 134.67%
Auckland - Gold Coast 85,817 88,487 2,670 3.11%
Christchurch - Brisbane 110,969 115,794 4,825 4.35%
Dunedin- Brisbane 26,280 24,992 (1,288) (4.90%)
Christchurch - Melbourne 99,296 122,046 22,750 22.91%
Aggregate capacityacross the 442,062 474,483 32,421 7.33%

Relevant Routesfor NW15

(1) Northern Winter Required Capacity — as per Schedule A of the conditions inthe ACCCdetermination dated 3 September
2013.

(2) Actual Alliance Seat Capacity NW15 —from the Alliance Master Spreadsheet maintained by Air New Zealand and Virgin
Australia.

(3) Variance between required and Actual — difference between Northern Winter Scheduling Season Seating Ca padity and
Actual Alliance Seat Capacity for 1 November 2015 to 31 March 2016 across the Relevant Routes.

(4) % Variance — the percentage by which Actual Alliance Seat Capacity for 1 November 2015 to 31 March 2016 exceeded the
Northern Winter SchedulingSeason Seat Ca pacity acrossthe Relevant Routes.
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Annexure 1 — Independence Declaration

In conductingourengagement we have complied with the independence requirements ofthe conditions of authorisationandthe
Australian professional accountingbodies.

In accordance with 7.2(d) ofthe conditions of authorisation we declare that neither Pitcher Partners northe engagement partner:-

(i) is a currentemployee or officer of either or both of the Applicants;

(i) is a personwhohas beenanemployee orofficer of eitherorboth of the Applicantsinthe past three years;

(iii) is a personwhoholds a materialinterestineither orboth ofthe Applicants;

(iv) is currently, orhas beeninthe pastthree years, a professional adviser of either or both of the Applicants;

(v) is a personwhohas a contractual relationship, oris an employee or contractor of a firm or companythat has a contractual

relationship with either or both of the Applicants, but forthe Auditor agreement with the Applicants in relationto the
conditions of this Authorisation;

(vi) is a supplier,ora personwhoisanemployee orcontractor of a firmorcompanythatis a supplier of either or both of the
Applicants;
(vii) is a materialcustomer of, ora personwhois anemployee or contractor of a firmorcompanythatis a material customer of,

eitherorbothof the Applicants; or

(viii)  has,orhashad, anyotherrelationship with either or both of the Applicants whichis likely to affect our abilityto act
independently.

/Ob% fot honars

PITCHER PARTNERS

CARL MILLI NGTONE

Partner Sydney, 6 May 2016
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Annexure 2 — Statement of Compliance

\LIA AND AIR NEW ZEALAND TRANS-TASMAN
STATEMENT OF COMPLIANCE
~ ACCC DETERMINATIONS A91362 & A91363 B
TER SCHEDULING SEASON 01 NOVEMBER 2015 — 31 MARCH

np n and Consumer Commission have issued a determination _
orisat on of the alliance between Virgin Australia and Air New Zeala
passenger services. The ACCC Conditions of Authorisation require certain seat
ements to be met, and for the compliance with those Conditions to be subjecttoa

 provided in connection with the audit of compliance by Virgin Australia and Air

mm ACCC Conditions for the Northern Winter Scheduling Season (01 November
Viarch 2016).

e our responsibility for ensuring that Virgin Australia and Air New Zealand comply 4
. Conditions of Authorisation and confirm, to the bestofourknowledseandbemﬂw
ern Winter Scheduling Season we have:- =

. Wactual seat capacity provided to the market in accordance with the

:‘, used for the derivation of the Northern Winter Scheduling Season Seat
set out in Attachment B of the ACCC's determination;

» across all Relevant Routes (as defined in the ACCC Conditions of
flown not less than 100% of the Northern Winter Scheduling Season Seat
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ADELAIDE BRISBANE NEWCASTLE Artners is an association of
pendent firms. Liability limited

+61 8 8179 2800 +61 732228444 +61 24911 2000 by a scheme approved under
partners@pitcher-sa.com.au partners@pitcherpartners.comau  newcastle@pitcher.com.au Professional Standards Legislation.
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