§lz MINISTRY OF TRANSPORT
4h TE MANATU WAKA

0C241032

1 November 2023

Téna koe

| refer to your email dated 1 September 2024, requesting the following under the Official
Information Act 1982 (the Act):

“...any decision-making papers or correspondence related to this Virgin Australia-Air New
Zealand code share agreement.”

Further to our response of 30 September 2024 and emails of 1 October 2024, you clarified that:

“correspondence should include any emails or other forms of communication related to the
consideration of and decision-making for Virgin-Air New Zealand codeshare proposal.”

We have excluded from the scope of your request any emails or correspondence that are solely
administrative in nature (for example, where acknowledging receipt, or setting up meetings, etc) or
incidental to the decision-making.

We have identified 40 documents that fall within the scope of your request and are detailed in the
document schedule attached as Annex 1. The schedule outlines how the documents you requested
have been treated under the Act, however in summary:

e oneisreleased in full

e 22 are released with some information withheld

e 13 are withheld in full

o four are refused, as they will soon be publicly released.

Certain information is withheld under the following sections of the Act:

9(2)(a) to protect the privacy of natural persons

9(2)(b)(ii) to protect information where the making available of the information would be
likely unreasonably to prejudice the commercial position of the person who
supplied or who is the subject of the information
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9(2)(ba)(i)

9(2)(f)(iv)

9(2)(9)(i)

to protect information which is subject to an obligation of confidence or which
any person has been or could be compelled to provide under the authority of
any enactment, where the making available of the information would be likely
to prejudice the supply of similar information, or information from the same
source, and it is in the public interest that such information should continue to
be supplied

to maintain the constitutional conventions for the time being which protect the
confidentiality of advice tendered by Ministers of the Crown and officials

to maintain the effective conduct of public affairs through the free and frank
expression of opinions by or between or to Ministers of the Crown or members
of an organisation or officers and employees of any public service agency or
organisation in the course of their duty

In addition to those listed in Annex 1, we have identified a further 13 documents that fall within the
scope of the request that relate to communications between solicitor and client. These are being
withheld in full under the following section of the Act:

9(2)(h)

to maintain legal professional privilege

Four documents are being refused under the following section of the Act:

18(d)

the information requested is or will soon be publicly available

Proactively released documents will be available on the Ministry of Transport website at the following
link:https://www.transport.govt.nz/area-of-interest/air-transport/airline-code-share-and-alliance-

agreements. We will let you know once they are available.

You have the right to seek an investigation and review of this response by the Ombudsman, in
accordance with section 28(3) of the Act. The relevant details can be found on the Ombudsman’s
website www.ombudsman.parliament.nz

The Ministry publishes our Official Information Act responses and the information contained in our
reply to you may be published on the Ministry website. Before publishing we will remove any
personal or identifiable information.

Naku noa, na
//&7// . ‘r‘

Tom Forster
Manager Aviation
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Annex 1 Information release

Title of Document

Proposed decision on

request

001 17/11/2023 | Emails on 17 November 2023 Some information
withheld
9(2)(a)
001-A1 Attachment to 001 Refused under 18(d)
Public Version NZ VA Application 17 Nov 2023 Previously released as
part of submission
process
001-A2 Attachment to 001 Withold in full
CONFIDENTIAL VERSION NZ VA Application 17 Nov 2023 9(2)(b)(ii)
001-A3 Attachment to 001 Withold in full
CONFIDENTIAL Commercial Framework Agreement 9(2)(b)(ii)
001-A4 Attachment to 001 Withold in full
VA CONFIDENTIAL Annexure 1 — MOT submission 9(2)(b)(ii)
002 21/02/2024 | Series of email from 10 January 2023 to 21 February 2024 Some information
Includes 4 attachments to 002 as below withheld
9(2)(a)
002-A1 Attachment to 002 Withold in full
3440-1387-0123 1 ACCC RFI Q4 Air NZ Loads_Jan22 to 9(2)(b)(ii)
Dec23
002-A2 Attachment to 002 above Withold in full
3455-9322-9355_1_Confidential - Virgin Australia and Air New | 9(2)(b)(ii)
Zealand responses to ACCC information request
002-A3 Attachment to 002 above Withold in full
ACCC RFI Q2 documents — confidential 9(2)(b)(ii)
002-A4 Attachment to 002 above Withold in full
CONFIDENTIAL — Applicants’ submission in response to 9(2)(b)(ii)
interested party submissions
003 01/03/2024 | Series of email from 17 November 2023 to 1 March 2024 Some information
Attached documents: four listed in 002 above reattached, plus withheld
four below: 9(2)(a)
9(2)(b)(ii)
9(2)(ba)(i)
003-Al Attachment to 003 above Release in full
Public Version — Response to Third Party submissions — Air
New Zealand and Virgin Australia
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Title of Document

Proposed decision on

request

003-A2 Attachment to 003 above Withold in full
CONFIDENTIAL — MOT -Response to Third Party 9(2)(b)(ii)
Submissions — Air New Zealand and Virgin Australia
003-A3 Attachment to 003 above Withold in full
CONFIDENTIAL — Response to MOT RFIs — Air New Zealand | 9(2)(b)(ii)
and Virgin Australia
003-A4 Attachment to 003 above Withold in full
MOT RFI 4 AirNZ_Tasman LF 9(2)(b)(ii)
004 06/03/2024 | Series of emails from 17 November 2023 to 6 March 2024 Some information
(note some overlap with 003) withheld
9(2)(a)
9(2)(b)(ii)
9(2)(ba)(i)
005 15/03/2024 | Series of internal MOT emails on 15 March 2024 Some information
withheld
9(2)(a)
006 25/03/2024 | Email from Bell Gully on 25 March 2024 Some information
withheld
9(2)(a)
007 03/05/2024 | Emails to/from Richard Meade (Cognitus) from 9 April to 3 Some information
May 2024 withheld
9(2)(a)
007-A Attachment to 007 above Withhold in full
CONFIDENTIAL - Draft for Review - Air NZ and VA 9(2)(9)(i)
Codeshare Authorisation - Initial Advice
008 03/05/2024 | Additional email to Richard Meade (Cognitus) to 3 May 2024 Some information
(note some overlap with 007) withheld
Attached 7 confidential documents from those listed in 001, 9(2)(@)
002, 003 above, plus 008-Al below:
008-A Attachments to 008 above Withold in full
CONFIDENTIAL — VA presentation to MOT 12 April 2024 9(2)(b)(ii)
009 08/05/2024 | Email from Richard Meade (Cognitus) on 8 May 2024 Some information
withheld
9(2)(a)
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Title of Document

Proposed decision on

request

010-1 09/05/2024 | Internal MOT emails following 009 to 9 May 2024 Some information
withheld
9(2)(a)

010-2 10/05/2024 | Email to/from Richard Meade (Cognitus) from 8 May to 10 Some information

May 2024 withheld
9(2)(a)

010-2-A Attachment to 010-2 Some information
Cognitus Review of Draft Initial Advice on VA-NZ Codeshare withheld
Application 2024_05_07 9(2)(a)

9(2)(b)(ii)

011 23/05/2024 | Emails to/from Richard Meade (Cognitus) to 23 May 2024 with | Some information

draft final analysis withheld
9(2)(a)

011-Al Attachment to 011 above Withhold in full
NZ-VA codeshare — Draft Report 20240523 for RM 9(2)(9)(i)

011-A2 0C240164 Air New Zealand and Virgin Australia Codeshare Refuse under 18(d)
Authorisation — Initial Advice — Briefing — Redacted for RM Soon to be proactively

released

012 30/05/2024 | Emails to/from Richard Meade (Cognitus) to 30 May 2024 Some information
(some overlap with earlier emails) withheld

9(2)(a)
9(2)(b)(ii)

013 30/05/2024 | Emails to/from Kate Rose, Minister’s Office Some information

withheld
9(2)(a)

013-A 30/05/2024 | Attachment to 013 Refuse under 18(d)
0C240164 Air New Zealand and Virgin Australia Codeshare Soon to be proactively
Authorisation - Initial Advice released

014 31/07/2024 | Emails to/from Sydney Van Nortwick, Minister’s Office Some information

withheld
9(2)(a)

014-A Attachment to 014 above Refused under 18(d)
0C240623 Air New Zealand and Virgin Australia codeshare Soon to be proactively
agreement authorisation — Final Advice — Briefing — Policy released
(single file)

015 19/08/2024 | Internal MOT email re Officials Meeting Some information

withheld
9(2)(a)
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Proposed decision on

Title of Document

request

015-A Attachment to 015 above Some information

Associate Minister Meeting Agenda 20 August withheld

Out of scope

016 19/08/2024 | Internal MOT email re bullet points for officials meeting 19 Some information
August 2024 withheld
9(2)(a)
9(2)(f(iv)
016-A Attachment to 016 above Some information
Air NZ virgin bullet points for meeting with Minister 20 August withheld
2024 9(2)(a)
9(2)(b)(ii)
9(2)(M)(iv)
017 22/08/2024 | Email to/from Bell Gully Some information
withheld
9(2)(a)
017-A Attachment to 017 above Some information
NZ-VA codeshare outcome letter withheld
9(2)(a)
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DOC 001

From: Sonya Van De Geer

To: Garrick Wood

Subject: FW: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]
Date: Friday, 17 November 2023 1:43:59 pm

Attachments: CONFIDENTIAL VERSION NZ VA Application - 17 Nov 2023.pdf

PUBLIC VERSION NZ VA Application - 17 Nov 2023.pdf
CONFIDENTIAL - Commercial Framework Agreement.pdf
VA CONFIDENTIAL Annexure 1 - MOT submission.pdf
image001.png

Fyi
Lets talk about this next week

Sonya van de Geer
$9(2)@) | E: s.vandegeer@transport.govt.nz | transport.govt.nz

%JETEMANATGWAKA J Hapaitia ana nga tingata o A
MIISTEY OF TRAMNSBOGT Ena I CEEy R alanaers t

From: Torrin Crowther <torrin.crowther@bellgully.com>

Sent: Friday, November 17, 2023 1:01 PM

To: Tom Forster <t.forster@transport.govt.nz>; Sonya VanDe,Geer
<s.vandegeer@transport.govt.nz>

Cc: Emma.Harris@bellgully.com

Subject: Confidential: NZ/VA - Application for autherisatiod [BG:BELLGULLY.FID1507849]

CONFIDENTIAL
Dear Tom and Sonya,

We refer to the earlier communication regardingya‘one way codeshare on the Tasman (excluding
Queenstown) between AirsNew/Zealandsand\Virgin Australia.

On behalf of Air New<«Zealand and Virgin Australia, please find attached the application for
authorisation to make and'give effectito a Commercial Framework Agreement, Codeshare
Agreement, andwafious related agreements as described in further detail in the application attached.
More particularly,-please find“attached:

¢ a confidential-andva public version of the application (as marked). Note that the confidential
version contains some information confidential to Air New Zealand vis a vis the public and
Virgin Australia (and vice versa);

¢ a confidential version of the Confidential Framework Agreement; and

e ¢Confidential Annexure 1 regarding Virgin Australia’s counterfactual. For the avoidance of
doubt, Confidential Annexure 1 cannot be shared with Air New Zealand (or the public more
generally).

We would be grateful if you could please confirm receipt of this email and its four attachments.
Kind regards

Torrin

Torrin Crowther Partner

BELL GULLY

DDI +64 9 916 8621 MOB +64 21 867 746
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CONFIDENTIAL VERSION

Application to the Minister of Transport pursuant to Part 9 of the Civil
Aviation Act 1990 for authorisation of the proposed partnership
between Air New Zealand and Virgin Australia

31919063
17 NOV 2023 00:00





[®] Air New Zealand Confidential Information
[e] Virgin Australia Confidential Information
[8] Information confidential to the Applicants

Confidential Information

Air New Zealand Limited (“Air New Zealand”) and Virgin Australia Airlines Pty Ltd (“Virgin Australia”)
(together, the “parties” or the “Applicants”) claim confidentiality for this Application pursuant to section
9(2)(b) of the Official Information Act 1982.

A Public Version will be provided separately, and information redacted in the Public Version in this
Confidential Version is enclosed in square brackets and highlighted [Bifi (being information which is
confidential to the Applicants), or green (being information which is confidential to Air New Zealand) or
blue (being information confidential to Virgin Australia), (the “Confidential Information”).

The Confidential Information is commercially sensitive and valuable information which is confidential to
the Applicants (vis-a-vis the public and also in some respects vis-a-vis each other), and disclosure would
be likely to unreasonably prejudice the commercial position of one, or both of the Applicants.

The Applicants request that they be notified of any request made under the Official Information Act for
release of the Confidential Information, and that the Minister of Transport (the “Minister”) seeks their
views as to whether the Confidential Information remains confidential and commercially sensitive at the
time responses to such requests are being considered.

This request for confidentiality is not intended to constrain the Minister and the Ministry of Transport (the
“Ministry”) from disclosing information to other Government departments for the purpose of seeking
relevant expert advice. However, the Applicants request that the Minister ensure any such departments
maintain the same full confidentiality as requested above.
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[®] Air New Zealand Confidential Information
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1.1

1.2

1.3

1.4

1.5

1.6

1.7

31919063

Executive Summary

Air New Zealand and Virgin Australia (together, the Applicants) seek authorisation for five years
to make and give effect to a Commercial Framework Agreement, Codeshare Agreement, and
various related agreements (the Proposed Conduct).

As part of the Proposed Conduct, Virgin Australia proposes to enter into a unilateral codeshare
agreement whereby it will market and resell under VA code trans-Tasman services operated by
Air New Zealand (excluding Queenstown services) under VA code. To ensure that the Applicants
commercial incentives are aligned, public fares for the resupply of trans-Tasman itineraries
involving these codeshare services point of sale Australia will be determined by Air New Zealand.
In the absence of this codeshare pricing model, Air New Zealand (which receives no offsetting
benefit by way of a reciprocal codeshare) would have no incentive to allow Virgin Australia to
market its services, as it would be concerned that it may be undercut and lose revenue despite its
exposure to the risk and cost of operating the services. It is only through the proposed pricing
model that Air New Zealand is willing to offer Virgin Australia access to special prorates that will
enable it to offer codeshare services at fares competitive with the rest of the market. Without it,
Air New Zealand would not make the codeshare available to Virgin Australia at all.

As part of the Proposed Conduct, and on condition that the Codeshare Agreement is in effect:

(@)  Velocity members will be able to earn and redeem Velocity Frequent Flyer Points and
accrue status credits on VA*NZ trans-Tasman services;

(b)  Eligible passengers will be able to access Air New Zealand’s seven international lounges
across Australia and New Zealand located at Sydney, Melbourne, Brisbane, Perth,
Auckland, Christchurch and Wellington when travelling on VA* NZ trans-Tasman services;

(c) The Applicants will cooperate in relation to jointly providing offers to corporate and Small
and Medium Enterprise (SME) customers, including by jointly identifying target customers,
considering how best to approach attract and retain customers, and making discounts on
trans-Tasman itineraries involving VA*NZ trans-Tasman services available to Virgin
Australia’s corporate and SME customers; and

(d)  The Applicants will continue to provide reciprocal network-wide staff leisure, business and
duty travel arrangements.

The Proposed Conduct covers direct services between Australia and New Zealand and indirect
services between Australia and New Zealand involving a domestic Australian segment. Flights to
or from Queenstown are excluded from the scope of the Proposed Conduct as Virgin Australia
operates competing Queenstown services on its own aircraft. To the extent that Virgin Australia
commences operations on, or has pricing control over, any other overlapping trans-Tasman
routes in the future, these would also be excluded from the Proposed Conduct.

The Proposed Conduct will deliver benefits to New Zealand. The Proposed Conduct will see
enhanced marketing of New Zealand as a tourism destination to Virgin Australia customers. This
enhanced marketing is expected to result in incremental traffic with corresponding benefits for the
New Zealand tourism sector more generally. In addition to this, the Proposed Conduct is expected
to result in incremental passengers on Air New Zealand services which has not only the benefit of
improving the efficiency and sustainability of Air New Zealand’s flight operations but which is a
more general benefit to New Zealand given that half of Air New Zealand’s shareholders are New
Zealanders (via the Crown interest or a direct shareholding).

The Proposed Conduct does not result in any competitive detriment because it does not remove
any competition, services or benefits that would be available without the Proposed Conduct.

None of the reasons set out in sections 88(3) or 88(4) of the Act apply in respect of the Proposed
Conduct; and declining authorisation would likely have an undesirable effect on international
comity between New Zealand and Australia and accordingly, section 88(5) provides a distinct
reason for the Minister to exercise his discretion in favour of authorising the Proposed Conduct.
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1.8  Accordingly, as the Proposed Conduct will allow a range of clear and tangible benefits without any
competitive detriment, the Applicants consider that the Proposed Conduct meets the test for
authorisation. The Applicants consider that the Proposed Conduct should be authorised for a
period of five years.

1.9 The Applicants are also seeking authorisation from the ACCC for five years with a request that the
ACCC grant interim authorisation for the Proposed Conduct by mid-February 2024.

2. The Applicants

2.1 This application is made by Air New Zealand Limited (“Air New Zealand”), and Virgin Australia
Airlines Pty Ltd and Virgin Australia International Airlines Pty Ltd and their related bodies
corporate (together, “Virgin Australia”).

(@)  Air New Zealand: Air New Zealand is New Zealand’s national flag carrier, and offers air
services in New Zealand and internationally. The Air New Zealand Group operates a global
network that provides air passenger services and cargo transport services to, from, and
within New Zealand. Pre-pandemic, Air New Zealand flew more than 17 million passengers
every year, with 3,400 flights per week." As at 28 February 2023, Air New Zealand
operated 105 aircraft (with another 12 on order).?

The New Zealand government owns approximately 52% of Air New Zealand, with the
remainder owned by private investors. Air New Zealand is listed on the New Zealand and
Australian stock exchanges.

Air New Zealand flies trans-Tasman services to nine destinations in Australia on the
following routes:

0] Auckland to Sydney, Melbourne, Brisbane, Perth, the Gold Coast, Cairns, the
Sunshine Coast (seasonally), Adelaide and Hobart;

(i)  Wellington to Brisbane, Melbourne and Sydney;
(i)  Christchurch to Brisbane, Melbourne, Sydney and the Gold Coast; and
(iv)  Queenstown to Melbourne and Sydney.

(b)  Virgin Australia: Virgin Australia commenced operations in Australia in August 2000 as
Virgin Blue and currently operates a network of domestic services and limited short-haul
international services. Virgin Australia is headquartered in Brisbane.

In April 2020, Virgin Australia was placed into administration following significant impacts to
its business related to the COVID-19 pandemic. On 17 November 2020, it was purchased
and de-listed by Bain Capital. As part of the administration process, Virgin Australia
divested its widebody aircraft including Boeing 777s and Airbus A330s.® As at 10
November 2023, Virgin Australia offers air passenger services to 38 locations across
Australia, Asia and the Pacific on a fleet of more than 97 narrowbody aircraft.

Quarantine free travel from Australia to New Zealand resumed on 13 April 2022.
On 2 November 2022, Virgin Australia resumed flights to Queenstown, New Zealand

(ZQN).* As at November 2023, Virgin Australia operates daily return services to
Queenstown from Sydney and Brisbane and four return services per week between

T Air New Zealand “Company Profile” accessed on 27 September 2023 via https://www.airnewzealand.co.nz/corporate-profile

2 Air New Zealand “Operating fleet” accessed on 27 September 2023 via https://www.airnewzealand.co.nz/fleet

3 Deloitte., “Virgin Australia Holdings Limited and subsidiaries: insolvency case information” (link); Virgin Australia ASX release:
“Virgin Australia Holdings Limited — VAH (Administrators Appointed): Outcome of second meeting of creditors” (4 September
2020) (link).

4 Virgin Newsroom, “Kia Ora! Virgin Australia returns to Queenstown” (2 November 2022) (link).
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3.1

3.2

3.3

Queenstown and Melbourne.® Virgin Australia does not operate any other trans-Tasman
services.

The Proposed Conduct

To make and give effect to a Commercial Framework Agreement and various related, inter-
conditional agreements (Implementing Agreements) under which:

(a) Virgin Australia will be able to place its code on a free sale basis on Air NZ operated trans-
Tasman services (on routes that Virgin Australia does not operate). Virgin Australia will
market and resupply trans-Tasman itineraries involving VA*NZ services from a point of sale
Australia to New Zealand (including one way services from Australia and return services
from Australia)®. This includes trans-Tasman itineraries comprising standalone VA*NZ
services (e.g., SYD-AKL) and trans-Tasman itineraries comprising VA*NZ services with a
connecting VA coded Australian domestic segment (e.g., CBR-SYD-AKL);

(b)  These codeshare rights are provided on the condition that Air NZ specifies the public fares
at which Virgin Australia may market and resupply these services;

(c)  Virgin Australia and Air New Zealand can jointly discuss and agree upon fare rules and
conditions associated with the Trans-Tasman itineraries involving VA*NZ services;

(d)  Virgin Australia and Air New Zealand can jointly identify, target, approach and price offers
and discounts to corporate and SME customers for trans-Tasman itineraries involving
VA*NZ services;

(e) Eligible Velocity Frequent Flyer members can access Air New Zealand’s international
lounges when travelling on VA*NZ services and accrue status credits;

() Velocity Frequent Flyer members can earn Velocity Points when travelling on VA*NZ trans-
Tasman services;

(g) Velocity Frequent Flyer members can redeem their Velocity Points for travel on VA*NZ
trans-Tasman services;

(h)  Virgin Australia and Air New Zealand will continue to provide reciprocal network-wide staff
leisure arrangements;” and

(i) Virgin Australia and Air New Zealand can cooperate and engage in activities required to
facilitate any of the matters referred to above.

The Implementing Agreements are conditional on the codeshare agreement between Air New
Zealand and Virﬁin Australia *

The Proposed Conduct will not apply on routes where Virgin Australia operates its own trans-
Tasman services i.e.,

(@) Melbourne (MEL) — Queenstown (ZQN);
(b)  Sydney (SYD) — Queenstown (ZQN); or

(c) Brisbane (BNE) — Queenstown (ZQN).

5 Number of frequencies varies depending on the time of year.
8 We note that initially this will only apply to itineraries sold point of sale Australia and point of origin Australia.
7 Reciprocal staff duty travel (MIBA) arrangements to be agreed between the parties.

31919063
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3.4

3.5

4.1

4.2

4.3

4.4

4.5

The Proposed Conduct would cease to apply in relation to a trans-Tasman route if Virgin Australia
commences:

(a) operating its own services in competition with Air New Zealand on that route; or

(b)  marketing VA coded services in competition with Air New Zealand where Virgin Australia
has pricing control on that route.

The Applicants seek authorisation for a period of five years on the basis that:
(@) The Proposed Conduct will not result in any competitive detriment; and

(b)  The Proposed Conduct will result in significant public benefits which outweigh any potential
detriment.

Commercial Rationale

New Zealand is one of Australia’s largest international travel markets and a key business and
leisure destination. For this reason, it is also important in the context of the broader Australasian
aviation market as customers value the ability to travel there, earn and redeem loyalty points on
that travel, and often require this option as part of corporate travel needs.

Virgin Australia does not currently have a trans-Tasman offer beyond services to and from
Queenstown, which is a unique New Zealand destination in terms of demand and traffic mix, as
outlined further below.? This leaves Virgin Australia with a gap in its network offering which has
implications not only for the sale of individual trans-Tasman services but also for Virgin Australia’s
domestic loyalty proposition and its ability to effectively compete for domestic services and for
higher-yield corporate and SME customers.

SME and high frequency travellers provide important revenue for airlines and increase the
sustainability of providing air passenger services. No matter how good Virgin Australia’s domestic
offering is, it faces limitations in attracting Australian corporate and SME clients and high
frequency travellers if it cannot offer a competitive network which includes the trans-Tasman, and
other features attractive to such passengers, such as frequency, the ability to earn and redeem
Velocity Points and lounge access. Where the schedule and associated benefits are not available
on routes a high frequency traveller considers important, they may choose to avoid utilising that
airline altogether even where more competitive fares are offered. This dampens the ability of
Virgin Australia to effectively compete for domestic and international services.

For Air New Zealand, the Proposed Conduct:

(a) drives increased passenger numbers (including higher yield passengers such as corporates
and SME customers) onto its trans-Tasman services and likely also onto its domestic
services, improving the efficiency and sustainability of its flight operations; and

(b) facilitates access to additional distribution channels for its trans-Tasman services, including
to Australian customers where Air New Zealand does not have as strong a marketing and
sales presence.

The Proposed Conduct enables Virgin Australia to quickly and efficiently fill its trans-Tasman
network gap and offer value-added benefits to Velocity customers:

(a) on routes where it does not operate [Confidential to VA: or plan to operate]; and

(b)  with a depth that can better compete with other providers, especially where frequency and
schedule flexibility is of importance.

8 See Confidential Annex 1 for further information.
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5.1

5.2

6.1

6.2

Counterfactual
The relevant counterfactual is the status quo. At a high level:

(@) The Proposed Conduct allows VA coded services and flow-on benefits which would
otherwise not exist.
. Nor does it act to delay or disincentivise Virgin
Australia’s entry.

(b)

(c)  Air New Zealand operates a breadth and depth of trans-Tasman services that could be
marketed on VA code in competition with Qantas and other trans-Tasman carriers.

(d)  Virgin Australia could not efficiently get access to the same breadth or depth trans-Tasman
services to effectively compete with Qantas with any other partner, which means the
enhanced network access and accompanying valued added benefits are only available
through the Proposed Conduct.

Further detail on Virgin Australia’s counterfactual is provided in Confidential Annex 1 to this
application.

Competition considerations: the absence of any competitive overlap

The competitive dynamics of the Tasman market are characterised by many operators, and the
availability of new entry and expansion due to the Open Skies agreement and fifth freedom rights
available for international carriers. The large proportion of leisure travellers on the Tasman
intensifies Tasman fare competition, providing a strong incentive for operators to compete for
higher yielding business travellers. The result is that the Tasman is also characterised by strong
fare competition for both corporate and leisure travellers.

The Proposed Conduct does not result in any competitive detriment because:

(a) It does not remove any competition, services or benefits that would be available without the
Proposed Conduct:

(i) Virgin Australia does not currently offer trans-Tasman services outside of services
to/from Queenstown, which is a unique New Zealand destination in terms of demand
and traffic mix.° The Proposed Conduct does not change Virgin Australia’s incentives
regarding entry onto the trans-Tasman utilising its own aircraft and therefore does
not have the effect of delaying or disincentivising entry that would otherwise occur.
Consistent with its approach to assessing its network and the deployment of
resources, Virgin Australia will continue to assess the commercial viability of trans-
Tasman services with or without the Proposed Conduct. If circumstances change
and it chooses to enter any other specific overlapping trans-Tasman routes these will
be carved out from the Proposed Conduct.

(i)
and the other

commercial agreements and benefits are conditional on, and flow from, the existence
of the non-traditional codeshare arrangement; and

9 See Confidential Annex 1 for further information.
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6.3

6.4

6.5

6.6

(b)  No other commercially viable partner could provide the same degree of public benefits from
the start of the partnership. This includes the depth and breadth of trans-Tasman services
that Air New Zealand can provide VA coded access to, coupled with lounge access to
seven international lounges in Sydney, Melbourne, Brisbane, Perth, Auckland, Wellington
and Christchurch for trans-Tasman flights.

(c)  Overlapping trans-Tasman routes are excluded from the Proposed Conduct. The Proposed
Conduct does not apply to Queenstown services and would cease to apply in relation to a
trans-Tasman route if Virgin Australia commences operating or marketing and pricing
services in competition with Air New Zealand on that route.

(d) The Tasman is a highly competitive, open market with low regulatory barriers to entry and a
range of providers (including full-service carriers, low-cost carriers and fifth freedom
carriers) already operating or able to operate services, such as Qantas/Jetstar, Emirates,
LATAM and China Airlines. The Proposed Conduct does not provide an increased
incentive or ability to raise airfares and / or reduce service quality on trans-Tasman
services. In the event of any attempts to do so, other carriers are well placed to increase
frequency or to enter and provide new services thwarting such attempts.

We expand on this below.

Competitors providing trans-Tasman air passenger services

Qantas, Jetstar and Air New Zealand are the three major, long-standing, carriers that offer the
largest networks of services between Australia and New Zealand. Unlike Virgin Australia, the
Qantas Group and Air New Zealand have well-established domestic New Zealand operations,
which further support their Tasman services.

As discussed below, given connections between Australia and New Zealand for onward
international travel and the liberal aviation policies of each country in respect of the trans-Tasman,
trans-Tasman routes can be served by international operators using fifth freedom rights at
marginal cost. As a result, fifth freedom carriers are an established feature of the Tasman market,
with regular entry from international airlines. The current main fifth freedom carriers that operate
on the trans-Tasman route include Emirates which has an authorised alliance with Qantas
including on the Tasman, LATAM, Air AsiaX, China Airlines and Batik Air Malaysia.

Qantas

Qantas is Australia’s largest domestic and international airline boasting a $2.47 billion underlying
profit before tax in its 2023 Annual Report.'® The Qantas Group has over 60% of the domestic
market share in Australia and estimates that it earned around 90% of domestic industry profits
between FY15-FY19. Prior to the COVID-19 pandemic, the Qantas Group operated over 4,500
flights domestically and over 730 flights internationally each week."" Qantas has 15.2 million
Qantas frequent flyer members as at June 2023 and a significant “on ground” earn element as
part of its frequent flyer offering, including major brands such as Woolworths, BP and Optus. The

© Qantas Annual Report 2023, available at
https://investor.qantas.com/FormBuilder/ Resource/ _module/doLLG5ufYkCYEP]jF 1tpgyw/file/annual-reports/2023-Annual-

Report.pdf
" ACCC, Qantas and Emirates authorisation, Final Determination, 17 August 2023, available at

https://www.accc.gov.au/system/files/public-registers/documents/Final%20Determination%20-%2017.08.23%20-%20PR%20-

%20AA1000625%20Qantas%20Emirates.pdf.
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6.8

6.9

6.10

6.11

6.12

6.13

6.14

Qantas frequent flyer program is also linked to dozens of branded credit cards that are available
to consumers, further strengthening the program in the Australian market.

Qantas has a large fleet with significant flexibility to respond to changes in market conditions. As
at 30 June 2023, the Qantas Group fleet totalled 336 aircraft'?> more than three times Virgin
Australia’s aircraft in operation.

Qantas offers an extensive trans-Tasman network and continues to increase its frequency and
services. The Qantas group also operates domestic New Zealand services. In July 2023, Qantas
added more than 60 additional fights interstate and on the trans-Tasman in response to a high
demand for trans-Tasman services. While Qantas has an extensive trans-Tasman network as an
operating carrier, the strength and reach of its network is further enhanced by its partnerships in
the region, including its arm’s length codeshare with Air New Zealand on certain domestic New
Zealand routes and its authorised alliance with Emirates which extends to the trans-Tasman.
Qantas also has strong links with Australian-based travel agents which provides it with a
substantial advantage over Air New Zealand in relation to Australian Point of Sale customers.

Qantas currently operates services between:

(a) Sydney/Melbourne/Brisbane and Auckland;

(b)  Sydney/Melbourne and Wellington;

(c) Sydney/Melbourne/Brisbane and Queenstown; and
(d)  Sydney/Melbourne/Brisbane and Christchurch.

Qantas also recently launched flights between Brisbane and Wellington in October 2023, utilising
a smaller Embraer E190 aircraft that offers a cost advantage over larger jets. The new service
positions Qantas as the leading international carrier from Wellington, with 28 weekly services,
compared to Air New Zealand's 19 weekly services.

In July 2023, the Qantas Group announced the procurement of its first Airbus A220 expected to
arrive in Australia before the end of 2023. A total of seven A220s are expected to be in service by
the end of 2024, building up to a total of 29 aircraft by 2027, refreshing its existing narrow body
fleet. The A220 has the ability to fly between any city in Australia and further, with a range of over
6,000 kms. Comparatively, the Sydney to Christchurch route is a total of 2,164 kms. Therefore,
the commencement of service with this aircraft- paves the way for new domestic and short-haul
international routes. It is anticipated that Qantas may deploy these narrow-body fleet to increase
capacity on trans-Tasman services.

Jetstar
Jetstar is the low-cost carrier arm of the Qantas Group.

Jetstar operates an extensive international and trans-Tasman network and has become one of the
busiest carriers between Australia and New Zealand. Jetstar’s international services were
launched in 2005 with its first flight between Sydney and Christchurch, now offering 10 routes
across the Tasman. It also operates domestic New Zealand services.

As at July 2023, the capacity of Jetstar’s trans-Tasman operations was already 10% above pre-
pandemic levels. This growth was seen after Jetstar started operating four weekly return flights
between Auckland and Brisbane from March 2023, boosting the number of Jetstar routes linking
Australia and New Zealand to 10, and added flights during periods of higher demand from July to
October. In the next 12 months, Jetstar alone expects to fly up to one million passengers
between Australia and New Zealand, which is higher than pre-covid passenger numbers.

2 Qantas Annual Report 2023, at p16.
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6.15 Jetstar currently operates direct services between:
(@) Sydney/Melbourne/Brisbane/Gold Coast and Auckland;
(b)  Melbourne/Gold Coast and Christchurch;
(c) Gold Coast and Wellington; and
(d)  Sydney/Melbourne/Gold Coast and Queenstown.
Fifth freedom carriers

6.16 Whilst Qantas, Jetstar and Air New Zealand are the key carriers on the trans-Tasman,
international operators also service the route:

(@) on 24 August 2023, Batik Air Malaysia commenced a service between Auckland and Perth,
operating 6 times per week;

(b)  on 26 March 2023, Emirates recommenced services between Sydney and Christchurch;
(c) in March 2022, Latam recommenced services between Sydney, Auckland and Santiago;

(d) in October 2022, China Airlines restarted services between Auckland, Brisbane and Taipei,
operating 5 times per week;

(e) in November 2022, AirAsia X recommenced services between Kuala Lumpur, Sydney and
Auckland. AirAsia X has increased their market share compared to their pre-pandemic
level; and

(f) on 6 November 2023, China Eastern commenced services between Hangzhou, Sydney
and Auckland, operating 4 times per week.

6.17 These carriers generally operate larger aircraft suited to long-haul flights (as these kinds of aircraft
are usually used to operate from their hubs to Australia). For example, Emirates’ services are
operated on an Airbus A380, which is the largest of all passenger aircraft types and only operated
by a handful of carriers globally. Given the large number of seats on these aircraft, these
operators have a strong incentive to offer competitive airfares to increase load factors.

Low barriers to entry and competitive landscape

Qantas Group is the largest provider in the competitive trans-Tasman market

6.18 Currently, the Qantas Group has the largest market share for trans-Tasman services by tickets
sold and capacity. This can be seen in Figure 1 to Figure 3 below, which show market shares
based on tickets sold and seat capacity. Air New Zealand has the next largest share.
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Figure 1: Passenger share on the Trans-Tasman - January to June 2023
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Figure 2: Seat capacity shares on the trans-Tasman — 2023
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Historically, the Qantas Group (including Qantas and Jetstar) and Air New Zealand have been the
key providers, with Qantas Groups’ share increasing post the COVID-19 pandemic. This can be
seen in Figure 3 below. We also note that Qantas’ alliance with Emirates, which includes Tasman
services, was re-authorised by the ACCC on 17 August 2023 and the Associate Minister for
Transport (NZ) on 28 March 2023.

Figure 3: Trans-Tasman market shares based on ticket sales - 2017 to Q2 2023
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Source: IATA DDS
Notes: The data is based on tickets sold

The Tasman is an open international airline market

The highly competitive nature of trans-Tasman services is underpinned by liberal aviation policies.
In particular, the reciprocal ‘Open Skies’ agreement signed between Australia and New Zealand in
2002 and the operation of the trans-Tasman as a Single Aviation Market create low barriers to
entry and expansion for both fifth freedom carriers and domestic Australian and New Zealand
airlines.

The ‘Open Skies’ agreement relevantly allows:

(a) international airlines to operate unrestricted services across the Tasman and beyond to a
third country (also known as fifth freedom rights);

(b)  Australia and New Zealand owned airlines to operate unrestricted services across the
Tasman and domestic services in both countries, subject to safety approvals;

(c) airlines to make commercial decisions on the number of services they operate and the
destinations they serve without having to obtain government approval for their airfares,
subject to Australia’s legislative processes; and

(d)  unlimited capacity entitlements between Australia and New Zealand.
Fifth freedom carriers scheduling and frequency decisions on trans-Tasman routes are driven by
broader network considerations. Given the connections between Australia and New Zealand for

onward international travel, fifth freedom carriers are able to service the trans-Tasman at marginal
cost based on utilisation flying.
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6.23

6.24

6.25

6.26

6.27

6.28

6.29

As a result, a Trans-Tasman route does not need to be profitable on a stand-alone fully costed
basis for a fifth freedom carrier. This further increases the intensity of fare and service
competition.

Fifth freedom carriers are an established feature in the Tasman market, with the following airlines
currently providing trans-Tasman services: Emirates, Latam, China Airlines, China Eastern
AirAsia X and Batik Air Malaysia.

The ease of new entry for fifth freedom carriers is also highlighted by the entry, exit and
expansion of various operators over time including, for example, Qatar’s entry, and post-Covid
recommencement of services between Adelaide and Auckland from April 2022 operating until 31
August 2023.

The trans-Tasman operates as a Single Aviation Market, with Australian and New Zealand
designated airlines able to set unlimited capacities and frequencies and having no restrictions on
the routes they can operate to, within or beyond the two countries. Accordingly, any designated
Australian or New Zealand airline (e.g., Air New Zealand, Virgin Australia, Qantas and Jetstar)
may enter or expand on trans-Tasman routes. As set out above, Qantas has indicated that it will
expand its services on the trans-Tasman, stating that it will use its new Airbus A220 aircraft to
enter into “new short-haul international routes” (which will likely include new trans-Tasman
services).

Corporate travel

Trans-Tasman services are attractive to corporate clients

The trans-Tasman is a key market for corporate contract customers. Australia's broad bilateral
trade and economic relationship with New Zealand has resulted in a large degree of integration
between the Australian and New Zealand economies and business communities. Many
businesses have operations in both Australia and New Zealand and there is a high degree of dual
destination business travel. In particular:

(@)  Auckland was the number one international travel destination for Australian business
travellers in 2022 (this was also the case in 2019);"® and

(b)  As shown in Figure 3, 9% of trans-Tasman travel is conducted for a business purpose with
another 6% for employment or convention / conference / exhibition reasons.

Based on Virgin Australia’s corporate sales experience, the key drivers of airline choice for
Australian corporate clients include:

(@) network reach and connections;
(b)  frequency and convenient flight times;
(c) access to lounges;

(d) the existence of a competitive loyalty program for status and frequent flyer points and the
ability to earn and burn across a broad network; and

(e) price and service.

The ability to service trans-Tasman routes is highly attractive for Australian businesses
contracting with air service providers and can be a non-negotiable requirement for some
businesses. Companies with high international travel needs often make their decision on a
preferred domestic airline based on that airline’s ability to meet their holistic travel needs using

'3 https://www.corporatetraveller.com.au/news/auckland-number-one-international-business-travel-destination-2022
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either their own operations or with airline partners. Any significant gaps in coverage are typically
detrimental to that airline’s chances of winning the company’s business.

Even where the business does not frequently use trans-Tasman services or fly on the Tasman at
all, the ability to provide trans-Tasman services is still often important to being able to win
business from Australian corporate clients. This is for reasons including that corporate clients
place value on the option to redeem frequent flyer points earned from business trips on key
holiday and VFR destinations, such as New Zealand. The ability for corporates to offer this
benefit with coverage of one of Australia’s largest international markets is attractive and can be
important in the competition for the recruitment and retention of the best employees. The value of
being able to redeem points on the trans-Tasman in particular is clear. [Confidential to VA: In
2019, 5,881 business class seats were redeemed on the trans-Tasman. Of the points redeemed
on international flights by SMEs between 2017-2019 (prior to the COVID-19 pandemic), 18% were
on Trans-Tasman services.] Trans-Tasman coverage is particularly important where other
airlines competing for the same corporate contracts, offer a broad network and high frequency of
trans-Tasman services.

[Confidential to VA: The amount of higher yield corporate business that Virgin Australia receives
on its broader network is diminished due to the trans-Tasman gap in its proposition. Prior to the
COVID-19 pandemic, business travellers made up 19% of travellers on Virgin Australia’s broader
network. However, Virgin Australia has not been able to achieve the same proportion of business
travellers since, with 15% of its passengers being business travellers in 2023 YTD. ]

In 2022, Virgin Australia also established its Virgin Australia Business Flyer (VABF) program in
competition with Qantas’ Qantas Business Rewards program. VABF is free to join for any
business with an ABN and targeted at SMEs with an annual domestic airline spend on Virgin
Australia of up to $300,000. By booking through the VABF program, SME customers are able to
access discounted fares and earn Velocity Points for their business, as well as individual flyers.

Competitive landscape for trans-Tasman services offered to corporate clients

Qantas has the largest market share and proportion of corporate travellers of airlines operating
within Australia or on trans-Tasman flights. The 2023 Qantas Annual Report notes that Qantas
Domestic maintained its leading market share positions in both the corporate and SME segments
(at ~80% and ~54% respectively). In relation to trans-Tasman flights, Qantas carries the majority
of business/conference travellers and is stronger at attracting business traffic in relative terms
than any other airline with a significantly higher proportion of business passengers to its overall
passenger share. Based on August 2023 NZ arrival statistics, Air New Zealand only carried
around 24% of Australians travelling for business purposes between January and August 2023,
and only 23% of Australians travelling for business purposes between Brisbane / Sydney /
Melbourne and Auckland / Wellington, which are the routes accounting for around three quarters
of Australian business traffic. Based on these statistics, Air New Zealand estimates that Qantas
carries approximately 70% of Australians travelling to NZ for business purposes.

Qantas’ position is reinforced by its frequent flyer program and the contracts Qantas has with
business organisations for domestic and international travel creating customer stickiness in favour
of Qantas services. As at June 2023, Qantas had 15.2 million frequent flyer members and
estimates that one in five Australian SMEs are part of Qantas Business Rewards. Further, on the
trans-Tasman route in particular, Qantas is one of the only air service providers offering high
frequencies in peak timeslots which are highly attractive to corporate clients. The only other
airline that comes close is Air New Zealand.
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Benefits to New Zealand

Not only is there an absence of any detriment, the Proposed Conduct will deliver meaningful
benefits to New Zealand as described in further detail below.

Incremental tourism

The Proposed Conduct will see enhanced marketing of New Zealand as a destination to Virgin
Australia customers (and Australian customers more generally). This enhanced marketing is
expected to result in incremental traffic to New Zealand, with corresponding benefits in the form of
additional tourism spend.

As explained above, Virgin Australia will be able to offer VA-marketed services on trans-Tasman
routes that it does not currently offer, and to customers across its network that Air New Zealand
would not as easily access. As a result of the Proposed Conduct, these additional destinations —
now with VA code — will be marketed more generally as part of Virgin Australia’s broader offering,
i.e.,

(a) on Virgin Australia’s website (which attracts around [Confidential to VA: 96 million visits]
annually™);

(b)  to Virgin Australia’s 11.5 million Velocity members;

(c) inVirgin Australia above the line promotional material, e.g. campaigns, television, outdoor
advertising, etc. To provide some context, Virgin Australia’s to annual marketing spend in
FY23 was [Confidential to VA: AUD$68 million (excluding brand royalties]; and

(d)  via Australian (and other) travel agents with which Virgin Australia has strong relationships.
Again, to provide some context [Confidential to VA: for FY23, Virgin Australia derived
more than AUD 1.4 billion as a result of its relationships with 11 Australian-based travel
agency groups and buying networks including for example, Flight Centre, Travel Group,
Webjet, Helloworld Group, CT Partners, Expedia, Corporate Travel Management and Amex
GBT Australia,]

all of the above will drive incremental travel to New Zealand.

The Parties expect that the Proposed Conduct will mean that Virgin Australia passengers, and, in
particular, Velocity Frequent Flyer members will now be more inclined to travel to New Zealand
(as compared to other international destinations to which Virgin Australia flies such as Bali or Fiji).
This is because as a result of the Proposed Conduct:

(@) Velocity Frequent Flyer members can earn Velocity Points when travelling on VA*NZ trans-
Tasman services;

(b)  Velocity Frequent Flyer members can redeem their Velocity Points for travel on VA*NZ
trans-Tasman services;

(c) eligible Velocity Frequent Flyer members can access Air New Zealand’s international
lounges when travelling on VA*NZ services and accrue Status Credits; and

(d)  customers residing in cities outside Air New Zealand’s trans-Tasman network, but within
the Virgin Australia domestic network, can travel to New Zealand using a single marketing
carrier,

4 [Confidential to VA: Based on FY23 data which represents Virgin Australia’s first financial year following the COVID-19
pandemic where digital metrics had stablished.]
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all of which makes New Zealand a substantially more attractive destination for those 11.5 million
Velocity members.

It is reasonable to assume that an enhanced Velocity programme would lead to increased
competition from Qantas in the offering to both loyalty program members and businesses seeking
to join an airline loyalty program as a partner, with consequent flow-on benefits to New Zealand
(being a popular destination for Australian travellers). In particular:

(@) Qantas could be prompted to improve its loyalty offering by, for example, increasing the
availability of reward seats available for redemption on trans-Tasman routes; or

(b)  Qantas may offer more competitive commercial terms to a partner seeking to join or renew
its participation in Qantas Frequent Flyer as a result of a more compelling competing
Velocity Frequent Flyer.

Additional traffic to New Zealand (and domestic spend) can be expected from incremental
passengers traveling for business purposes. This is because, under the Proposed Conduct,
Virgin Australia can identify, target, approach and offer rates and discounts to Corporate and SME
customers for trans-Tasman itineraries involving VA*NZ services (the range of rates and offers
that VA can offer Corporate and SME customers will be set out in a corporate dealing
arrangement between Virgin Australia and Air New Zealand). Given its strong domestic Australia
network, Virgin Australia has contracts with [Confidential to VA: approximately 300] corporate
accounts. These customers now have a broad Tasman network on which to fly on VA coded
flights to key business ports such as Auckland, Wellington and Christchurch, pursuant to their
corporate travel arrangements with Virgin Australia.

More particularly, Virgin Australia has established its Virgin Australia Business Flyer (VABF)
program in competition with Qantas’ Qantas Business Rewards program. VABF is free to join for
any business with an ABN and targeted at SMEs with an annual domestic airline spend on Virgin
Australia of up to $300,000. By booking through the program, SME customers will be able to
access discounted fares and earn Velocity Points for their business, as well as individual flyers.

As is the case with a more competitive loyalty programme, by extending the offering to Australian
corporate and SME customers in this way, Virgin Australia will be able to compete more
effectively for corporate contracts and SME customers. As discussed above, Qantas currently
captures the vast majority of corporate and SME travellers. With Virgin Australia able to broaden
its offering, this would encourage customers to switch to Virgin Australia and in turn likely
encourage Qantas to improve its competitive offering to corporate and SME customers in
response. Qantas could do this by offering higher discounts or rewards (e.g. bonus points) to
corporate or SME customers booking trans-Tasman tickets, or airline tickets more generally. This
enhanced competition could be expected to generate yet more business traffic on services to New
Zealand.

Incremental passengers on Air New Zealand’s services

In addition to generating incremental traffic to New Zealand, Velocity members, and those
corporate travellers who are part of the VABF programme, who may otherwise travel with Qantas
will, as a whole, be more likely to travel via Virgin Australia code on Air New Zealand trans-
Tasman services.

This incremental traffic on Air New Zealand flights has the benefit of improving the efficiency and
sustainability of Air New Zealand'’s flight operations.

No legal reasons for the Minister refusing to authorise the Proposed Conduct
Under Part 9 of the Act, the Minister is required to take into account a number of factors in making
a decision as to whether to grant, or to decline to grant, authorisation of provisions in contracts,

arrangements, and understandings relating to international carriage by air. In particular, sections
88(3) and (4) of the Act provide specific reasons for the Minister to decline to authorise, although
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they are subject to an override in section 88(5) if the Minister believes that to decline authorisation
would have an undesirable effect on international comity.
8.2 In summary:

(@) none of the reasons set out in sections 88(3) or 88(4) apply in respect of the Proposed
Conduct; and

(b)  declining authorisation would likely have an undesirable effect on international comity
between New Zealand and Australia and accordingly, section 88(5) provides a distinct
reason for the Minister to exercise his discretion in favour of authorising the Proposed
Conduct.

Section 88(3)

8.3  Granting authorisation will not prejudice compliance with any relevant international convention,
agreement or arrangement to which the Government of New Zealand is a party.

Section 88(4)

8.4  The Minister cannot decline to re-authorise the Proposed Conduct under section 88(4) as the
Proposed Conduct includes no provision that would infringe section 88(4)(a)-(f):

(@) Market pressures: the Proposed Conduct makes no provision for either Applicant to directly
or indirectly enforce the relevant agreements through any form of action by way of fines or
market pressures against any person.

(b)  Commission regimes: no provision of the Proposed Conduct has the purpose or the effect
of breaching any commission regime.

(c) Discrimination: the Proposed Conduct does not unjustifiably discriminate between
consumers of international air services in the access they have to competitive tariffs.

(d)  Exclusionary effect of tariffs: the Proposed Conduct will not have an exclusionary effect on
other airlines from operating any international route.

(e)  Section 90 approvals: the Proposed Conduct does not have the purpose or effect of
preventing any party from seeking approval in terms of section 90 of the Act, for the
purpose of selling international carriage by air at any other tariff so approved.

() No penalty for withdrawal on reasonable notice:

Section 88(5)

8.5 If the Minister considers, contrary to the Applicants’ view, that the Proposed Conduct does not
comply with section 88(4)(a)-(f) of the Act, he can nevertheless authorise the Proposed Conduct
under section 88(5) if declining to authorisation would have an undesirable effect on international
comity between New Zealand and another state.

8.6  Declining authorisation would have an undesirable effect on international comity between New
Zealand and Australia. Accordingly, international comity provides a distinct reason for the Minister
to exercise his discretion in favour of authorising the Proposed Conduct. The Applicants have
applied to the ACCC in parallel for authorisation of the Proposed Conduct and believe
authorisation should be granted in Australia on the basis that the Proposed Conduct creates net
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public benefits for Australian consumers. In those circumstances, declining authorisation for the
Proposed Conduct would prevent Australia from realising these net public benefits.

9. Conclusion

9.1  The Proposed Conduct will result in benefits to New Zealand without any competitive detriment.
Therefore, the Applicants consider that the Proposed Conduct meets the test for authorisation.
The Applicants consider that the Proposed Conduct should be authorised for a period of five
years.
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Confidential Information

Air New Zealand Limited (“Air New Zealand”) and Virgin Australia Airlines Pty Ltd (“Virgin Australia”)
(together, the “parties” or the “Applicants”) claim confidentiality for this Application pursuant to section
9(2)(b) of the Official Information Act 1982.

A Public Version will be provided separately, and information redacted in the Public Version in this
Confidential Version is enclosed in square brackets and highlighted pink (being information which is
confidential to the Applicants), or green (being information which is confidential to Air New Zealand) or
blue (being information confidential to Virgin Australia), (the “Confidential Information”).

The Confidential Information is commercially sensitive and valuable information which is confidential to
the Applicants (vis-a-vis the public and also in some respects vis-a-vis each other), and disclosure would
be likely to unreasonably prejudice the commercial position of one, or both of the Applicants.

The Applicants request that they be notified of any request made under the Official Information Act for
release of the Confidential Information, and that the Minister of Transport (the “Minister”) seeks their
views as to whether the Confidential Information remains confidential and commercially sensitive at the
time responses to such requests are being considered.

This request for confidentiality is not intended to constrain the Minister and the Ministry of Transport (the
“Ministry”) from disclosing information to other Government departments for the purpose of seeking
relevant expert advice. However, the Applicants request that the Minister ensure any such departments
maintain the same full confidentiality as requested above.
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Executive Summary

Air New Zealand and Virgin Australia (together, the Applicants) seek authorisation for five years
to make and give effect to a Commercial Framework Agreement, Codeshare Agreement, and
various related agreements (the Proposed Conduct).

As part of the Proposed Conduct, Virgin Australia proposes to enter into a unilateral codeshare
agreement whereby it will market and resell under VA code trans-Tasman services operated by
Air New Zealand (excluding Queenstown services) under VA code. To ensure that the Applicants’
commercial incentives are aligned, public fares for the resupply of trans-Tasman itineraries
involving these codeshare services point of sale Australia will be determined by Air New Zealand.
In the absence of this codeshare pricing model, Air New Zealand (which receives no offsetting
benefit by way of a reciprocal codeshare) would have no incentive to allow Virgin Australia to
market its services, as it would be concerned that it may be undercut and lose revenue despite its
exposure to the risk and cost of operating the services. It is only through the proposed pricing
model that Air New Zealand is willing to offer Virgin Australia access to special prorates that will
enable it to offer codeshare services at fares competitive with the rest of the market. Without it,
Air New Zealand would not make the codeshare available to Virgin Australia at all.

As part of the Proposed Conduct, and on condition that the Codeshare Agreement is in effect:

(@)  Velocity members will be able to earn and redeem Velocity Frequent Flyer Points and
accrue status credits on VA*NZ trans-Tasman services;

(b)  Eligible passengers will be able to access Air New Zealand’s seven international lounges
across Australia and New Zealand located at Sydney, Melbourne, Brisbane, Perth,
Auckland, Christchurch and Wellington when travelling on VA* NZ trans-Tasman services;

(c)  The Applicants will cooperate in relation to jointly providing offers to corporate and Small
and Medium Enterprise (SME) customers, including by jointly identifying target customers,
considering how best to approach attract and retain customers, and making discounts on
trans-Tasman itineraries involving VA*NZ trans-Tasman services available to Virgin
Australia’s corporate and SME customers; and

(d)  The Applicants will continue to provide reciprocal network-wide staff leisure, business and
duty travel arrangements.

The Proposed Conduct covers direct services between Australia and New Zealand and indirect
services between Australia and New Zealand involving a domestic Australian segment. Flights to
or from Queenstown are excluded from the scope of the Proposed Conduct as Virgin Australia
operates competing Queenstown services on its own aircraft. To the extent that Virgin Australia
commences operations on, or has pricing control over, any other overlapping trans-Tasman
routes in the future, these would also be excluded from the Proposed Conduct.

The Proposed Conduct will deliver benefits to New Zealand. The Proposed Conduct will see
enhanced marketing of New Zealand as a tourism destination to Virgin Australia customers. This
enhanced marketing is expected to result in incremental traffic with corresponding benefits for the
New Zealand tourism sector more generally. In addition to this, the Proposed Conduct is expected
to result in incremental passengers on Air New Zealand services which has not only the benefit of
improving the efficiency and sustainability of Air New Zealand’s flight operations but which is a
more general benefit to New Zealand given that half of Air New Zealand’s shareholders are New
Zealanders (via the Crown interest or a direct shareholding).

The Proposed Conduct does not result in any competitive detriment because it does not remove
any competition, services or benefits that would be available without the Proposed Conduct.

None of the reasons set out in sections 88(3) or 88(4) of the Act apply in respect of the Proposed
Conduct; and declining authorisation would likely have an undesirable effect on international
comity between New Zealand and Australia and accordingly, section 88(5) provides a distinct
reason for the Minister to exercise his discretion in favour of authorising the Proposed Conduct.





1.8  Accordingly, as the Proposed Conduct will allow a range of clear and tangible benefits without any
competitive detriment, the Applicants consider that the Proposed Conduct meets the test for
authorisation. The Applicants consider that the Proposed Conduct should be authorised for a
period of five years.

1.9 The Applicants are also seeking authorisation from the ACCC for five years with a request that the
ACCC grant interim authorisation for the Proposed Conduct by mid-February 2024.

2. The Applicants

2.1 This application is made by Air New Zealand Limited (“Air New Zealand”), and Virgin Australia
Airlines Pty Ltd and Virgin Australia International Airlines Pty Ltd and their related bodies
corporate (together, “Virgin Australia”).

(@)  Air New Zealand: Air New Zealand is New Zealand’s national flag carrier, and offers air
services in New Zealand and internationally. The Air New Zealand Group operates a global
network that provides air passenger services and cargo transport services to, from, and
within New Zealand. Pre-pandemic, Air New Zealand flew more than 17 million passengers
every year, with 3,400 flights per week.! As at 28 February 2023, Air New Zealand
operated 105 aircraft (with another 12 on order).?

The New Zealand government owns approximately 52% of Air New Zealand, with the
remainder owned by private investors. Air New Zealand is listed on the New Zealand and
Australian stock exchanges.

Air New Zealand flies trans-Tasman services to nine destinations in Australia on the
following routes:

(i) Auckland to Sydney, Melbourne, Brisbane, Perth, the Gold Coast, Cairns, the
Sunshine Coast (seasonally), Adelaide and Hobart;

(i)  Wellington to Brisbane, Melbourne and Sydney;
(iii)  Christchurch to Brisbane, Melbourne, Sydney and the Gold Coast; and
(iv)  Queenstown to Melbourne and Sydney.

(b)  Virgin Australia: Virgin Australia commenced operations in Australia in August 2000 as
Virgin Blue and currently operates a network of domestic services and limited short-haul
international services. Virgin Australia is headquartered in Brisbane.

In April 2020, Virgin Australia was placed into administration following significant impacts to
its business related to the COVID-19 pandemic. On 17 November 2020, it was purchased
and de-listed by Bain Capital. As part of the administration process, Virgin Australia
divested its widebody aircraft including Boeing 777s and Airbus A330s.2 As at 10
November 2023, Virgin Australia offers air passenger services to 38 locations across
Australia, Asia and the Pacific on a fleet of more than 97 narrowbody aircraft.

Quarantine free travel from Australia to New Zealand resumed on 13 April 2022.
On 2 November 2022, Virgin Australia resumed flights to Queenstown, New Zealand

(ZQN).* As at November 2023, Virgin Australia operates daily return services to
Queenstown from Sydney and Brisbane and four return services per week between

" Air New Zealand “Company Profile” accessed on 27 September 2023 via https://www.airnewzealand.co.nz/corporate-profile

2 Air New Zealand “Operating fleet” accessed on 27 September 2023 via https://www.airnewzealand.co.nz/fleet

3 Deloitte., “Virgin Australia Holdings Limited and subsidiaries: insolvency case information” (link); Virgin Australia ASX release:
“Virgin Australia Holdings Limited — VAH (Administrators Appointed): Outcome of second meeting of creditors” (4 September
2020) (link).

4 Virgin Newsroom, “Kia Oral Virgin Australia returns to Queenstown” (2 November 2022) (link).
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3.1

3.2

3.3

3.4

Queenstown and Melbourne.® Virgin Australia does not operate any other trans-Tasman
services.

The Proposed Conduct

To make and give effect to a Commercial Framework Agreement and various related, inter-
conditional agreements (Implementing Agreements) under which:

(a) Virgin Australia will be able to place its code on a free sale basis on Air NZ operated trans-
Tasman services (on routes that Virgin Australia does not operate). Virgin Australia will
market and resupply trans-Tasman itineraries involving VA*NZ services from a point of sale
Australia to New Zealand (including one way services from Australia and return services
from Australia)®. This includes trans-Tasman itineraries comprising standalone VA*NZ
services (e.g., SYD-AKL) and trans-Tasman itineraries comprising VA*NZ services with a
connecting VA coded Australian domestic segment (e.g., CBR-SYD-AKL);

(b)  These codeshare rights are provided on the condition that Air NZ specifies the public fares
at which Virgin Australia may market and resupply these services;

(c)  Virgin Australia and Air New Zealand can jointly discuss and agree upon fare rules and
conditions associated with the Trans-Tasman itineraries involving VA*NZ services;

(d)  Virgin Australia and Air New Zealand can jointly identify, target, approach and price offers
and discounts to corporate and SME customers for trans-Tasman itineraries involving
VA*NZ services;

(e) Eligible Velocity Frequent Flyer members can access Air New Zealand’s international
lounges when travelling on VA*NZ services and accrue status credits;

(f) Velocity Frequent Flyer members can earn Velocity Points when travelling on VA*NZ trans-
Tasman services;

(g) Velocity Frequent Flyer members can redeem their Velocity Points for travel on VA*NZ
trans-Tasman services;

(h)  Virgin Australia and Air New Zealand will continue to provide reciprocal network-wide staff
leisure arrangements;” and

(i) Virgin Australia and Air New Zealand can cooperate and engage in activities required to
facilitate any of the matters referred to above.

The Implementing Agreements are conditional on the codeshare agreement between Air New
Zealand and Virgin Australia [REDACTED].

The Proposed Conduct will not apply on routes where Virgin Australia operates its own trans-
Tasman services i.e.,

(@) Melbourne (MEL) — Queenstown (ZQN);
(b)  Sydney (SYD) — Queenstown (ZQN); or
(c) Brisbane (BNE) — Queenstown (ZQN).

The Proposed Conduct would cease to apply in relation to a trans-Tasman route if Virgin Australia
commences:

5 Number of frequencies varies depending on the time of year.
8 We note that initially this will only apply to itineraries sold point of sale Australia and point of origin Australia.
7 Reciprocal staff duty travel (MIBA) arrangements to be agreed between the parties.
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3.5

4.1

4.2

4.3

4.4

4.5

(a) operating its own services in competition with Air New Zealand on that route; or

(b)  marketing VA coded services in competition with Air New Zealand where Virgin Australia
has pricing control on that route.

The Applicants seek authorisation for a period of five years on the basis that:
(@) The Proposed Conduct will not result in any competitive detriment; and

(b)  The Proposed Conduct will result in significant public benefits which outweigh any potential
detriment.

Commercial Rationale

New Zealand is one of Australia’s largest international travel markets and a key business and
leisure destination. For this reason, it is also important in the context of the broader Australasian
aviation market as customers value the ability to travel there, earn and redeem loyalty points on
that travel, and often require this option as part of corporate travel needs.

Virgin Australia does not currently have a trans-Tasman offer beyond services to and from
Queenstown, which is a unique New Zealand destination in terms of demand and traffic mix, as
outlined further below.® This leaves Virgin Australia with a gap in its network offering which has
implications not only for the sale of individual trans-Tasman services but also for Virgin Australia’s
domestic loyalty proposition and its ability to effectively compete for domestic services and for
higher-yield corporate and SME customers.

SME and high frequency travellers provide important revenue for airlines and increase the
sustainability of providing air passenger services. No matter how good Virgin Australia’s domestic
offering is, it faces limitations in attracting Australian corporate and SME clients and high
frequency travellers if it cannot offer a competitive network which includes the trans-Tasman, and
other features attractive to such passengers, such as frequency, the ability to earn and redeem
Velocity Points and lounge access. Where the schedule and associated benefits are not available
on routes a high frequency traveller considers important, they may choose to avoid utilising that
airline altogether even where more competitive fares are offered. This dampens the ability of
Virgin Australia to effectively compete for domestic and international services.

For Air New Zealand, the Proposed Conduct:

(a) drives increased passenger numbers (including higher yield passengers such as corporates
and SME customers) onto its trans-Tasman services and likely also onto its domestic
services, improving the efficiency and sustainability of its flight operations; and

(b) facilitates access to additional distribution channels for its trans-Tasman services, including
to Australian customers where Air New Zealand does not have as strong a marketing and

sales presence.

The Proposed Conduct enables Virgin Australia to quickly and efficiently fill its trans-Tasman
network gap and offer value-added benefits to Velocity customers:

(a) on routes where it does not operate [REDACTED]; and

(b)  with a depth that can better compete with other providers, especially where frequency and
schedule flexibility is of importance.

8 See Confidential Annex 1 for further information.
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5.1

5.2

6.1

6.2

Counterfactual
The relevant counterfactual is the status quo. At a high level:

(@) The Proposed Conduct allows VA coded services and flow-on benefits which would
otherwise not exist. [REDACTED]. Nor does it act to delay or disincentivise Virgin
Australia’s entry.

(b) [REDACTED].

(c)  Air New Zealand operates a breadth and depth of trans-Tasman services that could be
marketed on VA code in competition with Qantas and other trans-Tasman carriers.

(d)  Virgin Australia could not efficiently get access to the same breadth or depth trans-Tasman
services to effectively compete with Qantas with any other partner, which means the
enhanced network access and accompanying valued added benefits are only available
through the Proposed Conduct.

Further detail on Virgin Australia’s counterfactual is provided in Confidential Annex 1 to this
application.

Competition considerations: the absence of any competitive overlap

The competitive dynamics of the Tasman market are characterised by many operators, and the
availability of new entry and expansion due to the Open Skies agreement and fifth freedom rights
available for international carriers. The large proportion of leisure travellers on the Tasman
intensifies Tasman fare competition, providing a strong incentive for operators to compete for
higher yielding business travellers. The result is that the Tasman is also characterised by strong
fare competition for both corporate and leisure travellers.

The Proposed Conduct does not result in any competitive detriment because:

(a) It does not remove any competition, services or benefits that would be available without the
Proposed Conduct:

(i) Virgin Australia does not currently offer trans-Tasman services outside of services
to/from Queenstown, which is a unique New Zealand destination in terms of demand
and traffic mix.® The Proposed Conduct does not change Virgin Australia’s incentives
regarding entry onto the trans-Tasman utilising its own aircraft and therefore does
not have the effect of delaying or disincentivising entry that would otherwise occur.
Consistent with its approach to assessing its network and the deployment of
resources, Virgin Australia will continue to assess the commercial viability of trans-
Tasman services with or without the Proposed Conduct. If circumstances change
and it chooses to enter any other specific overlapping trans-Tasman routes these will
be carved out from the Proposed Conduct.

(i) [REDACTED] and the other commercial agreements and benefits are conditional on,
and flow from, the existence of the non-traditional codeshare arrangement; and

(b)  No other commercially viable partner could provide the same degree of public benefits from
the start of the partnership. This includes the depth and breadth of trans-Tasman services
that Air New Zealand can provide VA coded access to, coupled with lounge access to
seven international lounges in Sydney, Melbourne, Brisbane, Perth, Auckland, Wellington
and Christchurch for trans-Tasman flights.

(c)  Overlapping trans-Tasman routes are excluded from the Proposed Conduct. The Proposed
Conduct does not apply to Queenstown services and would cease to apply in relation to a

9 See Confidential Annex 1 for further information.
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trans-Tasman route if Virgin Australia commences operating or marketing and pricing
services in competition with Air New Zealand on that route.

(d)  The Tasman is a highly competitive, open market with low regulatory barriers to entry and a
range of providers (including full-service carriers, low-cost carriers and fifth freedom
carriers) already operating or able to operate services, such as Qantas/Jetstar, Emirates,
LATAM and China Airlines. The Proposed Conduct does not provide an increased
incentive or ability to raise airfares and / or reduce service quality on trans-Tasman
services. In the event of any attempts to do so, other carriers are well placed to increase
frequency or to enter and provide new services thwarting such attempts.

6.3 We expand on this below.

Competitors providing trans-Tasman air passenger services

6.4 Qantas, Jetstar and Air New Zealand are the three major, long-standing, carriers that offer the
largest networks of services between Australia and New Zealand. Unlike Virgin Australia, the
Qantas Group and Air New Zealand have well-established domestic New Zealand operations,
which further support their Tasman services.

6.5 As discussed below, given connections between Australia and New Zealand for onward
international travel and the liberal aviation policies of each country in respect of the trans-Tasman,
trans-Tasman routes can be served by international operators using fifth freedom rights at
marginal cost. As a result, fifth freedom carriers are an established feature of the Tasman market,
with regular entry from international airlines. The current main fifth freedom carriers that operate
on the trans-Tasman route include Emirates which has an authorised alliance with Qantas
including on the Tasman, LATAM, Air AsiaX, China Airlines and Batik Air Malaysia.

Qantas

6.6 Qantas is Australia’s largest domestic and international airline boasting a $2.47 billion underlying
profit before tax in its 2023 Annual Report.'® The Qantas Group has over 60% of the domestic
market share in Australia and estimates that it earned around 90% of domestic industry profits
between FY15-FY19. Prior to the COVID-19 pandemic, the Qantas Group operated over 4,500
flights domestically and over 730 flights internationally each week.'" Qantas has 15.2 million
Qantas frequent flyer members as at June 2023 and a significant “on ground” earn element as
part of its frequent flyer offering, including major brands such as Woolworths, BP and Optus. The
Qantas frequent flyer program is also linked to dozens of branded credit cards that are available
to consumers, further strengthening the program in the Australian market.

6.7 Qantas has a large fleet with significant flexibility to respond to changes in market conditions. As
at 30 June 2023, the Qantas Group fleet totalled 336 aircraft'?> more than three times Virgin
Australia’s aircraft in operation.

6.8 Qantas offers an extensive trans-Tasman network and continues to increase its frequency and
services. The Qantas group also operates domestic New Zealand services. In July 2023, Qantas
added more than 60 additional fights interstate and on the trans-Tasman in response to a high
demand for trans-Tasman services. While Qantas has an extensive trans-Tasman network as an
operating carrier, the strength and reach of its network is further enhanced by its partnerships in
the region, including its arm’s length codeshare with Air New Zealand on certain domestic New
Zealand routes and its authorised alliance with Emirates which extends to the trans-Tasman.
Qantas also has strong links with Australian-based travel agents which provides it with a
substantial advantage over Air New Zealand in relation to Australian Point of Sale customers.

© Qantas Annual Report 2023, available at

https://investor.qantas.com/FormBuilder/ Resource/ _module/doLLG5ufYkCYEPjF 1tpgyw/file/annual-reports/2023-Annual-
Report.pdf

" ACCC, Qantas and Emirates authorisation, Final Determination, 17 August 2023, available at
https://www.accc.gov.au/system/files/public-registers/documents/Final%20Determination%20-%2017.08.23%20-%20PR%20-
%20AA1000625%20Qantas%20Emirates.pdf.

2 Qantas Annual Report 2023, at p16.
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Qantas currently operates services between:

(a) Sydney/Melbourne/Brisbane and Auckland;

(b)  Sydney/Melbourne and Wellington;

(c)  Sydney/Melbourne/Brisbane and Queenstown; and

(d)  Sydney/Melbourne/Brisbane and Christchurch.

Qantas also recently launched flights between Brisbane and Wellington in October 2023, utilising
a smaller Embraer E190 aircraft that offers a cost advantage over larger jets. The new service
positions Qantas as the leading international carrier from Wellington, with 28 weekly services,
compared to Air New Zealand's 19 weekly services.

In July 2023, the Qantas Group announced the procurement of its first Airbus A220 expected to
arrive in Australia before the end of 2023. A total of seven A220s are expected to be in service by
the end of 2024, building up to a total of 29 aircraft by 2027, refreshing its existing narrow body
fleet. The A220 has the ability to fly between any city in Australia and further, with a range of over
6,000 kms. Comparatively, the Sydney to Christchurch route is a total of 2,164 kms. Therefore,
the commencement of service with this aircraft- paves the way for new domestic and short-haul
international routes. It is anticipated that Qantas may deploy these narrow-body fleet to increase
capacity on trans-Tasman services.

Jetstar

Jetstar is the low-cost carrier arm of the Qantas Group.

Jetstar operates an extensive international and trans-Tasman network and has become one of the
busiest carriers between Australia and New Zealand. Jetstar’s international services were
launched in 2005 with its first flight between Sydney and Christchurch, now offering 10 routes
across the Tasman. It also operates domestic New Zealand services.

As at July 2023, the capacity of Jetstar’s trans-Tasman operations was already 10% above pre-
pandemic levels. This growth was seen after Jetstar started operating four weekly return flights
between Auckland and Brisbane from March 2023, boosting the number of Jetstar routes linking
Australia and New Zealand to 10, and added flights during periods of higher demand from July to
October. In the next 12 months, Jetstar alone expects to fly up to one million passengers
between Australia and New Zealand, which is higher than pre-covid passenger numbers.

Jetstar currently operates direct services between:

(a) Sydney/Melbourne/Brisbane/Gold Coast and Auckland;

(b)  Melbourne/Gold Coast and Christchurch;

(c) Gold Coast and Wellington; and

(d)  Sydney/Melbourne/Gold Coast and Queenstown.

Fifth freedom carriers

Whilst Qantas, Jetstar and Air New Zealand are the key carriers on the trans-Tasman,
international operators also service the route:

(a) on 24 August 2023, Batik Air Malaysia commenced a service between Auckland and Perth,
operating 6 times per week;

(b) on 26 March 2023, Emirates recommenced services between Sydney and Christchurch;

(c) in March 2022, Latam recommenced services between Sydney, Auckland and Santiago;





(d) in October 2022, China Airlines restarted services between Auckland, Brisbane and Taipei,
operating 5 times per week;

(e) in November 2022, AirAsia X recommenced services between Kuala Lumpur, Sydney and
Auckland. AirAsia X has increased their market share compared to their pre-pandemic
level; and

(f) on 6 November 2023, China Eastern commenced services between Hangzhou, Sydney
and Auckland, operating 4 times per week.

6.17 These carriers generally operate larger aircraft suited to long-haul flights (as these kinds of aircraft
are usually used to operate from their hubs to Australia). For example, Emirates’ services are
operated on an Airbus A380, which is the largest of all passenger aircraft types and only operated
by a handful of carriers globally. Given the large number of seats on these aircraft, these
operators have a strong incentive to offer competitive airfares to increase load factors.

Low barriers to entry and competitive landscape

Qantas Group is the largest provider in the competitive trans-Tasman market

6.18 Currently, the Qantas Group has the largest market share for trans-Tasman services by tickets
sold and capacity. This can be seen in Figure 1 to Figure 3 below, which show market shares
based on tickets sold and seat capacity. Air New Zealand has the next largest share.

Figure 1: Passenger share on the Trans-Tasman - January to June 2023

Emirates LATAM Qatar Airways China Airlines
2% 2%~ % 1%

Air Asia X
3%

Virgin Australia

i
s \Qantas

29%

Qantas
Group
44%

Air New Zealand
43% Jetstar

Source: IATA DDS Estimate
Notes: The data is based on estimates of tickets sold from any point of sale. Market shares are rounded to the nearest 1%.
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Figure 2: Seat capacity shares on the trans-Tasman — 2023

Emirates

Air Asia X 3%

3%
China Airlines
2%
Virgin Australia

4%
Qatar Airways

2%

Others

Qantas
Group
43%

Jetstar

Air New Zealand 12%

40%

Source: Cirium Diio Mi as at 7 August 2023

Notes: The data is based on seats by operating airline (including published schedules to 31 December 2023).

[REDACTED)]

6.19 Historically, the Qantas Group (including Qantas and Jetstar) and Air New Zealand have been the

key providers, with Qantas Groups’ share increasing post the COVID-19 pandemic. This can be

seen in Figure 3 below. We also note that Qantas’ alliance with Emirates, which includes Tasman

services, was re-authorised by the ACCC on 17 August 2023 and the Associate Minister for

Transport (NZ) on 28 March 2023.
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Figure 3: Trans-Tasman market shares based on ticket sales - 2017 to Q2 2023

70%
60%
50%

40%

30%

20%

10%

0%
2018 2019 2020 2021 2022 2023

e 7 e Qantas Group — em\/A Fifth freedom

Source: IATA DDS
Notes: The data is based on tickets sold

The Tasman is an open international airline market

The highly competitive nature of trans-Tasman services is underpinned by liberal aviation policies.
In particular, the reciprocal ‘Open Skies’ agreement signed between Australia and New Zealand in
2002 and the operation of the trans-Tasman as a Single Aviation Market create low barriers to
entry and expansion for both fifth freedom carriers and domestic Australian and New Zealand
airlines.

The ‘Open Skies’ agreement relevantly allows:

(a) international airlines to operate unrestricted services across the Tasman and beyond to a
third country (also known as fifth freedom rights);

(b)  Australia and New Zealand owned airlines to operate unrestricted services across the
Tasman and domestic services in both countries, subject to safety approvals;

(c) airlines to make commercial decisions on the number of services they operate and the
destinations they serve without having to obtain government approval for their airfares,
subject to Australia’s legislative processes; and

(d)  unlimited capacity entitlements between Australia and New Zealand.

Fifth freedom carriers scheduling and frequency decisions on trans-Tasman routes are driven by
broader network considerations. Given the connections between Australia and New Zealand for
onward international travel, fifth freedom carriers are able to service the trans-Tasman at marginal
cost based on utilisation flying.

As a result, a Trans-Tasman route does not need to be profitable on a stand-alone fully costed
basis for a fifth freedom carrier. This further increases the intensity of fare and service
competition.

Fifth freedom carriers are an established feature in the Tasman market, with the following airlines

currently providing trans-Tasman services: Emirates, Latam, China Airlines, China Eastern
AirAsia X and Batik Air Malaysia.
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6.26

6.27

6.28

6.29

6.30

The ease of new entry for fifth freedom carriers is also highlighted by the entry, exit and
expansion of various operators over time including, for example, Qatar’s entry, and post-Covid
recommencement of services between Adelaide and Auckland from April 2022 operating until 31
August 2023.

The trans-Tasman operates as a Single Aviation Market, with Australian and New Zealand
designated airlines able to set unlimited capacities and frequencies and having no restrictions on
the routes they can operate to, within or beyond the two countries. Accordingly, any designated
Australian or New Zealand airline (e.g., Air New Zealand, Virgin Australia, Qantas and Jetstar)
may enter or expand on trans-Tasman routes. As set out above, Qantas has indicated that it will
expand its services on the trans-Tasman, stating that it will use its new Airbus A220 aircraft to
enter into “new short-haul international routes” (which will likely include new trans-Tasman
services).

Corporate travel

Trans-Tasman services are attractive to corporate clients

The trans-Tasman is a key market for corporate contract customers. Australia's broad bilateral
trade and economic relationship with New Zealand has resulted in a large degree of integration
between the Australian and New Zealand economies and business communities. Many
businesses have operations in both Australia and New Zealand and there is a high degree of dual
destination business travel. In particular:

(a)  Auckland was the number one international travel destination for Australian business
travellers in 2022 (this was also the case in 2019);'3 and

(b)  As shown in Figure 3, 9% of trans-Tasman travel is conducted for a business purpose with
another 6% for employment or convention / conference / exhibition reasons.

Based on Virgin Australia’s corporate sales experience, the key drivers of airline choice for
Australian corporate clients include:

(@) network reach and connections;
(b)  frequency and convenient flight times;
(c) access to lounges;

(d)  the existence of a competitive loyalty program for status and frequent flyer points and the
ability to earn and burn across a broad network; and

(e) price and service.

The ability to service trans-Tasman routes is highly attractive for Australian businesses
contracting with air service providers and can be a non-negotiable requirement for some
businesses. Companies with high international travel needs often make their decision on a
preferred domestic airline based on that airline’s ability to meet their holistic travel needs using
either their own operations or with airline partners. Any significant gaps in coverage are typically
detrimental to that airline’s chances of winning the company’s business.

Even where the business does not frequently use trans-Tasman services or fly on the Tasman at
all, the ability to provide trans-Tasman services is still often important to being able to win
business from Australian corporate clients. This is for reasons including that corporate clients
place value on the option to redeem frequent flyer points earned from business trips on key
holiday and VFR destinations, such as New Zealand. The ability for corporates to offer this
benefit with coverage of one of Australia’s largest international markets is attractive and can be
important in the competition for the recruitment and retention of the best employees. The value of

'3 https://www.corporatetraveller.com.au/news/auckland-number-one-international-business-travel-destination-2022
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being able to redeem points on the trans-Tasman in particular is clear. [REDACTED] Trans-
Tasman coverage is particularly important where other airlines competing for the same corporate
contracts, offer a broad network and high frequency of trans-Tasman services.

6.31 [REDACTED]

6.32 In 2022, Virgin Australia also established its Virgin Australia Business Flyer (VABF) program in
competition with Qantas’ Qantas Business Rewards program. VABF is free to join for any
business with an ABN and targeted at SMEs with an annual domestic airline spend on Virgin
Australia of up to $300,000. By booking through the VABF program, SME customers are able to
access discounted fares and earn Velocity Points for their business, as well as individual flyers.

Competitive landscape for trans-Tasman services offered to corporate clients

6.33 Qantas has the largest market share and proportion of corporate travellers of airlines operating
within Australia or on trans-Tasman flights. The 2023 Qantas Annual Report notes that Qantas
Domestic maintained its leading market share positions in both the corporate and SME segments
(at ~80% and ~54% respectively). In relation to trans-Tasman flights, Qantas carries the majority
of business/conference travellers and is stronger at attracting business traffic in relative terms
than any other airline with a significantly higher proportion of business passengers to its overall
passenger share. Based on August 2023 NZ arrival statistics, Air New Zealand only carried
around 24% of Australians travelling for business purposes between January and August 2023,
and only 23% of Australians travelling for business purposes between Brisbane / Sydney /
Melbourne and Auckland / Wellington, which are the routes accounting for around three quarters
of Australian business traffic. Based on these statistics, Air New Zealand estimates that Qantas
carries approximately 70% of Australians travelling to NZ for business purposes.

6.34 Qantas’ position is reinforced by its frequent flyer program and the contracts Qantas has with
business organisations for domestic and international travel creating customer stickiness in favour
of Qantas services. As at June 2023, Qantas had 15.2 million frequent flyer members and
estimates that one in five Australian SMEs are part of Qantas Business Rewards. Further, on the
trans-Tasman route in particular, Qantas is one of the only air service providers offering high
frequencies in peak timeslots which are highly attractive to corporate clients. The only other
airline that comes close is Air New Zealand.

7. Benefits to New Zealand

7.1 Not only is there an absence of any detriment, the Proposed Conduct will deliver meaningful
benefits to New Zealand as described in further detail below.

Incremental tourism

7.2  The Proposed Conduct will see enhanced marketing of New Zealand as a destination to Virgin
Australia customers (and Australian customers more generally). This enhanced marketing is
expected to result in incremental traffic to New Zealand, with corresponding benefits in the form of
additional tourism spend.

7.3  As explained above, Virgin Australia will be able to offer VA-marketed services on trans-Tasman
routes that it does not currently offer, and to customers across its network that Air New Zealand
would not as easily access. As a result of the Proposed Conduct, these additional destinations —
now with VA code — will be marketed more generally as part of Virgin Australia’s broader offering,
ie.,

(a) on Virgin Australia’s website (which attracts around [REDACTED]");

(b)  to Virgin Australia’s 11.5 million Velocity members;

1 [REDACTED]
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(c) inVirgin Australia above the line promotional material, e.g. campaigns, television, outdoor
advertising, etc. To provide some context, Virgin Australia’s to annual marketing spend in
FY23 was [REDACTED]; and

(d)  via Australian (and other) travel agents with which Virgin Australia has strong relationships.
Again, to provide some context [REDACTED]

all of the above will drive incremental travel to New Zealand.

The Parties expect that the Proposed Conduct will mean that Virgin Australia passengers, and, in
particular, Velocity Frequent Flyer members will now be more inclined to travel to New Zealand
(as compared to other international destinations to which Virgin Australia flies such as Bali or Fiji).
This is because as a result of the Proposed Conduct:

(a)  Velocity Frequent Flyer members can earn Velocity Points when travelling on VA*NZ trans-
Tasman services;

(b)  Velocity Frequent Flyer members can redeem their Velocity Points for travel on VA*NZ
trans-Tasman services;

(c) eligible Velocity Frequent Flyer members can access Air New Zealand’s international
lounges when travelling on VA*NZ services and accrue Status Credits; and

(d)  customers residing in cities outside Air New Zealand’s trans-Tasman network, but within
the Virgin Australia domestic network, can travel to New Zealand using a single marketing
carrier,

all of which makes New Zealand a substantially more attractive destination for those 11.5 million
Velocity members.

It is reasonable to assume that an enhanced Velocity programme would lead to increased
competition from Qantas in the offering to both loyalty program members and businesses seeking
to join an airline loyalty program as a partner, with consequent flow-on benefits to New Zealand
(being a popular destination for Australian travellers). In particular:

(@) Qantas could be prompted to improve its loyalty offering by, for example, increasing the
availability of reward seats available for redemption on trans-Tasman routes; or

(b)  Qantas may offer more competitive commercial terms to a partner seeking to join or renew
its participation in Qantas Frequent Flyer as a result of a more compelling competing
Velocity Frequent Flyer.

Additional traffic to New Zealand (and domestic spend) can be expected from incremental
passengers traveling for business purposes. This is because, under the Proposed Conduct,
Virgin Australia can identify, target, approach and offer rates and discounts to Corporate and SME
customers for trans-Tasman itineraries involving VA*NZ services (the range of rates and offers
that VA can offer Corporate and SME customers will be set out in a corporate dealing
arrangement between Virgin Australia and Air New Zealand). Given its strong domestic Australia
network, Virgin Australia has contracts with [REDACTED] corporate accounts. These customers
now have a broad Tasman network on which to fly on VA coded flights to key business ports such
as Auckland, Wellington and Christchurch, pursuant to their corporate travel arrangements with
Virgin Australia.

More particularly, Virgin Australia has established its Virgin Australia Business Flyer (VABF)
program in competition with Qantas’ Qantas Business Rewards program. VABF is free to join for
any business with an ABN and targeted at SMEs with an annual domestic airline spend on Virgin
Australia of up to $300,000. By booking through the program, SME customers will be able to
access discounted fares and earn Velocity Points for their business, as well as individual flyers.

As is the case with a more competitive loyalty programme, by extending the offering to Australian
corporate and SME customers in this way, Virgin Australia will be able to compete more
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effectively for corporate contracts and SME customers. As discussed above, Qantas currently
captures the vast majority of corporate and SME travellers. With Virgin Australia able to broaden
its offering, this would encourage customers to switch to Virgin Australia and in turn likely
encourage Qantas to improve its competitive offering to corporate and SME customers in
response. Qantas could do this by offering higher discounts or rewards (e.g. bonus points) to
corporate or SME customers booking trans-Tasman tickets, or airline tickets more generally. This
enhanced competition could be expected to generate yet more business traffic on services to New
Zealand.

Incremental passengers on Air New Zealand'’s services

In addition to generating incremental traffic to New Zealand, Velocity members, and those
corporate travellers who are part of the VABF programme, who may otherwise travel with Qantas
will, as a whole, be more likely to travel via Virgin Australia code on Air New Zealand trans-
Tasman services.

This incremental traffic on Air New Zealand flights has the benefit of improving the efficiency and
sustainability of Air New Zealand'’s flight operations.

No legal reasons for the Minister refusing to authorise the Proposed Conduct

Under Part 9 of the Act, the Minister is required to take into account a number of factors in making
a decision as to whether to grant, or to decline to grant, authorisation of provisions in contracts,
arrangements, and understandings relating to international carriage by air. In particular, sections
88(3) and (4) of the Act provide specific reasons for the Minister to decline to authorise, although
they are subject to an override in section 88(5) if the Minister believes that to decline authorisation
would have an undesirable effect on international comity.

In summary:

(a) none of the reasons set out in sections 88(3) or 88(4) apply in respect of the Proposed
Conduct; and

(b)  declining authorisation would likely have an undesirable effect on international comity
between New Zealand and Australia and accordingly, section 88(5) provides a distinct

reason for the Minister to exercise his discretion in favour of authorising the Proposed
Conduct.

Section 88(3)

Granting authorisation will not prejudice compliance with any relevant international convention,
agreement or arrangement to which the Government of New Zealand is a party.

Section 88(4)

The Minister cannot decline to re-authorise the Proposed Conduct under section 88(4) as the
Proposed Conduct includes no provision that would infringe section 88(4)(a)-(f):

(@) Market pressures: the Proposed Conduct makes no provision for either Applicant to directly
or indirectly enforce the relevant agreements through any form of action by way of fines or
market pressures against any person.

(b)  Commission regimes: no provision of the Proposed Conduct has the purpose or the effect
of breaching any commission regime.

(c) Discrimination: the Proposed Conduct does not unjustifiably discriminate between
consumers of international air services in the access they have to competitive tariffs.

(d)  Exclusionary effect of tariffs: the Proposed Conduct will not have an exclusionary effect on
other airlines from operating any international route.
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(e)  Section 90 approvals: the Proposed Conduct does not have the purpose or effect of
preventing any party from seeking approval in terms of section 90 of the Act, for the
purpose of selling international carriage by air at any other tariff so approved.

(f) No penalty for withdrawal on reasonable notice: [REDACTED].
Section 88(5)

If the Minister considers, contrary to the Applicants’ view, that the Proposed Conduct does not
comply with section 88(4)(a)-(f) of the Act, he can nevertheless authorise the Proposed Conduct
under section 88(5) if declining to authorisation would have an undesirable effect on international
comity between New Zealand and another state.

Declining authorisation would have an undesirable effect on international comity between New
Zealand and Australia. Accordingly, international comity provides a distinct reason for the Minister
to exercise his discretion in favour of authorising the Proposed Conduct. The Applicants have
applied to the ACCC in parallel for authorisation of the Proposed Conduct and believe
authorisation should be granted in Australia on the basis that the Proposed Conduct creates net
public benefits for Australian consumers. In those circumstances, declining authorisation for the
Proposed Conduct would prevent Australia from realising these net public benefits.

Conclusion
The Proposed Conduct will result in benefits to New Zealand without any competitive detriment.
Therefore, the Applicants consider that the Proposed Conduct meets the test for authorisation.

The Applicants consider that the Proposed Conduct should be authorised for a period of five
years.
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		1. Executive Summary

		1.1 Air New Zealand and Virgin Australia (together, the Applicants) seek authorisation for five years to make and give effect to a Commercial Framework Agreement, Codeshare Agreement, and various related agreements (the Proposed Conduct).

		1.2 As part of the Proposed Conduct, Virgin Australia proposes to enter into a unilateral codeshare agreement whereby it will market and resell under VA code trans-Tasman services operated by Air New Zealand (excluding Queenstown services) under VA co...

		1.3 As part of the Proposed Conduct, and on condition that the Codeshare Agreement is in effect:

		(a) Velocity members will be able to earn and redeem Velocity Frequent Flyer Points and accrue status credits on VA*NZ trans-Tasman services;

		(b) Eligible passengers will be able to access Air New Zealand’s seven international lounges across Australia and New Zealand located at Sydney, Melbourne, Brisbane, Perth, Auckland, Christchurch and Wellington when travelling on VA* NZ trans-Tasman s...

		(c) The Applicants will cooperate in relation to jointly providing offers to corporate and Small and Medium Enterprise (SME) customers, including by jointly identifying target customers, considering how best to approach attract and retain customers, a...

		(d) The Applicants will continue to provide reciprocal network-wide staff leisure, business and duty travel arrangements.



		1.4 The Proposed Conduct covers direct services between Australia and New Zealand and indirect services between Australia and New Zealand involving a domestic Australian segment.  Flights to or from Queenstown are excluded from the scope of the Propos...

		1.5 The Proposed Conduct will deliver benefits to New Zealand. The Proposed Conduct will see enhanced marketing of New Zealand as a tourism destination to Virgin Australia customers. This enhanced marketing is expected to result in incremental traffic...

		1.6 The Proposed Conduct does not result in any competitive detriment because it does not remove any competition, services or benefits that would be available without the Proposed Conduct.

		1.7 None of the reasons set out in sections 88(3) or 88(4) of the Act apply in respect of the Proposed Conduct; and declining authorisation would likely have an undesirable effect on international comity between New Zealand and Australia and according...

		1.8 Accordingly, as the Proposed Conduct will allow a range of clear and tangible benefits without any competitive detriment, the Applicants consider that the Proposed Conduct meets the test for authorisation. The Applicants consider that the Proposed...

		1.9 The Applicants are also seeking authorisation from the ACCC for five years with a request that the ACCC grant interim authorisation for the Proposed Conduct by mid-February 2024.



		2. The Applicants

		2.1 This application is made by Air New Zealand Limited (“Air New Zealand”), and Virgin Australia Airlines Pty Ltd and Virgin Australia International Airlines Pty Ltd and their related bodies corporate (together, “Virgin Australia”).

		(a) Air New Zealand: Air New Zealand is New Zealand’s national flag carrier, and offers air services in New Zealand and internationally. The Air New Zealand Group operates a global network that provides air passenger services and cargo transport servi...

		(i) Auckland to Sydney, Melbourne, Brisbane, Perth, the Gold Coast, Cairns, the Sunshine Coast (seasonally), Adelaide and Hobart;

		(ii) Wellington to Brisbane, Melbourne and Sydney;

		(iii) Christchurch to Brisbane, Melbourne, Sydney and the Gold Coast; and

		(iv) Queenstown to Melbourne and Sydney.



		(b) Virgin Australia: Virgin Australia commenced operations in Australia in August 2000 as Virgin Blue and currently operates a network of domestic services and limited short-haul international services.  Virgin Australia is headquartered in Brisbane.





		3. The Proposed Conduct

		3.1 To make and give effect to a Commercial Framework Agreement and various related, inter-conditional agreements (Implementing Agreements) under which:

		(a) Virgin Australia will be able to place its code on a free sale basis on Air NZ operated trans-Tasman services (on routes that Virgin Australia does not operate). Virgin Australia will market and resupply trans-Tasman itineraries involving VA*NZ se...

		(b) These codeshare rights are provided on the condition that Air NZ specifies the public fares at which Virgin Australia may market and resupply these services;

		(c) Virgin Australia and Air New Zealand can jointly discuss and agree upon fare rules and conditions associated with the Trans-Tasman itineraries involving VA*NZ services;

		(d) Virgin Australia and Air New Zealand can jointly identify, target, approach and price offers and discounts to corporate and SME customers for trans-Tasman itineraries involving VA*NZ services;

		(e) Eligible Velocity Frequent Flyer members can access Air New Zealand’s international lounges when travelling on VA*NZ services and accrue status credits;

		(f) Velocity Frequent Flyer members can earn Velocity Points when travelling on VA*NZ trans-Tasman services;

		(g) Velocity Frequent Flyer members can redeem their Velocity Points for travel on VA*NZ trans-Tasman services;

		(h) Virgin Australia and Air New Zealand will continue to provide reciprocal network-wide staff leisure arrangements;6F  and

		(i) Virgin Australia and Air New Zealand can cooperate and engage in activities required to facilitate any of the matters referred to above.



		3.2 The Implementing Agreements are conditional on the codeshare agreement between Air New Zealand and Virgin Australia [REDACTED].

		3.3 The Proposed Conduct will not apply on routes where Virgin Australia operates its own trans-Tasman services i.e.,

		(a) Melbourne (MEL) – Queenstown (ZQN);

		(b) Sydney (SYD) – Queenstown (ZQN); or

		(c) Brisbane (BNE) – Queenstown (ZQN).



		3.4 The Proposed Conduct would cease to apply in relation to a trans-Tasman route if Virgin Australia commences:

		(a) operating its own services in competition with Air New Zealand on that route; or

		(b) marketing VA coded services in competition with Air New Zealand where Virgin Australia has pricing control on that route.



		3.5 The Applicants seek authorisation for a period of five years on the basis that:

		(a) The Proposed Conduct will not result in any competitive detriment; and

		(b) The Proposed Conduct will result in significant public benefits which outweigh any potential detriment.





		4. Commercial Rationale

		4.1 New Zealand is one of Australia’s largest international travel markets and a key business and leisure destination. For this reason, it is also important in the context of the broader Australasian aviation market as customers value the ability to t...

		4.2 Virgin Australia does not currently have a trans-Tasman offer beyond services to and from Queenstown, which is a unique New Zealand destination in terms of demand and traffic mix, as outlined further below.7F   This leaves Virgin Australia with a ...

		4.3 SME and high frequency travellers provide important revenue for airlines and increase the sustainability of providing air passenger services. No matter how good Virgin Australia’s domestic offering is, it faces limitations in attracting Australian...

		4.4 For Air New Zealand, the Proposed Conduct:

		(a) drives increased passenger numbers (including higher yield passengers such as corporates and SME customers) onto its trans-Tasman services and likely also onto its domestic services, improving the efficiency and sustainability of its flight operat...

		(b) facilitates access to additional distribution channels for its trans-Tasman services, including to Australian customers where Air New Zealand does not have as strong a marketing and sales presence.



		4.5 The Proposed Conduct enables Virgin Australia to quickly and efficiently fill its trans-Tasman network gap and offer value-added benefits to Velocity customers:

		(a) on routes where it does not operate [REDACTED]; and

		(b) with a depth that can better compete with other providers, especially where frequency and schedule flexibility is of importance.





		5. Counterfactual

		5.1 The relevant counterfactual is the status quo. At a high level:

		(a) The Proposed Conduct allows VA coded services and flow-on benefits which would otherwise not exist. [REDACTED]. Nor does it act to delay or disincentivise Virgin Australia’s entry.

		(b) [REDACTED].

		(c) Air New Zealand operates a breadth and depth of trans-Tasman services that could be marketed on VA code in competition with Qantas and other trans-Tasman carriers.

		(d) Virgin Australia could not efficiently get access to the same breadth or depth trans-Tasman services to effectively compete with Qantas with any other partner, which means the enhanced network access and accompanying valued added benefits are only...



		5.2 Further detail on Virgin Australia’s counterfactual is provided in Confidential Annex 1 to this application.



		6. Competition considerations: the absence of any competitive overlap

		6.1 The competitive dynamics of the Tasman market are characterised by many operators, and the availability of new entry and expansion due to the Open Skies agreement and fifth freedom rights available for international carriers. The large proportion ...

		6.2 The Proposed Conduct does not result in any competitive detriment because:

		(a) It does not remove any competition, services or benefits that would be available without the Proposed Conduct:

		(i) Virgin Australia does not currently offer trans-Tasman services outside of services to/from Queenstown, which is a unique New Zealand destination in terms of demand and traffic mix.8F  The Proposed Conduct does not change Virgin Australia’s incent...

		(ii) [REDACTED] and the other commercial agreements and benefits are conditional on, and flow from, the existence of the non-traditional codeshare arrangement; and



		(b) No other commercially viable partner could provide the same degree of public benefits from the start of the partnership.  This includes the depth and breadth of trans-Tasman services that Air New Zealand can provide VA coded access to,  coupled wi...

		(c) Overlapping trans-Tasman routes are excluded from the Proposed Conduct.  The Proposed Conduct does not apply to Queenstown services and would cease to apply in relation to a trans-Tasman route if Virgin Australia commences operating or marketing a...

		(d) The Tasman is a highly competitive, open market with low regulatory barriers to entry and a range of providers (including full-service carriers, low-cost carriers and fifth freedom carriers) already operating or able to operate services, such as Q...



		6.3 We expand on this below.

		6.4 Qantas, Jetstar and Air New Zealand are the three major, long-standing, carriers that offer the largest networks of services between Australia and New Zealand.  Unlike Virgin Australia, the Qantas Group and Air New Zealand have well-established do...

		6.5 As discussed below, given connections between Australia and New Zealand for onward international travel and the liberal aviation policies of each country in respect of the trans-Tasman, trans-Tasman routes can be served by international operators ...

		6.6 Qantas is Australia’s largest domestic and international airline boasting a $2.47 billion underlying profit before tax in its 2023 Annual Report.9F  The Qantas Group has over 60% of the domestic market share in Australia and estimates that it earn...

		6.7 Qantas has a large fleet with significant flexibility to respond to changes in market conditions.  As at 30 June 2023, the Qantas Group fleet totalled 336 aircraft11F  more than three times Virgin Australia’s aircraft in operation.

		6.8 Qantas offers an extensive trans-Tasman network and continues to increase its frequency and services.  The Qantas group also operates domestic New Zealand services. In July 2023, Qantas added more than 60 additional fights interstate and on the tr...

		6.9 Qantas currently operates services between:

		(a) Sydney/Melbourne/Brisbane and Auckland;

		(b) Sydney/Melbourne and Wellington;

		(c) Sydney/Melbourne/Brisbane and Queenstown; and

		(d) Sydney/Melbourne/Brisbane and Christchurch.



		6.10 Qantas also recently launched flights between Brisbane and Wellington in October 2023, utilising a smaller Embraer E190 aircraft that offers a cost advantage over larger jets.  The new service positions Qantas as the leading international carrier...

		6.11 In July 2023, the Qantas Group announced the procurement of its first Airbus A220 expected to arrive in Australia before the end of 2023. A total of seven A220s are expected to be in service by the end of 2024, building up to a total of 29 aircra...

		6.12 Jetstar is the low-cost carrier arm of the Qantas Group.

		6.13 Jetstar operates an extensive international and trans-Tasman network and has become one of the busiest carriers between Australia and New Zealand. Jetstar’s international services were launched in 2005 with its first flight between Sydney and Chr...

		6.14 As at July 2023, the capacity of Jetstar’s trans-Tasman operations was already 10% above pre-pandemic levels. This growth was seen after Jetstar started operating four weekly return flights between Auckland and Brisbane from March 2023, boosting ...

		6.15 Jetstar currently operates direct services between:

		(a) Sydney/Melbourne/Brisbane/Gold Coast and Auckland;

		(b) Melbourne/Gold Coast and Christchurch;

		(c) Gold Coast and Wellington; and

		(d) Sydney/Melbourne/Gold Coast and Queenstown.



		6.16 Whilst Qantas, Jetstar and Air New Zealand are the key carriers on the trans-Tasman, international operators also service the route:

		(a) on 24 August 2023, Batik Air Malaysia commenced a service between Auckland and Perth, operating 6 times per week;

		(b) on 26 March 2023, Emirates recommenced services between Sydney and Christchurch;

		(c) in March 2022, Latam recommenced services between Sydney, Auckland and Santiago;

		(d) in October 2022, China Airlines restarted services between Auckland, Brisbane and Taipei, operating 5 times per week;

		(e) in November 2022, AirAsia X recommenced services between Kuala Lumpur, Sydney and Auckland. AirAsia X has increased their market share compared to their pre-pandemic level; and

		(f) on 6 November 2023, China Eastern commenced services between Hangzhou, Sydney and Auckland, operating 4 times per week.



		6.17 These carriers generally operate larger aircraft suited to long-haul flights (as these kinds of aircraft are usually used to operate from their hubs to Australia).  For example, Emirates’ services are operated on an Airbus A380, which is the larg...

		6.18 Currently, the Qantas Group has the largest market share for trans-Tasman services by tickets sold and capacity. This can be seen in Figure 1 to Figure 3 below, which show market shares based on tickets sold and seat capacity. Air New Zealand has...

		6.19 Historically, the Qantas Group (including Qantas and Jetstar) and Air New Zealand have been the key providers, with Qantas Groups’ share increasing post the COVID-19 pandemic. This can be seen in Figure 3 below. We also note that Qantas’ alliance...

		6.20 The highly competitive nature of trans-Tasman services is underpinned by liberal aviation policies. In particular, the reciprocal ‘Open Skies’ agreement signed between Australia and New Zealand in 2002 and the operation of the trans-Tasman as a S...

		6.21 The ‘Open Skies’ agreement relevantly allows:

		(a) international airlines to operate unrestricted services across the Tasman and beyond to a third country (also known as fifth freedom rights);

		(b) Australia and New Zealand owned airlines to operate unrestricted services across the Tasman and domestic services in both countries, subject to safety approvals;

		(c) airlines to make commercial decisions on the number of services they operate and the destinations they serve without having to obtain government approval for their airfares, subject to Australia’s legislative processes; and

		(d) unlimited capacity entitlements between Australia and New Zealand.



		6.22 Fifth freedom carriers scheduling and frequency decisions on trans-Tasman routes are driven by broader network considerations. Given the connections between Australia and New Zealand for onward international travel, fifth freedom carriers are abl...

		6.23 As a result, a Trans-Tasman route does not need to be profitable on a stand-alone fully costed basis for a fifth freedom carrier. This further increases the intensity of fare and service competition.

		6.24 Fifth freedom carriers are an established feature in the Tasman market, with the following airlines currently providing trans-Tasman services: Emirates, Latam, China Airlines, China Eastern AirAsia X and Batik Air Malaysia.

		6.25 The ease of new entry for fifth freedom carriers is also highlighted by the entry, exit and expansion of various operators over time including, for example, Qatar’s entry, and post-Covid recommencement of services between Adelaide and Auckland fr...

		6.26 The trans-Tasman operates as a Single Aviation Market, with Australian and New Zealand designated airlines able to set unlimited capacities and frequencies and having no restrictions on the routes they can operate to, within or beyond the two cou...

		6.27 The trans-Tasman is a key market for corporate contract customers. Australia's broad bilateral trade and economic relationship with New Zealand has resulted in a large degree of integration between the Australian and New Zealand economies and bus...

		(a) Auckland was the number one international travel destination for Australian business travellers in 2022 (this was also the case in 2019);12F  and

		(b) As shown in Figure 3, 9% of trans-Tasman travel is conducted for a business purpose with another 6% for employment or convention / conference / exhibition reasons.



		6.28 Based on Virgin Australia’s corporate sales experience, the key drivers of airline choice for Australian corporate clients include:

		(a) network reach and connections;

		(b) frequency and convenient flight times;

		(c) access to lounges;

		(d) the existence of a competitive loyalty program for status and frequent flyer points and the ability to earn and burn across a broad network; and

		(e) price and service.



		6.29 The ability to service trans-Tasman routes is highly attractive for Australian businesses contracting with air service providers and can be a non-negotiable requirement for some businesses.  Companies with high international travel needs often ma...

		6.30 Even where the business does not frequently use trans-Tasman services or fly on the Tasman at all, the ability to provide trans-Tasman services is still often important to being able to win business from Australian corporate clients. This is for ...

		6.31 [REDACTED]

		6.32 In 2022, Virgin Australia also established its Virgin Australia Business Flyer (VABF) program in competition with Qantas’ Qantas Business Rewards program.  VABF is free to join for any business with an ABN and targeted at SMEs with an annual dome...

		6.33 Qantas has the largest market share and proportion of corporate travellers of airlines operating within Australia or on trans-Tasman flights.  The 2023 Qantas Annual Report notes that Qantas Domestic maintained its leading market share positions ...

		6.34 Qantas’ position is reinforced by its frequent flyer program and the contracts Qantas has with business organisations for domestic and international travel creating customer stickiness in favour of Qantas services.  As at June 2023, Qantas had 15...



		7. Benefits to New Zealand

		7.1 Not only is there an absence of any detriment, the Proposed Conduct will deliver meaningful benefits to New Zealand as described in further detail below.

		7.2 The Proposed Conduct will see enhanced marketing of New Zealand as a destination to Virgin Australia customers (and Australian customers more generally). This enhanced marketing is expected to result in incremental traffic to New Zealand, with cor...

		7.3 As explained above, Virgin Australia will be able to offer VA-marketed services on trans-Tasman routes that it does not currently offer, and to customers across its network that Air New Zealand would not as easily access.  As a result of the Propo...

		(a) on Virgin Australia’s website (which attracts around [REDACTED]13F );

		(b) to Virgin Australia’s 11.5 million Velocity members;

		(c) in Virgin Australia above the line promotional material, e.g. campaigns, television, outdoor advertising, etc. To provide some context, Virgin Australia’s to annual marketing spend in FY23 was [REDACTED]; and

		(d) via Australian (and other) travel agents with which Virgin Australia has strong relationships.  Again, to provide some context [REDACTED]

		all of the above will drive incremental travel to New Zealand.



		7.4 The Parties expect that the Proposed Conduct will mean that Virgin Australia passengers, and, in particular, Velocity Frequent Flyer members will now be more inclined to travel to New Zealand (as compared to other international destinations to whi...

		(a) Velocity Frequent Flyer members can earn Velocity Points when travelling on VA*NZ trans-Tasman services;

		(b) Velocity Frequent Flyer members can redeem their Velocity Points for travel on VA*NZ trans-Tasman services;

		(c) eligible Velocity Frequent Flyer members can access Air New Zealand’s international lounges when travelling on VA*NZ services and accrue Status Credits; and

		(d) customers residing in cities outside Air New Zealand’s trans-Tasman network, but within the Virgin Australia domestic network, can travel to New Zealand using a single marketing carrier,



		all of which makes New Zealand a substantially more attractive destination for those 11.5 million Velocity members.

		7.5 It is reasonable to assume that an enhanced Velocity programme would lead to increased competition from Qantas in the offering to both loyalty program members and businesses seeking to join an airline loyalty program as a partner, with consequent ...

		(a) Qantas could be prompted to improve its loyalty offering by, for example, increasing the availability of reward seats available for redemption on trans-Tasman routes; or

		(b) Qantas may offer more competitive commercial terms to a partner seeking to join or renew its participation in Qantas Frequent Flyer as a result of a more compelling competing Velocity Frequent Flyer.



		7.6 Additional traffic to New Zealand (and domestic spend) can be expected from incremental passengers traveling for business purposes.  This is because, under the Proposed Conduct, Virgin Australia can identify, target, approach and offer rates and d...

		7.7 More particularly, Virgin Australia has established its Virgin Australia Business Flyer (VABF) program in competition with Qantas’ Qantas Business Rewards program.  VABF is free to join for any business with an ABN and targeted at SMEs with an ann...

		7.8 As is the case with a more competitive loyalty programme, by extending the offering to Australian corporate and SME customers in this way, Virgin Australia will be able to compete more effectively for corporate contracts and SME customers.  As dis...

		7.9 In addition to generating incremental traffic to New Zealand, Velocity members, and those corporate travellers who are part of the VABF programme, who may otherwise travel with Qantas will, as a whole, be more likely to travel via Virgin Australia...

		7.10 This incremental traffic on Air New Zealand flights has the benefit of improving the efficiency and sustainability of Air New Zealand’s flight operations.



		8. No legal reasons for the Minister refusing to authorise the Proposed Conduct

		8.1 Under Part 9 of the Act, the Minister is required to take into account a number of factors in making a decision as to whether to grant, or to decline to grant, authorisation of provisions in contracts, arrangements, and understandings relating to ...

		8.2 In summary:

		(a) none of the reasons set out in sections 88(3) or 88(4) apply in respect of the Proposed Conduct; and

		(b) declining authorisation would likely have an undesirable effect on international comity between New Zealand and Australia and accordingly, section 88(5) provides a distinct reason for the Minister to exercise his discretion in favour of authorisin...



		8.3 Granting authorisation will not prejudice compliance with any relevant international convention, agreement or arrangement to which the Government of New Zealand is a party.

		8.4 The Minister cannot decline to re-authorise the Proposed Conduct under section 88(4) as the Proposed Conduct includes no provision that would infringe section 88(4)(a)-(f):

		(a) Market pressures: the Proposed Conduct makes no provision for either Applicant to directly or indirectly enforce the relevant agreements through any form of action by way of fines or market pressures against any person.

		(b) Commission regimes: no provision of the Proposed Conduct has the purpose or the effect of breaching any commission regime.

		(c) Discrimination: the Proposed Conduct does not unjustifiably discriminate between consumers of international air services in the access they have to competitive tariffs.

		(d) Exclusionary effect of tariffs: the Proposed Conduct will not have an exclusionary effect on other airlines from operating any international route.

		(e) Section 90 approvals: the Proposed Conduct does not have the purpose or effect of preventing any party from seeking approval in terms of section 90 of the Act, for the purpose of selling international carriage by air at any other tariff so approved.

		(f) No penalty for withdrawal on reasonable notice: [REDACTED].

		Section 88(5)



		8.5 If the Minister considers, contrary to the Applicants’ view, that the Proposed Conduct does not comply with section 88(4)(a)-(f) of the Act, he can nevertheless authorise the Proposed Conduct under section 88(5) if declining to authorisation would...

		8.6 Declining authorisation would have an undesirable effect on international comity between New Zealand and Australia. Accordingly, international comity provides a distinct reason for the Minister to exercise his discretion in favour of authorising t...



		9. Conclusion

		9.1 The Proposed Conduct will result in benefits to New Zealand without any competitive detriment. Therefore, the Applicants consider that the Proposed Conduct meets the test for authorisation. The Applicants consider that the Proposed Conduct should ...
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This Commercial Framework Agreement is made between Virgin Australia and Air New Zealand

Parties Virgin Australia Airlines Pty Ltd ABN 36 090 670 965
Virgin Australia International Airlines Pty Ltd ABN 63 125 580 823
each of Level 11, 275 Grey Street, South Brisbane, Qld 4101 (together, Virgin Australia)

" Parties Air New Zealand Limited, a company incorporated under the laws of New Zealand
(company number 104799 and ABN 70 000 312 685) whose registered office is at 185
Fanshawe Street, Auckland, 1010, New Zealand (Air New Zealand)

Introduction

A To give Virgin Australia customers access to VA coded Air New Zealand operated services on Trans-
Tasman routes, Virgin Australia and Air New Zealand propose to enter into this Commercial Framework
Agreement (Agreement) and various related agreements (Implementing Agreements) under which
they will, in compliance with all Applicable Laws, enable:

(a) Virgin Australia to offer its passengers itineraries, via Australia point of sale only, including trans-
Tasman sectors (standalone and connecting to VA domestic services) by code sharing on a free
sale basis on Air New Zealand operated services on Trans-Tasman routes, excluding any
overlapping trans-Tasman point to point services operated by Virgin Australia (VA*NZ) and
excluding Air New Zealand domestic services;

(b) Virgin Australia and Air New Zealand to jointly provide offers to corporate customers and SMEs, via
Australia point of sale only and subject to a corporate dealing arrangement to be agreed between
the parties, including by making discounts on VA*NZ services available to Virgin Australia’s
corporate and small to medium enterprise (SME) customers;

(c) Velocity Frequent Flyer members to earn Velocity Points when travelling on VA*™NZ services;

(d) Velocity Frequent Flyer elite status members to access Air New Zealand international lounges
when travelling on VA*NZ services (subject to reasonable endeavours and lounge capacity);

(e) Velocity Frequent Flyer members to redeem their Velocity Points for travel on VA*NZ services; and

() Air New Zealand to access more distribution channels to increase the number of passengers
travelling to New Zealand and improve the efficiency and commercial performance of its flight
operations,

(Commercial Framework).

B. The implementation of the Commercial Framework is subject to the Parties receiving all necessary
Approvals under Applicable Law in Australia and New Zealand.

The parties agree:

1. Definitions and Interpretation
1.1. Definitions
In this Agreement:
Agreement means this document, its schedules and any attachments to it.

Applicable Law means all applicable laws of any jurisdiction including securities laws, tax laws, tariff
and trade laws, ordinances, judgments, decrees, injunctions, writs and orders or like actions of any
competent authority and the rules and regulations, orders, interpretations, licences and permits of any
competent authority.

Approvals means any consent, ruling, approval, authorisation, license, confirmation, exemption or
waiver required or considered appropriate by the Parties (or either of them individually) in connection
with the implementation of this Agreement.

Business Day means a day not being a Saturday or Sunday or public holiday in Auckland, New
Zealand or Brisbane, Australia.

CFA Terminating Event has the meaning given in the Implementing Agreements.
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Change of Control means:

(a)  the direct or indirect beneficial ownership of more than 50% of the voting stock of a party is
acquired or becomes held by any person or persons acting jointly or in concert, such person or
persons having not held such an interest at the date of execution of this Agreement; or

(b)  the sale, mortgage, lease or other transfer in one or more transactions (other than to a Related
Body Corporate or, in the case of Virgin Australia, a member of the Virgin Australia Group), not in
the ordinary course of business, of assets constituting more than 50% of the assets (by value) of
the party other than for the purposes of bona fide and solvent consolidation, amalgamation or
restructuring,

except where arising in connection with the quotation of securities of a member of the Virgin Australia
Group on a recognised stock exchange.

Commencement Date means the date that all necessary Approvals have been obtained, which may
be confirmed by a commencement certificate signed by the parties.

Commercial Framework has the meaning given in the Introduction.
Commercial Governance Working Group has the meaning given in clause 5.

Confidential Information means any information which is disclosed in any form in relation to this
Agreement or any Implementing Agreement, whether before or after the Effective Date, by the
Discloser and which: (a) is by its nature confidential; (b) is designated as confidential; (c) the Recipient
knows or ought to know is confidential; or (d) is information concerning the business, assets, liabilities,
financial position, customers, pricing policies, marketing strategies or proposed business plans of the
Discloser (where the Discloser is Virgin Australia, including of Virgin Australia Group), but does not
include any information to the extent that the: (e) information was in the Recipient’s possession at the
time it was first disclosed by the Discloser and was not acquired directly or indirectly from the Discloser;
(f) information is in or enters the public domain, other than through a breach of confidentiality
obligations; or (g) the Recipient receives the information on a non-confidential basis from a person
entitled to disclose it.

Consequential Loss means Loss not arising as a natural or direct consequence of the relevant
breach, and includes but is not limited to lost revenues, lost profits, lost prospective economic
advantage and any indirect Loss.

Exit Fee means seven hundred and fifty thousand New Zealand dollars (NZD750,000.00).

Force Majeure Event means an event outside the reasonable control of (and not reasonably
foreseeable or capable of being planned for by) the party affected and its personnel, subcontractors
and suppliers, including but not limited to an act of God, fire, lightning, earthquake, explosion, flood,
subsidence or other natural disaster, national emergency, insurrection, civil disorder, military operations
or act of terrorism, epidemic or pandemic, and excludes any act or omission of a party, a change in
Applicable Law, industrial dispute or shortage.

Implementing Agreements means the agreements set out in clause 3.
Initial Term has the meaning given in clause 6(a).

Loss means any loss, damage, liability, charge, expense, penalties, interest, fines, outgoing payment
or cost (including all reasonable legal and other professional costs on a full indemnity basis) of any
nature or kind.

Material means with respect to a party, in the reasonable opinion of the terminating or enforcing party,
it does or would:

(@)  prevent the party in relation to which the expression is used from performing its fundamental
obligations to that other party under this Agreement; or

(b)  substantially deprive that other party of the benefit of the performance by the party in relation to
which the expression is used of its obligations to the other party under this Agreement; or

(c)  have a fundamental adverse effect on the business, prospects, reputation or assets of the other
party,

and the term Materially shall be interpreted accordingly.
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Related Body Corporate has the meaning given in the Corporations Act 2001 (Cth).
Renewal Term has the meaning given in clause 6(d).

Term means the Initial Term in accordance with clause 6(a) plus any Renewal Term in accordance with
clause 6(d), unless this Agreement is terminated earlier in accordance with the terms of this Agreement.

Virgin Australia Group means Virgin Australia Airlines Pty Ltd and its Related Bodies Corporate, and
Virgin Australia International Airlines Pty Ltd and its Related Bodies Corporate.

1.2. Interpretation
(a)  In this Agreement, unless the context otherwise requires:
(i) words importing the singular include the plural and vice versa;

(i)  areference to a law, regulation, proclamation, ordinance or by-law includes any variation
or replacement, and a reference to a statute is to that statute as amended, re-enacted or
replaced;

(iiy  areference to a person includes an individual, corporation, estate, authority, association or
joint venture (incorporated or unincorporated), partnership and trust;

(iv) a reference to “including”, “includes” or “include” must be read as if it is followed by
“without limitation”;

(v)  if aword or phrase is given a defined meaning, any other part of speech or grammatical
form of that word or phrase has a corresponding meaning; and

(vi) headings are inserted for convenience of reference only.

2. Approvals

(@)  The parties shall cooperate fully and shall endeavour individually and collectively to obtain all
necessary Approvals, including any extension or continuance of such necessary Approval,
required for the implementation of this Agreement and the Implementing Agreements, including
any future amendments.

(b)  Nothing in this Agreement prevents the parties from engaging in cooperative activities with each
other which do not require any Approvals.

(c) Inthe event that any necessary Approval is not granted, or is granted or subsequently renewed
subject to conditions, or is subsequently revoked or materially and adversely altered, without
limiting clause 7(c), the parties shall meet in an effort to adjust the terms of this Agreement in an
equitable manner to continue the Commercial Framework in accordance with their original
intentions and Applicable Law.

(d)  The parties will comply with all applicable competition laws when implementing the Commercial
Framework and acknowledge that nothing in the Commercial Framework shall be construed to
require or permit conduct that violates any applicable competition law. Accordingly, the parties
will instruct and remind their respective representatives who participate in activities under the
Commercial Framework to limit the scope of their discussions and communications to the matters
that directly relate to the purposes of the Commercial Framework.

3. Implementing Agreements

(a)  To the extent permissible under Applicable Law and as soon as practicable after execution of this
Agreement, the parties will use their best endeavours to enter into, and maintain throughout the
Term of this Agreement, the following Implementing Agreements, which are related and
conditional upon one another, to take effect from the Commencement Date:

(i) Codeshare Agreement

(A) A unilateral codeshare agreement enabling VA to code share on a free sale basis on
Air New Zealand operated services on Trans-Tasman routes, excluding on any
overlapping point to point services operated by VA and excluding Air New Zealand
domestic services.
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(B)  Virgin Australia will use its best endeavours to sell Air New Zealand operated
services under the VA code, such services, subject to any reasonable technical,
operational or commercial requirements of Virgin Australia, to have product
inclusions and fare rules that align to Air New Zealand's ‘Works Only’ or ‘Business
Premier™' products (as applicable) or any equivalent product replacements as may
be introduced by Air New Zealand, or such other Air New Zealand products as the
parties may agree to include, from time to time. The parties acknowledge and agree
that a breach by Virgin Australia of its obligations under this clause 3(a)(i)(B)
constitutes a Material breach of this Agreement pursuant clause 7(d)(i), unless the
breach has arisen in connection with Air New Zealand's performance of fare filing
services for the VA*NZ services for Virgin Australia pursuant to clause 3(a)(vii).

(C)  Air New Zealand must ensure that the inventory made available to Virgin Australia
(VA™) is equal to that available on NZ Prime.

(D)  Subject to obtaining all necessary Approvals, Air New Zealand to specify the fares at
which Virgin Australia may market and resupply the VA*NZ services via point of sale
Australia whether these are sold as a standalone itinerary or part of an itinerary that
includes Australian domestic segments operated by Virgin Australia. The parties
acknowledge that Air New Zealand in its discretion retains the right to issue
promotional codes to Air New Zealand passengers via its own booking channels,
provided such promotional codes are also made available to Virgin Australia to
make available in its discretion to Virgin Australia passengers via its own direct
channels. Where Air New Zealand issues any such promotional code, to the extent
permitted under Applicable Law, it will provide Virgin Australia with at least 24 hours
advance warning.

(i)  MITA Supplementary Agreement

(A) A multilateral interline traffic supplementary agreement.
(iii) Special Prorate Agreement

(A) A special prorate agreement.

(B)  The Interline Service Charge for VA*NZ services shall be 5.8%, inclusive of Virgin
Australia’s costs of enabling Velocity Points to be earned on VA*NZ services.

(iv) Lounge Access Agreement

(A)  Alounge access agreement enabling Velocity Frequent Flyer elite status members
access to Air New Zealand or third party operated international lounges in Australia
and New Zealand (or alternative) when travelling on a VA*NZ service. Lounge
access is subject to Air New Zealand’s reasonable endeavours and lounge capacity
(for the avoidance of doubt, Air New Zealand is not required to prioritise qualifying
Virgin Australia passengers over its own). In the event the lounge is at capacity, Air
New Zealand reserve the right to provide qualifying Virgin Australia passengers with
food and beverage vouchers in place of access.

(B)  Lounge access (or alternative) to be provided by Air New Zealand free of charge.
(v)  Data Privacy Agreement for codeshare and interline
(vi) Data Privacy Agreement for lounge access
(vii) Fare Filing Services Agreement

(A)  Air New Zealand to provide fare filing services for the VA*NZ services for Virgin
Australia.

(B)  As consideration for Air New Zealand's performance of the fare filing services, from
the Commencement Date Virgin Australia is to pay for 1/2 the demonstrated cost of
a FTE. Notwithstanding the foregoing, such 1/2 share being set at NZD60,000 per
year for the first twelve (12) months of the Initial Term. After the initial twelve (12)
months, the demonstrated cost of an FTE will be increased by up to 3% per year,
each year thereafter. The amount is to be paid in arrears (pro rata for any part
year),
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(viii) Corporate/SMEs dealing arrangement

(A)  Subject to obtaining all necessary Approvals, Virgin Australia and Air New Zealand
to agree a corporate/SME dealing arrangement by which Virgin Australia may
provide selected discounts or offers to certain of its corporate customers and SMEs,
and which may include the parties jointly agreeing prices or jointly allocating or
approaching customers.

(B) Discounts and offers remain subject to Air New Zealand's prior consent, such
consent may be withheld, conditioned, amended or revoked in Air New Zealand's
discretion.

4. Other areas of cooperation

(@)

To the extent permissible under Applicable Law and as soon as practicable after execution of this
Agreement, the parties will give effect to, and maintain through the Term of this Agreement, the
following arrangements to take effect from the Commencement Date:

(i)  Velocity Points earn

(A)  Virgin Australia (at its own cost) to enable Velocity Frequent Flyer members to earn
Velocity Points when travelling on VA*NZ services.

Velocity Points redemption

(B) Virgin Australia to enable Velocity Frequent Flyer members to redeem Velocity
Points for travel on VA*NZ services.

(C) The amount payable by Virgin Australia to Air New Zealand when a Velocity
member redeems Velocity Points for travel on a VA*NZ service shall be equal to the
fare specified by Air New Zealand under clause 3(a)(i)(C).

Reciprocal Employee Travel Benefits

(A)  Reciprocal staff leisure travel arrangements to be continued to be provided by the
parties.

(B) Reciprocal staff duty travel (MIBA) arrangements to be agreed between the parties.

5. Governance and review

(@)

6. Term
(a)

Promptly following the signature of this Agreement and prior to the Commencement Date, the
parties will establish and maintain a Commercial Governance Working Group to implement and
oversee the Implementing Agreements. The Commercial Governance Working Group shall be
comprised of the individual from each party who has day to day functional responsibility for
implementation of the Agreement, such as the “Head of Alliances® or any equivalent position, or
any more senior stakeholder where required on an ad hoc basis.

The Commercial Governance Working Group will meet quarterly and shall be responsible for
ensuring that the Implementing Agreements are meeting each party's respective commercial
objectives. The Commercial Governance Working Group will also be responsible for discussing
in good faith any amendments to the Implementing Agreements in order to achieve the party’s
respective commercial objectives.

Subject to clause 6(b), this Agreement commences on the date of execution and will remain in
force until the date that is 3 years after the Commencement Date (Initial Term).

The obligations of the parties in relation to clause 3 and clause 4 shall not come into force or be
given effect to during the Term unless and until all necessary Approvals are obtained and remain
in force.

Virgin Australia may in its absolute discretion independently determine to commence overlapping
trans-Tasman point to point services during the Term. As at the date of this document, the only
overlapping trans-Tasman point to paint services of the parties are BNE/MEL/SYD-ZQN. To the
extent that the parties commence operating any overlapping trans-Tasman point to point services
during the Term, then:
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(i) clause 3 and clause 4 shall automatically cease to apply to such services; and

(i) should either party terminate this Agreement pursuant to clause 7(a), the terminating party
shall not be liable to pay the Exit Fee. The parties agree and acknowledge that the
rationale for this clause 6(c)(ii) is that if the parties are operating overlapping trans-Tasman
point to point services beyond BNE/MEL/SYD-ZQN then the number of point to point
services subject to this Agreement would be reduced pursuant to clause 6(c)(i) and,
consequently, the benefits of this Agreement forecast or anticipated by each party would
also be reduced such that, in view of the difference between the benefits originally forecast
or anticipated by the terminating party and the reduced benefits for the terminating party
that would then be achievable, the terminating party should not be required to compensate
the other party for the implementation costs associated with the Agreement by paying the
Exit Fee when terminating pursuant to clause 7(a).

(d)  Subject to clause 6(b), at the end of the Initial Term, the parties may agree in writing to renew for
a subsequent 2 year term (Renewal Term).

7. Termination

(@)  Either party may terminate this Agreement for convenience during the Initial Term by providing
the other party with no less than 6 months’ prior written notice. Unless expressly stated
otherwise in this Agreement, where the Agreement is terminated pursuant to this clause 7(a) the
terminating party will be liable to pay the other party the Exit Fee within 30 days of such
termination taking effect (subject to receipt of an invoice valid for tax purposes). The parties
acknowledge and agree that the Exit Fee is intended to compensate the other party for the
implementation costs associated with the Agreement.

(b)  Either party may terminate this Agreement for convenience following the Initial Term by providing
the other party with no less than 3 months prior written notice.

(c)  Either party may terminate this Agreement immediately by written notice if:

0 any required Approval has not been granted within 12 months of the date of this
Agreement; or

(i) any required Approval (after being granted) expires, is not renewed, is revoked or is
Materially and adversely altered and the circumstances leading to such event have not
been reversed or remedied to such party’s satisfaction within a period of 90 days from
such revocation or alteration taking effect on such party, provided that the parties have
complied with the process set out in clause 2(c).

(d)  Either party may terminate this Agreement immediately by written notice if the other party:

(i) is in Material breach of this Agreement (including where the other party purports to
repudiate this Agreement) and the breach is not capable of remedy or the breach is
capable of remedy and the other party fails to remedy the breach within 20 Business Days
of receipt of written notice requesting it to remedy the breach; or

(i) undergoes a Change of Control:
(iiiy  onthe occurrence of a CFA Terminating Event;

(iv) s bankrupt or insolvent or is unable to pay its debts as and when they fall due, has an
assignment for the benefit of creditors, enters into a deed of company arrangement, has a
receiver (where the receiver consents in writing to the exercise of the right to terminate)
liquidator or any similar person appointed;

(v)  fails to maintain its corporate existence;
(Vi)  ceases operations as a scheduled airline;

(vii) is no longer authorised (as a result of either suspension or revocation) to operate as a
scheduled airline, either in whole or with respect to Trans-Tasman routes and/or a
substantial portion of its international service;

(viii)  breaches any civil aviation safety obligation (whether imposed by statute, regulation or
otherwise) which has, is likely to or will have a Material adverse effect on either party; or
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(e)

(ix) is prevented, hindered or delayed from performing its obligations under this Agreement as
a result of a Force Majeure Event for a continuous period of more than 30 calendar days.

Clauses 1 (Definitions and Interpretation), 9 (Taxes), 10 (Confidential Information) and

13 (Dispute Resolution), and any other obligations which are expressed to or, by their nature,
survive the expiration or termination of this Agreement, will survive the expiration or termination
of this Agreement and are enforceable at any time at law or in equity.

Other than to the extent expressly set out in this Agreement, in the event of termination the
terminating party shall incur no liability for any expenses, costs or damages of any kind incurred
by the other party as a consequence of such termination or any compensation by reason thereof
as long as the notice of termination is given in accordance with the provisions of this Agreement.

The termination of this Agreement howsoever caused will be without prejudice to any obligations,
rights or liabilities of any of the parties which have accrued prior to the date of such termination or
claims which a party may have against the other for prior breach of this Agreement and will not
affect any provision of this Agreement which is expressly or by implication provided to come into
effect on or continue in effect after such termination.

8. Force Majeure

(a)  Except with respect to confidentiality and payment obligations which shall be unconditional under
this Agreement, neither party shall be liable to the other party for any loss, injury, damage or
delay resulting, directly or indirectly, from a Force Majeure Event provided, however, that the
party who is affected by a Force Majeure Event shall:

0 promptly notify the other party of the occurrence of such Force Majeure Event;
(i)  take all commercially reasonable steps to cure such non-performance or delay; and
(i)  promptly continue performance once the Force Majeure Event is removed.
(b)  Inthe event of a strike by a party's employees, such party will use its commercially reasonable
efforts to perform under this Agreement.
9. Taxes
(a)  Standard tax provisions will be included within the Implementing Agreements
(b)  If a party (Supplier) makes a taxable supply under or in connection with this Commercial

Framework Agreement, upon the receipt of a tax invoice the recipient of the supply must pay the
Supplier an additional amount equal to the GST payable on that supply at the same time as the
GST exclusive consideration is paid. GST includes GST levied in either Australia or New
Zealand.

10. Confidential Information

()

Each party (Recipient) agrees to keep confidential the Confidential Information disclosed by or
on behalf of the other party (and where the other party is Virgin Australia, including the Virgin
Australia Group) (Discloser). The Recipient must not use or disclose the Discloser's Confidential
Information except to its personnel, Related Bodies Corporate,, subcontractors, agents or
professional advisors on a need-to-know and confidential basis to the extent necessary for the
performance of obligations or exercise of rights under this Agreement or with the Discloser's
consent. The Recipient must ensure that all persons to whom the Recipient discloses
Confidential Information are made aware of its confidential nature and, if reasonably requested
by the Discloser, signs a non-disclosure agreement on terms reasonably acceptable to the
Discloser before being given access to Confidential Information.

The obligations of confidence in this clause 10 do not apply:

(i) to information which is lawfully in the possession of the Recipient through sources other
than the party who supplied the information free of restriction as to its use or disclosure;

(i)  tothe extent that the information is or becomes available in the public domain without
breach by a party of its confidentiality obligations under this clause 10; or

(i) to the extent the Recipient is required to disclose the Confidential Information:
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(d)

(e)

(A) by Applicable Law, in which case the Recipient will (except to the extent
incompatible with Applicable Law) first notify the Discloser of the requirement to
provide the Confidential Information and take all reasonable and lawful steps to
object to and restrict the required disclosure;

(B) by arecognised stock exchange in accordance with the relevant rules of the
recognised stock exchange; or

(C) by the Australian Taxation Office or any other revenue authority on request by such
authority or for the purpose of seeking confirmation of the tax treatment of any
aspect of this Agreement.

The Recipient must, upon the earlier of demand by the Discloser or the time the Confidential
Information is no longer required by the Recipient for a permitted purpose immediately cease all
use of Confidential Information of the Discloser and return to the Discloser or destroy (such
destruction to the extent reasonably practicable) (at the Discloser's option) the Confidential
Information and any other materials to the extent that they refer to or incorporate the Confidential
Information, except to the extent required for the purposes of record-keeping, disaster recovery
or business continuity or required by Applicable Law, and confirm in writing when this has been
done.

The Recipient must promptly notify the Discloser of any actual or suspected breach of this

clause 12 and immediately take all reasonable steps to prevent and mitigate the consequences
of the actual or suspected breach, and cooperate with the Discloser in relation to any
proceedings which the Discloser may take in relation to any unauthorised use or disclosure of the
Discloser's Confidential Information in connection with this Agreement,

The Recipient acknowledges that breach of this clause 10 may cause the Discloser to suffer loss
not compensable by damages. The parties agree that the Discloser may seek an injunction or
other equitable relief to prohibit or restrain any breach of this clause 10.

11. Intellectual Property and Trademarks

(a)

(b)

The parties reciprocally recognise the other party’s property in and title to their own respective
names, products, service marks, trademarks, logos and Code (Marks). Except as otherwise
permitted under this Agreement or other agreements between the parties, neither party shall use
the Marks of the other party without the prior written permission of the other party.

Each party agrees that all rights in a party’s Marks together with any goodwill attaching to it is the
exclusive property of such party and the other party shall not acquire any rights or interest in
such party’s Marks including any developments or variations thereto as a result of this
Agreement.

Neither party will take any action that infringes, jeopardises, undermines or reduces the value of,
or in any way dilutes the other party’s ownership of its own Marks.

The party producing an advertisement, promotion, or press release that includes the other party’s
Marks shall submit such advertisement, promotion, or press release to the other party (within a
reasonable period prior to the planned publication date) for prior written approval, such approval
not to be unreasonably withheld or delayed provided, however, such approval shall extend only
to the use of the other party’s Marks.

Each party grants a non-exclusive, non-transferable license to use its Marks to the other party for
the promotion of services operated pursuant to the Commercial Framework for the duration of
this Agreement, subject to the following conditions:

() each party agrees to use the other party's Marks only as approved in advance in writing by
the other party;

(i) each party agrees that the use of the other party’s Marks shall not be derogatory nor likely
to bring the same into disrepute;

(i) each party acknowledges the exclusive present and future ownership rights and goodwill
the other party has in its Marks and agrees that any and all rights arising as a result of the
use of such Marks shall accrue solely to the benefit of such other party;
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(iv) each party shall, in all cases, be the sole judge in determining the acceptability of both the
quality and presentation of advertising and promotional materials using its Marks;

(v)  each party shall assist the other party in controlling and protecting such party's Marks and
the goodwill attached thereto by reproducing the appropriate trademark or copy right notice
as notified by such party to the other party in writing; and

(vi) each party agrees not to use the other party's Marks where the quality or manner and form
of usage is not acceptable to such other party.

f Air New Zealand shall promptly notify Virgin Australia of any infringement or suspected
infringement of Virgin Australia's Marks, and Air New Zealand shall not communicate with any
infringer or suspected infringer without obtaining the prior written approval of Virgin Australia.
Virgin Australia shall have the exclusive right to sue or take other action against infringers of
Virgin Australia's Marks, and Air New Zealand shall have no claim to the proceeds (or any portion
thereof) of any such lawsuits or other actions or settlements related thereto. Virgin Australia shall
have the sole right to determine whether or not to sue or take any action, and failure to sue shall
not affect Air New Zealand's obligations or Virgin Australia's rights under this Agreement. Air
New Zealand will, upon the request of Virgin Australia and at Virgin Australia's reasonable
expense, reasonably assist Virgin Australia in the investigation of, and any legal action related to,
any such infringement.

(g)  Virgin Australia shall promptly notify Air New Zealand of any infringement or suspected
infringement of Air New Zealand's Marks, and Virgin Australia shall not communicate with any
infringer or suspected infringer without obtaining the prior written approval of Air New Zealand.
Air New Zealand shall have the exclusive right to sue or take other action against infringers of Air
New Zealand's Marks, and Virgin Australia shall have no claim to the proceeds (or any portion
thereof) of any such lawsuits or other actions or settlements related thereto. Air New Zealand
shall have the sole right to determine whether or not to sue or take any action, and failure to sue
shall not affect Virgin Australia's obligations or Air New Zealand's rights under this Agreement.
Virgin Australia will, upon the request of Air New Zealand and at Air New Zealand's reasonable
expense, reasonably assist Air New Zealand in the investigation of, and any legal action related
to, any such infringement.

(h)  From time to time and within each party's sole discretion, each party may provide to the other
party certain art work, drawings, creative or technical information and advice for the purpose of
assisting the other party in the advertising and promotion of services operated in connection with
the Commercial Framework. All such artwork, drawings, creative or technical information and
advice will be treated by the receiving party as Confidential Information and proprietary
information and will be used by the receiving party only for those purposes specifically authorised
by the providing party in advance and in writing.

12. Exclusion of Consequential Loss

(a) Neither party shall be liable for any Consequential Loss, whether or not foreseeable and whether
or not based on contract, statutory liability, tort, warranty claims or otherwise in connection with
this Agreement and the Commercial Framework and each Party releases and waives any claims
against the other party regarding such loss, provided that the release and waiver shalf not apply
to any loss arising under clauses 10 or 11.

13. Dispute Resolution

(a)  Either party may refer a dispute for resolution under this clause 13. As soon as practicable after
written notice of a dispute, a senior executive (being the level of Head of Department or General
Manager or higher) from each party will meet and attempt to resolve the dispute. If the senior
executives cannot settle the dispute within 20 Business Days of the notice of dispute, the dispute
will be referred to the Chief Executive Officer (or authorised deputy) of each party, who will
attempt to resolve the dispute within a further 15 Business Days. If the Chief Executive Officers
(or authorised deputy) cannot settle the dispute within 15 Business Days of referral, either party
may refer the dispute to mediation by an agreed mediator (or, if no agreement, by the Australian
Commercial Disputes Centre where Air New Zealand is the party raising the dispute, or the New
Zealand Dispute Resolution Centre where Virgin Australia is the party raising the dispute). The
parties will share equally the costs of mediation. A party may not commence court proceedings in
relation to a dispute until it has exhausted the process in this clause 13, except for proceedings
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seeking appropriate injunctive or other interlocutory relief. Until the dispute is resolved, the
parties must continue to perform their obligations under this Agreement,

14. Representations and Warranties
(a)  Each party warrants to the other that:

(D) it is a duly incorporated and validly existing corporation, in good standing under the laws of
the state of the territory in which it is incorporated, is an air carrier duly authorised to act as
such by the aeronautical authorities of such state, holds all licences, certificates and
permits from all governmental and relevant competent authorities necessary to perform its
obligations under this Agreement and has the requisite corporate power and authority to
enter into and perform such obligations;

(i) the execution and delivery by it and the performance of it of its obligations under this
Agreement have been duly authorised by all necessary corporate action. This Agreement
has been duly executed and delivered, and, assuming due authorisation, execution and
delivery constitutes the legal, valid and binding obligation of a party, enforceable against a
party in accordance with its terms and conditions except as may be limited by bankruptcy,
insolvency, moratorium or other laws affecting creditor's rights generally, or by equitable
principles, whether applied in a proceeding in equity or law; and

(ify  the execution, delivery or performance by it of this Agreement shall not contravene, conflict
with or cause a default, breach or violation of (i) any applicable law, rule or regulation
binding on it; or (i) any provision of its charter, certificate of incorporation, bylaws or other
documents of corporate governance:; or (iii) any agreement or instrument to which it is a
party or by which it is bound.

15. Miscellaneous

(@)  Nature of relationship: The parties’ relationship under this Agreement is that of independent
contractors and nothing contained in or relating to this Agreement is intended or shall be
construed to create or establish a partnership or joint venture, employment relationship, franchise
oragency. Neither party is intended to have, and neither of them shall represent to any other
person that it has the power, right or authority to bind the other or to assume or create any
obligation or responsibility, express or implied, on behalf of the other party except as expressly
provided for in this Agreement or as otherwise permitted in writing. Nothing in this Agreement is
intended or shall be construed to create or establish any partnership or fiduciary relationship
between the parties nor to limit or condition either party’s control over its operation or the conduct
of its business as an air carrier.

(b)  Governing law: This Agreement is governed by the laws of Queensland.. Subject to clause 13,
the parties submit to the non-exclusive jurisdiction of the courts of Queensland and any courts
which have jurisdiction to hear appeals from any of those courts and waive any right to object to
any proceedings being brought in those courts.

(c) Compliance with laws: Nothing in this Agreement will require either party to contravene any
Applicable Law. The parties confirm that all transportation services and advertising or other
forms of solicitation of that party will comply in full with all Applicable Laws.

(d)  Notices: Notices must be in writing, signed by or on behalf of the party giving it, and addressed
to the other party to that party’s address specified in this clause 15(d), or another address notified
to the other party in writing from time to time. A notice given to a person in accordance with this
clause 15(d) is treated as having been given and received: (i) if delivered to a party's address, on
the day of delivery; (ii) if sent domestically by pre-paid mail, 3 Business Days after posting; (iii) if
sent internationally by pre-paid mail, 9 Business Days after posting; or (iv) if sent by email to the
party’s email address and a delivery receipt confirmation is received (provided there is no out of
office or delivery failure notice), where received between 9:00am and 5:00pm on a Business Day
at the place of receipt, on the day and at the time the delivery receipt confirmation is received or
where the delivery receipt confirmation is received after 5:00pm on a Business Day or on a non-
Business Day at the place of receipt, at 9:00am on the next Business Day at the place of receipt.
If a notice is given and received on a day that is not a Business Day, or after 5:00pm on a
Business Day, the notice will be treated as having been given and received at 9:00am on the
next Business Day. The address for notices are as follows:
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o

(e)

(h)

(i)

(k)

U]

(m)

(i) For Air New Zealand: Air New Zealand Ltd, 185 Fanshawe Street, Auckland, 1010, New
Zealand (copy to: AlliancesTeam@airnz.co.nz and legal.notices@airnz.co.nz)

(i)  For Virgin Australia: Virgin Australia Airlines Pty Ltd PO Box 1034, Spring Hill QLD 4004
(copy to General.Counsel@uvirginaustralia.com and alliances@yvirginaustralia.com)

Costs and expenses: Except as otherwise stated in this Agreement or agreed in writing by the
parties, each party shall pay its own costs and expenses in relation to the negotiation,
preparation, execution and carrying into effect of this Agreement.

Variation: This Agreement may not be varied except by a document in writing and signed by or
on behalf of each party.

Entire agreement: This Agreement supersedes all previous agreements about its subject matter.
Each party acknowledges to each other party that to the maximum extent permitted by law this
Agreement and the Implementing Agreements contains the entire understanding between the
parties on the subject matter, and neither party relies upon any warranty, statement or
representation made or given by or on behalf of the other party except as set out in this
Agreement. Nothing in this clause 15(g) excludes any liability of either party for any liability
imposed by Applicable Law that cannot lawfully be excluded. No oral explanation or information
provided by any party to another affects the meaning or interpretation of this Agreement, or
constitutes any collateral agreement, warranty or understanding between any of the parties.

Waiver: The failure of a party at any time to insist on performance of any provision of this
Agreement is not a waiver of its right at any later time to insist on performance of that or any
other provision of this Agreement. Any waiver of a party's rights must be express and in writing.
Failure or omission of a party to require strict or timely compliance with a provision of this
Agreement will not affect a party’s right to remedies it may have in respect of breach of that
provision.

Severability: If any provision of this Agreement is or becomes invalid, illegal or unenforceable, or
performance of any obligation would expose either party to prosecution or liability under any
Applicable Law, that provision or performance of the obligation (as applicable) will be severed
and the validity, legality or enforceability of the remaining provisions will not be affected.

Assignment and novation: Neither party may assign or novate any of its rights or obligations
under this Agreement without the prior written consent of the other party (such consent not to be
unreasonably withheld or delayed).

Counterparts: This Agreement may be executed in any number of counterparts. If counterparts
are used, all counterparts will together make up one agreement.

Rights and remedies: The rights of a party under this Agreement are in addition to any other
rights or remedies which that party has under Applicable Law or in equity.

Joint and several liability: Virgin Australia Airlines Pty Ltd and Virgin Australia International
Airlines Pty Ltd shall be jointly and severally liable for their obligations under this Agreement.

Signed as an agreement

Signed for and on behalf of Virgin Australia Signed for and on behalf of Virgin Australia
Airlines Pty Ltd by its authorised International Airlines Pty Ltd by its authorised
representative: representative: ~

-..'F-.- __‘-h‘-‘“ - . A - .

_ Jayne Hrdlicka : = Jayne Hrdlicka
Sighafure Name Signatur ) Name
of d representative Cof autho resentative
17th November 2023 17th November 2023

Date Date
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Jayne Hrdlicka



Jayne Hrdlicka



17th November 2023



17th November 2023





Signed for and on behalf of Air New Zealand
Limited by its authorised representative:

(o GRE joman/
Signatute Name

of authorised representative

Vit /ch"-ﬁ’ ;2023

Date
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CONFIDENTIAL TO VA

Confidential Annexure 1

Virgin Australia’s confidential counterfactual
11 Overview

The Proposed Conduct allows VA coded services and flow-on benefits which would not otherwise
exist. It does this without removing any competition, services or benefits that would be available
without the Proposed Conduct. Virgin Australia has no current intention to enter other trans-Tasman
routes and the Proposed Conduct does not act to delay or disincentivise any such entry. Absent the
Proposed Conduct, a traditional arms-length codeshare would not be offered by Air New Zealand and
Virgin Australia could not achieve the same benefits with any other commercially viable partner.

1.2 Virgin Australia has no current intention to enter other trans-Tasman routes

Virgin Australia has no plans to operate trans-Tasman services to destinations beyond its existing
Queenstown routes. It does not consider that doing so would be profitable based on its previous
experience and performance operating trans-Tasman services. It has made a commercial
assessment that its aircraft and other resources can be more profitably deployed elsewhere in its
domestic and short-haul international networks.

Air NZ ended the previously authorised metal neutral Alliance with Virgin Australia in October 2018
(with the end of the relationship announced in April 2018). In March 2020, scheduled services to New
Zealand were suspended due to the COVID-19 pandemic and in April 2020 Virgin Australia went into
voluntary administration.

In November 2022, Virgin Australia resumed services to Queenstown - the only trans-Tasman
destination on which Virgin Australia operates.

Virgin Australia’s resumption of Queenstown services reflects the unique features of these routes
which allow greater likelihood of commercial viability for Virgin Australia’s operations. Queenstown
can be efficiently serviced by Virgin Australia’s narrow-body aircraft, is a predominantly Australia-
originating short-haul international destination with a high volume of premium leisure traffic and plays
to Virgin Australia’s strengths including high POS Australia demand. Historically on average, Virgin
Australia has been able to generate positive earnings on these services and has made an internal
assessment that it is likely to do so again.

Virgin Australia’s criteria for the resumption of short-haul international (SHI) services following the
COVID-19 pandemic and post-administration include the following:

strong market demand;

strong Point of Sale Australia demand,;

slot availability and capacity; and

propensity to succeed.
Other trans-Tasman routes generally score poorly against these criteria.” For example, the
passenger cumulative annual growth rate (CAGR) based on the 5 years to 2019 was over 15% for
Queenstown but only around 2-3% for Auckland, Christchurch and Wellington and negative for
Dunedin. Auckland, Christchurch and Wellington are all less than 50% Australia point of sale (with

Dunedin only slightly above 50%). Given its particular features and historical performance,
Queenstown, by a considerable margin, is the only New Zealand destination to which Virgin Australia

' Other than Queenstown, Bali, Fiji, Vanuatu and Samoa also scored highly as SHI options.
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considers its operations have the propensity to succeed. Virgin Australia’s aircraft and resources can
otherwise be more profitably used on other non-Tasman routes.

Table 1 below summarises EBIT margins, seat capacity and load factors for trans-Tasman routes,
excluding Queenstown, operated by Virgin Australia in FY19, being the last full financial year prior to
the COVID-19 pandemic. The trans-Tasman has proven challenging for Virgin Australia for some
time. It has also operated but withdrawn from the following trans-Tasman routes prior to FY19 on the
basis that they too were unsustainable:

Brisbane — Hamilton;

Cairns — Auckland;

Melbourne — Dunedin;

Melbourne — Wellington;2

Gold Coast — Christchurch;

Sydney — Dunedin; and

Sydney — Hamilton.

Table 1 Overview of trans-Tasman routes operated in FY19, excluding Queenstown

Route FY19 EBIT Margin FY19 Seat Capacity FY19 LF%
BNEAKL (5.5%) 262,860 76.8%
BNECHC (17.3%) 131,266 75.6%
BNEDUD (27.4%) 61,248 69.0%
BNEWLG (11.7%) 184,436 71.9%
MELAKL (17.8%) 230,670 93.7%
MELCHC (22.6%) 105,042 70.6%
NTLAKL 25.4% 12,496 53.5%
OOLAKL (2.9%) 127,728 72.6%
SYDAKL (13.1%) 266,920 68.6%
SYDCHC (31.9%) 30,272 55.9%
SYDWLG (37.1%) 61,600 54.3%
Average (14.7%) 121,168 69.3%

The above table shows that all non-Queenstown trans-Tasman routes were operating at an EBIT loss
other than the Newcastle — Auckland route, which achieved a positive EBIT margin due to material
financial support from Newcastle Airport. To allow Newcastle Airport its first international flights,
Virgin Australia agreed to operate, with Newcastle Airport’s financial support, seasonal flights to
Auckland for a set period. These services were offered with a much smaller seat capacity than all
other trans-Tasman routes (only 12,000 seats over the financial year compared to the average of
121,168 seats across the routes) and still passenger numbers did not support Newcastle Airport’s
expectations as reflected in the 53% load factor. The Newcastle — Auckland route was withdrawn in
February 2020, prior to the COVID-19 suspension of services.

2 One-off flights were operated on this route supporting AFL matches in Wellington prior to withdrawal.
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The average load factor across the routes was just 69%. By way of comparison, Virgin Australia’s
average load factor across its domestic routes in FY19 was 78%. Even where load factors are high, a
route may still be loss-making, e.g. Melbourne-Auckland.

In contrast, the table below provides the same information for Queenstown routes operated in FY19.
Unlike the other trans-Tasman routes, they have an average positive EBIT margin.

Table 2 Overview of Queenstown routes operated in FY19

Route FY19 EBIT Margin FY19 Seat Capacity FY19 LF%
BNEZQN 11.0% 98,912 93.1%
MELZQN (3.1%) 37,664 60.8%
SYDZQN 9.7% 101,376 70.1%
Average 5.9% 79,317 74.7%

While the Melbourne — Queenstown route operated at a slight negative EBIT margin in FY19, this is
because Virgin Australia commenced operation on the route in October 2018, missing the peak ski
season (July-September).

The poor financial performance of Virgin Australia’s stand-alone trans-Tasman operations is not due
to any unique factors in FY19. Virgin Australia has long struggled to profitably sustain trans-Tasman
services in competition with Qantas. This includes being unable to viably position itself to attract and
compete for higher yielding trans-Tasman traffic on a stand-alone basis. It lacked the broad and deep
trans-Tasman network that could match the offer of Qantas. This was the key rationale for entering
the broader authorised Alliance with Air NZ which was sought in May 2010 and in place until October
2018. Scale in terms of frequencies and network scope is important for attracting both business
travellers and leisure travellers. Virgin Australia’s stand-alone operations continue to lack that scale
and achieving it on a stand-alone basis is not commercially viable.

While the Tasman is very important to Virgin Australia’s network offering and ability to compete with
Qantas more broadly, the inherent issues Virgin Australia faces on the Tasman means it has resolved
to only operate services to Queenstown on its own metal because it considers that it would be
commercially better off and better able to compete with Qantas by utilising its fleet and resources on
other routes with greater prospects of commercial returns and lower opportunity costs. This is
expected to be the position for at least the medium term.

However, if the historical position changes to such an extent that Tasman services become viable, the
Proposed Conduct does not change Virgin Australia’s incentives regarding entry onto the trans-
Tasman utilising its own aircraft. Consistent with its approach to assessing its network and the
deployment of resources, Virgin Australia will continue to assess the commercial viability of trans-
Tasman services, as it does for all potential new routes, with or without the Proposed Conduct.
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From: Emma.Harris@bellgully.com

To: Sonya Van De Geer; Garrick Wood

Cc: Tom Forster; Torrin Crowther

Subject: RE: Confidential: NZ/VA - Request for Information from applicants [BG-BELLGULLY.FID1507849]

Date: Wednesday, 21 February 2024 5:45:48 pm

Attachments: image001.png
3455-9322-9355 1 Confidential - Virgin Australia and Air New Zealand responses to ACCC information
request.pdf

3440-1387-0123 1 ACCC RFI Q4 Air NZ Loads Jan22 to Dec23.xIsx
ACCC RFI Q2 documents - confidential.zip

CONFIDENTIAL - Applicants" submission in response to interested party submissions.pdf

DOC 002

Confidential — Attachments contain commercially sensitive information

Dear Sonya, Garrick,

As requested, we attach a confidential version of the Applicant’s response to the ACCC’s requestfor
information of 19 January (including the zip file “ACCC RFI Q2 documents — confidential” and.the
excel file “ACCC RFI Q4 Air NZ Loads...”) (together, the ACCC RFI Response), The ACCC'REI
response is confidential in its entirety noting that it contains information which\iS confidentiahas
between the parties.

In addition, we also attach a confidential version of the Applicant’s response to the third party
submissions made to the ACCC in relation to the Proposed Conduct. The confidential information
contained in this response is as marked.

| would be grateful if you could please confirm receipt. Pleaselet us know=ifiyou have any questions.
Best wishes

Emma

Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64421 227 4969
Vero Centre, 48 Shortland Street, Auckland JNew Zealand

From: Sonya Van\De Geer <s.vandegeer@transport.govt.nz>

Sent: Tuesday, 30 Jahuary 2024 3:10 pm

To: Crowther, Torrin TXC<torrin.crowther@bellgully.com>

Cc: Harris, Emma EkH <Emma.Harris@bellgully.com>; Garrick Wood
<G.Wood@transport.govt.nz>

Subject: Confidential: NZ/VA - Request for Information from applicants

CAUTI@N: Thissemail is from outside of the firm.

Dear Torrin

| refer to your emailed application of 17 November 2023 on behalf of Air New Zealand Limited
and Virgin Australia Pty Ltd for authorisation of a Commercial Framework Agreement,
Codeshare Agreement, and various related agreements.

We have some initial information requests to assist us in our analysis

e We request a copy of all information supplied to the ACCC in response to its request of 19
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Confidential response to ACCC request for information to Virgin Australia and Air New
Zealand

We set out below Virgin Australia and Air New Zealand’s confidential responses to the ACCC’s
request for information dated 19 January 2024.

Responses to Questions 1 and 2 are confidential to Virgin Australia and have not been shared with
Air New Zealand and responses to Questions 3 and 4 are confidential to Air New Zealand and

have not been shared with Virgin Australia.

Virgin Australia and Air New Zealand’s RFI responses

1) Virgin Australia submits that the proposed conduct does not act to delay or
disincentivise Virgin Australia’s entry on other trans-Tasman routes. Please substantiate
this claim, including by reference to the net income per booking that Virgin Australia
expects to earn from Air New Zealand under the arrangement and how this compares to
the net income per passenger that Virgin Australia earns, on average, from its operated:

(@) Sydney/Melbourne/Brisbane to Queenstown services since November 2022
Australian domestic services since November 2022

short-haul international services excluding trans-Tasman services since
November 2022.

Under the Proposed Conduct, Virgin Australia expects to earn $20.16 in Interline Service Charge
income per passenger that purchases a VA coded ticket on an Air New Zealand operated service and
between $1.80 and $7.70 after deducting directly attributable costs (e.g., cost of sales (distribution and
servicing costs) and cost of awarding Velocity points).

Flight route Flown revenue!/passenger Profit?’/passenger
November 2022 — December November 2022 —
2023 December 2023

Brisbane to Queenstown $396.84 $74

Sydney to Queenstown $348.10 $48

Melbourne to Queenstown $317.63 $27

Australian domestic services — | $220.50 $21

all routes

Short haul international (SHI) $421.20 $5

services (excluding trans-
Tasman services), consisting of:

All Bali routes $447.87 $14
All Pacific Island routes $373.54 $13
Cairns — Haneda $519.77 -$228

As shown above, expected revenues and earnings per passenger under the arrangement with Air
New Zealand are significantly lower than revenues and earnings per passenger on the domestic

1 Revenue from base fares excluding GST but including other taxes and surcharges.
2 Flown revenue less costs related to operating the flights (e.g., fuel, aircraft, crew, airport costs) and overhead costs, allocated
to routes on the basis of block hours and turnaround time.
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Australian and Queenstown routes from November 2022 to December 2023. We note that the EBIT
figures in the table above factor in overhead costs, reducing the overall margin, whereas the $1.80 to
$7.70 range of earnings under the Air New Zealand codeshare does not. If overhead costs were not
factored in the EBIT figures for Queenstown, domestic and SHI routes would be higher. The scale of
services must also be considered when comparing revenue per-passenger. Virgin Australia expects to
sell 60,000 to 120,000 tickets per year under the arrangement with Air New Zealand (or 164 — 328
tickets per day). In contrast, Virgin Australia sold more than 18 million tickets on its domestic network
in 2023, providing a much larger base over which to multiply the average EBIT of $21 per passenger.3
By way of illustration, using the EBIT figures in the table above, this would extrapolate to:

approximately $380 million EBIT on domestic routes; and
approximately $13 million EBIT on Queenstown routes,

compared to under $1 million ($924,000 using the high end of the ranges given) for the Proposed
Conduct.

Given the low expected earnings per passenger as well as the comparatively low expected ticket
sales, the proposed arrangement with Air NZ will not act to delay or disincentivise Virgin Australia’s
entry on its own metal if circumstances changed making that entry viable. In those circumstances, not
only would the earnings per passenger be higher, but Virgin Australia would also be able to sell the
whole plane rather than a small percentage of the seats on Air New Zealand’s operated services.
Further, it would be able to control the schedule offered to its passengers and better align operations
to its broader network promoting connecting services, as well as determine the price and pricing
strategy for those services.

While Virgin Australia’s earnings on its SHI services (excluding Queenstown) were lower than
domestic and Queenstown routes between November 2022 and December 2023, the overall SHI
performance was heavily impacted by the performance of the Haneda route. The Haneda route is the
newest route on Virgin Australia’s SHI network and Virgin Australia’s first ever link between Australia
and Tokyo-Haneda. Services only commenced on the route on 28 June 2023. To promote the new
route, Virgin Australia has sold discounted airfares which have resulted in the route operating at a loss
in the short term. Virgin Australia expects the performance of the Haneda route to improve over time
as Point of Sale Japan continues to recover.

In relation to Virgin Australia’s Bali routes and Pacific Island routes, we note the following occurred
during November 2022-December 2023, impacting the EBIT/passenger figures:

Virgin Australia launched its first ever Gold Coast to Bali flights on 29 March 2023 (including
promotional sales);

Virgin Australia relaunched services between Adelaide and Bali on 14 December 2022
(including promotional sales);

Virgin Australia commenced direct services from Brisbane to Port Vila, Vanuatu on 10
March 2023 and services to Apia, Samoa from Sydney on 21 March 2023 and from
Brisbane on 23 March 2023 (including promotional sales).

As set out in the submission supporting authorisation dated 17 November 2023 (Submission), Virgin
Australia expects that trans-Tasman routes other than Queenstown would result in negative EBIT.
This is consistent with Virgin Australia’s previous experience of operating these services, as set out at
section 5.2 of the Submission and in the documents described below. In accordance with its
assessment of the likely performance of these routes, Virgin Australia has no current plans to enter
trans- Tasman routes other than Queenstown.

3 And more than 250,000 on its Queenstown routes.
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2) Please provide copies of Virgin Australia’s internal assessments of the commercial
viability of operating trans-Tasman services (any route, including Queenstown routes)

since 1 January 2022.

Please see the attached confidential documents which record Virgin Australia’s internal assessment of
the commercial viability of operating Trans-Tasman services:

Short Haul International Strategy Refresh, 13 April 2022;

Short Haul International Board Update, 10 November 2021; and

Short Haul International — SteerCo Update, 15 October 2021.
Virgin Australia continuously assesses the commercial and operational performance of existing routes
and the potential to introduce new routes. Factors considered in assessing whether to propose the
introduction of a new route include the:

forecasted demand growth on the route and proportion of point-of-sale Australia demand;

performance of Virgin Australia’s existing SHI routes that share similar characteristics;

competitive landscape, including changes in capacity levels of competitor airlines;

overall macroeconomic environment eg, inflation, cost of living, interest rates, fuel price,
tourist and business travel recovery;

regulatory environment eg, bilateral air service agreements; and

availability of aircraft and other resources (eg, pilots and cabin crew, ground handling,
terminal space, airport slots).

This continuous assessment is done by Virgin Australia’s Network team in conjunction with other parts
of the business (eg, Revenue Management, Alliances & Partnerships, Crew Planning, Engineering,
etc) and depending on the assessment may result in proposals being put to the Capacity Steering
Committee within the executive leadership team to determine and agree on the best action going
forward. The enclosed documents show when decisions about trans-Tasman routes have been put to
the Capacity Steering Committee over the relevant period.

The Capacity Steering Committee expects any proposals to meet the Board-approved strategy as set
out in the enclosed documents. The strategy provides that Virgin Australia will have regard to the
following factors in deciding where to deploy capacity on SHI routes:
Profitability: Markets are standalone Airline Contribution positive & deliver group profit
Density of target market: Markets are rich in target customer base

High point of sale Australia: Markets are predominantly PoS AU

Capacity constraints: Access to attractive scarce resources such as slots, traffic rights or
other infrastructure limitations

Ability to establish robust competitive position: Ensure that VA can be a material player in
markets.

In applying these factors to the trans-Tasman, Virgin Australia determined not to operate any trans-

Tasman route beyond Queenstown in May 2022, reaffirming its earlier assessment in October 2021.
This position has not changed.
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3) Please provide information about the proportion of passengers who flew Air New
Zealand operated trans-Tasman services (excluding Sydney/Melbourne/Brisbane to

Queenstown services) who had a connecting Australian domestic flight as part of the
same journey since January 2022.

Air New Zealand carried approximately 30,070 passengers and 121,200 passengers (across calendar
years 2022 and 2023, respectively) who had a leg that connected onto a domestic Australia

sector. These volumes account for approximately 5% of passengers carried by Air New Zealand on
the Tasman (approximately 547,900 Tasman passengers carried in CY22, and approximately
2,508,800 carried in CY23).

4) Please provide the average monthly load factor realised by Air New Zealand on each

trans-Tasman city pair since January 2022.

The information requested by the ACCC is provided in the attached excel sheet “ACCC RFI Q4 Air NZ
Loads_Jan22 to Dec23”.
As shown in the data, for the second half of 2023:

average monthly load factors across all trans-Tasman city pairs have been between 73%
and 85%; and

average load factors for each individual city pair range from 65% to 84%

bearing in mind that this data naturally includes loads over the “super peak” 2023 Christmas period,
which were directionally high (as anticipated).

While there are some instances of higher load factors being observed during 2022 and early 2023, this
was during a period of high pent-up demand and supply side difficulties stemming from the effects of
the COVID-19 pandemic. New Zealand only commenced a staged reopening of its borders following
the COVID-19 pandemic from late February 2022 (noting that the New Zealand border did not fully
reopen until 1 August 2022).

The average monthly load factor for the first half of FY24 was 79%. Air New Zealand considers that
these levels more accurately reflect the load factors that can be expected in the future.

These load factors demonstrate that there is room for additional passengers on existing flights in the
short term. The anticipated additional passenger numbers as a consequence of the Proposed
Conduct will result in the more efficient utilisation of these services. It will not result in the spill of
passengers as higher fares as the NZ Airports have suggested.
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RESOLVED that the Board
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The Short Haul International Update Paper

1)
2)

3)

4)
5)

1)

2)

Virgin Australia is preparing to re-commence Short Haul International (SHI) senices after ceasing operations in early 2020 due
to COVID

SHI caters to the needs of our target customers, delivers attractive direct financial returns, while also supporting loyalty in our
domestic core and embedding the relevance of the Velocity frequent flyer program

Operations to Fiji are planned to commence in December and there is an attractive financial and strategic opportunity to
gradually re-scale SHI back up to 8 dedicated flying lines plus additional synergistic flying on aircraft dedicated to domestic &
VARA in complementary peak demand periods

The SHI network has been re-focused around premium leisure destinations, with prominence in Bali, Fiji and Queenstown
SHI scale up will be phased in line with market demand recovery and the fleet will be flexibly deployed across domestic, VARA
and SHI optimising cyclical, seasonal, day of week and time of day demand variations across each region
Fiji is planned from Dec-21, Bali from end of Jan-22 and Queenstown from Apr-22
Scaling up the 3 focus destinations and introducing other strategicallyadvantaged routes is planned over the course 0f2022 and 2023
Re-entry to any country at scale would be predicated on isolation-free travel being re-started between the two countries

The revised ramp up sequencing for the resumption of Virgin Australia international flights:
December 2021: Fiji
January 2022: Bali
April 2022: Queenstown
July 2022: Samoa, Solomon Islands and Vanuatu

That the commencement dates approved in (a) above, be moved forward or backward by up to six months based on ewolution
in border openings, vaccine roll out, market conditions and fleet availability in the discretion of management.

ONFIDENTIAC AND SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE








Executive summary | Short Haul International (SHI) Update ¥ australia

Importance of 13% of total passenger traffic in Australia is SHI with the vast majority of underlying demand coming from

Short Haul Australia-based customers
International to « International travel options on Virgin Australia are important to both Velocity membership and engagementand
our customers VAA loyalty in the domestic market

» To deliver on this opportunity, Virgin Australia can serve the moststrategically important SHI routes with its own
aircraft and scale up our suite of alliance partners to offer Australian customers broader global travel options

Strategic » Highly relevant destinations for target customer base

Rationale
 Profitable opportunity that enhances domestic core and provides additional Group benefits
+ Can be served with B737 fleetwith low incremental overhead and unit cost efficiencies

» Unlocks opportunity to participate in expected higher growth markets

* VA currently has Fiji on sale from December 2021 and Bali/Queenstown on sale from March/April 2022

Planned
re-entry

« The recommended SHI footprint optimises earnings and strategic positioning and it requires 8 dedicated B737
units plus shared access to domestic and VARA units at complementary times

» The proposed SHI footprintwould be established over the course of 2022 and additional growth opportunities are
available beyond, including optionality with the MAX-10 delivery stream which commencesin July 2023

PRELIMINARY —NO DECISIONS M ADE
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Short Haul International with a primary focus on strategically
advantaged markets will deliver incremental value to the business

.

=
[e]

by

.

N7

SERVES TARGET CUSTOMERNEEDS

Short Haul is predominantly Australian outbound leisure and the same target customerbase as domestic; provides
opportunity to grow loyalty and defend previously strong network vs. Qantas Group

BUILDS GROUP VALUE

EBIT accretive flying, provides value to Velocity members and creates opportunity for Alliance Partners and potential future
long haul operations

SUPPORTS DOMESTIC CORE
Improves brand relevance with greater serviceability of customer’s needs and delivers connecting revenue

INCREASES VELOCITY RELEVANCE
International redemptions #2 mostimportant factor for Velocity members

INCREASES UTILISATIONOF ASSETS AND REDUCES CASK

Longer sectorlengths & higher utilisation potential on Short Haul International result in reduced CASK, closing gap to Jetstar
CASK

UNLOCKS GROWTH POTENTIAL

Short Haul International provides market diversificationand ongoing growth potential beyond domestic Australia with the
market growing at ~2.5x the rate of domestic

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Servesour targetcustomers: CoreB737 operationsto serve
structurally advantaged short haul markets and expanded partnerships
to serveremaining international customers

CY19 Passengers that
touched an Australian Port (m)

59% 41%

Short Haul
13.9
(13%)

Domestic
61.2

(59%) Long Haul

28.6
(28%)

0% 20% 40% 60% 80% 100%

Domestic and Short Haul Combined
account for 72% of the 104m
passenger trips that touch Australia

New Zealand
Indonesia
USA

China
Thailand
Japan

India
Singapore
UK

Fiji

New Zealand and Indonesia account
for 24% of all international travel by
Australians and >80% of Short Haul

Top 10 Countries for Australian
Residents (m return trips)

14
13

0.4
04
0.3

I short Haul M Long Haul

Demand

Short Haul Demand is predominantly Australians

% SHI 8%
Movements 12%
55% 30% 88%| 8%
15%

-40%

60%

Indonesia  Fiji
Other Pacific Islands

New Zealand

PoS Other Il Pos AU

Bali and Fiji are ~85% Point of Sale
Australia

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Improves Velocity proposition: Material proportion of domestic customers
also travel internationally and international reward seats represent a key
choicedriver

% of members who flew on an International Sector # of members Which of these are important t((t) yog)in an airline loyalty program?
51.1% op

Club 18% 10% 6,236 #2 most importar_1t factor is in_ternational
redemption opportunity

37.7%
0,
34.9% 23200

Platinum 30% 16% 58,209

11% 128,407

Gold 20%

Silver 16% 9% 167,928
Redeeming Redeeming Having lounge Redeeming Range of
points - points - int. access points - dom. earn partners

Il Any Short Haul dom. Flight flight Upgrade

|| Any Alliance Partner + VA Opertated Int'l service
No international sectors

International offering is important to HVG’s, particularly Platinum International redemptions a key decisiondriver for Frequent Flyers
members ... SHI can be delivered on our aircraft, long haul with partners

) . . _ . ) . NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
Source: Velocity Analysis, CVPsurvey 13/9/2021 (n=7,125); Panel sample and intend to fly sample, w eighted
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Proposedre-optimised SHI Network has been assessedin linewith key

criteria

—  PROFITABILITY
[e] Markets are standalone Airline Contribution positive & deliver group profit

M DENSITY OF TARGET MARKET
i Markets are rich in target customerbase

HIGH POINT OF SALE AU
Markets are predominantly PoS AU

-
CAPACITY CONSTRAINTS

% Accessto attractive scarce resourcessuch as slots, traffic rights or other infrastructure
limitations

a2 ABILITYTOESTABLISHROBUST COMPETITIVEPOSITION
Ensure that VA can be a material player in markets, with either leadership or #2 positions

Refreshed SHI will be focussed on strategically advantage network on markets high propensity to succeed

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Strategic Fit: Short Haul Network underpinned by Bali, Fijiand Queenstown
complemented by a number of smaller profitablerouteopportunities

A Strategic, underperforming Core: High Margin, High strategic
-% Focus on performance improvement Target growth and extend strategic advantage
[
N
o Queenstown
§ Samoa
Bali Vanuatu
=
2
(@)
e
©
n ® Tonga
b
> .
g . New Caledonia Solomon Islands @

Opportunistic: High Profit, Low Strategic
Opportunistic growth with low opportunity cost

Previously flown routes, no short-term prospects

Profitability

Size of dot = market size

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Builds Group Value: SHI is forecastto improve EBIT by $74m while also
unlocking additional Group value opportunity

Steady State Financial Forecasts

Notes:

» Steady state financial
analysis shown
(expected between
FY23-24)

 Firstyear earnings will
be lower due to demand
ramp up and start-up
costs

» Potential forincreased
earnings following Max-
10 delivery

Airline Incremental VFF Profit Incremental Incremental Direct EBIT Incremental Domestic Full Benefit
Contribution Domestic Feed from Short Overhead Marketing Lounge Loyalty to VA
Haul )
Lounge costs at
Revenue less  Velocity Profit Additional 20 of total g Domestic revenue

international that could be at

passengercosts  from points  costs added to  revenue in line airports if offered risk should VA not
forconnecting  transactions  pusiness as with rest of FOC to Business  operate a Short
pax. Less50%  thatrelate to  direct result of network Class, VIP Haul network
y relvenue t Short Haul Short Haul Platinum & Gold (risk of 20%
isplacemen i
P travel guests customer switch)

o . : ; : NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
Source: Finance cost model, Netw ork Strategy analysis, Revenue Management estimates and Velocity analytics LEGAL PROFESSIONAL PRIVILEGE
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Reduces CASK: SHI flying profile (complementary demand and scheduling
opportunity)supports lower CASK through improved fleet utilisation

B737 CASK efficiency unlocked through greater SHI fleet utilisation

10.8-11.2

Underlyingdrivers of utilisation-driven CASK reduction:

» Red-eye utilisation flying — Bali and select Pacific Islands can run back of
clock when majority of domestic fleetis on the ground

» Cyclically cross-utilise assets —commonfleetenables international to flex
up/down during domestic troughs and peaks. Examples of this include using
aircraft on intra WA Tue-Thu and on leisure routes Fri-Mon, utilising off peak
domestic aircrafttime such as Saturday afternoon and during seasonal low
corporate times redeploy capacity away from high frequency Triangle/Adelaide
market onto short haul leisure

* Length of route — Short Haul International has longer flight times and fewer
aircraft turns which results in more productive aircraft (e.g. one aircraft can do a
Queenstown return and Bali return (~18.5hrs of flying) vs. three Triangle returns
(9-11 hrs of flying))

. « Schedulingbenefitoflong leisure route — supports joint patterning with other
Sector length adjusted domestic flying, forexample, a Melbourne-Queenstown return service can take
0 VADOM+SHI place at a peak leisure hour of 10am after peak business triangle flight

DOM DOM+SHI  JQ FY23 (est)

. n NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
10 Note: Uses July 2022 Jetstar Published schedule LEGAL PROFESSIONAL PRIVILEGE
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Growth Potential: SHI markets expected to support higher demand

growth post COVID stabilistion

5 Year Passenger % CAGR (2014-2019)

I
E Robust international :
| passenger growth provides |
| pathway to earnings growth !
|

Domestic Short Haul Total International Long Haul

* Domestic grew at 1.3% CAGR for 5 years to CY19, with short haul growing at 2.5x the rate of domestic
+ Key Short Haul growth markets were:

» Bali: 6% per annum;

* Queenstown: 15% per annum; and

* Fiji: 2% per annum

» To complement Short Haul focus, a partnership review is underway to ensure VA can serve customer needs on long haul markets & complements any potential future
Long Haul operations

A NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
11 Short Haul International Strategy LEGAL PROFESSIONAL PRIVILEGE








Phasing: Proposed SHI plan re-commences in December with Fiji, followed #" australi
by gradual ramp-upinto re-structured network over the next 2 years

Phase 1 Phase 2 Phase 3
Start Up — now selling Ramp Up to steady state Full Potential

Timing I 1st flights in Dec’21 April - December 2022 CY23 onwards
Fiji, Bali, Queenstown, Vanuatu, New markets such as
Fiii onl Samoa, Solomon Islands + Noumea & Ball
Network Jrony options to increase Bali market bilateral increase
breadth (ADL,OO0L)
_ 6-8x B737-800 + 19% B737"
Fleet Funded temporarily additional flying achieved 8-12xBr3r's
Requirements [| Within Domestic Fleet with synergising across On mix of B737-800
domestic & VARA fleets and Max-10
Currently in progress
Decision v Focus on being fleet ready by July-Sep 2022
trigaer/timeline Alreadv underwa border openings & return of Options to flex with
99 y y demand; options to flex with Domestic/VARA
Domestic/VARA

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Approval Request

Board Approval requests:

1) Endorsement of the overall Short Haul International Strategy

2) Request for Fleet LOI approvals made in the accompanying Fleet Paper

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Supports Domestic Core: Delivers $9M contribution on Domestic &

enhances domestic loyalty

Connections to/from Short Haul trips enables $9m of future passenger
contribution

Scales to $9m with
increased flying in
steady state

Connecting Passenger Passenger 50% Domestic
Domestic Costs Contribution Displacement Contribution
Revenue

Short Haul Network provides valuable domestic feed

Domestic Revenue
associated with Short Haul
Customers ($m)

425

Velocity members who travelled to Bali, Fiji,
Queenstown and other Pacific Islands in
CY18/19 spent a total of $203m on the VA
domestic network in CY19, compared to
$425m including a wider Tasman presence

Assuming international network offering
drives domestic choice for 10-20% of
customers Short Haul unlocks $20-$40m
of continued domestic revenue.

203

Bali, Fiji,
Queenstown +
Pacific Islands

All Short Haul

Accessto our short haul network enhances domestic core loyalty with
$425m of domestic revenue of customers that also fly Short Haul

15 Pax Contribution= Revenue lesspassenger driven costs

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Additional bilateral capacity to Indonesia would enable VA’s entry

onto Perth-Bali and to fly at maximum potential from East Coast

Indonesia

Current Interim Plan

Max10 (Dec 23 onwards)

BNE 10pw B737-800 14pw B737-800 14 pw Max10 Proposeto increase VA share
of AU allocation from 19% to 37%
SYD 10pw B737-800 14pw B737-800 14 pw Max10 (assuming zero increase for QF Group)
. Current Max 10
MEL Daily B737-800 14pw B737-800 14 pw Max10 Serrers
PER 14pw B737-800 14pw B737-800 VA 4,752 11,686
6pw B737-700% 19% 37%
Total Freq. p/w 27 56 62 QF Group 20,076 20,076
80% 63%
Seats p/w 4,752 9,856 11,686 -
Shelf Capacity 172 38
VA Capacity Allocation | 4,752 4,752 4,752 1% 0%
Additional bilateral +5 104 +6.934 Total AU allocation 25,000 31,800
seats required ’ ’ 100% 100%

» VirginAustralia currently has a minority (19%) of Australian bilateral capacity allocated on Indonesia routes
» For VAto enter into all markets at ‘full potential’ frequency, it requires an additional 6,934 seats/week of capacity
» Total Australia-Indonesia bilateral is 25,000 seats per week allocated to Australia
+ If additional bilateral capacity were to be allocated to Australia, Virgin Australia would have a good chance of success give n current minority position

It is recommended that 6,934 additional seats are requested on the Indonesia route

* Seat capacity assumptions are 199 seats for Max10, 176 seats for B737-800 and 144 seats for B737-700

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE








: . ¥ australia
VA may require future Fiji capacity, however has to be balanced

with risk of additional capacity being allocated to Qantas Group

Fiji
Current Potential Max 10 (Dec 2023) Max10 + 2"d weekend
BNE 9pw B737-800 Daily Max10 Daily Max10
+2pw B737-800 Capacity share
SYD 9pw B737-800 Daily Max10 Daily Max10
+ - + -
1pw B737-800 2pw B737-800 - Max 10
MEL Daily B737-8001 Daily Max10 Daily Max10 Scenario
+2pw B737-800
pw VA 4,389 5,235
PER - - - 64% 69%
QF Group 2,334 2,334
Total Freq. p/w 25 22 27 349% 31%
Seats p/w 4,386 4,355 5,235 Shelf Capacity 177 31
VA Capacity Allocation | 4,389 4,389 4,389 3% 0%
Additional bilateral s Total AU allocation 6,900 7,600
seats required 100% 100%

» VirginAustralia currently holds 64% of the Australian bilateral to/from Fiji, with the balance held by Qantas Group
+ Qantas brand re-entered the market in 2019 following latest round of bilateral capacity increases, with both Qantas and Jetstar operating Sydney-Nadi
* VA has sufficient capacity for current growth aspirations, with additional capacity unlikely to be required until the Max-10s arrive and need for twice daily
weekend services
+ If additional capacity were to be granted on the Fiji route, it is likely Qantas Group would seek additional allocation and VA would have a weaker argument

comparatively given VA's existing allocation

It is not recommended that VA seek additional bilateral capacity to Fiji at this pointin time, instead focus on flying all existing allocated capacity

At 25 p/w on Fiji, itassumes MEL B737-800is capped at 174 seats to fit under bilateral capacity (uncapped is 11 seats over capacity allocation).

17 NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Route Profitability: Proposed markets forecastto be Airline Contribution
positive

Initial Markets

Opportunistic

BNEDPS
DPSSYD
DPSMEL
BNENAN
MELNAN
NANSYD
BNEZQN
MELZQN
SYDZON
BNEVLI
BNEHIR
APWBNE
APWSYD
DPSPHE

7-14pw
7-14pw
7pw
pw
pw
pw
Up to 7pw
Up to 7pw
Up to 7pw
3-5pw
2pw
1-2pw
2-3pw
1pw

13.6
7.8
8.0
4.9
4.8
7.2
2.1
7.1
3.7
1.9
14
14
0.9

Market Frequency Airline Margin %
Contribution

10%
16%
18%
25%
18%
16%
26%
12%
25%
21%
27%
21%
11%
24%

Y

8x Aircraft + 1x BNE shared with Domestic

New markets if additional bilateral allocation

DPSPER
DPSMEL

Core

18pw
+7pw

[

+2x aircraft

Options for additional markets at low opportunity cost

5-7 pw

OOLDPS
DRWDPS
ADLDPS
Tonga
ADLNAN
NOU

o
=
0
c
S
d
S
o
o1
o1
O

\

~2-3pwW

3pw
Daily
~2pwW

3-7pw

J

Funded within Domestic Flows if value accretive

[

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Short Haul International drives profit for Velocity Frequent Flyer

2019 Short Haul International Future Network

N

Earn Margin Redemption  Carrier Charges Group Margin Non-VA Non-VA Total Margin Adjustment Velocity Margin
Margin Earn Margin Redemption to new SHI - new SHI
(low case) Margin (low Network
case)
Velocity  velocity EBITDA  Carrier : Veloci
eloci
EBITDA on on points charges paid Velocity ¥
points earned g to VEE EBITDA on EBITDAon
0 on , i
($10.9m of r?gleg.?rid redemption points eamed - points burned
billings) settlement value) seats Cases were VA SHIwas most significant Airline

& >50% of Points were on international air

19 Source: Velocity Frequent Flyer NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
: LEGAL PROFESSIONAL PRIVILEGE
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FY22 International Ramp up to commencein Dec ausirale

Segment444 Market Propose Dec-21 Mar-22 FY22 Total
* Fiji planned launch 16 Dec d DStta” Rights
ate
- Bali planned launch 25 Jan Fiji SYDNAN 16 Dec 7 - 14 pw? 1l4pw Daily Daily 7-11pw Daily Daily 496
* Proposekd one port I.aunch MELNAN 17 Dec 7 pw 7 pw 2 pw 2 pw 4-7pw 4 pw 4-7pw 246
per week commencing start . . ) .
. BNENAN 27 Mar Dail Dail Dail Dail 192
of NS (end March) assuming y y y y
borders are open: Total Hiji Up to 21 pw 21 pw 9 pw Up to 16 pw Up to 25 pw 18 pw Up to 21 pw 934
. Queenstown (6 April) Bali SYDDPS 25 Jan Daily Daily 7-10 pw 10 pw 10 pw 10 pw 394
. MELDPS 25 Jan Daily Daily Daily Daily Daily Daily 314
* Vanuatu (13 April)
. BNEDPS 27 March 7-10 pw 10 pw 10 pw 10 pw 272
+ Samoa (22 April) .
PHEDPS 02 April 1 pw 1 pw 1pw 26
* Solomon Isl. (3 May) Total Bali Up to 14 pw 14 pw Up to 27 pw 28 pw 28 pw 28 pw 1006
+ Tonga (4 June) Queenstown BNEZQN 06 April Daily 3 pw 3-9pw 122
SYDZQN 06 April Daily 3 pw 3-6pw 118
MELZQN?2 07 April 4pw? - 4-7pw 58
Total ZQN Up to 18 pw 6 pw Up to 23 pw 298
Other Pacific BNEVLI 13 April 5 pw 4 pw 4-5pw 96
Islands )
SYDAPW 22 April 3 pw 2 pw 2 pw 44
BNEAPW 23 April 1 pw 1 pw 1 pw 20
BNEHIR 03 May 2 pw 2 pw 36
BNETBU 04 June 1 pw 8
Total VLI / APW Up to 9 pw 9 pw Up to 11 pw 204
/HIR / TBU
1 NANSYD at daily for first week, increasing to double daily 23 Dec onwards Estimated Total 2,441 Flights
2 MELZQN at 4pw for Easter period 07 Apr to 01 May, with zero services for 6 weeks May-FH June, Short Haul Int. 429,616 seats
returning to 4 pw from mid-June and daily from end-June for FY22 1,531 Mil. ASKs

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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VA Short Haul was #1 source for Int’l to Domestic connecting revenue

International - Domestic Connecting Revenue Source ($m)

VA Short Haul $39.7
Singapore Airlines $19.3
South African Airways $18.3

Etihad Airways $13.9
VA Long Haul $12.4

Delta Air Lines $12.7

Air Canada $7.4
All Other Codeshare $9.9

All Interline $26.7

» VirginAustralia Short Haul is VA's #1 source of domestic connecting traffic from international itineraries
* Yield from VA connectors significantly higher than what is achieved from other carriers, due to high Triangle fares and large proportion of TCP connectors

* VAunlikely to achieve similar results by partnering with other carriers due to the other carriers lacking incentive to sell onto VA’s onward network and potentially lower
connecting rates under SPA’s than RM optimised connectors

» This is particularly exacerbated where carriers serve multiple Australian ports where likely to favour own operated trunk services over connectors

A NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
21 Short Haul International Strategy LEGAL PROFESSIONAL PRIVILEGE
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Introducing Short Haul drives ~$5m p.a. incremental overhead

Costperannum

Lower Upper
Department FTERequired Costs FTERequired Costs
Alliances 0 SO 0 SO
Cargo 1 $130,000 1 $130,000
Catering/deaning/inflight services
CRC 0 S0 0 S0
Airline Ops Technology $106,357 $106,357
Crew Planning Services
CSD - Outsourced Port Oversight 2 $338,000 2 $338,000
CSD - Transfers (ramp) $967,657 $967,657
CSD - Transfers (desk) $165,000 $165,000
Digital/Websites
Engineering
Facilities & Infrastructure
Finance - Revenue Accounting 1 $100,000 2 $200,000
Finance - Other 4 $400,000 4 $400,000
Flight Operations 0 $190,667 0 $190,667
GCC 20 $500,000 30 $750,000
Government Relations 1 $119,000 1 $119,000
10C 14 $1,400,000 16 $1,600,000
Lounges/Product
Marketing 1 $115,000 1 $115,000
Network Management 0 S0 0 $0
Property/Facilities
Revenue Management 2 $170,000 2 $170,000
Safety & Regservices 2 $184,000 2 $184,000
Sales 1 $130,000 1 $130,000
Security 2 $260,000 2 $260,000
Velocity 0 S0 0 $0
Total 51 $5,275,681] 64 $5,825,681

Shared w ith Alliances, 5hrs/day at BNE and MEL

Shared w ith Alliances
Shared w ith Alliances

Have sought feedback from multiple departments as to
incremental overhead return of Short Haul international brings
Still awaiting feedback from a number of departments —
numbers remain under review until finalised

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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SHI Destination Ranking Methodology

Slots/ o . . . .
Leisure POS AU Sha_re Existing | Cap Share Dimension  Scoring criteria
: premium market (>25%) :
Bilaterals Market % VFR or 2: >75% Holiday or VFR demand
Queenstown 3 2 1 1 0 1 1 9 demand | Holiday 1: 50-75% Holiday or VFR demand
Bali 3 2 1 1 0 1 0 8 .
. 0,
i 3 5 1 0 0 1 1 3 0: <50% Holiday or VFR demand
PNG 0 1 0 0 0 1 0 2 % Affluent 1: >40% Affluent Leisure
New Caledonia 3 0 0 1 0 0 0 4 Leisure 0: <40% Affluent Leisure
Vanuatu 3 2 0 1 1 1 0 8 Growth Rate  1: >3.3% CAGR (5 year avg. SHI
CAGR)
Samoa 2 2 1 1 1 1 1 8
0: <3.3% CAGR
Solomon Islands 1 1 0 0 0 1 1 4 PoS AU Predominan 2: >75% PoS AU
tly Point of
1: 50-75% PoS AU
Tonga 1 1 1 0 0 1 1 5 Sale 0
Nauru 0 1 0 0 0 0 0 1 Australia 0: <50% PoS AU
Capacity Slot or 1: Slot or bilateral constrained
constrain | bilateral 0: No constraints
ts constraints
Propensit 1: Share Premium
y to 1: Existing market
succeed

1: Material presence (>25% Cap
Share on routes served)

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE








Pre-COVID, VA had a strategic advantage in 3x markets

Pacific Islands

Pre-COVID VA served more Pacific
Islands non-stop ex. Australia than any
other carrier (6x)
Qantas Group by comparison served 3x
markets non-stop
VA held 2" largest capacity share of
market (24% share), slightly behind Fiji
Airways and ahead of Qantas Group
VA had >~25% share of passengers in
each market aside from PNG

Non-stop Capacity Share

Country VA F QF JQ Other
Cooklslands 0% 0% 0% 0% 100%
Fiji 31% 57% 5% 8% 0%
Nauru 0% 0% 0% 0% 100%
New Caledonia | 0% 0% 39% 0% 61%
PNG 11% 0% 33% 0% 56%
Solomonilslands| 32% 0% 0% 0% 68%

Tonga 100% 0% 0% 0% 0%

Vanuatu 24% 0% 0% 0% 76%

Samoa 8% 0% 0% 0% 52%
@ 24% 26% 13% 4% ﬁ

Short Haul International Strategy

Queenstown

VA was second largest international
carrier in Queenstown with 28% capacity
share in CY19

Queenstown had been fastest growing
market

Queenstown highly slot constrained — VA
has valuable timings to protect on BNE
and SYD

On re-commencement, VA only able to do
daylight Ops

CY19 Queenstown Seats
288,798

264,528

217,489

I 178,026

Brisbane Hub

» Up until 2019, VA had been largest
international carrier at Brisbane Airport

+ Qantas has grown considerably over 5
year period whilst VA capacity remained
relatively flat

» VA operates still operates more flights
than any other carriers due to
predominantly operating B737 equipment

Brisbane Airport International Seats
+39.0%

\__ 2014 2019 /

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Appendix: Competitor Airlines in Region - Pacific Islands

e

9

Air Wil

Nauru Airlines

>amoa
Airways

{4 australia

tholomon Airlines

Solomons
Airlines

Aircalin Air Niugini | Air Vanuatu | Fiji Airways Nauru
Airlines

Fleet

Fleeton Order

Codeshare Partners

Ports served in
Australia (CY19)

# of flights pw to
Australia (CY19)

Australia as % of
network (CY19)

Short Haul International Strategy

2 x A320;
1 x A330-200;

1 x A330-900 neo;
2 x DHC-4
Caribou
1 x A320 neo

1 x A320 neo (1
delivered in 2020)

BNE
SYD
MEL

12

15%

1 x B737-800

2 x B767-300

7 x Fokker 70

6 x Fokker 60

1 x Bombardier
Q300

1 x Bombardier
Q400

4 x B737 Max 8

BNE
SYD

9 (BNE daily, SYD
2 x week)

16%

3 x A330-200
1 x A330-300
2 x A350-900
2 x B737-800
5 x B737 Max 8
Fiji Link:
1 x ATR 42-600
2 x ATR 72-600

1 x B737-800

4 x DHC-6-400
Orders have been
delayed:
2 x A220-100 e
2 x A220-300
5 16
BNE, BNE
SYD
SYD
MEL MEL
ADL
12 Seasonal between
21-38
66% 26%

4 x B737-300

1 x 737-300 (Freight)

2 x B737-700

BNE

56%

1x B737-800
(undergoing
induction)

3 x DCH-600

N/A

BNE
SYD

44%

1 x A320
2xDCH 8

3 x DCH-6 Twin
Otter

N/A

BNE

Seasonal between
4-5

61%

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE







Fleet

Fleet on Order

Codeshare Partners
Ports served in Australia
# of flights pw to Australia

Australia as % of network

Short Haul International Strategy

41 x A320-200
1 x A320 neo
3 x A330-300
21 x B737-800

6 — B373-900ER

13 x A320-200
112 x A320 neo
65 x A321neo

PER

2%

Appendix: Competitor Airlinesin Region - Indonesia

%~.

N

Garuda Indonesia

7 x A330-200
15 x A330-300
3 x A330-900
12 x ATR72-600
51 x B737-800
1 xB737 Max 8
10 x B777-300ER
18 x CRJ1000

4 x A330-800
11 x A330-900
49 x B737 Max 8

27
MEL, PER, SYD
26-37

8%

25 x A320-200

5 x A320-200

PER

21-25

10%

{4 australia

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
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Fleet

Fleet on Order

Codeshare Partners

Trans Tasman Ports served in Australia
Trans Tasman Ports served in New Zealand
# of Trans Tasman flights flights per week

Trans Tasman as % of network (ASKS)

27 Short Haul International Strategy

W

28 x Airbus A330
12 x Airbus A380
75 x Boeing 737
11 x Boeing 787

3 X Boeing 787-9

31
SYD, MEL, BNE

AKL, CHC, WLG, ZON

Seasonal between
234-300

6%

Appendix: Competitor Airlinesin Region — Trans Tasman

Tasman Capable Aircraft:

50 x Airbus A320
7 x Airbus A321
11 x Boeing 787

45 x Airbus A320neo
28 x Airbus A321LR

SYD, MEL, OOL

AKL, CHC, WLG, ZQN

Seasonal between:
76-132

5%

{4 australia

22
\CH
ew Zealand

T s T et

Tasman Capable Aircraft:

Tasman Capable Aircraft:
24 x Airbus A320
7 x Airbus A321
14 x Boeing 787

N/A

18

ADL, BNE, CNS, MCY, MEL, OOL,
PER, SYD

AKL, CHC, WLG, ZQN

Seasonal between:
262 - 386

20%

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Decision template ¥ australia

Work stream | Short Haul International Update Lead Alistair Hartley / Jim Fuoco

» VirginAustralia is preparing to re-commence Short Haul International (SHI) services after ceasing operations in early 2020 due to COVID

» Operations to Fiji will commence in December and there is an attractive financial and strategic opportunity to gradually re-scale SHI back up to 8
dedicated flying lines plus additional synergistic flying on aircraft dedicated to domestic & VARA in complementary peak demand periods

» SHI caters to the needs of our target customers, delivers attractive direct financial returns, while also supporting loyalty in our domestic core and
embedding the relevance of the Velocity frequent flyer program

Background | ° The SHI network has been re-focused around premium leisure destinations, with prominence in Bali, Fiji and Queenstown

» SHI scale up will be phased in line with market demand recovery and the fleet will be flexibly deployed across domestic, VARAand SHI optimising
cyclical, seasonal, day of week and time of day demand variations across each region

* Fijiis planned from Dec-21, Bali from Mar-22 and Queenstown from Apr-22
» Scaling up the 3 focus destinations and introducing other strategically advantaged routes is planned over the course of 2022 and 2023

* Re-entry to any country at scale would be predicated on isolation-free travel being re-started between the two countries

Supporting
iInformation

* Short Haul International Update

1) Endorsement of the overall Short Haul International Strategy

Decisions 2) Request for Fleet Approvals in the accompanying Fleet Paper

CONFIDENTIAL AND SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Executive summary | Short Haul International (SHI) Update ¥ australia

Importance of » 13% of passengersthat touch Australia are SHI and a further 28% travel to longer haul international destinations
Short Haul
International to * International travel options on Virgin Australia unlock full potential in customer loyalty in the domestic market

our customers : : L . : : : :
« To deliver on this objective, Virgin Australia can serve the most strategically prominent SHI routes with our own

aircraft and scale up our suite of alliance partners to offer Australia customers global travel options

Strategic Strong rationale for re-entry on targeted Short Haul markets:
Rationale
 Highly relevant destinations for target customer base
» Profitable opportunity that enhances domestic core and provides additional Group benefits

* Can be served with B737 fleetwith low incremental overhead and unit cost efficiencies

» Unlocks opportunity to participate in expected higher growth markets

Planned » VA currently has Fiji on sale from December2021 and Bali/Queenstown on sale from March/April 2022
re-entry

» The recommended SHI footprint that optimises earnings and strategic positioning would require 8 dedicated B737
units plus shared access to domestic and VARA units at complementary times

PRELIMINARY —NO DECISIONS M ADE
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Short Haul International with a primary focus on strategically
advantaged markets will deliver incremental value to the business

.

=
[e]

by

.

N7

SERVING TARGET CUSTOMERNEEDS

Short Haul is predominantly Australian outbound leisure and the same target customerbase as domestic; provides
opportunity to grow loyalty and defend previously strong network vs. Qantas Group

BUILDS GROUP VALUE

EBIT accretive flying, provides value to Velocity members and creates opportunity for Alliance Partners and potential future
long haul operations

SUPPORTS DOMESTIC CORE
Improves brand relevance with greater serviceability of customer’s needs and delivers connecting revenue

INCREASES VELOCITY RELEVANCE
International redemptions #2 mostimportant factor for Velocity members

INCREASES UTILISATIONOF ASSETS AND REDUCES CASK

Longer sectorlengths & higher utilisation potential on Short Haul International result in reduced CASK, closing gap to Jetstar
CASK

GROWTHPOTENTIAL

Short Haul International provides market diversificationand ongoing growth potential beyond domestic Australia with the
market growing at ~2.5x the rate of domestic

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Serving our targetcustomers: CoreB737 operationsto serve
structurally advantaged short haul markets and expanded partnerships
to serveremaining international customers

CY19 Passengers that
touched an Australian Port (m)

59% 41%

Short Haul
13.9
(13%)

Domestic
61.2

(59%) Long Haul

28.6
(28%)

0% 20% 40% 60% 80% 100%

Domestic and Short Haul Combined
account for 72% of the 104m
passenger trips that touch Australia

New Zealand
Indonesia
USA

China
Thailand
Japan

India
Singapore
UK

Fiji

New Zealand and Indonesia account
for 24% of all international travel by
Australians and >80% of Short Haul

Top 10 Countries for Australian
Residents (m return trips)

14
13

0.4
04
0.3

I short Haul M Long Haul

Demand

Short Haul Demand is predominantly Australians

% SHI 8%
Movements 12%
55% 30% 88%| 8%
15%

-40%

60%

Indonesia  Fiji
Other Pacific Islands

New Zealand

PoS Other Il Pos AU

Bali and Fiji are ~85% Point of Sale
Australia

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Improves Velocity proposition: Material proportion of domestic
customers also travel internationally and international reward seats
represent a key choicedriver

% of members who flew on an International Sector # of members Which of these are important t((t) yog)in an airline loyalty program?
51.1% op

Club 18% 10% 6,236 #2 most importar_1t factor is in_ternational
redemption opportunity

37.7%
0,
34.9% 23200

Platinum 30% 16% 58,209

11% 128,407

Gold 20%

Silver 16% 9% 167,928
Redeeming Redeeming Having lounge Redeeming Range of
points - points - int. access points - dom. earn partners

Il Any Short Haul dom. Flight flight Upgrade

|| Any Alliance Partner + VA Opertated Int'l service
No international sectors

International offering is important to HVG’s, particularly Platinum International redemptions a key decisiondriver for Frequent Flyers
members ... SHI can be delivered on our aircraft, long haul with partners

) . . _ . ) . NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
Source: Velocity Analysis, CVPsurvey 13/9/2021 (n=7,125); Panel sample and intend to fly sample, w eighted
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Re-optimised Network has been assessedin linewith key criteria

—  PROFITABILITY
[e] Markets are standalone Airline Contribution positive & deliver group profit

M DENSITY OF TARGET MARKET
i Markets are rich in target customerbase

HIGH POINT OF SALE AU
Markets are predominantly PoS AU

-
CAPACITY CONSTRAINTS

% Accessto attractive scarce resourcessuch as slots, traffic rights or other infrastructure
limitations

a2 ABILITYTOESTABLISHROBUST COMPETITIVEPOSITION
Ensure that VA can be a material player in markets, with either leadership or #2 positions

Refreshed SHI will be focussed on strategically advantage network on markets high propensity to succeed

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Strategic Fit: Short Haul Network underpinned by Bali, Fiji and
Queenstown complemented by smaller profitableroutes

A Strategic, underperforming Core: High Margin, High strategic
-% Focus on performance improvement Target growth and extend strategic advantage
[
N
o Queenstown
o
=
° Vanuatu
."L:L'
2
(@)
e
©
n ® Tonga
b
> .
g . New Caledonia Solomon Islands @
@

Opportunistic: High Profit, Low Strategic
Opportunistic growth with low opportunity cost

Previously flown routes, no short-term prospects
5 10 15 20 25

Airline Contribution Margin (%)

Size of dot = market size

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE








{4 australia

Builds Group Value: Short Haulimproves EBIT by $74m and adds further
Group value enabled by 8x dedicated aircraftand a shared aircraft with
domestic fleet

Steady State Financial Forecasts

Notes:

» Steady state financial
analysis shown
(expected between
FY23-24)

 Firstyear earnings will
be lower due to demand
ramp up and start-up
costs

» Potential forincreased
earnings following Max-
10 delivery

Airline Incremental VFF Profit Incremental Incremental Direct EBIT Incremental Domestic Full Benefit
Contribution Domestic Feed from Short Overhead Marketing Lounge Loyalty to VA
Haul :
: _ . Lounge costs at Domestic revenue
Revenue less — Velocity Profit  Additional 2% of total international that could be at
passengercosts  from points  costs added to  revenue in line airports if offered  risk should VA not
for connecting transactions business as with rest of [
o : FOCto Business  operate a Short
pax. Less50%  thatrelate to  direct result of network Class, VIP Haul network
g rel"e““e t Short Haul Short Haul Platinum & Gold (risk of 20%
ISplacemen travel guests customer switch)

o . : ; : NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
Source: Finance cost model, Netw ork Strategy analysis, Revenue Management estimates and Velocity analytics LEGAL PROFESSIONAL PRIVILEGE
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Reduces CASK: Profitable flying profile (demand and scheduling
logistics) of SHI supportslower CASK through improved fleet utilisation

B737 CASK efficiency unlocked through greater SHI fleet utilisation

10.8-11.2

Underlyingdrivers of utilisation-driven CASK reduction:

» Red-eye utilisation flying — Bali and select Pacific Islands can run back of
clock when majority of domestic fleetis on the ground

» Cyclically cross-utilise assets —commonfleetenables international to flex
up/down during domestic troughs and peaks. Examples of this include using
aircraft on intra WA Tue-Thu and on leisure routes Fri-Mon, utilising off peak
domestic aircrafttime such as Saturday afternoon and during seasonal low
corporate times redeploy capacity away from high frequency Triangle/Adelaide
market onto short haul leisure

* Length of route — Short Haul International has longer flight times and fewer
aircraft turns which results in more productive aircraft (e.g. one aircraft can do a
Queenstown return and Bali return (~18.5hrs of flying) vs. three Triangle returns
(9-11 hrs of flying))

. « Schedulingbenefitoflong leisure route — supports joint patterning with other
Sector length adjusted domestic flying, forexample, a Melbourne-Queenstown return service can take
0 VADOM+SHI place at a peak leisure hour of 10am after peak business triangle flight

DOM DOM+SHI  JQ FY23 (est)

. n NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
10 Note: Uses July 2022 Jetstar Published schedule LEGAL PROFESSIONAL PRIVILEGE
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Growth Potential: Short Haul demand was growing at 3.3%, 2.5x the

growth rate of domestic

5 Year Passenger % CAGR (2014-2019)

I
E Robust international :
| passenger growth provides |
| pathway to earnings growth !
|

Domestic Short Haul Total International Long Haul

* Domestic grew at 1.3% CAGR for 5 years to CY19, with short haul growing at 2.5x the rate of domestic
+ Key Short Haul growth markets were:

» Bali: 6% per annum;

* Queenstown: 15% per annum; and

* Fiji: 2% per annum

» To complement Short Haul focus, a partnership review is underway to ensure VA can serve customer needs on long haul markets & complements any potential future
Long Haul operations

A NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
11 Short Haul International Strategy LEGAL PROFESSIONAL PRIVILEGE








Phasing: SHIre-commences in December with Fiji, gradual ramp-up into ¥ ausiralia
re-structured network over next 2 years

Phase 1 Phase 2 Phase 3
Start Up — now selling Ramp Up to steady state Full Potential

Timing I 1st flights in Dec’21 April - December 2022 CY23 onwards
Fiji, Bali, Queenstown, Vanuatu, New markets such as
Fiii onl Samoa, Solomon Islands + Noumea & Ball
Network Jronty options to increase Bali market bilateral increase
breadth (ADL,OOL)
_ 6-8x B737-800 + 12y B737"
Fleet Funded temporarily additional flying achieved 8-12xB737's
Requirements [| Within Domestic Fleet with synergising across On mix of B737-800
domestic & VARA fleets and Max-10
Currently in progress
Decision v Focus on being fleet ready by July-Sep 2022
trigaer/timeline Alreadv underwa border openings & return of Options to flex with
99 y y demand; options to flex with Domestic/VARA
Domestic/VARA

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Supports Domestic Core: Delivers $9M contribution on Domestic &

enhances domestic loyalty

Connections to/from Short Haul trips enables $9m of future passenger
contribution

Scales to $9m with
increased flying in
steady state

Connecting Passenger Passenger 50% Domestic
Domestic Costs Contribution Displacement Contribution
Revenue

Short Haul Network provides valuable domestic feed

Domestic Revenue
associated with Short Haul
Customers ($m)

425

Velocity members who travelled to Bali, Fiji,
Queenstown and other Pacific Islands in
CY18/19 spent a total of $203m on the VA
domestic network in CY19, compared to
$425m including a wider Tasman presence

Assuming international network offering
drives domestic choice for 10-20% of
customers Short Haul unlocks $20-$40m
of continued domestic revenue.

203

Bali, Fiji,
Queenstown +
Pacific Islands

All Short Haul

Accessto our short haul network enhances domestic core loyalty with
$425m of domestic revenue of customers that also fly Short Haul

14 Pax Contribution= Revenue lesspassenger driven costs

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE







¥ australia
Additional bilateral capacity to Indonesia would enable VA’s entry

onto Perth-Bali and to fly at maximum potential from East Coast

Indonesia

Current Interim Plan

Max10 (Dec 23 onwards)

BNE 10pw B737-800 14pw B737-800 14 pw Max10 Proposeto increase VA share
of AU allocation from 19% to 37%
SYD 10pw B737-800 14pw B737-800 14 pw Max10 (assuming zero increase for QF Group)
. Current Max 10
MEL Daily B737-800 14pw B737-800 14 pw Max10 Serrers
PER 14pw B737-800 14pw B737-800 VA 4,752 11,686
6pw B737-700% 19% 37%
Total Freq. p/w 27 56 62 QF Group 20,076 20,076
80% 63%
Seats p/w 4,752 9,856 11,686 -
Shelf Capacity 172 38
VA Capacity Allocation | 4,752 4,752 4,752 1% 0%
Additional bilateral +5 104 +6.934 Total AU allocation 25,000 31,800
seats required ’ ’ 100% 100%

» VirginAustralia currently has a minority (19%) of Australian bilateral capacity allocated on Indonesia routes
» For VAto enter into all markets at ‘full potential’ frequency, it requires an additional 6,934 seats/week of capacity
» Total Australia-Indonesia bilateral is 25,000 seats per week allocated to Australia
+ If additional bilateral capacity were to be allocated to Australia, Virgin Australia would have a good chance of success give n current minority position

It is recommended that 6,934 additional seats are requested on the Indonesia route

* Seat capacity assumptions are 199 seats for Max10, 176 seats for B737-800 and 144 seats for B737-700

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE








: . ¥ australia
VA may require future Fiji capacity, however has to be balanced

with risk of additional capacity being allocated to Qantas Group

Fiji
Current Potential Max 10 (Dec 2023) Max10 + 2"d weekend
BNE 9pw B737-800 Daily Max10 Daily Max10
+2pw B737-800 Capacity share
SYD 9pw B737-800 Daily Max10 Daily Max10
+ - + -
1pw B737-800 2pw B737-800 - Max 10
MEL Daily B737-8001 Daily Max10 Daily Max10 Scenario
+2pw B737-800
pw VA 4,389 5,235
PER - - - 64% 69%
QF Group 2,334 2,334
Total Freq. p/w 25 22 27 349% 31%
Seats p/w 4,386 4,355 5,235 Shelf Capacity 177 31
VA Capacity Allocation | 4,389 4,389 4,389 3% 0%
Additional bilateral s Total AU allocation 6,900 7,600
seats required 100% 100%

» VirginAustralia currently holds 64% of the Australian bilateral to/from Fiji, with the balance held by Qantas Group
+ Qantas brand re-entered the market in 2019 following latest round of bilateral capacity increases, with both Qantas and Jetstar operating Sydney-Nadi
* VA has sufficient capacity for current growth aspirations, with additional capacity unlikely to be required until the Max-10s arrive and need for twice daily
weekend services
+ If additional capacity were to be granted on the Fiji route, it is likely Qantas Group would seek additional allocation and VA would have a weaker argument

comparatively given VA's existing allocation

It is not recommended that VA seek additional bilateral capacity to Fiji at this pointin time, instead focus on flying all existing allocated capacity

At 25 p/w on Fiji, itassumes MEL B737-800is capped at 174 seats to fit under bilateral capacity (uncapped is 11 seats over capacity allocation).

16 NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Route Profitability: Proposed markets forecastto be Airline Contribution
positive

Initial Markets

Opportunistic

BNEDPS
DPSSYD
DPSMEL
BNENAN
MELNAN
NANSYD
BNEZQN
MELZQN
SYDZON
BNEVLI
BNEHIR
APWBNE
APWSYD
DPSPHE

7-14pw
7-14pw
7pw
pw
pw
pw
Up to 7pw
Up to 7pw
Up to 7pw
3-5pw
2pw
1-2pw
2-3pw
1pw

13.6
7.8
8.0
4.9
4.8
7.2
2.1
7.1
3.7
1.9
14
14
0.9

Market Frequency Airline Margin %
Contribution

10%
16%
18%
25%
18%
16%
26%
12%
25%
21%
27%
21%
11%
24%

Y

8x Aircraft + 1x BNE shared with Domestic

New markets if additional bilateral allocation

DPSPER
DPSMEL

Core

18pw
+7pw

[

+2x aircraft

Options for additional markets at low opportunity cost

OOLDPS
DRWDPS
ADLDPS
Tonga
ADLNAN
NOU

o
=
0
c
S
d
S
o
o1
o1
O

\

~2-3pwW

7pw
3pw
Daily
~2pwW

3-7pw

J

Funded within Domestic Flows if value accretive

[

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE








¥ australia
Short Haul International drives profit for Velocity Frequent Flyer

2019 Short Haul International Future Network

N

Earn Margin Redemption  Carrier Charges Group Margin Non-VA Non-VA Total Margin Adjustment Velocity Margin
Margin Earn Margin Redemption to new SHI - new SHI
(low case) Margin (low Network
case)
Velocity  velocity EBITDA  Carrier : Veloci
eloci
EBITDA on on points charges paid Velocity ¥
points earned g to VEE EBITDA on EBITDAon
0 on , i
($10.9m of r?gleg.?rid redemption points eamed - points burned
billings) settlement value) seats Cases were VA SHIwas most significant Airline

& >50% of Points were on international air

19 Source: Velocity Frequent Flyer NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
: LEGAL PROFESSIONAL PRIVILEGE







FY22 International Ramp up to commencein Dec ¥ australia

y Fiji planned launch 16 Dec Segment Market Proposed FY22 Total
Start Date Hights
» Proposed one port launch J
of NS (end March) assuming MELNAN 17 Dec 4 -7 pw? 7 pw 2 pw 2 pw 4-7pw 4 pw 4-7pw 246
borders are open: BNENAN 18 Dec 3-4pw 3-4pw 3pw 3 pw Daily Daily Daily 282
+ Bali (27 March) Total Fiji Up to 25 pw  Up to 25 pw 13 pw 13 pw Up to 25 pw 18 pw Up to 21 pw 1,024
* Queenstown (6 April) Balli BNEDPS 27 March 10 pw 10 pw 10 pw 10 pw 272
e Vanuatu (13 Apl’i |) SYDDPS 27 March 10 pw 10 pw 10 pw 10 pw 272
« Samoa (22 April) MELDPS 27 March Daily Daily Daily Daily 192
PHEDPS 02 April 1 pw 1 pw 1 pw 26
* Solomon Isl. (3 May) i P P P
Total Bali Up to 27 pw 28 pw 28 pw 28 pw 762
Queenstown BNEZQN 06 April Daily 3 pw 3-9pw 122
SYDZQN 06 April Daily 3 pw 3-6pw 118
MELZQN* 07 April 4pw?2 - 4-7pw 58
Total ZON Up to 18 pw 6 pw Up to 23 pw 298
Other Pacific BNEVLI 13 April 5 pw 4 pw 4 pw 96
Islands .
SYDAPW 22 April 3 pw 2 pw 2 pw 44
BNEAPW 23 April 1pw 1pw 1pw 20
BNEHIR 03 May 2 pw 2 pw 36
Total VLI / 9 pw 9 pw 9 pw 196
APW / HIR
1 NANSYD at daily for first week, increasing to double daily 23 Dec onwards Estimated Total 2,280 Flights
2 MELNAN at 4pw for the first week, increasing to daily from 22 Dec onwards Short Haul Int. 401,280 seats
3 MELZQN at 4pw for Easter period 07 Apr to 01 May, with zero services for 6 weeks May-FH June, for FY22 1,377 Mil. ASKs

returning to 4 pw from mid-June and daily from end-June

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE







¥ australia
VA Short Haul was #1 source for Int’l to Domestic connecting revenue

International - Domestic Connecting Revenue Source ($m)

VA Short Haul $39.7
Singapore Airlines $19.3
South African Airways $18.3

Etihad Airways $13.9
VA Long Haul $12.4

Delta Air Lines $12.7

Air Canada $7.4
All Other Codeshare $9.9

All Interline $26.7

» VirginAustralia Short Haul is VA's #1 source of domestic connecting traffic from international itineraries
* Yield from VA connectors significantly higher than what is achieved from other carriers, due to high Triangle fares and large proportion of TCP connectors

* VAunlikely to achieve similar results by partnering with other carriers due to the other carriers lacking incentive to sell onto VA’s onward network and potentially lower
connecting rates under SPA’s than RM optimised connectors

» This is particularly exacerbated where carriers serve multiple Australian ports where likely to favour own operated trunk services over connectors

Short Haul International Strate NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
ay LEGAL PROFESSIONAL PRIVILEGE








Introducing Short Haul drives ~$5m p.a. incremental overhead ¥ australia

Costperannum

Lower Upper
Department FTERequired Costs FTERequired Costs
Alliances 0 SO 0 SO
Cargo 1 $130,000 1 $130,000
Catering/deaning/inflight services
CRC 0 S0 0 S0
Airline Ops Technology $106,357 $106,357
Crew Planning Services
CSD - Outsourced Port Oversight 2 $338,000 2 $338,000
CSD - Transfers (ramp) $967,657 $967,657
CSD - Transfers (desk) $165,000 $165,000
Digital/Websites
Engineering
Facilities & Infrastructure
Finance - Revenue Accounting 1 $100,000 2 $200,000
Finance - Other 4 $400,000 4 $400,000
Flight Operations 0 $190,667 0 $190,667
GCC 20 $500,000 30 $750,000
Government Relations 1 $119,000 1 $119,000
10C 14 $1,400,000 16 $1,600,000
Lounges/Product
Marketing 1 $115,000 1 $115,000
Network Management 0 S0 0 $0
Property/Facilities
Revenue Management 2 $170,000 2 $170,000
Safety & Regservices 2 $184,000 2 $184,000
Sales 1 $130,000 1 $130,000
Security 2 $260,000 2 $260,000
Velocity 0 S0 0 $0
Total 51 $5,275,681] 64 $5,825,681

» Have sought feedback from multiple departments as to
incremental overhead return of Short Haul international brings

« Still awaiting feedback from a number of departments —
numbers remain under review until finalised

Shared w ith Alliances, 5hrs/day at BNE and MEL

Shared w ith Alliances
Shared w ith Alliances

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE








SHI Destination Ranking Methodology ¥4 australia

Slots/ o . . . .
Leisure POS AU Sha_re Existing | Cap Share Dimension  Scoring criteria
: premium market (>25%) :
Bilaterals Market % VFR or 2: >75% Holiday or VFR demand
Queenstown 3 2 1 1 0 1 1 9 demand | Holiday 1: 50-75% Holiday or VFR demand
Bali 3 2 1 1 0 1 0 8 .
. 0,
i 3 5 1 0 0 1 1 3 0: <50% Holiday or VFR demand
PNG 0 1 0 0 0 1 0 2 % Affluent 1: >40% Affluent Leisure
New Caledonia 3 0 0 1 0 0 0 4 Leisure 0: <40% Affluent Leisure
Vanuatu 3 2 0 1 1 1 0 8 Growth Rate  1: >3.3% CAGR (5 year avg. SHI
CAGR)
Samoa 2 2 1 1 1 1 1 8
0: <3.3% CAGR
Solomon Islands 1 1 0 0 0 1 1 4 PoS AU Predominan 2: >75% PoS AU
tly Point of
1: 50-75% PoS AU
Tonga 1 1 1 0 0 1 1 5 Sale 0
Nauru 0 1 0 0 0 0 0 1 Australia 0: <50% PoS AU
Capacity Slot or 1: Slot or bilateral constrained
constrain | bilateral 0: No constraints
ts constraints
Propensit 1: Share Premium
y to 1: Existing market
succeed

1: Material presence (>25% Cap
Share on routes served)

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE








Pre-COVID, VA had a strategic advantage in 3x markets

Pacific Islands

Pre-COVID VA served more Pacific
Islands non-stop ex. Australia than any
other carrier (6x)
Qantas Group by comparison served 3x
markets non-stop
VA held 2" largest capacity share of
market (24% share), slightly behind Fiji
Airways and ahead of Qantas Group
VA had >~25% share of passengers in
each market aside from PNG

Non-stop Capacity Share

Country VA F QF JQ Other
Cooklslands 0% 0% 0% 0% 100%
Fiji 31% 57% 5% 8% 0%
Nauru 0% 0% 0% 0% 100%
New Caledonia | 0% 0% 39% 0% 61%
PNG 11% 0% 33% 0% 56%
Solomonilslands| 32% 0% 0% 0% 68%

Tonga 100% 0% 0% 0% 0%

Vanuatu 24% 0% 0% 0% 76%

Samoa 8% 0% 0% 0% 52%
@ 24% 26% 13% 4% ﬁ

Short Haul International Strategy

Queenstown

VA was second largest international
carrier in Queenstown with 28% capacity
share in CY19

Queenstown had been fastest growing
market

Queenstown highly slot constrained — VA
has valuable timings to protect on BNE
and SYD

On re-commencement, VA only able to do
daylight Ops

CY19 Queenstown Seats
288,798

264,528

217,489

I 178,026

Brisbane Hub

» Up until 2019, VA had been largest
international carrier at Brisbane Airport

+ Qantas has grown considerably over 5
year period whilst VA capacity remained
relatively flat

» VA operates still operates more flights
than any other carriers due to
predominantly operating B737 equipment

Brisbane Airport International Seats
+39.0%

\__ 2014 2019 /

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Appendix: Competitor Airlines in Region - Pacific Islands

e

9

Air Wil

Nauru Airlines

>amoa
Airways

{4 australia

tholomon Airlines

Solomons
Airlines

Aircalin Air Niugini | Air Vanuatu | Fiji Airways Nauru
Airlines

Fleet

Fleeton Order

Codeshare Partners

Ports served in
Australia (CY19)

# of flights pw to
Australia (CY19)

Australia as % of
network (CY19)

Short Haul International Strategy

2 x A320;
1 x A330-200;

1 x A330-900 neo;
2 x DHC-4
Caribou
1 x A320 neo

1 x A320 neo (1
delivered in 2020)

BNE
SYD
MEL

12

15%

1 x B737-800

2 x B767-300

7 x Fokker 70

6 x Fokker 60

1 x Bombardier
Q300

1 x Bombardier
Q400

4 x B737 Max 8

BNE
SYD

9 (BNE daily, SYD
2 x week)

16%

3 x A330-200
1 x A330-300
2 x A350-900
2 x B737-800
5 x B737 Max 8
Fiji Link:
1 x ATR 42-600
2 x ATR 72-600

1 x B737-800

4 x DHC-6-400
Orders have been
delayed:
2 x A220-100 e
2 x A220-300
5 16
BNE, BNE
SYD
SYD
MEL MEL
ADL
12 Seasonal between
21-38
66% 26%

4 x B737-300

1 x 737-300 (Freight)

2 x B737-700

BNE

56%

1x B737-800
(undergoing
induction)

3 x DCH-600

N/A

BNE
SYD

44%

1 x A320
2xDCH 8

3 x DCH-6 Twin
Otter

N/A

BNE

Seasonal between
4-5

61%

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE







Fleet

Fleet on Order

Codeshare Partners
Ports served in Australia
# of flights pw to Australia

Australia as % of network

27 Short Haul International Strategy

41 x A320-200
1 x A320 neo
3 x A330-300
21 x B737-800

6 — B373-900ER

13 x A320-200
112 x A320 neo
65 x A321neo

PER

2%

Appendix: Competitor Airlinesin Region - Indonesia

%~.

N

Garuda Indonesia

7 x A330-200
15 x A330-300
3 x A330-900
12 x ATR72-600
51 x B737-800
1 xB737 Max 8
10 x B777-300ER
18 x CRJ1000

4 x A330-800
11 x A330-900
49 x B737 Max 8

27
MEL, PER, SYD
26-37

8%

25 x A320-200

5 x A320-200

PER

21-25

10%

{4 australia

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE







Appendix: Competitor Airlinesin Region — Trans Tasman

W

{4 australia

22
\CH
ew Zealand

T s T et

Fleet

Fleet on Order

Codeshare Partners
Trans Tasman Ports served in Australia
Trans Tasman Ports served in New Zealand
# of Trans Tasman flights flights per week

Trans Tasman as % of network (ASKS)

Short Haul International Strategy

Tasman Capable Aircraft:

28 x Airbus A330
12 x Airbus A380
75 x Boeing 737
11 x Boeing 787

3 X Boeing 787-9

31

SYD, MEL, BNE

AKL, CHC, WLG, ZON

Seasonal between
234-300

6%

Tasman Capable Aircraft:

50 x Airbus A320
7 x Airbus A321
11 x Boeing 787

45 x Airbus A320neo
28 x Airbus A321LR

SYD, MEL, OOL

AKL, CHC, WLG, ZQN

Seasonal between:
76-132

5%

Tasman Capable Aircraft:
24 x Airbus A320
7 x Airbus A321
14 x Boeing 787

N/A

18

ADL, BNE, CNS, MCY, MEL, OOL,
PER, SYD

AKL, CHC, WLG, ZQN

Seasonal between:
262 - 386

20%

NO DECISIONS MADE; CONFIDENTIAL; SUBJECT TO
LEGAL PROFESSIONAL PRIVILEGE
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Executive summary| Short Haul International is a strong proposition for core ¥ ausiralia
customer base, is forecast profitable & slots/bilats make it time-sensitive DRAFT - for discussion only,

no decisions have been made

International In line with diligence findings, VA is focused on serving core SHI leisure markets with scale using ‘own-metal’, and providing
global options through a focused set of alliance partners, giving our guests a full suite of travel options

recap

Travel Australian consumers are becoming more comfortable with international travel

restrictions » VA's core short haul international (SHI) markets have, and continue to lower barriers to travel (Indonesia, Fiji, Pac. Islands, NZ)
easing It is expected that SHI demand ex-Australia will increase — as seen in intakes for Bali / Fiji and search trend analysis

* Europe and US have seen SHI leisure demand recover to / near 2019 levels, ex-Australia expected to recover by Dec-22

SHIwill help drive loyalty for domestic core, international redemptions are critical for Velocity members

Loyalty &
Velocity

» SHI redemptions enhance the value of Velocity points and attractiveness as a loyalty program

« 20% of Velocity customer base flew a SHI flight in 2019, Velocity customers rank international redemptions as 2" most important part of
an airline loyalty program

assets * AU-based: Valuable international slots at SYD, MEL & BNE that can’'t be converted to domestic slots
» Bali, Fiji and NZ: VA slot / bilat. alleviation granted for a period, likely to revert to ‘use it or lose it’ status once markets are open

+ Tokyo Haneda: Highly sought after slot in Tokyo’s premium airport — optionality retained, decision required by June

Financials Previously endorsed services are forecast to be EBIT accretive, help drive A/C utilisation and lower VA C/ASK
» Endorsed SHI network (8 A/C) steady state contribution (EBIT less overheads) is $64.8m p.a., with contribution margin of 19%
* International opens up back-of-clock and long sector opportunities, driving A/C utilisation and providing a halo benefit for domestic C/ASK

* SHI services unlock access to high growth markets — historic passenger CAGR for SHI markets is 2.5x domestic growth; Bali 6% CAGR,
Queenstown 15% CAGR

Strateg iC | VA holds highly sought strategic slots, bilateral rights that are retained on a ‘use it or lose it’ basis







Short Haul International with a primary focus on strategically ¥ ausiralia
advantaged markets will deliverincremental value to the business

SERVES TARGET CUSTOMERNEEDS

Short Haul is predominantly Australian outbound leisure and the same target customer base as domestic;
Short-Haul provides opportunity to grow loyalty and defend previously strong network vs. Qantas Group

: BUILDS GROUP VALUE
International

EBIT accretive flying, provides value to Velocity members and creates opportunity for Alliance Partners and
potential future long haul operations

SUPPORTS DOMESTIC CORE

markets are

profitable in

.

isolation, and Improves brand relevance with greater serviceability of customer’s needs and delivers connecting revenue

INCREASES VELOCITY RELEVANCE

deliver significant

International redemptions #2 mostimportant factor for Velocity members

strategic value to INCREASES UTILISATION OF ASSETS AND REDUCES CASK

=

the business Longer sectorlengths & higher utilisation potential on Short Haul International result in reduced CASK,

closing gap to Jetstar CASK
UNLOCKS GROWTH POTENTIAL

P
I— Short Haul International provides market diversification and ongoing growth potential beyond domestic
Australia with the market growing at ~2.5x the rate of domestic








International travel restrictions easing | Demand for international travel ¥ australia
expected to return as barriersto travel areremoved DRAFT —for discussion only,

no decisions have been made

Top 10 countries for Australian Residents return trips

|:| Short-haul international: 737 A/C Range |:| Long-haul international: Longer-range A/C req'd ) )
* Most core markets are open with testing

requirements

Travel restrictions Testing Vax

Jurisdiction VA Services

for AU-based req’d req’d

« With each phase of eased restrictions, there has

- SYD, BNE & MEL to . .
1.New Zealand @ Conditionally open Y Y ZON from Nov-22 been increased interest/demand for travel
2.Indonesia I Conditionally open Y Y [S);g’f?ol\rf\]ﬁnl\_ﬂzguo o Europe and US short-haul international demand
S ——— returned to 90-120% pre-COVID levels as early as
3. USA I CEmEenEl oEr v v partnership Nov/Dec-21 for some markets / airlines
4.China Partially open Y Y No service .
I y : - » We would expect VA markets to similarly return to
. . O service, accessipble . .
5. Thailand? I Conditionally open Y Y from PER or ONS 90-100% CY19 levels, as restrictions are removed
6. Japan® I v v Mo seryice, accessible « By Dec-22, we're optimistic that unrestricted travel
7.India I Conditionallyopen Y Y No service will be accessible in VA's core markets
8. Singapore I Conditionallyopen Y Y Rg;egég%’raccﬁzssmle —~——
Served through SQ /EY
. UK N N . . oy
oY I Open partnership VA’'s SHI services are well positioned to capture
Lo Fii Conditionall v v SYD, BNE & MEL to increased demand from east-coast capitals as
Y e NAN from Dec-21 restrictions ease

1. Thailand & Japan are w ithin range of 737 A/C fromPerth (Thailand) and Cairns (Japan and Thailand), w ith passenger restrictions








Demand and intakes for VA SHIimproving | As travel restrictions ease, ¥ australia

VA seeingincreased demand and closing R/ASK gap to CY19 DRAFT —for discussion only,
no decisions have been made
Increased consumerinterest... ... Stronger bookings/ yields for VA flights
Search trends Google analytics, “flights to...” R/ASK (VA flights) % var to CY19
. Indexedto 100 0% -
Bali 006 - Weeks out (mid-Jun launch)
0% A 1% Jun R/ASK gap to CY19
_60% 1 / closingas demand
80% Jot increases /travel
-100% - restrictions ease
Ju-19 Apr-22 28 27 26 25 24 23 22 21 20 19 18 17 16 15 14 13 12
40% 1 Weeks out (May flights)
Fiji 20% -
0% 3% May R/ASK back to
2% ~CY19levels,demand
0% similarly strongin Jun
-60% -
Jul-19 Apr-22 28272625242322212019181716151413121110 9
Queenstown
Launch planned for 2 Nov, data not available
Jul-19 Apr-22

—_
VA seeing evidence of increased demand for international flights through R/ASK improvements on Bali and Fiji

1. Analysis is based on general search trends, not ‘branded’ (i.e. Virgin/ Qantas / Jetstar flightto....). Analysis shows thatthere is not significant branded intent (e.g. Virgin flights to Bali), how ever, thatis same for Jetstar suggesting

searches could be non-loyalist/ looking for best price







Globalcomparison: Europe and US SHIrecovery | Passenger demand at ¥ ausiralia
[ near 2019 levelsin markets with less restrictive policies DRAFT —for discussion only,

no decisions have been made

US-Mexico demand (SHI)
>100% 2019 lewels since May-

US . 7-Day Rolling Change (%) vs. 2019 in Onboard Passengers* 21 — no restrictions at any point
4 11/EZ021: USG eases inbound infernational iravel re-nm
demand 20 L « US maintained a lower-level of restrictions than Asia-Pac
recoveryl o 7 throughout pandemic, opened 2-way travel earlier
(20)
% 2019 (40) » US-Mexico (SHI) passengerdemand has been >100%
(60) 2019 levels since May-21, largely due to lack of any
‘EZ} inbound travel restrictions for Mexico
(100)
§S B8 EE 3705883885538 555333558205855:23228855 « US-Latin (excl. Mexico) markets is approaching ~90-
R EEE TR AR TR L EEREEEF F AL PES EEFRERTEE R 100% CY19 demand, expected that a disproportionate
—Domestic USA —Canada Mexico -——Atlantic -—Latin (excl. Mexico) -—Pacific ’ .
level of demand recovery is SHI
120%
Europe :
SHI P oo « Europe has been 6-12 months ahead of Australia and
Demand recowery at / : :
q q ear 2019 lovels since Asia-Pac throughout pandemic
€man 80% Now-21 for some o _
recovery? leisure carriers « Travel policies have been more accommodative for a
. 60% . . .
longer period, demand showing signs of recovery
% 2019 40%
« Travel restrictions are either completely removed or less
o arduous
0%
Jun-20 Sept-20 Dec-20 Mar-21 Jun-21 Sept-21 Dec-21 Mar-22
Wizz ——Ryanair ——easylet

_
Based on other markets, we expect that SHI demand ex-Australia will be at / near 2019 levels by Dec-22

1. Passengers as % 2019 (member airlines), Source: Airlines for America ‘Emerging From The Pandemic’ 10 April, 2022; member mssenger airlines; Alaska/ American / Delta/ Hawaiian / JetBlue / Southwest / United) and branded codeshare partners

2. LCC passenger recovery as % 2019, largely leisure / VFR, Source: company reports







Financial benefits | Endorsed SHI services require 8 dedicated A/C, are highly ¥ australia
EBIT accretive. Additional markets require +3 A/C, financials under assessmendrAFT -for discussion only,

no decisions have been made

Additional markets considered financials under assessment

SHI — initial markets steady-state

Market Frequency Airline Margln
Contribution $m?.2

Japan/Haneda I CNSHND 7pw 1 A/C reqd
Bali BNEDPS 7-14pw 10%
DPSSYD 7-14pw 13.6 16% : : DPSPER 2 A/IC req'd,
g : Ball (subjectto Hopw subject tg being
n : .
DPSMEL 7pw 7.8 18% bilat. capacity) DPSMEL “Tow granted additional
Fiji BNENAN 7pw 8.0 25% bilateral capacity
MELNAN 7pw 4.9 18% Opportunistic OOLDPS Daily Options for
o additional markets
NANSYD pw 4.8 16% markets /back DRWDPS 3-5pw at low opportunity
BNEZQN Up to 7pw 7.2 26% of clock (BOC) cost, funded with
Queenstown _ domestic A/C
MELZQN Up to 7pw 2.1 12% ADLDPS Daily (BOC), if value
SYDZQN Up to 7pw 7.1 25% accretive
Tonga ~2pw
o funisti BNEVLI 3-5pw 3.7 21%
ortunistic
PP BNEHIR 2pw 1.9 27% ADLNAN ~2-3pw
- 0,
APWBNE 1-2pw 1.4 21% NOU 3-7pw
APWSYD 2-3pw 1.4 11%
DPSPHE 1lpw 0.9 24%
Total 64.8 19% I:I Route analysis and planning is progressed
v v

Requires 8 dedicated aircraft + 1x BNE A/C shared with Domestic Requires 3additional aircraft,opportunisticis funded by BOC

1. Airline contributionis EBIT less overheads

2. Contribution based on historic revenue in SHI markets, w ith VA'’s transformed cost base. Assumes fuel price of $100/BBL. USD-AUD FX rate: $0.74







¥ australia

DRAFT —for discussion only,
no decisions have been made

Strategic assets | VA holds highly sought strategic slots and bilateral
rights that are retainedon a ‘use it or lose it’ basis

Australia

International markets

Bali

Queenstown

Fiji

Tokyo Haneda
(not committed)

Slots VA holds slots_at SYD,_ VA _holds valuable slots in VA holds_slots at ZQ_N,_ incl. After a rare expansior_l of
MEL, BNE for international Bali commercially peak timings the Australia-Japan bilateral
agreement, Virgin Australia
Current policy: can’t be Slots expected to be Full alleviation granted for was granted rights to serve
converted to domestic subject to ‘use it or lose it’ NS22 Tokyo Haneda Airport
policy from NW22
If VA gives up, they will go Expected need to operate This is a time sensitive
to other operators, subject Slot policy extremely last from NW22 to retain opportunity and work is
to allocation rules (may be minute, little / no notice for currently underway on a
allocated to domestic on a future waivers, need to plan business case which will be
non-historic basis) on operating to retain slots brought forward to board if
significant enough
Alleviation granted until end incentives from airport and
of NS22, Govt. developing gov't are achieved to
policy for NW22 and compensate for ramp-up
beyond — alleviation losses inyears 1 and 2
unlikely for ‘open’ markets
. o . . . . . The currently held rights
Bilateral N/A Limited bilateral capacity Unrestricted capacity . V_A has allocation for 25 must be used by Oct’22
flight per week, needs to though if a decision is m,ade
agreements VA has rights to 27 flights use full allocation for 1-2 ol g h Haned
per week from BNE, SYD, weeks each seasonto 0 faunch ahew Haneda
MEL, PER - subject to ‘use retain SEUICE, UDEEIOEN COl,Jld
. i likely be extended to Jun’23
it or lose it
Unlimited capacity from
other ports in Australis
Risk Risk of losing accessto slots/ bilateral accessis high: if slots or bilateral allocations are not used in upcoming seasons

and alleviation is not granted, it is likely that VA would lose allocations, and competitors would take these up







Loyalty and Velocity | SHI will help drive loyalty for domestic core

¥ australia

customers, international redemptions are critical for Velocity members DRAFT -for discussion only,

Velocity members that flew an in international sector

no decisions have been made

Top 5 attributes of an airline loyalty program

Club 18% 10% 6,236

Platinum 58,209

128,407

Gold 20% 11%

Silver 16% 9% 167,928

| Any Short Haul
|| Any Alliance Partner + VA Opertated Int'| service
™ No international sectors

~— —

International offering is important to HVG’s,
particularly Platinum members

51.1%

Redeeming Redeeming Having lounge Redeeming Range of
points - points -int. access points - dom. earn partners
dom. Flight flight Upgrade
CoS~——

International redemptions a key decision driver for
Frequent Flyers; SHI can be delivered on our aircraft,
long haul with partners







SHI supports domestic core | VA SHI markets are predominantly ¥ australia

Australia point-of-sale; SHI customers are same as domestic

CY19 Passengersthat
touchedan Australian Port (m)

59% 41%

Short Haul
(13%)

Domestic

(59%)

0% 20% 40% 60% 80% 100%

N

Domestic and Short Haul Combined

accountfor 72% of the 104m passenger

trips that touch Australia

Top 10 Countries for Australian
Residents (m returntrips)

Indonesia 1.3

ShortHaul Demand is predominantly Australians

; 8%
% SHI Movements 12%-

55% 30% 88%| 8%

~40%
USA 1.1
China 0.6
Thailand |l 0.6
Japan 0.5
India 0.4
. 60%
Singapore |l 0.4
UK 04
Fiji [ 0.3
Il short Haul Long Haul New Zealand Indonesia  Fiji
Other Pacific Islands
PoS Other Il PoS AU
\/ \/

New Zealand and Indonesia=24% of all
international travel by Australians and
>80% of SHI demand

Bali and Fiji are ~85% Point of Sale Australia







Utilisation and cost contribution | SHI opens up back-of-clock and long ¥ australia
sectoropportunities, driving A/C utilisation and lowering C/ASK DRAFT —for discussion only,

no decisions have been made

A/C lines of flying, with SHI and back-of-clock? SHI opens up significant opportunities for higher
lllustrative example A/C utilisation, lowering VA C/ASK

))- Dedicated international aircraft ))- Dedicated domestic

0600 hrs 1800 hrs 0600 hrs +1

8 SHIAC
utilisation Underlying drivers of utilisation-driven
benefitforecast .
todeliverosc | CASK reduction:
improvementto
VA CIASK * Red-eye utilisation flying: DPS/Pac.

~18hrs = B T Islands back-of-clock

+ Seasonal and cyclical cross-utilisation
of assets: SHI can flex up and down in-
line with domestic peaks/troughs,

a BNE-VLI (return) Utilisation

* Length of route: longer routes = less turns
/ time on ground

+ 3x MEL-SYD (return), or Utilisation
similar
X3 ~9 hrs

» Scheduling benefit of long leisure
route: supports joint patterning with other
domestic flying — can operate peak

* +8 SHI A/C will contribute to increasing total VA A/C utilisation Total corporate followed by peak daytime leisure
Utilisation
+ High-utilisation A/C will not consistently operate ~18 hour days, due VADOM SHIUTL VA DOM +
to maintenance requirements, will be balanced across fleet ~11 hrs C/ASK  benefit ~ SHI C/ASK

—
International operations unlocks long sectors, back-of-clock and seasonal deployment opportunities

1. Highly utilised aircraft (e.g. 18 hours / day) will not consistently operate 18 hour days, due to maintenance requirements - may transitionto a 9-10 hour day after a high utilisation day, supporting VA’s ambition to utilise

aircraftupto ~11 hours a day







Growth Potential | SHI markets expected to support higher demand ¥ australia
growth post COVID stabilisation DRAFT - for discussion only,

no decisions have been made

5 Year Passenger % CAGR (2014-2019)

6.1% « Domestic grew at 1.3% CAGR for 5 years to CY19, with
short haul growing at 2.5x the rate of domestic

« Key Short Haul growth markets were:
« Bali: 6% per annum;
* Queenstown: 15% per annum; and
* Fiji: 2% per annum

« To complement Short Haul focus, a partnership review is
underway to ensure VA can serve customer needs on long
haul markets & complements any potential future Long Haul
operations

Domestic Short Haul Total International Long Haul

—

Robust international passenger growth provides pathway to earnings growth







Beyond Short-Haul | Alliance partnersto serve support VA with long-haul #* australia

connections

Partnerships allow VA to offer long-haulto corecustomer base

DRAFT —for discussion only,
no decisions have been made

Alliance partner portfolio coverslarge share of priority markets

» The right set of partnerships provide a ‘capital-light’ option to offer
long-haul services to VA customers, while VA focuses oncore
narrow body markets

+ Additionally, the right alliance partners will ensure VA gets its fair
share of international arrivals with domestic and short haul
international connections

X
UK
SE Asia Canada

Continental ¢

Europe \

New Zealand

Key markets for passenger movements to/from Australia. Size of box to
scale with total passenger movements 2019.

Virgin Australia has active interline agreements with 45 airlines,
including 6 airlines with codeshare agreements covering key
international markets:

 US/Mexico /Southern America: full codeshare and loyalty
partnership with United Airlines goes live 24 May
— This gives VA customers access to significantly more one-stop connections in

the USA, Mexico and South America, and a larger footprint in Australia than
outgoing partner Delta.

« SE Asial/ Europe: Re-negotiation of agreements with key partner
SingaporeAirlines is currently underway for a further 5 years, and
codeshare selling will resume in Q2.

* North Asia / Canada/ Hawaii: Restoration of codeshare selling on
other key codeshare partners ANA, Air Canada, and Hawaiian will
occur across 2022.

— High value guest recognition (HVG) agreements are also under exploration

with these carriers, expanding benefits for Velocity members and re-enforcing
VA and Velocity's position for international travellers.

* New Zealand: remains a key geography without a partner







Fleet Shortfall | With current Domestic and SHIrequirement, the fleet ¥ australia
forecastshortfall gap has increased from ~2x aircraftto ~ 6 - 9x aircraft

» Current: 2 hulls short forecasted demand for ~95x aircraft by late
Medium Term Fleet Demand Forecast (Excluding wet leasing) 2022 to"

— 0, i i
As presented March 22 Meet the short term 33% domestic capacity share target (based on 2019

Oct 21 Board Revised capacity).
— Launch Core Short Haul International (Bali, Fiji, Queenstown NZ)

Update date

33% Domestic Market Share 77 79-81
Core Short Haul International 3 3  EIS del_ay of B737-700 cregtes a furthe_r temporary shortfall of
— — ~2 equivalent B737-800 units of capacity

Additional Resource Demand Opportunities 1-2
New SHI Opportunities (Haneda and Pacific 1-2 . . :

W pportunities ( fic) * Since Oct 21: more robust demand environment and domestic
RPT B737-800 NG equivalent requirement 85 89-93 competitorslocking in 105% of forward capacity vs FY19 —4 a/c
A320s /B737-800 7 8 - Revised need of 81c a/c in order to maintain ~33% capacity share and
F100s /B737-700 10 9 protect slots
Total Fleet Need —no cross utilisation 102 106-110 * Additional Resources demand — 2 a/c

- provides extra RPT cross utilisation
VARA RPT cross utilisation? (7) (7-8) « New SHI opportunities — 2 a/c
Revised Fleet demand (eqv. B737 units) 95 99-102
Total Contracted Aircraft Supply 93 93 \/
No. B737 Aircraft Shortfall (2) (6-9) Shortfall of 6x — 9x aircraft in the mid - long term,
iIncremental 4x —to 7x over the October 21 2x shortfall

1414 Note [1]: VARA RPT Capacity uplift is progressively achieved throughout the VARA Fleet Transition, as more aircraft transition the utilisation benefit increases







Approvals & Next Steps ¥ australia

DRAFT —for discussion only,
We are Seeking Approval to: no decisions have been made

Short Term (time sensitive):

1. Re-endorsement of SHI strategy, and approval for procurement to continue work to acquire and enter into service 8x 737
A/C for SHI — this is time-sensitive to ensure continued access to slots / bilateral allocations

Medium Term:

2. Approval to continue work on scaling up core routes to build a competitive advantage (i.e. Bali)

Next Steps

3. Proceed with A/C procurement and EIS for 8 SHI aircraft








ShortHaul International (SHI) update ¥ australia

DRAFT —for discussion only,
no decisions have been made

Paper for Noting

Meeting Date: 19 April 2021
Author: Jim Fuoco
ELT Approval: Alistair Hartley, Chief Strategy and Transformation Officer

Resolution(s)

RESOLVED that the Board NOTES: The Short Haul International Update Paper

1) Virgin Australia is relaunching Short Haul International (SHI) senices after ceasing operations in early 2020 due to COVID
2) SHI caters to the needs of our target customers, delivers attractive direct financial returns, while also supporting loyalty in our
domestic core and embedding the relevance of the Velocity frequent flyer program

3) Operations to Fiji commenced in December and there is an attractive financial and strategic opportunity to gradually re-scale
SHI back up to 8 dedicated flying lines plus additional synergistic flying on aircraft dedicated to domestic & VARA in
complementary peak demand periods — much of this opportunity is tied to slots and bilateral access that Virgin Australia holds,
and may be lost if not used when markets open

4) The SHI network has been re-focused around premium leisure destinations, with prominence in Bali, Fiji and Queenstown

5) Options to operate to Tokyo (Haneda) from Cairns are retained for now, with a decision required by June in order to retain this
optionality

6) SHI scale up will be phased in line with market demand recovery and the fleet will be flexibly deployed across domestic, VARA
and SHI optimising cyclical, seasonal, day of week and time of day demand variations across each region

- Fiji has launched, Balifrom Jun-22 and Queenstown from Now22
- Scaling up the 3 focus destinations and introducing other strategicallyadvantaged routes is planned over the course 0f2022 and 2023
- Re-entry to any country at scale would be predicated on isolation-free travel being re-started between the two countries

RESOLVED that the Board 1) Recommend to the VAIH Board that it approves the SHI strategy set out in this paper and approves that procurement proceeds
APPROVES: with acquisition / entry into senices of 8 SHI aircraft (total 85 aircraft for VA)
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Domesticrecovery | Domestic AU demand recoveryis underway -
Increased loads in domestic market, international demand to follow

« Domestic Australia loads are returning to pre-pandemic

levels, driven by leisure / VFR demand

— Feb-22/Mar-22 load factors ahead of CY19 (pre-pandemic)
— Apr-22to Jun-22 held loads are comparable with CY19

¥ australia

DRAFT —for discussion only,
no decisions have been made

VA Domestic load factor

ppt var to FY19

LF%
Variance

— Passengersare booking closerto flight date, driving late demand

* VA has a committed fleet pipeline and plan to reach 33%
market share in core domestic market, SHI is being defined

— As international travel barriers are removed, international demand to

increase

— To retain AU-based leisure demand, VA needs a strong short-haul
international (SHI) offering combined with a partner network for long-haul

markets

— VA SHI will help drive ‘stickiness’to VA brand, and will enhance the utility

of Velocity points and platform

5.0% -

0.0%

-5.0% A

-10.0%

-15.0% A

-20.0%

-25.0%

-30.0%

-35.0%

-40.0% -

Jul-21 — Jan-22 Domestic LF Domestic LF has returned
average 26% below CY19 LF fl to/exceeds CY19 levels

; ]
1 : R \

14.49
;4'4/0 3.3%

0.7% -1.2% .1.4%

-8.0%! ‘

Held LF compared with
prior corresponding
period

-21.0%
-23.0%

1-29.0% -29.0%

-32.0%

-39.0% !
Jul Aug Sep Oct Nov Dec Jan iFeb Mar Apr May Jun

—_

SHI offering complements VA’'s domestic core and Velocity segments, helps
retain customer share-of-wallet as demand shifts to international
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Confidential — restriction of publication claimed in part

This submission contains information that is commercially confidential to the Applicants.
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1 Executive summary

By acknowledging the likelihood that Australian travellers will take up the offer of VA coded services
on Air New Zealand operated trans-Tasman services, all four Interested Party Submissions
acknowledge that public benefits will flow from the Proposed Conduct.

Any opposition to authorisation is based on the incorrect assumptions that:

1 absent the Proposed Conduct, Virgin Australia would be likely to operate services on the trans-
Tasman as an independent carrier in competition with Air New Zealand; and

2 the Proposed Conduct would disincentivise Virgin Australia from doing so.

These assumptions do not reflect commercial reality and are inconsistent with the firm commercial
decisions that have been taken by Virgin Australia in relation to its planned short haul international
network, as well as Virgin Australia's assessment of the projected revenue from the Proposed
Conduct.

This opposition is premised on an irrelevant and wholly unrealistic counterfactual. The Proposed
Conduct does not change Virgin Australia’s incentives regarding entry onto the trans-Tasman utilising
its own aircraft and therefore does not have the effect of delaying or disincentivising entry that would
otherwise occur.

Further, any concerns about the impact of the Proposed Conduct on overall trans-Tasman capacity
are misplaced. The Proposed Conduct can have no impact on capacity. The Applicants will not
coordinate capacity and have not sought authorisation to coordinate in relation to capacity, network or
schedule. At its heart, the Proposed Conduct is simply a unilateral codeshare on Air New Zealand
operated services with a novel pricing model which involves replication of Air New Zealand’s
determined pricing and cooperation on corporate and small and medium enterprise (SME) contracting.
Even if this was not the case, the arguments put forward about the Proposed Conduct resulting in
capacity constraints are inconsistent with the commercial modelling of the Applicants and ignore the
rational commercial response from Air New Zealand if it begins to “spill” passengers, as well as the
likely competitive response from other airlines if passengers positively respond to the arrangements,
as anticipated. The reality is that the Tasman is a competitive market with more carriers operating
today than pre-COVID in January 2020. While it is self-evident that a market in which Virgin Australia
independently operated a full trans-Tasman network would result in higher market capacity than is the
case with the Proposed Conduct, that is not the relevant — or even plausible — counterfactual. As such,
it is irrelevant to the test for authorisation.

The Proposed Conduct satisfies the test for authorisation and authorisation should be granted for the
requested period of five years. It will allow a range of clear, material and tangible public benefits that
would not otherwise be possible, without any competitive detriment.

2  All Interested Party Submissions recognise the Proposed
Conduct will result in public benefits

As set out in our previous submission to the ACCC, authorisation will:
provide Virgin Australia’s customers with:
- access to VA coded trans-Tasman services via Air New Zealand’s deep and broad trans-

Tasman network, where Virgin Australia does not itself operate services (i.e. excluding
services to/from Queenstown);
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- the ability to earn and redeem Velocity Points and accrue status credits on VA coded
trans-Tasman services operated by Air New Zealand where Virgin Australia does not
itself operate services; and

- the ability to utilise Air New Zealand’s seven international lounges in Australia and New
Zealand when flying on VA coded flights operated by Air New Zealand, as well as other
status benefits if eligible, noting Virgin Australia does not currently operate any
international lounges at any international departure port;

stimulate competition by strengthening Virgin Australia’s offer in competition with Qantas,
including for higher yield corporate and SME customers, loyalty program offerings and domestic
services;

increase customer choice and convenience for customers travelling on trans-Tasman services;
and

increase the efficiency of Air New Zealand'’s flight operations.

As indicated in Virgin Australia’s response to Question 1 of the ACCC’s RFI, it is expected that up to
120,000 Australian travellers will use these services per year.

All four of the Interested Party Submissions acknowledge the availability of public benefits under the
Proposed Conduct.

In its submission in support of authorisation, ATIA noted that the Proposed Conduct:!

would likely allow travellers greater convenience and choice on trans-Tasman services, creating
a more viable alternative choice to the dominant carrier;

will provide more options where the customer values the Tasman through-itinerary involving a
domestic Australian leg being provided by a single marketing carrier including, through the
different flight times of Virgin Australia’s domestic services to those available on a Qantas
domestic operated itinerary; and

may enhance Virgin Australia’s ability to compete with Qantas - the dominant domestic carrier
by enhancing the appeal of Virgin Australia’s domestic offerings through increased connectivity.

Sydney Airport noted in its submission that the current lack of a Tasman offering or gap in Virgin
Australia’s network impacts its ability to effectively compete for domestic services and corporate/SME
customers to the detriment of consumers.2 The Proposed Conduct efficiently and effectively allows
Virgin Australia to offer passengers trans-Tasman services beyond Queenstown, in circumstances
where no other commercially viable alliance is available and Virgin Australia has no plans to operate
services independently in the short-medium term.

Queensland Airports noted in its support for the application that allowing this unilateral codeshare will
increase the distribution potential of existing Air New Zealand capacity from Gold Coast Airport to New
Zealand, which will create demand conditions that could support additional capacity with resulting
public benefit.?

In its submission NZ Airports acknowledges that the Proposed Conduct will result in benefits for Virgin
Australia customers including business and loyalty customers who wish to fly across the Tasman.
These benefits include access to VA coded trans-Tasman services on Air New Zealand, the ability to
earn and redeem Velocity frequent flyer points and accrue status credits on VA coded Air New

1 ATIA Submission dated 22 December 2023, page 3. ATIA also recognises that the features of the Proposed Conduct serve to
negate the risk of competitive detriment, as expanded on further at Section 4.1.

2 Sydney Airport Submission dated 20 December 2023, page 1.
3 Queensland Airports Limited Submission dated 14 December 2023, page 1.
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Zealand flights and the ability to use Air New Zealand’s seven international lounges.* NZ Airports also
acknowledges that it could drive increased passenger numbers (including high yield passengers such
as corporates and SME customers) onto Air New Zealand’s trans-Tasman and domestic services.®
The Applicants note that such an effect would increase the efficiency of Air New Zealand’s flight
operations and stimulate competition in various markets including for higher yield corporate and SME
customers, trans-Tasman and domestic services.® This would in turn improve the conditions for
increased capacity and competition on trans-Tasman services.”

For further information on the benefits to Australian travellers, see section 7 of the Applicant’s
submission in support of the Authorisation Application.

3 Material public benefits result from the authorisation

The Proposed Conduct provides customers with access to VA coded services that would not
otherwise exist. Virgin Australia does not currently have a trans-Tasman offer beyond services to and
from Queenstown. The Proposed Conduct enables Virgin Australia to quickly and efficiently fill this
network gap through coded services.

These services and the flow-on benefits including Virgin Australia’s ability to compete more effectively
and provide a real choice and stronger alternative to Qantas in various markets are only being made
available because of the proposed pricing model.

It will provide immediate benefits to Australian travellers, including Velocity members, that would
otherwise not be available and increase the efficiency and sustainability of Air New Zealand’s services.
There are more than 11.9 million members of the Velocity Frequent Flyer Program. On average, this
equates to one member in every Australian household.®

4  The Proposed Conduct does not result in any detriment

4.1 The Proposed Conduct does not remove any competition, services or benefits that would
be available without the Proposed Conduct

The Applicants do not currently compete on any trans-Tasman routes outside of services to/from
Queenstown which are specifically excluded from the Proposed Conduct.

Virgin Australia has no plans to serve other trans-Tasman destinations on its own metal for the
foreseeable future because it does not expect it would be profitable to do so. Its assets and
infrastructure could be better utilised on alternative routes. The documents provided to the ACCC in
response to Question 2 of the RFI evidence this clear decision not to serve non-Queenstown trans-
Tasman routes and the basis upon which Virgin Australia decides whether or not to deploy capacity on
short haul international routes. If circumstances change, the Proposed Conduct does not change
Virgin Australia’s incentives regarding entry onto the trans-Tasman utilising its own aircraft and
therefore does not have the effect of delaying or disincentivising entry that would otherwise occur. In
fact, the Proposed Conduct specifically contemplates and allows for adjustments to the scope of the
Proposed Conduct if that possibility eventuated. Were Virgin Australia to operate further trans-Tasman

4 NZ Airports Association Submission dated 5 January 2024, page 2.
5 NZ Airports Association Submission dated 5 January 2024, page 2.
6 NZ Airports Association Submission dated 5 January 2024, page 4.
" NZ Airports Association Submission dated 5 January 2024, page 4.

8 https://newsroom.virginaustralia.com/release/velocity-frequent-flyer-soars-11-million-
members#:~:text=Velocity%20Frequent%20Flyer%2C%20the%20loyalty,member%20in%20every%20Australian¥%20househol
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services, under the arrangements for which authorisation is sought overlapping routes would be
carved out from the Proposed Conduct.

As set out in response to Q1 of the RFI, the expected revenues and earnings per passenger under the
arrangement with Air NZ New Zealand are significantly lower than revenues and earnings per
passenger of operated services.® If circumstances were to change making Virgin Australia’s operation
on non-Queenstown trans-Tasman routes viable, not only would the earnings per passenger be
higher, Virgin Australia would be able to sell the whole plane rather than a small percentage of the
seats on Air New Zealand’s operated services. Further, it would be able to control the schedule offered
to its passengers and better align operations to its broader network as well as determine the price and
pricing strategy for those services.

As noted by ATIA, which does not suggest the Proposed Conduct will result in any public detriment,
the exclusion of overlapping trans-Tasman routes from the Proposed Conduct removes the greatest
potential for public detriment.2® ATIA also notes further features of the Proposed Conduct that reduce
the risk of public detriment including that:1!

public fares for the resupply of trans-Tasman itineraries involving these codeshare services
point of sale Australia will be determined by Air New Zealand,;

Virgin Australia may place its code on point-to-point trans-Tasman airfares only; and

commercial information will not be shared with travel agents, including information about
commission rates and distribution strategies.

The Proposed Conduct does not delay or disincentivise entry. If anything, the Proposed Conduct
improves the conditions for future entry (see section 5.2 below).

the other commercial agreements and benefits are conditional
on, and flow from, the existence of the codeshare arrangement with the proposed pricing model. Nor is

No other commercially viable partner is available to Virgin Australia that could provide the same
degree of public benefits from the start of the partnership.

4.2 The Proposed Conduct does not provide an increased incentive or ability to raise airfares
and / or reduce service quality on trans-Tasman services

The Applicants are not proposing to jointly determine public pricing, network or schedules. The
Proposed Conduct simply involves a unilateral codeshare on non-overlapping NZ operated trans-
Tasman services on which Virgin Australia has no plans to operate and where Virgin Australia
replicates Air New Zealand’s public pricing. Only limited elements of the Proposed Conduct even
require authorisation at all, primarily the non-traditional pricing model which was

The Proposed Conduct does not negatively impact the competitive dynamics that already exist on the
Tasman. If anything, it will stimulate competition and trigger a competitive response. Submissions that
lament the loss of Virgin Australia’s operated capacity and suggest that the Tasman was more

° For example, EBIT per passenger on Virgin Australia’s domestic network was $21 between November 2022 and December
2023, whereas Virgin Australia expects to earn between $1.80 and $7.70 per passenger under the Proposed Conduct after
deducting directly attributable costs.

10 ATIA Submission dated 22 December 2023, page 3.
11 ATIA Submission dated 22 December 2023, page 3.
12 As suggested in Sydney Airport Submission dated 20 December 2023, page 1.
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competitive with Virgin Australia operating services on its own metal are therefore not relevant to the
assessment of this authorisation, as this is not the relevant counterfactual.

Contrary to the submissions of NZ Airports,!3 the Tasman is a highly competitive, open market with
low regulatory barriers to entry and a range of providers (including full-service carriers, low-cost
carriers and fifth freedom carriers) already operating or able to operate services. Because Air New
Zealand and Virgin Australia are not competitors in this broader market, the Proposed Conduct cannot
as a matter of fact remove pricing competition or lead to an increase in airfares or reduction in service
guality.** However, in the event of any attempt to anti-competitively raise fares or reduce service
quality, other carriers are well placed to increase frequency or to enter and provide new services
thwarting such attempts.

The Qantas Group (including Qantas and Jetstar), is still the largest provider of Tasman and domestic
Australian services, carrying the majority of corporate travellers across the Tasman and accounting for
more than 40% of trans-Tasman ticket sales and capacity, having increased its market share following
the COVID pandemic. For the period January 2024 to October 2024, the Qantas Group has increased
its trans-Tasman capacity relative to the equivalent period of 2019 by 13% and increased their market
share (+10% pts vs 2019), Qantas has also introduced a new service to New York via Auckland. To
support this service, Qantas has added extra capacity on the Tasman through an incremental SYD-
AKL flight.

The ease of entry, larger aircraft and different pricing dynamics of fifth freedom carriers will also
continue to pose a constraint on any attempt to anti-competitively raise fares or reduce service quality.
As at January 2024, there were more carriers operating on the trans-Tasman compared to pre-COVID
in January 2020. Based on scheduled capacity for the period January 2024 to October 2024, fifth
freedom carriers have maintained seat capacity and market share relative to the equivalent period of
20109.

On 24 August 2023, Batik Air Malaysia commenced a service between Auckland and Perth, operating
6 times per week.®

13 See NZ Airports Association Submission dated 5 January 2024, page 3.

14 In the ACCC'’s Determination in respect of Virgin Australia’s proposed codeshare pricing arrangements with participating
international airlines dated 8 September 2022, the ACCC considered that the extent of any public detriment from removal of
potential (intra-brand) price competition between Virgin Australia and each Partner Carrier would likely be limited by the small
number of traditional arms-length codeshare arrangements that would be displaced and inter-brand competition from other
operating carriers including Qantas on the relevant routes. The ACCC accepted that absent the proposed conduct, Virgin
Australia would be likely to enter into few, if any arms-length codeshare arrangements with long-haul international operating
carriers until it is in a position to negotiate a reciprocal codeshare arrangement involving its own operated international services
so that the arrangements could be commercially sustainable for Virgin Australia. In this application, the lack of detriment under
the Proposed Conduct is more stark. The codeshare is one-way VA code on Air New Zealand services only. There is no code

sharing by Air New Zealand on a shorter domestic leg operated by Virgin Australia. Further, without the different pricing model
i N2 ealanelould NGO eF i AUSHEla 46GSs 1o CoEShATINVENIGRFALAI. 1 rcion 10 nter-brand compeiion,
Qantas/Jetstar is more than capable of stepping in to remove any supposed public detriment and is, in fact, likely to stimulate
competition in the public benefit by competitively responding to the Proposed Conduct. As noted in the supporting submission
to the Application dated 17 November 2023, Qantas/Jetstar, is the largest provider of Tasman and domestic Australian
services. It has the POS AUS advantage over other carriers and a significant marketing presence in New Zealand, including
with domestic New Zealand services operated by Jetstar. It carries the majority of corporate travellers across the Tasman and
accounts for more than 40% of trans-Tasman ticket sales and capacity, having increased its market share following the
COVID-19 pandemic.

See ACCC Determination dated 8 September 2022 at 4.27 and 4.6.
15 WA Government, “New Batik Air Malaysia connecting Auckland to Western Australia“ (25 August 2023) (link).
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On 6 November 2023 China Eastern commenced services between Hangzhou, Sydney and Auckland,
operating 4 times per week.16

The NZ Airports submission uses the exit of Air Asia X to suggest that fifth freedom carriers do not
provide sustained competition on the Tasman, rather this requires an Australian or New Zealand
operator and the only carrier that could provide this is Virgin Australia.l” First, in the context of
assessing this authorisation, NZ Airports seems to ignore the Qantas Group as the largest provider of
Tasman services. Second, given the ease of entry and different pricing dynamics, regardless of the
entry and exit of individual carriers or the size of their share, there has been competitive constraint
from fifth freedom carriers on the Tasman for at least the last 15 years. The ease of entry and exit as
recently exhibited by Qatar Airways and Air Asia X also demonstrates the flexibility of fifth freedom
carriers to respond to market conditions, including any attempted anti-competitive increase in fares.
Third, as noted elsewhere, the Proposed Conduct does not prevent, delay or disincentivise Virgin
Australia from operating trans-Tasman services.

While airfares are currently higher on the Tasman compared to pre-COVID, this is not a consequence
or indicator of limited competition.8 Following COVID, airlines worldwide have struggled to grow back
capacity due to resource and supply chain constraints, including access to aircraft, pilots, and ground
and in-air staff. On the trans-Tasman, the recovery period after borders opened back up was marked
by a unique combination of pent up high demand as Australians and New Zealanders had not been
able to travel freely for over two years. This demand included extraordinary levels of pent-up VFR
(Visiting Friends & Relatives) demand. This demand set against the capacity constraints resulted in a
spike in airfares and is not indicative of long-term market pricing trends or a lack of competition.
Overall costs are also significantly higher than pre-COVID. For example, jet fuel is 45% higher, while a
number of other input costs including employee costs and airport fees and charges have also
increased for airlines. Inflation alone, as measure by the Reserve Bank of Australia, is up 15.8% since
the start of the pandemic.1®

Given the increase in costs, comparison of airfares should be based on real, not nominal airfares.
During CY23, airlines have ramped up their operations and demand has normalised, leading to falling
airfares, with further declines expected based on additional capaci into the market.

5 Opposition to the authorisation is based on an unrealistic
counterfactual and unfounded assumptions about market
capacity

While all four submissions acknowledge the public benefits of the Proposed Conduct, the only
perceived public detriment relies on incorrect assumptions about the counterfactual and the likely
impact of the Proposed Conduct on overall capacity. Interested parties’ strong preference for a return
to a pre-COVID, pre-administration world in which Virgin Australia independently operates trans-

16 https://www.stuff.co.nz/travel/news/133242704/new-airline-on-the-transtasman-market-and-its-probably-not-one-youd-expect;
https://www.internationalairportreview.com/news/190397/china-eastern-airlines-fuelling-recovery-with-two-new-routes-to-
sydney/

17 NZ Airports Association Submission dated 5 January 2024, page 3.

18 As suggested in NZ Airports Association Submission dated 5 January 2024, page 3.

19 This figure represents inflation over the period from 2020 to 2023. Reserve Bank of Australia, “Inflation Calculator”,
https://www.rba.gov.au/calculator/annualDecimal.html.
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Tasman services does not make it the correct counterfactual for competition analysis. The short period
in which Virgin Australia independently operated trans-Tasman services, following the dissolution of its
broad Alliance with Air New Zealand, was characterised by substantial financial losses. Virgin
Australia will not again pursue strategies that are commercially unsustainable in this way.

For example, in ATIA’s submission it notes that “while the application sets out the counterfactual as
the status quo, we have conducted an analysis of the competitive dynamics pre-COVID when
Australian travellers received the benefit of VA operated capacity.”?® Separately, it notes that aiming to
restore capacity to pre-COVID levels will in turn help restore airfares to the benefit of Australian
residents flying between Australia and New Zealand.?! This goal is not relevant to the only test under
consideration — does the Proposed Conduct result in net public benefits? In making this assessment,
the ACCC must have regard to the most likely counterfactual.

5.1 The Proposed Conduct does not impact Virgin Australia’s incentive to enter other trans-
Tasman routes

If Virgin Australia assessed that sustainable trans-Tasman services were operationally and
commercially viable, it could operate those services. The Proposed Conduct specifically contemplates
Virgin Australia’s ability to enter other trans-Tasman routes without an EXitlieg and clarifies that any
overlapping routes would be carved out from the Proposed Conduct (whether that overlap is by
operation (i.e., Virgin Australia adding capacity on its own metal) or through the marketing of services
in competition with Air New Zealand where Virgin Australia has pricing control).

5.2 The Proposed Conduct does not act to delay or disincentivise Virgin Australia’s entry
onto other trans-Tasman routes. In fact, it potentially creates better conditions for future
entry

Interested party opposition to the partnership flows from the assumption that in the counterfactual
Virgin Australia would necessarily commence independent operations on the trans-Tasman routes it
operated pre-COVID at pre-COVID capacity levels.?2 This assumption is unfounded, does not reflect
commercial reality and ignores the underlying challenges Virgin Australia has historically faced in
sustainably attracting leisure and corporate travellers on the trans-Tasman. The Qantas Group has the
strongest position in the domestic Australian market and a significant marketing presence in New
Zealand, including with domestic New Zealand services operated by Jetstar, while Air New Zealand is
the national flag carrier in New Zealand, where more than half of trans-Tasman traffic originates. Virgin
Australia’s ability to successfully and independently operate trans-Tasman services has been
hampered by its lack of a New Zealand based point of sale advantage, and its inability to match
Qantas’ strength and network reach. While fifth freedom carriers lack these domestic network
advantages, they operate sustainable services as a result of their very different pricing strategy which
is centred around recovery of marginal cost only, while drawing passenger feed from their international
networks, including through their membership of global airline alliances (as applicable) or global loyalty
base.

Since COVID, Virgin Australia has restructured its business and emerged from voluntary
administration with a streamlined fleet and renewed short-haul international strategy with greater focus
on standalone commercial viability and sustainability in the trade-off for aircraft and resources.??

Virgin Australia's decision to commence other trans-Tasman services is not as simple as looking at
whether the impacts of COVID have dissipated and, if so, applying pre-COVID capacity. Operational
and commercial assessments must be made on the viability of services and optimal deployment of

20 ATIA Submission dated 22 December 2023, page 1.
2L ATIA Submission dated 22 December 2023, page 1.

22 See Sydney Airport Submission dated 20 December 2023, page 1; Queensland Airports Limited Submission dated 14
December 2023, page 1; NZ Airports Association Submission dated 5 January 2024, page 4; ATIA Submission dated 22
December 2023, page 5.

2 In this context, ATIA “accepts that Virgin Australia is not currently in a position to return to pre-COVID-19 capacity levels.”
ATIA Submission dated 22 December 2023, page 1.
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resources to achieve a network that is sustainable and operationally resilient. The reality is that very
few of Virgin Australia’s previously operated trans-Tasman services were viable pre-COVID.

Virgin Australia has made a commercial assessment not to operate trans-Tasman services beyond
Queenstown for at least the short-medium term. Virgin Australia has assessed factors that are
required to ensure that its own operations are likely to be commercially viable and sustainable.
Queenstown has unique features which align with these factors, while other trans-Tasman routes do
not. In particular, Queenstown is a predominantly Australia-originating destination with a high volume
of premium leisure traffic and strong passenger growth rate. Based on the 5 years to 2019 the
passenger cumulative annual growth rate was over 15% for Queenstown but only around 2-3% for
Auckland, Christchurch and Wellington and negative for Dunedin. Queenstown services are majority
point of sale Australian demand, compared with less than 50% for Auckland, Christchurch and
Wellington, and just over 50% for Dunedin. This means that a carrier like Virgin Australia that lacks a
New Zealand-based sales and marketing capability is much more likely to attract passengers to a
Queenstown service.

The commercial viability of Virgin Australia operated Queenstown services compared to other routes is
also borne out in the historical performance of the route. In FY19, Virgin Australia operated 14 trans-
Tasman routes, with total losses on a fully allocated P&L basis of over $50 million. 11 of the 14 routes
operated at an EBIT loss. The only non-Queenstown route to achieve a positive EBIT margin was the
since withdrawn Newcastle-AKL route which was generated a positive margin because it was heavily
underwritten by Newcastle Airport. This experience is not unique to FY19.

Historically, very few non-Queenstown trans-Tasman routes have been profitable for Virgin Australia.
It has long struggled to effectively compete against the breadth and depth (network scope and
frequency) of the Qantas offer on a stand-alone basis, leaving it unable to viably compete for both the
leisure and higher yielding corporate travellers to enable commercially sustainable operations. It also
does not have the sales and marketing presence in New Zealand to compete as effectively on routes
that do not have a strong Point of Sale Australia demand. To address these challenges and better
compete with Qantas, Virgin Australia originally partnered with Air New Zealand in 2010 until 2018
when the metal-neutral Alliance was terminated.

Given its distinct features and historical performance,? Queenstown, by a considerable margin, is the
only New Zealand destination to which Virgin Australia considers its operations currently have the
propensity to succeed. Otherwise, its aircraft and other resources can be more profitably deployed
elsewhere in its domestic and short-haul international networks.

The Proposed Conduct does not alter this assessment.

The Tasman is very important to Virgin Australia’s network offering and ability to compete with Qantas
more broadly. However, the implication in Interested Party Submissions that without the Proposed
Conduct, Virgin Australia would necessarily enter non-Queenstown trans-Tasman routes is not
plausible. This is borne out in the internal strategy documents shared with the ACCC. Virgin Australia’s
previous experience, performance and the inherent issues Virgin Australia faces to improving that
performance all factor into Virgin Australia’'s assessment that it would be commercially better off and
better able to compete with Qantas by utilising its fleet and resources on other routes with greater
prospects of commercial returns and lower opportunity costs.

Virgin Australia’s fleet is currently fully utilised. Post-COVID and post administration, Virgin Australia’s
strategy has been domestically focussed while also pursuing those short haul international
opportunities that are financially attractive and play to Virgin Australia’s strengths and capabilities.
Capacity (including operational and spare aircraft) has also been allocated to improving domestic
operational resilience given recent supply chain and other disruptions. In the short-medium term, the
commercials of the Tasman simply do not justify entry when there are more profitable competing
priorities for Virgin Australia’s constrained resources.

% See section 5.2 of the Applicant’s submission in support of the Authorisation Application for further information on historical
performance.
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Virgin Australia has orders for additional B737 MAX aircraft (with 6 further due for delivery in FY25).
However, the assumption that Virgin Australia would necessarily use additional aircraft for growth on
the Tasman does not take into account the above challenges and need for domestic operational
resilience, the reality of Tasman operations, the alternative usage for that capacity, the better growth
potential, financial performance and returns on non-Tasman markets and Virgin Australia’s lack of
distribution strength and sales presence in New Zealand.

The Proposed Conduct allows VA coded services and flow-on benefits that would not otherwise exist.
It does not delay or disincentivise entry, as entry is not commercially viable. If conditions were to
change such that operations were to become commercially viable and desired in the trade-off for
resources, Virgin Australia would do so with or without the Proposed Conduct.

Under the Proposed Conduct, Virgin Australia has no ability to set prices, schedules or capacity or
control the operated service provided. The earnings likely to be achieved under the Proposed Conduct
are minimal and in no way comparable to the upside Virgin Australia would expect to earn it if were to
successfully operate its own services. Virgin Australia estimates that per VA*NZ passenger it would
earn between $1.80 -$7.70, corresponding to a 0.5%-2.1% margin on sales. See confidential
response to RFI for further detail. In contrast, despite the small earnings associated with the Proposed
Conduct, it provides Virgin Australia with a much lower risk opportunity to extend the services it
provides to its passengers, without risking unviable operations.

Rather than delaying or disincentivising entry, the Proposed Conduct improves the conditions for entry
by allowing Virgin Australia presence as a marketing option (building its brand awareness and loyalty
proposition) and allowing access to greater opportunities for the higher yielding corporate and SME
traffic to support future entry, should Virgin Australia’s assessment of the market opportunities change.

5.3 NZ Airports assumes the Proposed Conduct will have no impact on market capacity

The Proposed Conduct will not change Virgin Australia’s assessment that it is commercially unviable
for it to add its own capacity. However, there is no basis for the assumption that under the Proposed
Conduct Tasman capacity is somehow fixed.

NZ Airports submits that increased VA codeshare passengers (including high yield corporate and SME
customers) travelling on Air New Zealand trans-Tasman and domestic services would simply displace
existing Air New Zealand customers and put upward pressure on airfares.? This argument does not
hold. Increased passengers on Air New Zealand trans-Tasman and domestic services will increase the
efficiency of their services, improving the conditions for Air New Zealand to add capacity. Increased
passengers on Air New Zealand’s services (shifted from Qantas or incremental trans-Tasman demand
through Virgin Australia’s network and Australian distribution strength under the Proposed Conduct)
also provide the conditions for a competitive response from other operators on the Tasman. As noted
above in section 4.2, Qantas, in particular, is well-positioned to provide that response with both its full
service and low cost carrier options available to consumers. The Proposed Conduct relates only to
Australian-originating passengers. Realistically, many of the Australian passengers who choose to fly
on a Virgin Australia coded service will be switching from Qantas to do so. In that case, market
demand versus supply is completely unaffected (i.e., it simply means another carrier has an empty
seat). But it does mean that Australian travellers will have a stronger alternative to Qantas, and
Qantas will no doubt respond in turn.

While Air New Zealand’s ability to grow capacity over the next 12 months has been impacted by both
PW1100 engine issues and general aircraft constraints, load factors remain well below 100%. Air New
Zealand anticipates that its load factors will be around 80-85% over the next 12 months if the
Proposed Conduct proceeds. Ultimately, there is capacity to carry the anticipated traffic. The
generation of additional passenger demand — both those won from Qantas and incremental traffic
stimulated by the Proposed Conduct — is the very basis of the partnership, noting the resulting
improvements to the efficiency of Air New Zealand’s flight operations. Moreover, authorisation is
sought for a five-year period during which these temporary issues and constraints will abate. Air New

%5 NZ Airports Association Submission dated 5 January 2024, page 2.
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Zealand is currently working through FY25 business planning, including with regards to the Tasman.
This includes additional leased 777-300ER aircraft. Two additional A321 narrowbodies are expected
to be delivered towards the end of FY25 and additional 787-9 deliveries starting from FY25 will also
add to available capacity on the trans-Tasman market. Further A321 narrowbodies are also expected
to be delivered longer term.

NZ Airports’ assertion that the history of airline joint ventures has been to limit competition and reduce
capacity and, therefore, the Proposed Conduct will reduce available seat numbers on the trans-
Tasman is incorrect.26 Previous alliances have been authorised and re-authorised by the ACCC
because they met the net public benefits test. NZ Airports’ assertion ignores the fact that alliances do
not operate in a vacuum and there are numerous contributing factors to the level of capacity carriers
will place on routes including passenger demand and overall available capacity to meet that demand.
Capacity without passengers is not competitive, it is unsustainable.

The attempted argument is also odd because the Proposed Conduct is so different in nature to
previous alliances. It does not involve any overlapping services, does not involve joint networking or
scheduling and at its heart is simply a unilateral codeshare on Air New Zealand operated services with
a novel pricing model which involves replication of Air New Zealand’s determined pricing and
cooperation on corporate and SME contracting. There is no ability for the Applicants to coordinate on
capacity under the Proposed Conduct, and they are not seeking authorisation to do so.

Airports NZ inappropriately uses historical VA and NZ capacity on Wellington routes — covering the
periods pre-Alliance, during the Alliance with capacity conditions, during the Alliance with no capacity
conditions and post-Alliance — to try and make the point that joint ventures reduce competition and
capacity.?” Their argument takes this data out of context and then misleadingly applies it to the
Proposed Conduct which does not include cooperation on capacity levels. Wellington routes represent
10.1% of trans-Tasman seats. While Airports NZ’s argument is not relevant to the ACCC’s
assessment of the authorisation test here, it is important to understand the context for these historical
capacity decisions.

Authorisation of the Alliance between Virgin Australia and Air New Zealand was granted for three
years to 31 December 2013 and came into effect on 7 January 2011. Authorisation was subject to
conditions requiring the airlines to maintain a base level of capacity, subject to a growth factor, on
certain routes (including Wellington — Sydney; Wellington — Melbourne; Wellington — Brisbane;
Dunedin — Brisbane; Auckland — Brisbane; Queenstown — Sydney) and on the trans-Tasman as a
whole.

During the three-year authorisation period, the Applicants had to apply to the ACCC and the New
Zealand Ministry of Transport (MOT) three times for variation to the conditions in response to force
majeure events that significantly impacted demand for these services (including the Christchurch
earthquakes and aftershocks and the effect of the Chilean volcanic ash cloud). The Applicants were
only able to apply for variations in response to such force majeure events. There were several other
examples of market distortions caused by the application of the conditions to these services. For
instance, during the NS11 season the Applicants experienced a higher level of operational
cancellations (e.g. weather, engineering) than expected on the Brisbane-Wellington and Sydney-
Wellington routes, resulting in flown capacity lower than stipulated in the conditions. As a
consequence, the Applicants were obliged to add last minute capacity on these sectors to meet the
conditions when there was no demand for those services.

Specifically in relation to Wellington routes, the capacity conditions resulted in capacity growing ahead
of demand and significant excess capacity. For example, in 2013, the Brisbane-Wellington route
continued to have excess capacity where the load factor for Year 1 was 73%, well below what the
aviation industry considers reasonable, down 2.0 points from the pre-Alliance Year and /7.5 points
below the Alliance Tasman average for Year 1.

% NZ Airports Association Submission dated 5 January 2024, page 5-6.
27 NZ Airports Association Submission dated 5 January 2024, page 5-6.
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The capacity levels deployed by the Applicants at this time is not reflective of a competitive or efficient
market and was significantly distorted by the conditions that were applied following pressure from New
Zealand-based airports.

Re-authorisation of the Alliance was sought in 2013 and came into force on 1 January 2014. This
authorisation was also subject to conditions. Rather than being route-specific, these included a
requirement to maintain an aggregated base level of capacity across Christchurch — Brisbane;
Christchurch — Melbourne; Dunedin — Brisbane; Wellington — Brisbane; Queenstown — Brisbane; and
Auckland — Gold Coast with extensive reporting obligations to the ACCC/MOT .28

The Alliance ended in October 2018.

NZ Airports provides the following graph and is essentially attempting to suggest that from 2013-2017
when VA and NZ were apparently in an Alliance with “no capacity conditions”, capacity between
Wellington and Sydney/Brisbane declined and was lower than pre-Alliance or post-Alliance capacity

levels.?® Their implication is that alliances without capacity conditions will result in less competition and
less capacity and therefore so will the Proposed Conduct.

WLG-BNE/SYD Capacity (NZ-VA alliance)

600,000 Pre Alliance with Alliance no Post
Conditions conditions
S00 000

400,000
100,000
200,000
100,000
YEDec10 Pre YEDec11 YEDecl3 YEDecld YEDec1" YEDec 16

mNZ W DJ/vA
Source: Sabre Market Intelligence

This suggestion is not supported by reality. The graph above does not provide the full picture. It does
not reflect total Wellington capacity and the inefficient oversupply that occurred on those routes during
the initial capacity conditions. It also does not reflect their poor financial performance or other factors
which lead to the pre-Alliance, Alliance with capacity conditions, Alliance with “no conditions” and post-
Alliance capacity trends. For example, demand for VA and NZ services on BNE-WLG would have
been impacted by Qantas’s capacity on this route and to some extent, Jetstar’s capacity on OOL-WLG
given Coolangatta Airport’s (Gold Coast) proximity to Brisbane. Demand for VA and NZ services on
SYD-WLG would have also been impacted by Qantas’s capacity on this route.

The insinuation that joint ventures always reduce competition or that capacity reductions on the
Tasman under the VA-NZ Alliance were anti-competitive is also inconsistent with the intense reporting
to the ACCC and the MOT required on all trans-Tasman routes during the life of this Alliance, while

28 Reporting obligations included: capacity flown by cabin class on each trans-Tasman route; passengers flown (identifying
separately point to point and connecting passengers where available) by cabin class on each route; RASK and ancillary
charges per available seat kilometre for each Applicant and for the Alliance on each route by cabin class; CASK for each
Applicant on each route e, both in total and disaggregated by fixed and variable costs; all fare schedules (by route and by
class; and all tactical fare offerings including the route to which they apply, the offer start date, the offer end date, the filed
travel period for which the fare is offered, and the price or discount offered, reported separately for Australian originated sales
and New Zealand originated sales.

2 See NZ Airports Association Submission dated 5 January 2024, page 5.
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glossing over the performance of the services themselves. The graph also distorts route dynamics by
misleadingly combining WLG-SYD and WLG-BNE routes but excluding other AUS-Wellington routes,
noting that Virgin Australia did not operate Melbourne-Wellington post-Alliance.

In 2019, the first year post the cessation of the Alliance, Virgin Australia made the decision to reduce
capacity on the Brisbane to Wellington route due to performance concerns, including the impact of the
loss of Alliance passenger feed. Virgin Australia made a separate decision to use this capacity to enter
on Sydney to Wellington, as it was in the top 5 markets for corporate traffic and without entry, Virgin
Australia would have not had any presence on this route following the cessation of the Alliance. As
reflected in financial performance data this decision to fill the gap in Virgin Australia’s network turned
out to be commercially unsustainable.

Route FY19 EBIT Margin CY19 Seat Capacity CY19 LF%
BNEWLG -20.2% 160,512 71.0%
SYDWLG -48.4% 87,120 60.2%

6  Further clarification regarding the nature of proposed
cooperation in respect of corporate and SME customers in
response to ATIA

We note that ATIA has requested additional information in relation to the scope of corporate and SME
cooperation under the Proposed Conduct.% In response the Applicants note the following:

there will be no discussion of commercial terms relating to Virgin Australia or Air New Zealand
Agency Agreements or Travel Management Company (TMC) partners;

there will be joint identification, targeting, approaching and pricing of offers and discounts to
corporate/SME customers for the supply of VA*NZ services. Under the Proposed Conduct, Air
New Zealand and Virgin Australia can tailor pricing to each individual corporate customer based
on factors such as their travel spend or volume. This often results in a more competitive end
price to the customer through deeper discounting; and

it will promote competition by ensuring provision of competitive offers to customers that
otherwise may not have been offered by Air New Zealand in isolation.

The process of contracting with corporates and SMEs will be a semi-autonomous model, with the
additional ability for Virgin Australia and Air New Zealand corporate sales teams to also tailor offers for
each customer depending on circumstances. For example:

VA*NZ retail fares will be channel-agnostic meaning that the same content will be available in
direct channel and indirect/agency channel,

for mid-market and large market corporate accounts, the Proposed Conduct will promote TMC

partners for distribution in line with existing practice for VA operations and codeshare partners.

VA will continue to utilise trade partners and TMC'’s as the primary method of distribution to this
customer; and

30 ATIA Submission dated 22 December 2023, page 4.
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. for SME customers, distribution will be direct but also allow TMC and Travel Agency partners to
also offer the same discounts to customers via their channel (as is the case today for other
airline partners in the VA Business Flyer program).
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January 2024

o We request that VA also sets out
e Its current fleet numbers and composition
e [ts current aircraft orders by type and date
e Any other plans to acquire aircraft through purchase, lease or similar
e VA’s understanding of what the lead-time for delivery would be for orders made now
for aircraft suitable for operation on trans-Tasman routes

e Could Air New Zealand set out how it expects capacity it can offer on trans-Tasman
services to be impacted by maintenance schedules for A320 aircraft engines over time,
and when this will no longer be a factor

Regards

Sonya van de Geer
Kaitohutohu Matamua — Whakaritenga Ohaoha | Principal Adviser — Economic

Regulation
Te Manata Waka Ministry of Transport
M: F9@@ | E: s.vandegeer@transport.godt.az [fransport.dovt.nz
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This email, including attachments, may contain informationWhich,is confidential or subject to legal privilege or copyright. If you are

not the intended recipient, please notify, Usjimmediately and then delete this email from your system. Email communications are not
secure and are not guaranteed byBell Gdlly to be fre€ ofiunauthorised interference, error or virus. Anyone who communicates with
us by email is taken to accept this risk.

Anything in this email whichidoes not'relate to,the official business of Bell Gully is neither given nor endorsed by Bell Gully.

Please refer to www.béllguily.com for more information or to view our standard terms of engagement.
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DOC 003

From: Tom Forster

To: Garrick Wood; Shereen Faraj; Sonya Van De Geer

Subject: RE: Confidential: NZ/VA - Application for authorisation - Response to 3P Submissions and MOT RFIs [BG-
BELLGULLY.FID1507849]

Date: Friday, 1 March 2024 1:06:59 pm

Attachments: image001.png

Hi All

| spoke to BT about this today and noted that this was one that could potentially be a No. | told
her that we may need to have our analysis peer reviewed which she agreed.

We spoke about who could possibly do it, and she is going to explore whether we can get
someone from the Commission to do that. She knows both the CE and the currently acting CE.
If that doesn’t work we can get other people to do it. | think this is one whether it is a yes or a
no, we need to have peer reviewed as whatever the decision, there will be unhappy punters-ott
there.

Cheers
Tom

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Friday, March 1, 2024 12:46 PM

To: Shereen Faraj <S.Faraj@transport.govt.nz>)Senya Van/De'\Geer
<s.vandegeer@transport.govt.nz>; Tom Forster <t.forster@transport.govt.nz>

Subject: FW: Confidential: NZ/VA - Application for autherisation - Response to 3P Submissions
and MOT RFIs [BG-BELLGULLY.FID1507849]

FYl -1 have saved these tour folder (andtheir earlier response to the ACCC.)

I’m slowly coming around 10 thinking'we may authorise. The response is the first where Air

NZ has stated that they# “(@/EUIE=
AV e because of the code-

«

share agreemént. * S@RIIN#

RN\

Would besggood to discuss next week at our catch-up.
Nga mihi

Garrick Wood (he / him / Mr)
M: $9@) | E: g.wood@transport.govt.nz | transport.govt.nz

From: Emma.Harris@bellgully.com <Emma.Harris@bellgully.com>
Sent: Thursday, February 29, 2024 5:00 PM

To: Garrick Wood <G.Wood@transport.govt.nz>; Torrin Crowther
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
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<t.forster@transport.govt.nz>; Shereen Faraj <S.Faraj@transport.govt.nz>
Subject: RE: Confidential: NZ/VA - Application for authorisation - Response to 3P Submissions

and MOT RFls [BG-BELLGULLY.FID1507849]

Confidential — attachments contain business secrets
Dear Garrick, all,

We attach Air New Zealand and Virgin Australia’s response to the third party submissions received by
the Ministry of Transport in connection with their application for authorisation. A public version of this
response is separately attached (as marked) with the confidential information redacted.

In addition, we also attach a confidential version of the Parties’ responses to the Ministry’s information
requests of 30 January and 16 February 2024 (including the excel file “MOT RFI 4 AirNZ_Tasman
LF.xIsx” which relates to Q4 of the attached (Q1 of your email below) and is confidential to Air New
Zealand). Please note that the:

e responses to Questions 2,5 and 6 are confidential to Virgin Australia@nd-have not been
shared with Air New Zealand; and

e responses to Questions 3 and 4 are confidential to Air New Zealand and havewot been
shared with Virgin Australia.

We would be grateful if you could please confirm receipt.
Please let us know if you have any questions.

Kind regards

Emma / Torrin

Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64 21 227/4969
Vero Centre, 48 Shortland Stfeety’Auckland, NewsZealand

From: Harris, EmmasEKH

Sent: Friday, #6Febrdary 2024 3:02 pm

To: 'Garrick Wéod' <G.Weed@~transport.govt.nz>; Crowther, Torrin TXC
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geerfks.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@trahspert.govt.nz>; Shereen Faraj <S.Faraj@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Thanks Garrick, | confirm receipt. We will liaise with the parties on these requests and revert.
Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64 21 227 4969
Vero Centre, 48 Shortland Street, Auckland, New Zealand

From: Garrick Wood <G.Wood@transport.govt.nz>
Sent: Friday, 16 February 2024 2:46 pm
To: Harris, Emma EKH <Emma.Harris@bellgully.com>; Crowther, Torrin TXC
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<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>; Shereen Faraj <S.Faraj@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CAUTION: This email is from outside of the firm.
Kia ora Emma
In addition to the earlier questions, we would also like to know from the parties:

1. What is Air New Zealand’s load factors for each route, month-by-month for the
period 2019-2023.

2. How many Velocity Frequent Flyer Members have New Zealand,passports?

3. How many Velocity Frequent Flyer Members accrue points through,business travel
(corporate or SME); and what percentage of these members inturn spend the
accrued points on personal travel?

Could we please have responses to all question and anyweésponse to,thicd-party
submissions by Thursday 29 February 2024.

Please do not hesitate to contact us if you have any«Questions.
Nga mihi

Garrick Wood (he / him / Mr)
M; $9@@ | E: g.weod@teénspeft biowt.nz | transport.govt.nz

From: Emma.Harris@béllgdllyecom <Bmfha.Harris@bellgully.com>

Sent: Thursday, Febfuary 8/ 2024¢4:09PM

To: Garrick Wood <@ Wo6od@trahspert.govt.nz>; Torrin Crowther
<torrin.crowiher@béllgullvacom>

Cc: Sonya Van De Geer <g:vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transpostgbytinz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Many thanKs Garrick, | confirm receipt. We will share these with the parties.
Noted alsoregarding any further MOT questions arising from the submissions.
Best wishes

Emma

Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64 21 227 4969
Vero Centre, 48 Shortland Street, Auckland, New Zealand
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From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Thursday, 8 February 2024 10:35 am

To: Harris, Emma EKH <Emma.Harris@bellgully.com>; Crowther, Torrin TXC
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CAUTION: This email is from outside of the firm.

Kia ora Emma, Torrin

Attached are the final two submissions from Auckland Airport and NZ Airports.

If we have any further question arising from the submissions, we wilbsénd them to you'by
Friday 16 February 2024. These will be in addition to questions Sonya,emailed on 30
January 2024.

Nga mihi

Garrick Wood (he / him / Mr)
M: 9@ | E: g.wood@transport.gowt.hZ| tran§poft.dovt.nz

From: Garrick Wood

Sent: Friday, February 2, 2024 4:36 PM

To: Emma.Harris@bellgully.com; Togfin,Lrowth®er <tofrin.crowther@bellgully.com>
Cc: Sonya Van De Geer <s.vandegé€el@transpoft.govt.nz>; Tom Forster

<t.forster@transport.govt.nz>
Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Hi Emma

Apologies for the delay: "have attached the 5 submissions that we have received to date.
These are not up on.our website yet, but conscious to get them to you.

The submissionswe are expecting next week are from NZ Airports and Auckland Airport.
Have agreat weekend.
Nga mihi

Garrick Wood (he / him / Mr)
M: 9@ | E: g.wood@transport.govt.nz | transport.govt.nz

From: Emma.Harris@bellgully.com <Emma.Harris@bellgully.com>
Sent: Thursday, February 1, 2024 11:59 AM

To: Garrick Wood <G.Wood@transport.govt.nz>; Torrin Crowther
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<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster

<t.forster@transport.govt.nz>
Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Hi Garrick,
Thanks for the update. Are you able to advise who those two submitters are in the meantime?

For our planning purposes, when should we expect the three submissions that you have received so
far?

Best wishes
Emma

Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64 21 227 4969
Vero Centre, 48 Shortland Street, Auckland, New Zealand

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Thursday, 1 February 2024 11:42 am

To: Harris, Emma EKH <Emma.Harris@bellgully €om=; Crowther, Torrin TXC
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.Az>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application fer authorisation [BG-BELLGULLY.FID1507849]

CAUTION: This email is from outsidesxefthe firm.

Hi Emma... Two submitters have requested an extension to mid-next week, which we have
granted.

We will let yod know ofiee they have been received and up on the website.
Nga mihi

Garrick Wood (he / him / Mr)

M: FRRENC | E: g.wood@transport.govt.nz | transport.govt.nz

From: Garrick Wood

Sent: Thursday, January 25, 2024 5:43 PM

To: Emma.Harris@bellgully.com; Torrin Crowther <torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Hi Emma
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Apologies for the delay. We have received 3 submissions to date. | will arrange for these to
be available on our website shortly.

We note that NZ Airports made a submission to the ACCC. We expect they would also
make a submission to us.

Nga mihi

Garrick Wood (he / him / Mr)
M; $9@@ | E: g.wood@transport.govt.nz | transport.govt.nz

From: Emma.Harris@bellgully.com <Emma.Harris@bellgully.com>

Sent: Tuesday, January 16, 2024 5:42 PM

To: Garrick Wood <G.Wood@transport.govt.nz>; Torrin Crowther
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authogiSation, [BG-BELLGULLY.FID1507849]

Thanks Garrick. That is a helpful steer in the meantime N\l am consc¢ioUs that the deadline is not until 1
Feb but have you received any submissions already?

Best wishes
Emma

Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64 214227 4969
Vero Centre, 48 Shortland Street, Auckland, New,Zealand

From: Garrick Woed <6.Wood@transport.govt.nz>

Sent: Tuesday,A69anuary 202442:45 pm

To: Harris, Emma EKH<Ema.Harris@bellgully.com>; Crowther, Torrin TXC
<torrin.crowther@bellgtily.com>

Cc: Sonya Van DaGeer'<s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@iramSport.govt.nz>

Subject: RE/Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CAUTION®=This email is from outside of the firm.

Kia ora Emma, Torrin

Happy new year to you both.

We do not have a detailed timeline yet — partly due to focussing on NZ/SQ and availability
of staff over the Dec/Jan period.


mailto:g.wood@transport.govt.nz
http://www.transport.govt.nz/
mailto:Emma.Harris@bellgully.com
mailto:Emma.Harris@bellgully.com
mailto:G.Wood@transport.govt.nz
mailto:torrin.crowther@bellgully.com
mailto:s.vandegeer@transport.govt.nz
mailto:t.forster@transport.govt.nz
mailto:G.Wood@transport.govt.nz
mailto:Emma.Harris@bellgully.com
mailto:torrin.crowther@bellgully.com
mailto:s.vandegeer@transport.govt.nz
mailto:t.forster@transport.govt.nz

Sonya | discussed at the end of last year and we are proceeding on the basis of having
aiming to have a decision by late April / early May 2024.

Sonya is back next week. We will get more detail to you by the time submissions have
closed.

Nga mihi

Garrick Wood (he / him / Mr)
M: 9@ | E: g.wood@transport.govt.nz | transport.govt.nz

From: Emma.Harris@bellgully.com <Emma.Harris@bellgully.com>

Sent: Monday, January 15, 2024 3:53 PM

To: Garrick Wood <G.Wood@transport.govt.nz>; Torrin Crowther
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULEY-FID1507849]

Hi Garrick,
Happy new year — hope you had a lovely break.

Further to the emails below, we understand the,team were looking at developing an indicative
timeline for the MOT’s consideration of the\\A/NZ application. \WWe were wondering if you are in a
position to share this with us?

Best wishes
Emma

Emma Harris Senior Associate

BELL GULLY.

DDI +64 9 9168779 MOB +64¢21 227 4969
Vero Centre, 48 Shortland Streety Auckland, New Zealand

From: Harris, Emma, EKH

Sent: Tuesday, 21 November 2023 4:35 pm

To: 'Garrick Wooed' <G.Wood@transport.govt.nz>; Crowther, Torrin TXC
<torrif.creawther@bellgully.com>

Cc: SonyasVan De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Many thanks Garrick, we appreciate the update. We will let the Parties know.

Best wishes
Emma

Emma Harris Senior Associate
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BELL GULLY

DDI +64 9 9168779 MOB +64 21 227 4969
Vero Centre, 48 Shortland Street, Auckland, New Zealand

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Tuesday, 21 November 2023 4:10 pm

To: Crowther, Torrin TXC <torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster

s9(2)(a) : Harris, Emma EKH <Emma.Harris@bellgully.com>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CAUTION: This email is from outside of the firm.

Kia ora Torrin
Thank you for submitting the application. | have a quick courtesy updatefor you.

We have published the public version of the Air New Zealand and\Virgin Australia

application for authorisation on the Airline code=sharg’and alliance agreements
section of the Ministry website.

We are inviting submissions from interest parties, due by 5 pm Tuesday 1 February
2024.

Our team is prioritising completing the NZ<SQ reauthorisation. However, we will look
to develop an indicative timeline for the YA-NZ application over the coming weeks.
We will keep you updated.

Please contactiSonya or me ifiyou have any questions.

Nga mihi

Garrick Wa0d» (h&v/ him / Mr)
Kaitohutehu Matua — Rererangi a Moana | Senior Adviser — Aviation and Maritime
Te Manmatu, Waka Ministry of Transport

M:sR@) | E: g.wood@transport.govt.nz | transport.govt.nz

%"ig TE MANATU WAKA J Hapaitia ana nga tingata o Aotearoa kia eke
MINISTRY OF TRANSPORT Enahblir Mew Zealanders 1o Aourist

From: Torrin Crowther <torrin.crowther@bellgully.com>

Sent: Friday, November 17, 2023 1:01 PM

To: Tom Forster <t.forster@transport.govt.nz>; Sonya Van De Geer
<s.vandegeer@transport.govt.nz>

Cc: Emma.Harris@bellgully.com
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Subject: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CONFIDENTIAL
Dear Tom and Sonya,

We refer to the earlier communication regarding a one way codeshare on the Tasman (excluding
Queenstown) between Air New Zealand and Virgin Australia.

On behalf of Air New Zealand and Virgin Australia, please find attached the application for
authorisation to make and give effect to a Commercial Framework Agreement, Codeshare
Agreement, and various related agreements as described in further detail in the application attached.
More particularly, please find attached:

¢ a confidential and a public version of the application (as marked). Note that the confidential
version contains some information confidential to Air New Zealand vis a vis the public and
Virgin Australia (and vice versa);

¢ a confidential version of the Confidential Framework Agreement; and

e Confidential Annexure 1 regarding Virgin Australia’s counterfactuali,For the aveidance of
doubt, Confidential Annexure 1 cannot be shared with Air New Zealand (@r the public more
generally).

We would be grateful if you could please confirm receipt.of this email and'its four attachments.
Kind regards
Torrin

Torrin Crowther Partner

BELL GULLY

DDI +64 9 916 8621 MOB +64 21 867 746
Vero Centre, 48 Shortland Street, Aucklapd;y\New Zealand

This email, including attachments, may containsinformation which is confidential or subject to legal privilege or copyright. If you are

not the intended recipient, pleasesotify us immediately and then delete this email from your system. Email communications are not
secure and are not guarapteed, by Bell Gully to,be*free of unauthorised interference, error or virus. Anyone who communicates with
us by email is taken"t®,aceept this risk.

Anything in this emailwhich doesinotirelate to the official business of Bell Gully is neither given nor endorsed by Bell Gully.

Please refer to www.bellgully.comiyfor more information or to view our standard terms of engagement.
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Doc 003-A
Public Version — Redacted

Response to third party submissions in relation to the application for
authorisation of the codeshare agreement between Air New Zealand
and Virgin Australia

1. Introduction and summary

1.1 Air New Zealand Limited (“Air New Zealand”) and Virgin Australia Airlines Pty Ltd (“Virgin
Australia”) (together, the “parties” or the “Applicants”) provide the following response to the
third party submissions received by the Ministry of Transport (“Third Party Submissions?) in
relation to their application for authorisation to make and give effect to a Commercial Eramework
Agreement, Codeshare Agreement, and various related agreements (the Proposed Condtct).'

1.2 The Applicants note the significant overlap between the Third Party/Submissiens and*those
submissions made to the ACCC which the Applicants have separately respénded to?, and the
parties have provided a copy of their response to the MOT in response t6 a request by the
Ministry to do so. Accordingly, while this submission shodld be read in context of that ACCC
submission, we do not repeat all of the points made in that ddcumentiinithis response.

1.3  This response addresses the key themes from the“Third Partyssubmissions insofar as they
concern the Proposed Conduct and the test far authorisation specifically.3 In summary:

(a) the opposition to the Proposed Condugt is premised,on incorrect and flawed assumptions
regarding the counterfactual. The\Proposed Conduct does not change Virgin Australia’s
incentives regarding entry onte, the trans-Tasman utilising its own aircraft and therefore
does not have the effect ofidelaying or disincentivising entry that would otherwise occur;
and

(b)  any concerns aboutithe impact of the Proposed Conduct on competitive dynamics, capacity
and fares on trans=l.asman routes'are misplaced.

1.4 Inthe Applicants’ submission, none of the points raised in Third Party Submissions undermine the
fact the Proposed Conduct ultimately satisfies the test for authorisation.

1.5 The Propesed Gonduct will deliver benefits to New Zealand. Furthermore, the Proposed Conduct
does not result in any competitive detriment because it does not remove any competition, services
or benefits that would’be ‘available without the Proposed Conduct. As set out in the Application,
none of the reasons'set out in section 88(3) or 88(4) of the Civil Aviation Act apply in respect of
the Proposed Conduct and section 88(5) provides a distinct reason for the Minister to exercise
their discretionsin’favour of granting authorisation.

1.6  ThefApplicants claim confidentiality for this submission. A Public Version will be provided
separately, and information redacted in the Public Version in this Confidential Version is enclosed
in square brackets and highlighted green (being information which is confidential to Air New
Zealand), blue (being information which is confidential to Virgin Australia) or BifilK (being
information which is confidential to the Applicants), (the “Confidential Information”).*

" Defined terms in this response have the same meaning as in the Application, unless otherwise specified.

2 See Virgin Australia and Air New Zealand “Response to request for information and interested party submissions”, 20 February
2024 (“Response to the ACCC”). A copy of which was provided to the Ministry on 21 February 2024.

3 For completeness, this response addresses the key themes from the Third Party submissions insofar as they concern the
Proposed Conduct specifically. The mere fact this submission does not engage on a particular point or complaint does not mean
the parties believe the point or complaint is necessarily valid.

4 The Applicants request that they be notified of any request made under the Official Information Act for release of the Confidential
Information, and that the Minister of Transport (the “Minister”) seeks their views as to whether the Confidential Information
remains confidential and commercially sensitive at the time responses to such requests are being considered.
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2.1

2.2

3.1

3.2

Public Version — Redacted

The scope of the Proposed Conduct

Some Third Party Submissions are drafted as if the arrangement involves a comprehensive
alliance between parties operating their own aircraft on overlapping routes. We discuss the
absence of overlapping routes and the absence of any disincentive for Virgin Australia to enter
elsewhere in this response, but in terms of the underlying conduct itself, it is worth reiterating that
the Applicants are not proposing to jointly determine public pricing, network or schedules. The
Proposed Conduct simply involves a unilateral codeshare on non-overlapping Air New Zealand
operated trans-Tasman services [CONFIDENTIAL TO VA] and where Virgin Australia replicates
Air New Zealand’s public pricing. Only limited elements of the Proposed Conduct even require
authorisation at all, primarily the non-traditional pricing model which was [CONFIDENTIAL TO
THE PARTIES].

The Applicants do not currently compete on any trans-Tasman routes outside of services«to/from
Queenstown which are specifically excluded from the Proposed Conduct. Accordingly, the
Proposed Conduct does not remove any competition, services or benéfits that would bevavailable
without it.

Third parties acknowledge the availability of benefits undér the Proposed Conduct

The Proposed Conduct will deliver benefits to New Zealand. As set out in,the Application, the
Proposed Conduct:®

(a)  will see enhanced marketing of New Zealafid,as a tourism.destination to Virgin Australia
customers, including its almost 12 millien*Velocity members. This enhanced marketing is
expected to result in incremental traffic with*€Corresponding benefits for the New Zealand
tourism sector more generally; and

(b) is expected to result in incremental passengérs.on Air New Zealand services which
improves the operational efficiency and cemmercial viability of Air New Zealand’s flight
operations but which is@also aynore géneral'benefit to New Zealand given that half of Air
New Zealand’s shareholders"are Néw Zealanders (via the Crown interest or a direct
shareholding).

The Third Party Submissions appreciatesthe importance of Australian visitors for the New Zealand
tourism industry® and acknowledgé the availability of benefits under the Proposed Conduct, albeit
a number take‘the position that.any*benefits to New Zealand are limited.” This is disputed by the
Applicants,/Assetout in the Application, the Proposed Conduct will deliver meaningful benefits to
New Zealand relative to the relevant counterfactual without any competitive detriment.

This request for confidentiality is not intended to constrain the Minister and the Ministry of Transport from disclosing information to
other Government departments for the purpose of seeking relevant expert advice. However, the Applicants request that the
Minister ensure any such departments maintain the same full confidentiality as requested above.

5 For further information on the benefits resulting from the Proposed Conduct, see Section 7 of the Application.

8 For example, Auckland Airport explains “New Zealand tourism also relies heavily on Australian visitors. According to Tourism
New Zealand, between July 2022 and June 2023, Australians accounted for 49% of all international arrivals. This equated to 1.2
million Australians, nearly 20% of which were on holiday. Australian visitors spent around $1.6 billion in New Zealand in the year to
June 2023, and balanced their visits between summer and winter, helping address the issue of seasonality in New Zealand’s

tourism

industry”, paragraph 8.

" For example, CIAL says “[t]he benefits of the arrangement are minor and accrue predominantly to Virgin Australia Velocity
members” and “there are no obvious benefits in the proposed arrangement for Air New Zealand”. Auckland Airport “acknowledges
this proposed agreement would provide limited benefits to a group of VA customers, particularly loyalty members and frequent
flyers”. NZ Airports similarly says that “benefits of the codeshare are limited”.

32454178
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Public Version — Redacted

4, Air New Zealand’s rationale for the Proposed Conduct
4.1  As set out in the Application, for Air New Zealand, the Proposed Conduct:®

(a) drives incremental passenger numbers onto its trans-Tasman services, including behind
and beyond connections on Air New Zealand’s domestic services, improving the efficiency
and commercial viability of its flight operations; and

(b) facilitates access to additional distribution channels for its trans-Tasman services, including
to Australian customers where Air New Zealand does not have as strong a marketing and
sales presence.

4.2  This rationale is consistent with Air New Zealand’s wider partnership strategy. Air New Zealand
enters into airline partnerships for three core reasons:

(a) to enhance connectivity to destinations beyond Air New Zealand’s own network.via another
airline’s network; and/or

(b)  to drive incremental passenger traffic onto its own network by utilising the sales and
distribution strength of its partners in their home markets where Air NewyZealand’s
presence is comparatively weaker; and/or

(c) toenhance the customer experience through bilaterally negotiated=benefits (e.g. loyalty
benefits, priority check in, baggage allowancés Aounge aceess and boarding).

4.3 The Proposed Conduct is therefore very much aligned to Aif New,Zealand’s overall approach to
partnering. CIAL’s suggestion that Air New«Zealand’s motivation for the Proposed Conduct is
instead founded on deterring the (re)entry‘ef\/irgin Australia onto the trans-Tasman? is therefore
manifestly incorrect and dismisses one‘ef the core reasans that airlines enter into codeshare
partnerships. The codeshare agreement provides'AipNew Zealand with an additional distribution
channel in Australia to drive incrémental feed onto its Tasman network. Contrary to CIAL’s
assertion in its submission, this has‘very obvious,benefits to Air New Zealand as incremental
passenger traffic will improve operationalefficiency and commercial performance.

5. Opposition to the Propoeséd Conduct is premised on an unrealistic counterfactual’’

5.1  The essence of thexoppositionto the Proposed Conduct is premised on certain incorrect
assumptions _about the relevant.counterfactual against which the Ministry is to make its
assessment. !

5.2 More specifieally, the opposition assumes that in the counterfactual Virgin Australia would
commence independent-operations on the trans-Tasman routes it operated pre-COVID and at
pre-COVID capacity'levels, and that the Proposed Conduct would disincentivise Virgin Australia
from doing so. These assumptions are unfounded, do not reflect commercial reality and ignore the
underlying ehallenges Virgin Australia has historically faced in competing on trans-Tasman
routes. ¥

8 See para. 4.4 of the Application.

9 Submission by CIAL, paragraph 18.

' Also see Section 4 of the ACCC Response.

" For example, Auckland Airport submits that the Proposed Conduct “would limit the potential for growth in capacity and
competition on the trans-Tasman routes by removing an incentive for VA to return to flying trans-Tasman (excluding Queenstown)
as they did pre-Covid.” Submission by Auckland International Airport, para. 3. Christchurch International Airport Limited submits
“CIAL “[tihe effect of the proposed arrangement will be to reduce the commercial motivation for Virgin Australia to fly its own
services on trans-Tasman routes. The arrangement is therefore likely to protect the existing market dynamics.” Submission by
CIAL, paragraph 4.

12 As set out in the ACCC Response, Virgin Australia’s ability to successfully and independently operate trans-Tasman services
has been hampered by its lack of a New Zealand based point of sale advantage and its inability to match Qantas’ strength and
network reach. While fifth freedom carriers lack these domestic network advantages, they operate sustainable services as a result
of their very different pricing strategy which is centred around recovery of marginal cost only, while drawing passenger feed from
their international networks, including through their membership of global airline alliances (as applicable) or a global loyalty base.
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5.3
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5.5

5.6

5.7

6.1

6.2

6.3

Public Version — Redacted

A scenario in which Virgin Australia independently operates trans-Tasman services is not the
correct counterfactual on which to analyse the Proposed Conduct. As set out in the Application,
the relevant counterfactual is the status quo.3

Ultimately, the short period in which Virgin Australia independently operated trans-Tasman
services, following the dissolution of its broad alliance with Air New Zealand, was characterised by
substantial financial losses. Virgin Australia will not again pursue strategies that are commercially
unsustainable in this way. Since COVID, Virgin Australia has restructured its business and
emerged from voluntary administration with a streamlined fleet and renewed domestic and short-
haul international strategy with greater focus on standalone commercial viability and sustainability
in the trade-off for aircraft and resources.

As explained to the Ministry, CONFIDENTIAL TO VA]."* If, [CONFIDENTIAL TO VA], Virgin
Australia determined that sustainable trans-Tasman services were operationally and commercially
viable, it could operate those services notwithstanding the Proposed Conduct. Virgin Ausiralia’s
decision to commence other trans-Tasman services is not as simple as looking at whetherthe
impacts of COVID have dissipated and, if so, applying pre-COVID capacity. Operationahand
commercial assessments must be made on the viability of services,and optimal deployment of
resources that is sustainable and operationally resilient. The realitys\that very few of*Virgin
Australia’s previously operated trans-Tasman services were viable,pre-COVID,

[CONFIDENTIAL TO VA] the Proposed Conduct does nétichange VirginjAustralia’s incentives
regarding entry onto the trans-Tasman utilising its own aircraft and therefore does not have the
effect of delaying or disincentivising entry that would otherwise occur.

In fact, rather than delaying or disincentivising entry,/the Propesed Conduct improves the
conditions for re-entry by allowing Virgin Australia‘presence as a marketing option (building brand
awareness and loyalty proposition) and allowing access to,greater opportunities for the higher
yielding corporate and SME traffic to sGpport future €ntry, should Virgin Australia’s assessment of
the market opportunities change.

Concerns about the impact.of the\Proposed Conduct are misplaced

Auckland Airport suggests.thatjone of thekey feasons why the application should not be
approved is that the “Tasman’market is less competitive now then it was pre-Covid”."® This
sentiment is echoed’in other Third Party.Submissions.

The Proposed‘€Conduct does=notwnegatively impact the competitive dynamics that already exist on
the Tasman; or whiCh existiin the counterfactual. As set out above at Section 2, it does not
remove any ‘competition, services or benefits that would be available without the Proposed
Condutt (neting that overlapping trans-Tasman routes are expressly excluded from the Proposed
Conduct)nIf anythingythe Proposed Conduct will stimulate competition and trigger a competitive
response — and infact this has been the case as explained in further detail in the ACCC
Response. '8/ Submissions that lament the loss of Virgin Australia’s operating capacity and
suggest that the.Tasman was more competitive with Virgin Australia operating services on its own
metal are therefore not relevant to the Ministry’s assessment, as this is not the relevant
counterfactual.”

As at January 2024, there were more carriers operating on the trans-Tasman compared to pre-
CQVID in January 2020. Based on scheduled capacity for the period January 2024 to October
2024, fifth freedom carriers have maintained seat capacity and market share relative to the
equivalent period of 2019. On 24 August 2023, Batik Air Malaysia commenced a service between

'3 For further detail, see Section 5 of the Application.

4 For further information see Section 5.2 of the Response to the ACCC on third party submissions. In particular, this response
expands on [CONFIDENTIAL TO VA].

5 Submission by Auckland International Airport, paragraph 6.

6 Also see Section 5.3 of the Response to the ACCC.

7 As expanded on above at Section 5 above
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Public Version — Redacted

Auckland and Perth, operating six times per week.'® On 6 November 2023, China Eastern
commenced services between Hangzhou, Sydney and Auckland, operating four times per week.'®

NZ Airports explains that the New Zealand tourism industry has been impacted by significantly
higher than pre-COVID trans-Tasman airfares.2° While airfares are currently higher on the
Tasman compared to pre-COVID, this is not a consequence or indicator of limited competition.
Following COVID, airlines worldwide have struggled to grow back capacity due to resource and
supply chain constraints, including access to aircraft, pilots, ground handling, airport front of
house, and cabin crew. On the trans-Tasman, the recovery period after borders opened back up
was marked by a unique combination of high pent up demand as Australians and New Zealanders
had not been able to travel freely for over two years. This demand included extraordinary levels of
pent-up VFR (Visiting Friends & Relatives) demand. This demand set against the capacity
constraints naturally contributed to a temporary increase in airfares and is not indicative of long-
term market pricing trends or a lack of competition. The NZ Airports submission also wholly
ignores the impact of a much higher cost base on overall fare levels since the pre-COVID, period.
Compared to July — December 2019, operating costs have increased by [CONFIDENTIALTO
AIR NEW ZEALAND] in the same period of 2023 and increases in far€s are also necessary to
sustain services in a high-cost environment.

Further, both NZ Airports2! and Auckland Airport?? submit that(increased VA codeshare
passengers (including high yield corporate and SME customers)travelling on Air New Zealand
trans-Tasman and domestic services would simply displa€e existing Air New Zealand customers
and put upwards pressure on airfares. This submission‘dees=not hold,fora number of reasons — it
ignores the commercial rationale for codeshare (se€ Section 4 above);.is predicated on a
misconception of the impact of the Proposed Conduct,on Tasman load factors and is indicative of
a lack of understanding of how bookings are managed by airlines.

Concerns regarding capacity constraints 6n the Tasman are*misplaced. There is sufficient
capacity available on Air New Zealand's, Tasman sefvices t0 accommodate the incremental traffic
from the Proposed conduct without.“displaeing” eXisting passengers. Even in the short-term where
Air New Zealand is facing some fleet constraints,dué to PW1100 issues, Tasman load factors are
forecast to be [CONFIDENTIAL TO\AIR NEW.ZEALAND].23

Finally, the assertion that under the Propesed*Conduct SME and Corporate travellers would
displace lower yieldingtVE Rspassengers‘demonstrates a misunderstanding how airlines manage
passenger bookings”

[CONFIDENTIAL TO/AIR NEW ZEALAND].
[CONFIDENTIAL TO AIR NEW ZEALAND].

Figure\T3Air'New Zealand'’s Leisure/Corporate traffic — November 2023%*

[CONFIDENTIAL TO AIR NEW ZEALAND]

Capacity commitments are not necessary
Beth'NZ Airports and Auckland Airport note that the Applicants have not made any commitment to
increase seat capacity.?® While commitments may be warranted where an alliance is not
otherwise likely to deliver net public benefits, that is not the case here. The Proposed Conduct
does not include any capacity coordination between the parties — it is primarily a unilateral

codeshare arrangement with a novel pricing model. There can be no basis for any capacity
commitments. Capacity conditions are not ‘costless’ — they constrain the carriers’ ability to react

8 WA Government, “New Batik Air Malaysia connecting Auckland to Western Australia“ (25 August 2023).

'® hitps://www.internationalairportreview.com/news/190397/china-eastern-airlines-fuelling-recovery-with-two-new-routes-to-sydney/
20 NZ Airports, paragraph 4.

2 Submission by NZ Airports, paragraph 6 and paragraph 13.

22 Submission by Auckland International Airport, paragraph 6.

23 [CONFIDENTIAL TO AIR NEW ZEALAND]

2 [CONFIDENTIAL TO AIR NEW ZEALAND]

2 Submission by Auckland Airport, paragraph 14 and submission by NZ Airports, paragraph 13.
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Public Version — Redacted

dynamically to market conditions which is why they should be preserved for specific instances
where there is a real risk an alliance will not otherwise delivery net benefits

7.2 [CONFIDENTIAL TO AIR NEW ZEALAND].
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DOC 004

From: Torrin Crowther

To: Garrick Wood; Emma.Harris@bellgully.com

Cc: Sonya Van De Geer; Tom Forster; Shereen Faraj

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]
Date: Wednesday, 6 March 2024 3:39:01 pm

Attachments: image001.png

Confidential

Hi Garrick

Thank you for your email below. Apologies for the delay in responding — we’ve faced some
availability constraints.

For the following reasons the Parties do not believe the Proposed Conduct has the purpose or effe
of preventing Virgin Australia from seeking approval under section 90 of the CAA, and hence d
not raise an issue in terms of s88(4) of the CAA. O%

Happy to dis& as needed.
Kind reg
TorrinO

Torrin Crowther Partner

BELL GULLY

DDI +64 9 916 8621 MOB +64 21 867 746
Vero Centre, 48 Shortland Street, Auckland, New Zealand

From: Garrick Wood <G.Wood@transport.govt.nz>
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Sent: Wednesday, 28 February 2024 5:11 pm

To: Harris, Emma EKH <Emma.Harris@bellgully.com>; Crowther, Torrin TXC
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>; Shereen Faraj <S.Faraj@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CAUTION: This email is from outside of the firm.
Kia ora Emma, Torrin
We would appreciate clarification on one more aspect of the application.

Applicants have argued at para 8.4(e) of the application that “the Proposed Conductidoes
not have the purpose or effect of preventing any party from seeking approval in terms.of
section 90 of the Act, for the purpose of selling international carciage\by air at any other
tariff so approved..” . This is the provision set out in s88(4)(e)of thexCivil Aviation Act 1990.

s 9(2)(b)(i) LN\~ O
N, N\

Can you further explain or clarify how this does not\ave the purpose or effect of
preventing any party from seeking approval from the Minister to set a tariff?

s 9(2)(b)(i) <\ \NY"
YV >
7.X" Z\Y

Many thanks.
Nga mihi

Garrick Wood (he7hiniv. Mr)
M: $9@) ‘\\_ | E: g.wood@transport.govt.nz | transport.govt.nz

From: Garrick Wood

Sent: Eriday, February 16, 2024 2:46 PM

To: Emma.Harris@bellgully.com; Torrin Crowther <torrin.crowther@bellgully.com>
Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster

<t.forster@transport.govt.nz>; Shereen Faraj <S.Faraj@transport.govt.nz>
Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Kia ora Emma

In addition to the earlier questions, we would also like to know from the parties:
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1. What is Air New Zealand’s load factors for each route, month-by-month for the
period 2019-2023.

2. How many Velocity Frequent Flyer Members have New Zealand passports?

3. How many Velocity Frequent Flyer Members accrue points through business travel
(corporate or SME); and what percentage of these members in turn spend the
accrued points on personal travel?

Could we please have responses to all question and any response to third-party
submissions by Thursday 29 February 2024.

Please do not hesitate to contact us if you have any questions.
Nga mihi

Garrick Wood (he / him / Mr)
M: S 9@ | E: g.wood@transport.govt.nz | transport.govt.n?

From: Emma.Harris@bellgully.com <Emma.Harris@bellgully¥com>
Sent: Thursday, February 8, 2024 7:09 PM

To: Garrick Wood <G.Wood@transport.govt.nz>; TopritnCrowther
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transpartigoVtnz>; Tom korster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Applieation for autharisation [BG-BELLGULLY.FID1507849]

Many thanks Garrick, | confirm receipt#/We will share\these with the parties.
Noted also regarding any further MOT questions, arising from the submissions.
Best wishes

Emma

Emma Harris,Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB.+64 21 227 4969
Vero Centre, 48(Shertland Street, Auckland, New Zealand

From:Ganrick Wood <G.Wood@transport.govt.nz>

Sent: Thursday, 8 February 2024 10:35 am

To: Harris, Emma EKH <Emma.Harris@bellgully.com>; Crowther, Torrin TXC
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CAUTION: This email is from outside of the firm.

Kia ora Emma, Torrin
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Attached are the final two submissions from Auckland Airport and NZ Airports.

If we have any further question arising from the submissions, we will send them to you by
Friday 16 February 2024. These will be in addition to questions Sonya emailed on 30
January 2024.

Nga mihi

Garrick Wood (he / him / Mr)
M: $9@@ | E: g.wood@transport.govt.nz | transport.govt.nz

From: Garrick Wood

Sent: Friday, February 2, 2024 4:36 PM

To: Emma.Harris@bellgully.com; Torrin Crowther <torrin.crowther@befigully’com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULEY-FID1507849]

Hi Emma

Apologies for the delay. | have attached the5'submissions that'we have received to date.
These are not up on our website yet, but €ons¢ious to get them to you.

The submissions we are expecting’next week are'frem NZ Airports and Auckland Airport.
Have a great weekend.
Nga mihi

Garrick Wooddhes hint'/ Mr)

M: FS@@ A 8| E:g.wood@transport.govt.nz | transport.govt.nz

From: Emma.Harris@bellgully.com <Emma.Harris@bellgully.com>

Sent: Thursday, February 1, 2024 11:59 AM

To: Garrick"Waebd <G.Wood@transport.govt.nz>; Torrin Crowther
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Hi Garrick,
Thanks for the update. Are you able to advise who those two submitters are in the meantime?

For our planning purposes, when should we expect the three submissions that you have received so
far?

Best wishes
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Emma

Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64 21 227 4969
Vero Centre, 48 Shortland Street, Auckland, New Zealand

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Thursday, 1 February 2024 11:42 am

To: Harris, Emma EKH <Emma.Harris@bellgully.com>; Crowther, Torrin TXC
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELIGWLLY.FID1507849]

CAUTION: This email is from outside of the firm.

Hi Emma... Two submitters have requested an extensionto mid-next\week, which we have
granted.

We will let you know once they have been received'and upon the website.
Nga mihi

Garrick Wood (he / him / Mr)
M; $9@@ | E: g.weod@teénspeft fowt.nz | transport.govt.nz

From: Garrick Wood

Sent: Thursday, Jandary 25/ 2024¢5:43\PM

To: Emma.Harris@bellgtlly.com; ¥ orrin Crowther <torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govtmz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Hi Emma

Apologies for the delay. We have received 3 submissions to date. | will arrange for these to
be available on our website shortly.

We note that NZ Airports made a submission to the ACCC. We expect they would also
make a submission to us.

Nga mihi

Garrick Wood (he / him / Mr)
M: 9@ | E: g.wood@transport.govt.nz | transport.govt.nz
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From: Emma.Harris@bellgully.com <Emma.Harris@bellgully.com>
Sent: Tuesday, January 16, 2024 5:42 PM

To: Garrick Wood <G.Wood@transport.govt.nz>; Torrin Crowther
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Thanks Garrick. That is a helpful steer in the meantime. | am conscious that the deadline is not until 1
Feb but have you received any submissions already?

Best wishes
Emma

Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64 21 227 4969
Vero Centre, 48 Shortland Street, Auckland, New Zealand

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Tuesday, 16 January 2024 12:45 pm

To: Harris, Emma EKH <Emma.Harris@bellgully.com>NCrowther, Torrin TXC
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tem Forster
<t.forster@transport.govt.nz>

Subject: RE: Confidential: NZ/VA - Application fogautherisation [BG-BELLGULLY.FID1507849]

CAUTION: This email is from outside ®f the firm,
Kia ora Emma, Torrin
Happy new yeatito'you both.

We do not have a detailedtimeline yet — partly due to focussing on NZ/SQ and availability
of staff over the Dee/Jan'period.

Sonya | discussedvat the end of last year and we are proceeding on the basis of having
aiming telhaveta decision by late April / early May 2024.

Sonyatis.back next week. We will get more detail to you by the time submissions have
closed.

Nga mihi

Garrick Wood (he / him / Mr)
M: $9@) | E: g.wood@transport.govt.nz | transport.govt.nz

From: Emma.Harris@bellgully.com <Emma.Harris@bellgully.com>
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Sent: Monday, January 15, 2024 3:53 PM
To: Garrick Wood <G.Wood@transport.govt.nz>; Torrin Crowther
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster

<t.forster@transport.govt.nz>
Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

Hi Garrick,
Happy new year — hope you had a lovely break.

Further to the emails below, we understand the team were looking at developing an indicative
timeline for the MOT’s consideration of the VA/NZ application. We were wondering if you are in a
position to share this with us?

Best wishes
Emma

Emma Harris Senior Associate

BELL GULLY

DDI +64 9 9168779 MOB +64 21 227 4969
Vero Centre, 48 Shortland Street, Auckland, New Zealand

From: Harris, Emma EKH

Sent: Tuesday, 21 November 2023 4:35 pm

To: 'Garrick Wood' <G.Wood@transpdit.govt.nz>; Crewther, Torrin TXC
<torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandégeer @fransgortigevt.nz>; Tom Forster
<t.forster@transport.govt.nz

Subject: RE: Confidentialf NZ/VA - Applicatier for authorisation [BG-BELLGULLY.FID1507849]

Many thanks Garrick, we appreciaterxthe update. We will let the Parties know.

Best wishes
Emma

Emma Harris Senior Assaciate

BELL GULLY.

DDI +64 9 9168779 MOB +64 21 227 4969
Vero Céntre,148'Shortland Street, Auckland, New Zealand

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Tuesday, 21 November 2023 4:10 pm

To: Crowther, Torrin TXC <torrin.crowther@bellgully.com>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>; Harris, Emma EKH <Emma.Harris@bellgully.com>

Subject: RE: Confidential: NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CAUTION: This email is from outside of the firm.
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Kia ora Torrin
Thank you for submitting the application. | have a quick courtesy update for you.

We have published the public version of the Air New Zealand and Virgin Australia

application for authorisation on the Airline code-share and alliance agreements
section of the Ministry website.

We are inviting submissions from interest parties, due by 5 pm Tuesday 1 February
2024.

Our team is prioritising completing the NZ-SQ reauthorisation. However, we will laok
to develop an indicative timeline for the VA-NZ application over the’coming we€ks.
We will keep you updated.

Please contact Sonya or me if you have any questions’

Nga mihi

Garrick Wood (he / him / Mr)
Kaitohutohu Matua — Rererangi a Moana \Senior¢Adviser — Aviation and Maritime
Te Manatu Waka Ministry of Transport

M; $9@ | E: g.wood@iranéport.@eviviy’| transport.govt.nz

:";,";‘& TE MANATU WAKA Hagfhitia agf nE\tWgata
‘1r~_ MINISTEY OF TRANSBORT Pnabling Mgw Z#alander

From: Torrin Crowthenh<tOrrin.csoWwther@bellgully.com>

Sent: Friday, Nevembér 17, 2023 1:01 PM

To: Tom Forstef <tforster@trardsport.govt.nz>; Sonya Van De Geer
<s.vandegeer@transgertigovt.nz>

Cc: Emma.Harris@bellguty.com
Subject: Confidential®NZ/VA - Application for authorisation [BG-BELLGULLY.FID1507849]

CONFIDENTIAL
Dear Temsand Sonya,

We refer to the earlier communication regarding a one way codeshare on the Tasman (excluding
Queenstown) between Air New Zealand and Virgin Australia.

On behalf of Air New Zealand and Virgin Australia, please find attached the application for
authorisation to make and give effect to a Commercial Framework Agreement, Codeshare
Agreement, and various related agreements as described in further detail in the application attached.
More particularly, please find attached:

¢ a confidential and a public version of the application (as marked). Note that the confidential
version contains some information confidential to Air New Zealand vis a vis the public and
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Virgin Australia (and vice versa);

¢ a confidential version of the Confidential Framework Agreement; and

o Confidential Annexure 1 regarding Virgin Australia’s counterfactual. For the avoidance of
doubt, Confidential Annexure 1 cannot be shared with Air New Zealand (or the public more
generally).

We would be grateful if you could please confirm receipt of this email and its four attachments.
Kind regards
Torrin

Torrin Crowther Partner

BELL GULLY

DDI +64 9 916 8621 MOB +64 21 867 746
Vero Centre, 48 Shortland Street, Auckland, New Zealand

This email, including attachments, may contain information which is confidential or subject to legahprivilege,or copyright. If you are

not the intended recipient, please notify us immediately and then delete this email from your system. Email communications are not
secure and are not guaranteed by Bell Gully to be free of unauthorised interferenceg@rror or virus. Anyone who communicates with
us by email is taken to accept this risk.

Anything in this email which does not relate to the official business of Bell Gully,is neither givemnor endorsed by Bell Gully.

Please refer to www.bellgully.com for more information or to view our standard terms of€hAgagement.
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DOC 005

From: Tom Forster
To: Garrick Wood; Sonya Van De Geer
Subject: FW: Air NZ/VA Alliance
Date: Friday, 15 March 2024 5:27:20 pm
Attachments: image001.png

image002.png

From: Tom Forster

Sent: Friday, March 15, 2024 4:45 PM

To: Bronwyn Turley <B.Turley@transport.govt.nz>
Subject: RE: Air NZ/VA Alliance

We want to have a final report in May. Possibly provide an update briefing,to the Ministerin
mid-late April.

We normally work with Joanne’s team on this but they do not have the cempetition expérience
that we would be comfortable with in peer reviewing this work.

From: Bronwyn Turley <B.Turley@transport.govt.nz>
Sent: Friday, March 15, 2024 4:37 PM

To: Tom Forster <t.forster@transport.govt.nz>
Subject: RE: Air NZ/VA Alliance

Hi —I've asked Paul O’Connell — was thinking that'it could be something for him to take care of as
it’s in the analytics space. He’s wondefing what our{timeframes are — do you have that info.?

Bronwyn Turley
Pou Turuki | Deputy Chief.Executive

Regulatory Group

Te Manati Waka Ministry of Transport

M: F9@@ , \.| EMb.turley@teansport.govt.nz | transport.govt.nz
Executive Assistant: Anna Northeott | M: 5 %@ | E:

a.northcott@transport.gevt.nz
“‘-"f( TE MANATU WAKA J Hapaitia ana nga tangat

%h MINISTRY OF TRANSEORE

From: TomsForster <t.forster@transport.govt.nz>
Sent: Friday, March 15, 2024 2:41 PM

To: Bronwyn Turley <B.Turley@transport.govt.nz>
Subject:"Air NZ/VA Alliance

Hi Bronwyn

Just checking whether you have had a chat with your contacts at the Commission about
undertaking a peer review of the Air NZ/VA alliance. We agreed that we needed to have this
done given whatever decision we make would be under scrutiny given the strong views
expressed.

If the ComCom is not an option, we can start thinking of other Economists who have experience
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in competition matters that may be able to assist us.

Cheers
Tom

Tom Forster (he /his / Mr)
Manager — Aviation & Maritime
Te Manatia Waka Ministry of Transport

M:59@@ | E: tforster@transport.govt.nz | transport.govt.nz
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DOC 006

From: Torrin Crowther

To: Garrick Wood

Cc: Sonya Van De Geer; Tom Forster; Shereen Faraj;s 9(2)(a)
Subject: Confidential: NZ/VA - Teams VC Request

Date: Monday, 25 March 2024 3:15:45 pm

Hi all

We've had a request from VA for an opportunity to speak to the MOT team in relation to how they see
the Alliance, and their counterfactual.

Would you have, say, 60-90 minutes, at some stage in the near’ish term? We’d envisage a short slot
at the outset in terms of the arrangements generally which NZ would also attend, and then a session
with VA (that we would attend on an external counsel only basis).

Look forward to hearing from you when you have a moment.

Thanks
Torrin

Torrin Crowther Partner

BELL GULLY
s 9(2)(a)
Vero Centre, 48 Shortland Street, Auckland, New Zealand

This email, including attachments, may contain information which is confidential orisubject to legal privilege or copyright. If you are
not the intended recipient, please notify us immediately,and therrdelete this*email from your system. Email communications are not
secure and are not guaranteed by Bell Gully to be fre€ of Unauthoriseddnterfefence, error or virus. Anyone who communicates with
us by email is taken to accept this risk.

Anything in this email which does not relate to thesbfficial business,of\Bell'Gully is neither given nor endorsed by Bell Gully.

Please refer to www.bellgully.com for moreiinformation or to view our standard terms of engagement.
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DOC 007

From: Garrick Wood

To: Richard Meade

Cc: Sonya Van De Geer; Tom Forster

Subject: RE: 2024_04_08 - AoG Consultancy Services Order - Cognitus - Air Nz Virgin Australia Alliance
Date: Friday, 3 May 2024 4:21:00 pm

Attachments: image001.png

CONFIDENTIAL - Draft for Review - Air NZ and VA Codeshare Authorisation - Initial Advice.docx

Kia ora Richard
Please find attached our draft initial advice for you to review.

Canyou please have any feedback to us by COB Thursday 9 May 2024, although earlier is
appreciated if possible.

This should be read alongside the application material we have already/providedyou=
linked here. | will send to you in a separate email the confidential versions of the
application, plus counterfactuals and addition information provided.

Our next deliverable for you review will be our full analysis/#€port (approximately 20 pages).
We are working to have this completed by 10 May 20244 but will address any feedback or
comments from your review of the initial advice before sending.

Please reach out Sonya or me if you need.anything or wish te discuss.
Look forward to hearing from you.

Nga mihi

Garrick Wood (he £him /e
Kaitohutohu Matua +Rererahgita Moana | Senior Adviser — Aviation and Maritime
Te Manatu Waka Ministry of Transport

M: SIRE TS ASS T | E: dwveod@transport.govt.nz | fransport.govt.nz
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From: JemiForster <t.forster@transport.govt.nz>

Sent: Eriday, April 26, 2024 2:41 PM

To: Richard Meade <richard.meade@cognitus.co.nz>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Garrick Wood
<G.Wood@transport.govt.nz>

Subject: RE: 2024 _04_08 - AoG Consultancy Services Order - Cognitus - Air Nz Virgin Australia
Alliance

Hi Richard

Thanks for getting in touch. I've just asked the people working on it. They have indicated that
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COMMERCIAL IN CONFIDENCE
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10 May 2024	OC240164

Hon Matt Doocey	Action required by:

Associate Minister of Transport	 Monday, 13 May 2024

[bookmark: _Hlk161656726]Air New Zealand and Virgin Australia Codeshare authorisation – initial Advice

Purpose

Air New Zealand and Virgin Australia have applied for authorisation of a codeshare arrangement. We are seeking your input at this stage.

Key points

Air New Zealand and Virgin Australia (the Applicants) are seeking authorisation to implement a unilateral Codeshare Agreement, and other related agreements (the Proposed Conduct). 

Under the arrangements, Virgin Australia could put its code on Air New Zealand operated trans-Tasman services. Air New Zealand will set the fares that Virgin Australia will charge its passengers.

Virgin Australia wants to be able to offer a trans-Tasman product to improve its competitiveness in the Australian market, particularly for corporate customers. The codeshare would also allow Virgin Australia to offer a better frequent flyer points product and lounge access to its customers.

Air New Zealand claims that this codeshare arrangement will increase passenger numbers flying on the codeshare flights via Air New Zealand and improve the efficiency and sustainability of its service. 

There is a risk that if market conditions on the Tasman improve for Virgin Australia there could be a point over the period for which authorisation is sought where the codeshare could disincentivise Virgin Australia re-entering routes other than Queenstown

Given we have not identified any notable benefits to New Zealand from the arrangements we recommend you decline authorisation.

The Australian Competition and Consumer Commission has issued a draft determination authorising the codeshare. This was based on benefits they had identified in the Australia market which do not apply to New Zealand.

Recommendations

We recommend you: 

		agree that we finalise advice to you recommending that you decline authorisation of the Air New Zealand – Virgin Australia codeshare arrangements.

		Yes / No



			or

		



		agree that we should give Air New Zealand and Virgin Australia an opportunity to comment on our conclusion before finalising our advice.

		Yes / No





		

		

		



		Bronwyn Turley
Deputy Chief Executive, Regulatory

..... / ...... / ......

		

		Hon Matt Doocey
Associate Minister of Transport

..... / ...... / ......





Minister’s office to complete:	¨ Approved	¨ Declined

	¨ Seen by Minister	¨ Not seen by Minister

	¨ Overtaken by events

Comments

Contacts

		Name

		Telephone

		First contact



		Tom Forster, Manager – Aviation and Maritime

		022 066 3875

		



		Sonya van de Geer, Principal Adviser – Aviation and Maritime

		021 570 412

		



		Garrick Wood, Senior Adviser – Aviation and Maritime

		022 100 6635

		










INITIAL BRIEFING: AIR NEW ZEALAND AND VIRGIN AUSTRALIA CODESHARE AUTHORISATION

Air New Zealand and Virgin Australia have applied for authorisation of codeshare arrangements

[bookmark: _Hlk160114621][bookmark: _Hlk161911793]Air New Zealand and Virgin Australia are seeking authorisation of a codeshare arrangement pursuant to section 88 of the Civil Aviation Act 1990. The effect of authorisation is that the arrangements would be exempt from certain provisions of the Commerce Act prohibiting cartel arrangements or arrangements which substantially lessen competition.

The proposal is for a unilateral codeshare arrangement where Air New Zealand sets prices 

[bookmark: _Hlk161921714][bookmark: _Hlk161920484]Under the proposed arrangements Virgin Australia would promote and sell trans-Tasman flights operated by Air New Zealand under its VA code. Key features include:

[bookmark: _Hlk161920597]The fares for the services, including discounts, will be set by Air New Zealand. 

[bookmark: _Hlk161921577]Virgin Australia’s Frequent Flyer members will gain access to Air New Zealand’s lounges and can earn and redeem points on Air New Zealand trans-Tasman services.

The codeshare won't apply on routes where Virgin Australia currently operates its own trans-Tasman services (currently some routes to Queenstown) or any future points it serves in New Zealand.

[bookmark: _Hlk161911931][bookmark: _Hlk161922296]It is a unilateral codeshare (Air New Zealand will not be putting its code on Virgin Australia services) and only applies to tickets sold in Australia for travel from Australia.

Authorisation is sought under section 88 of the Civil Aviation Act 1990

Authorisation is sought under section 88 of the Civil Aviation Act 1990. The effect of authorisation is that the arrangements are exempt from provisions of the Commerce Act 1986 that prohibit arrangements substantially lessening competition.

Section 88 sets out several statutory pre-conditions (in the form of prohibitions) that must be met. In our view the application for authorisation meets these conditions. 

Crown Law has previously advised that in making your decision, you may consider whether authorisation is in the public interest, as well as weighing any detriment to consumer welfare to international air carriage in the relevant markets.

Our initial view is that the Commercial Framework Agreement does not appear to breach sections 88(3) and 88(4) of the Act. If authorisation is not given under section 88(4), declining the authorisation under subsection 88(5) is unlikely to have an undesirable effect on the international comity between New Zealand and Australia. 

The primary commercial rationale for the arrangements relates to Virgin’s competitive position

New Zealand is an important destination for Australian travellers, both for business and leisure purposes.

Virgin Australia does not currently offer trans-Tasman services apart from flights to and from Queenstown. Virgin Australia’s commercial rationale for the codeshare is that this reduces its ability to compete effectively in Australia particularly for higher-yield corporate and small business customers.

Air New Zealand claims that this agreement could incrementally increase passenger numbers and improve operational efficiency and sustainability of its flight operations. It may also enable Air New Zealand access to additional distribution channels for its trans-Tasman services.

The pricing provisions of these arrangements are unusual

Under most codeshare arrangements each airline independently determines the prices. In this case the arrangements allow New Zealand to establish fares which Virgin Australia will market to its Australian customers.

Stakeholders have concerns about the proposed codeshare

Auckland and Christchurch airports and the NZ Airports Association acknowledged that the codeshare could benefit Virgin Australia's Australian customers. However, they submitted that it could potentially reduce competition and increase airfares on trans-Tasman routes. Airports consider that the codeshare will reduce the incentives on Virgin Australia to enter trans-Tasman routes other than Queenstown. Queenstown Airport supported the authorisation of the proposed codeshare agreement on the basis that Queenstown is excluded.

Former employees of Virgin Australia opposed the codeshare, expressing resentment for its handling of job losses during COVID-19 and following administration. A Virgin Australia customer set out the difficulties travellers had experienced in trying to redeem credits during the COVID-19 pandemic.

The trans-Tasman market is still below pre-Covid levels but is recovering

We have reviewed the competitive landscape of the trans-Tasman market including market share and the capacity provided by other international carriers and the post-Covid recovery.

Historically we have not had competition concerns on the Tasman due to the number of airlines operating to New Zealand, However the post-Covid trans-Tasman market has duopolistic characteristics. 

During the post COVID period, Air New Zealand’s market share has decreased to 41 percent as other carriers returned to the market, with Qantas/Emirates/Jetstar at 48 percent for the first quarter of 2024. Virgin Australia’s market share is 3 percent reflecting its return to the Queenstown route only. 

While several fifth freedom carriers are operating on trans-Tasman routes, they make up approximately 5 percent of the market and mainly connect long-haul passengers rather than direct point to point passengers. 

While trans-Tasman capacity is increasing it remains well below pre-Covid levels. Statistics from BITRE shows capacity for January 2024 being over 112,000 fewer seats compared to January 2020. Total capacity for 2023 was approximately 1.5 million fewer seats than 2019. 

Airlines are increasing capacity. In March 2024, Qantas announced from October 2024 it will add up to 260,000 additional seats across three of its trans-Tasman routes over 12 months, compared to its current schedule. 

Airlines are moving to fill the gap in capacity, but it is largely between Air New Zealand and the Qantas Group. 

The applicants assert that the codeshare will bring benefits to New Zealand

The applicants assert that the codeshare will deliver incremental tourism to New Zealand and incremental passengers on Air New Zealand services.

Increase in tourism through better marketing

The applicants state that the codeshare would see enhanced marketing of New Zealand as a destination to Virgin Australia customers (and Australian customers more generally). They expect this enhanced marketing to result in incremental traffic to New Zealand, with corresponding benefits in the form of additional tourism spend.

We have agreed that improved access to a home countries marketing networks provides a benefit in other alliances where Air New Zealand does not have a strong existing commercial presence. However, we consider that this benefit is not as apparent in arrangements with an Australian carrier.

Australia is culturally a similar market to New Zealand and Air New Zealand already has a strong stand-alone presence. It is the second biggest overseas airline in Australia and Australia is its biggest international market. It competes strongly with the Qantas group in the trans Tasman market. Pre-COVID it consistently topped most trusted brand in Australia surveys. 

Incremental passengers on Air New Zealand’s services

The applicants also assert that some Virgin Australia passengers who might otherwise have travelled with Qantas will be more likely to travel via Virgin Australia code on Air New Zealand trans-Tasman services.

The applicants state that this incremental traffic will have the benefit of improving the efficiency and sustainability of Air New Zealand’s flight operations.

We agree that the codeshare may contribute to an incremental increase in passengers. Air New Zealand has estimated this to be an additional 1.3 percent on current load factors, which equates to up to 3 passengers per flight for a A321neo aircraft. Virgin Australia has estimated the additional load factor could be up to 3-5 percent. However we note that many of these passengers will be transferring from Qantas and so do not regard it as a benefit.

Currently Air New Zealand load factors for the Tasman hover between 80 and 84 percent. 

A key issue is the impact the codeshare might have on Virgin expanding services to New Zealand

Trans-Tasman capacity has not yet returned to pre-COVID levels and, with Virgin being absent from most routes, has the appearance of a duopoly.

While there are some services offered by fifth freedom (third country) airlines these only offer limited competition, and there has been a history of entry and exit by this type of carrier.

We consider that Virgin Australia remains the airline most likely to enter the (non-Queenstown) trans-Tasman market.

The Applicants submit that the short period in which Virgin Australia independently operated trans-Tasman services, following the dissolution of its broad Alliance with Air New Zealand, was characterised by substantial financial losses and that Virgin Australia will not again pursue strategies that are commercially unsustainable in this way.

Virgin Australia has also advised that it keeps its route network under continual review. However, the most recent Board papers Virgin has shown us on the short haul network date from 2022. We consider this to be a dated decision in the post-COVID environment.

In setting out their commercial rationale for the codeshare the applicants have emphasised the importance for Virgin Australia of having a trans-Tasman offering for its frequent flyer and corporate customers. Market conditions on the Tasman for Virgin Australia on non-Queenstown routes may improve over the period for which authorisation is sought. We conclude that on the margin there is a risk that in these circumstances the codeshare could disincentivise or delay Virgin Australia entry.

We are not able to reach a firm conclusion on the likelihood of this risk materialising. However it would have a cost to New Zealand that outweighs the negligible benefits that are more likely to accrue if the codeshare is authorised.

We also consider that even the threat of entry can have a beneficial impact on market behaviour. Despite what Virgin Australia has told us, New Zealand airports consider that the codeshare does reduce the incentive for Virgin Australia to re-grow its New Zealand presence. If Air New Zealand and Qantas share this view, then authorisation could encourage duopoly behaviour to the detriment of New Zealand.

Australian Competition and Consumer Commission has issued a draft determination granting authorisation

In Australia, collaborative arrangements in international air services are considered by the Australian Competition and Consumer Commission (the ACCC). Given the codeshare agreement involves the trans-Tasman routes, decisions made by the ACCC are relevant to our assessment of the Application.

On 1 May 2024, the ACCC issued a draft determination recommending to authorise the proposed conduct for a period 5 years. The ACCC is required to issue a final determination by 17 May 2024 

Commissioners have taken the view that while the proposed conduct will result in minimal benefits to Australia, the potential detriments are smaller, and there is no reason to decline the agreement. 

The benefits identified by the ACCC are:

Increased choice and convenience for Australian point of sale trans-Tasman travellers

Better loyalty programme benefits for Virgin Australia customers

International lounge access for eligible Virgin Australia customers

These are all benefits that accrue to Australian based travellers. Given the nature of the codeshare these benefits are not available to New Zealand customers. Therefore, we have not given weight to them, nor are required to under the Act, in reaching our conclusions.

Length of authorisation sought

The applicants have applied for authorisation of the codeshare for a term of at least five years. This is consistent with similar airline co-operation agreement authorisations. The applicants argue that five years will provide certainty to customers, especially corporate and SME clients. The ACCC draft determination indicates an authorisation period of five years.

Consequences of declining authorisation the proposed codeshare

We do not consider that there are any certain benefits to New Zealand and New Zealand travellers from the codeshare arrangements. On the other had there is some risk that within the period of authorisation sought market conditions might change such that the codeshare was a factor in disincentivising Virgin Australia from entering additional New Zealand routes. 

At the very least, we consider that the codeshare could affect other market participants view of the risk of market entry – leading them to see it as less likely. This could impact their behaviour to the detriment of consumers.

Given this, we recommend that you decline to authorise.
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they are still working on getting it across some time next week. I'll update you on either on
Monday or Tuesday next week.
I've also copied the two people working on the briefing.

Cheers
Tom

From: Richard Meade <richard.meade@cognitus.co.nz>
Sent: Friday, April 26, 2024 2:26 PM

To: Tom Forster <t.forster@transport.govt.nz>
Subject: Re: 2024 _04_08 - AoG Consultancy Services Order - Cognitus - Air Nz Virgin Australia
Alliance

(1/
Hello Tom, hope all going well. Just checking in re the likely timing of yourhitial briefing
when it could be reviewed. Thanks in advance. Best, R. % \
On Tue, 9 Apr 2024 at 08:45, Tom Forster <t.forster@transgort.é&ez wroc)&

Hi Richard Q~ ?\
Please see signed copy of the CSO. Can you pleas ret@e.

Thanks 0

Tom

r, 3 Queens Wharf | PO Box 3175 | Wellington 6011 |

MINISTRY OF TRANSPO O
O

Auckland‘@-ﬂ4 rnment Auckfand Policy Office | 45 Queen Street | PO Box 106238 | Auckland
43 |

City | Auc %\ LAND | Tel: +64 4 439 9000 |
i3 only intended to be read by the named recipient. It may contain

Disclaimer: Thi \
information w 'c@nfidential, proprietary or the subject of legal privilege. If you are not the
intended re Ix u must delete this email and may not use any information contained in it.
Legal p§$ is not waived because you have read this email.

Ple
4

ider the environment before printing this email.

Richard Meade (PhD, Toulouse School of Economics)

Principal Economist | Cognitus Economic Insight | www.cognitus.co.nz

12c Orakau Avenue, Epsom, Auckland 1023, New Zealand

Phone: +64 (0)9 972 4592 | Mobile: +64 (0)27 453 8000 | richard.meade@cognitus.co.nz
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Adjunct Associate Professor | Griffith University | Profile

Adjunct | Centre for Applied Energy Economics and Policy Research | Profile
Senior Research Fellow | Auckland University of Technology | Profile
President | Law & Economics Association of New Zealand | www.leanz.org.nz
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DOC 008

From: Garrick Wood

To: Richard Meade

Cc: Sonya Van De Geer; Tom Forster

Subject: RE: 2024_04_08 - AoG Consultancy Services Order - Cognitus - Air Nz Virgin Australia Alliance
Date: Friday, 3 May 2024 7:02:00 pm

Attachments: image001.png

VA CONFIDENTIAL Annexure 1 - MOT submission.pdf
CONFIDENTIAL - Applicants" submission in response to interested party submissions (ACCC).pdf

CONFIDENTIAL - Commercial Framework Agreement.pdf

CONFIDENTIAL - MOT - Response to Third Party Submissions - Air New Zealand and Virgin Australia.pdf
CONFIDENTIAL - Response to MOT RFIs - Air New Zealand and Virgin Australia.pdf

CONFIDENTIAL - VA presentation to MOT 12 April 2024.pdf

CONFIDENTIAL VERSION NZ VA Application - 17 Nov 2023.pdf

Hi Richard

Attached are the CONFIDENTIAL documents submitted to MOT by applicants.
FYl-the ACCC released its draft determination on 1 May 2024.

Nga mihi

Garrick Wood (he / him / Mr)
M: £9R@ | E: g.wood@transport.govt.nzNdransport.govt.nz

From: Richard Meade <richard.meade@cognitlis.eo.nz>

Sent: Friday, May 3, 2024 5:34 PM

To: Garrick Wood <G.Wood@transpogt.gout.nz>

Cc: Sonya Van De Geer <s.vandegeetr @trapsport@eyvtinz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: Re: 2024 04-08 - AoG ConsultancySenvices Order - Cognitus - Air Nz Virgin Australia
Alliance

Thanks Garrick, logk ferward toitheconfidential version of the application and counterfactuals as
soon as possible thanks (¢ 9@ N ). Best, R.

On Fri, 3 May 2024 at16:241,"Garrick Wood <G.Wood@transport.govt.nz> wrote:

Kia ora Richard
Pleasefind attached our draft initial advice for you to review.

Canyou please have any feedback to us by COB Thursday 9 May 2024, although earlier
is appreciated if possible.

This should be read alongside the application material we have already provided you —
linked here. | will send to you in a separate email the confidential versions of the
application, plus counterfactuals and addition information provided.

Our next deliverable for you review will be our full analysis report (approximately 20
pages). We are working to have this completed by 10 May 2024, but will address any
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https://apc01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.transport.govt.nz%2Farea-of-interest%2Fair-transport%2Fairline-code-share-and-alliance-agreements%2F%23stageaccordionitem-1568&data=05%7C02%7CG.Wood%40transport.govt.nz%7C386fb7bfe33449d68ae608dc6b32ba9e%7Cff09ef007cd0407ebe0ef00bc475a9ab%7C0%7C0%7C638503112870691569%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=KlXBnreKnjkTfF86qJCPcFI8TURT64nTXfTe6LsNYcI%3D&reserved=0

%‘l{ TE MANATO WAKA J Hapaitia ana ng tingata o Aotearoa kia ek

MNSTRY OF TRANSPORT Enabling New Zealanders to flourish

7




CONFIDENTIAL TO VA

Confidential Annexure 1

Virgin Australia’s confidential counterfactual
11 Overview

The Proposed Conduct allows VA coded services and flow-on benefits which would not otherwise
exist. It does this without removing any competition, services or benefits that would be available
without the Proposed Conduct. Virgin Australia has no current intention to enter other trans-Tasman
routes and the Proposed Conduct does not act to delay or disincentivise any such entry. Absent the
Proposed Conduct, a traditional arms-length codeshare would not be offered by Air New Zealand and
Virgin Australia could not achieve the same benefits with any other commercially viable partner.

1.2 Virgin Australia has no current intention to enter other trans-Tasman routes

Virgin Australia has no plans to operate trans-Tasman services to destinations beyond its existing
Queenstown routes. It does not consider that doing so would be profitable based on its previous
experience and performance operating trans-Tasman services. It has made a commercial
assessment that its aircraft and other resources can be more profitably deployed elsewhere in its
domestic and short-haul international networks.

Air NZ ended the previously authorised metal neutral Alliance with Virgin Australia in October 2018
(with the end of the relationship announced in April 2018). In March 2020, scheduled services to New
Zealand were suspended due to the COVID-19 pandemic and in April 2020 Virgin Australia went into
voluntary administration.

In November 2022, Virgin Australia resumed services to Queenstown - the only trans-Tasman
destination on which Virgin Australia operates.

Virgin Australia’s resumption of Queenstown services reflects the unique features of these routes
which allow greater likelihood of commercial viability for Virgin Australia’s operations. Queenstown
can be efficiently serviced by Virgin Australia’s narrow-body aircraft, is a predominantly Australia-
originating short-haul international destination with a high volume of premium leisure traffic and plays
to Virgin Australia’s strengths including high POS Australia demand. Historically on average, Virgin
Australia has been able to generate positive earnings on these services and has made an internal
assessment that it is likely to do so again.

Virgin Australia’s criteria for the resumption of short-haul international (SHI) services following the
COVID-19 pandemic and post-administration include the following:

strong market demand;

strong Point of Sale Australia demand,;

slot availability and capacity; and

propensity to succeed.
Other trans-Tasman routes generally score poorly against these criteria.” For example, the
passenger cumulative annual growth rate (CAGR) based on the 5 years to 2019 was over 15% for
Queenstown but only around 2-3% for Auckland, Christchurch and Wellington and negative for
Dunedin. Auckland, Christchurch and Wellington are all less than 50% Australia point of sale (with

Dunedin only slightly above 50%). Given its particular features and historical performance,
Queenstown, by a considerable margin, is the only New Zealand destination to which Virgin Australia

' Other than Queenstown, Bali, Fiji, Vanuatu and Samoa also scored highly as SHI options.
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considers its operations have the propensity to succeed. Virgin Australia’s aircraft and resources can
otherwise be more profitably used on other non-Tasman routes.

Table 1 below summarises EBIT margins, seat capacity and load factors for trans-Tasman routes,
excluding Queenstown, operated by Virgin Australia in FY19, being the last full financial year prior to
the COVID-19 pandemic. The trans-Tasman has proven challenging for Virgin Australia for some
time. It has also operated but withdrawn from the following trans-Tasman routes prior to FY19 on the
basis that they too were unsustainable:

Brisbane — Hamilton;

Cairns — Auckland;

Melbourne — Dunedin;

Melbourne — Wellington;2

Gold Coast — Christchurch;

Sydney — Dunedin; and

Sydney — Hamilton.

Table 1 Overview of trans-Tasman routes operated in FY19, excluding Queenstown

Route FY19 EBIT Margin FY19 Seat Capacity FY19 LF%
BNEAKL (5.5%) 262,860 76.8%
BNECHC (17.3%) 131,266 75.6%
BNEDUD (27.4%) 61,248 69.0%
BNEWLG (11.7%) 184,436 71.9%
MELAKL (17.8%) 230,670 93.7%
MELCHC (22.6%) 105,042 70.6%
NTLAKL 25.4% 12,496 53.5%
OOLAKL (2.9%) 127,728 72.6%
SYDAKL (13.1%) 266,920 68.6%
SYDCHC (31.9%) 30,272 55.9%
SYDWLG (37.1%) 61,600 54.3%
Average (14.7%) 121,168 69.3%

The above table shows that all non-Queenstown trans-Tasman routes were operating at an EBIT loss
other than the Newcastle — Auckland route, which achieved a positive EBIT margin due to material
financial support from Newcastle Airport. To allow Newcastle Airport its first international flights,
Virgin Australia agreed to operate, with Newcastle Airport’s financial support, seasonal flights to
Auckland for a set period. These services were offered with a much smaller seat capacity than all
other trans-Tasman routes (only 12,000 seats over the financial year compared to the average of
121,168 seats across the routes) and still passenger numbers did not support Newcastle Airport’s
expectations as reflected in the 53% load factor. The Newcastle — Auckland route was withdrawn in
February 2020, prior to the COVID-19 suspension of services.

2 One-off flights were operated on this route supporting AFL matches in Wellington prior to withdrawal.
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The average load factor across the routes was just 69%. By way of comparison, Virgin Australia’s
average load factor across its domestic routes in FY19 was 78%. Even where load factors are high, a
route may still be loss-making, e.g. Melbourne-Auckland.

In contrast, the table below provides the same information for Queenstown routes operated in FY19.
Unlike the other trans-Tasman routes, they have an average positive EBIT margin.

Table 2 Overview of Queenstown routes operated in FY19

Route FY19 EBIT Margin FY19 Seat Capacity FY19 LF%
BNEZQN 11.0% 98,912 93.1%
MELZQN (3.1%) 37,664 60.8%
SYDZQN 9.7% 101,376 70.1%
Average 5.9% 79,317 74.7%

While the Melbourne — Queenstown route operated at a slight negative EBIT margin in FY19, this is
because Virgin Australia commenced operation on the route in October 2018, missing the peak ski
season (July-September).

The poor financial performance of Virgin Australia’s stand-alone trans-Tasman operations is not due
to any unique factors in FY19. Virgin Australia has long struggled to profitably sustain trans-Tasman
services in competition with Qantas. This includes being unable to viably position itself to attract and
compete for higher yielding trans-Tasman traffic on a stand-alone basis. It lacked the broad and deep
trans-Tasman network that could match the offer of Qantas. This was the key rationale for entering
the broader authorised Alliance with Air NZ which was sought in May 2010 and in place until October
2018. Scale in terms of frequencies and network scope is important for attracting both business
travellers and leisure travellers. Virgin Australia’s stand-alone operations continue to lack that scale
and achieving it on a stand-alone basis is not commercially viable.

While the Tasman is very important to Virgin Australia’s network offering and ability to compete with
Qantas more broadly, the inherent issues Virgin Australia faces on the Tasman means it has resolved
to only operate services to Queenstown on its own metal because it considers that it would be
commercially better off and better able to compete with Qantas by utilising its fleet and resources on
other routes with greater prospects of commercial returns and lower opportunity costs. This is
expected to be the position for at least the medium term.

However, if the historical position changes to such an extent that Tasman services become viable, the
Proposed Conduct does not change Virgin Australia’s incentives regarding entry onto the trans-
Tasman utilising its own aircraft. Consistent with its approach to assessing its network and the
deployment of resources, Virgin Australia will continue to assess the commercial viability of trans-
Tasman services, as it does for all potential new routes, with or without the Proposed Conduct.





		1.1 Overview

		1.2 Virgin Australia has no current intention to enter other trans-Tasman routes

		Virgin Australia has no plans to operate trans-Tasman services to destinations beyond its existing Queenstown routes.  It does not consider that doing so would be profitable based on its previous experience and performance operating trans-Tasman servi...

		Air NZ ended the previously authorised metal neutral Alliance with Virgin Australia in October 2018 (with the end of the relationship announced in April 2018). In March 2020, scheduled services to New Zealand were suspended due to the COVID-19 pandemi...

		In November 2022, Virgin Australia resumed services to Queenstown - the only trans-Tasman destination on which Virgin Australia operates.

		Virgin Australia’s resumption of Queenstown services reflects the unique features of these routes which allow greater likelihood of commercial viability for Virgin Australia’s operations.  Queenstown can be efficiently serviced by Virgin Australia’s n...

		Virgin Australia’s criteria for the resumption of short-haul international (SHI) services following the COVID-19 pandemic and post-administration include the following:
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1 Executive summary

By acknowledging the likelihood that Australian travellers will take up the offer of VA coded services
on Air New Zealand operated trans-Tasman services, all four Interested Party Submissions
acknowledge that public benefits will flow from the Proposed Conduct.

Any opposition to authorisation is based on the incorrect assumptions that:

1 absent the Proposed Conduct, Virgin Australia would be likely to operate services on the trans-
Tasman as an independent carrier in competition with Air New Zealand; and

2 the Proposed Conduct would disincentivise Virgin Australia from doing so.

These assumptions do not reflect commercial reality and are inconsistent with the firm commercial
decisions that have been taken by Virgin Australia in relation to its planned short haul international
network, as well as Virgin Australia's assessment of the projected revenue from the Proposed
Conduct.

This opposition is premised on an irrelevant and wholly unrealistic counterfactual. The Proposed
Conduct does not change Virgin Australia’s incentives regarding entry onto the trans-Tasman utilising
its own aircraft and therefore does not have the effect of delaying or disincentivising entry that would
otherwise occur.

Further, any concerns about the impact of the Proposed Conduct on overall trans-Tasman capacity
are misplaced. The Proposed Conduct can have no impact on capacity. The Applicants will not
coordinate capacity and have not sought authorisation to coordinate in relation to capacity, network or
schedule. At its heart, the Proposed Conduct is simply a unilateral codeshare on Air New Zealand
operated services with a novel pricing model which involves replication of Air New Zealand’s
determined pricing and cooperation on corporate and small and medium enterprise (SME) contracting.
Even if this was not the case, the arguments put forward about the Proposed Conduct resulting in
capacity constraints are inconsistent with the commercial modelling of the Applicants and ignore the
rational commercial response from Air New Zealand if it begins to “spill” passengers, as well as the
likely competitive response from other airlines if passengers positively respond to the arrangements,
as anticipated. The reality is that the Tasman is a competitive market with more carriers operating
today than pre-COVID in January 2020. While it is self-evident that a market in which Virgin Australia
independently operated a full trans-Tasman network would result in higher market capacity than is the
case with the Proposed Conduct, that is not the relevant — or even plausible — counterfactual. As such,
it is irrelevant to the test for authorisation.

The Proposed Conduct satisfies the test for authorisation and authorisation should be granted for the
requested period of five years. It will allow a range of clear, material and tangible public benefits that
would not otherwise be possible, without any competitive detriment.

2  All Interested Party Submissions recognise the Proposed
Conduct will result in public benefits

As set out in our previous submission to the ACCC, authorisation will:
provide Virgin Australia’s customers with:
- access to VA coded trans-Tasman services via Air New Zealand’s deep and broad trans-

Tasman network, where Virgin Australia does not itself operate services (i.e. excluding
services to/from Queenstown);
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- the ability to earn and redeem Velocity Points and accrue status credits on VA coded
trans-Tasman services operated by Air New Zealand where Virgin Australia does not
itself operate services; and

- the ability to utilise Air New Zealand’s seven international lounges in Australia and New
Zealand when flying on VA coded flights operated by Air New Zealand, as well as other
status benefits if eligible, noting Virgin Australia does not currently operate any
international lounges at any international departure port;

stimulate competition by strengthening Virgin Australia’s offer in competition with Qantas,
including for higher yield corporate and SME customers, loyalty program offerings and domestic
services;

increase customer choice and convenience for customers travelling on trans-Tasman services;
and

increase the efficiency of Air New Zealand'’s flight operations.

As indicated in Virgin Australia’s response to Question 1 of the ACCC’s RFI, it is expected that up to
120,000 Australian travellers will use these services per year.

All four of the Interested Party Submissions acknowledge the availability of public benefits under the
Proposed Conduct.

In its submission in support of authorisation, ATIA noted that the Proposed Conduct:!

would likely allow travellers greater convenience and choice on trans-Tasman services, creating
a more viable alternative choice to the dominant carrier;

will provide more options where the customer values the Tasman through-itinerary involving a
domestic Australian leg being provided by a single marketing carrier including, through the
different flight times of Virgin Australia’s domestic services to those available on a Qantas
domestic operated itinerary; and

may enhance Virgin Australia’s ability to compete with Qantas - the dominant domestic carrier
by enhancing the appeal of Virgin Australia’s domestic offerings through increased connectivity.

Sydney Airport noted in its submission that the current lack of a Tasman offering or gap in Virgin
Australia’s network impacts its ability to effectively compete for domestic services and corporate/SME
customers to the detriment of consumers.2 The Proposed Conduct efficiently and effectively allows
Virgin Australia to offer passengers trans-Tasman services beyond Queenstown, in circumstances
where no other commercially viable alliance is available and Virgin Australia has no plans to operate
services independently in the short-medium term.

Queensland Airports noted in its support for the application that allowing this unilateral codeshare will
increase the distribution potential of existing Air New Zealand capacity from Gold Coast Airport to New
Zealand, which will create demand conditions that could support additional capacity with resulting
public benefit.?

In its submission NZ Airports acknowledges that the Proposed Conduct will result in benefits for Virgin
Australia customers including business and loyalty customers who wish to fly across the Tasman.
These benefits include access to VA coded trans-Tasman services on Air New Zealand, the ability to
earn and redeem Velocity frequent flyer points and accrue status credits on VA coded Air New

1 ATIA Submission dated 22 December 2023, page 3. ATIA also recognises that the features of the Proposed Conduct serve to
negate the risk of competitive detriment, as expanded on further at Section 4.1.

2 Sydney Airport Submission dated 20 December 2023, page 1.
3 Queensland Airports Limited Submission dated 14 December 2023, page 1.
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Zealand flights and the ability to use Air New Zealand’s seven international lounges.* NZ Airports also
acknowledges that it could drive increased passenger numbers (including high yield passengers such
as corporates and SME customers) onto Air New Zealand’s trans-Tasman and domestic services.®
The Applicants note that such an effect would increase the efficiency of Air New Zealand’s flight
operations and stimulate competition in various markets including for higher yield corporate and SME
customers, trans-Tasman and domestic services.® This would in turn improve the conditions for
increased capacity and competition on trans-Tasman services.”

For further information on the benefits to Australian travellers, see section 7 of the Applicant’s
submission in support of the Authorisation Application.

3 Material public benefits result from the authorisation

The Proposed Conduct provides customers with access to VA coded services that would not
otherwise exist. Virgin Australia does not currently have a trans-Tasman offer beyond services to and
from Queenstown. The Proposed Conduct enables Virgin Australia to quickly and efficiently fill this
network gap through coded services.

These services and the flow-on benefits including Virgin Australia’s ability to compete more effectively
and provide a real choice and stronger alternative to Qantas in various markets are only being made
available because of the proposed pricing model.

It will provide immediate benefits to Australian travellers, including Velocity members, that would
otherwise not be available and increase the efficiency and sustainability of Air New Zealand’s services.
There are more than 11.9 million members of the Velocity Frequent Flyer Program. On average, this
equates to one member in every Australian household.®

4  The Proposed Conduct does not result in any detriment

4.1 The Proposed Conduct does not remove any competition, services or benefits that would
be available without the Proposed Conduct

The Applicants do not currently compete on any trans-Tasman routes outside of services to/from
Queenstown which are specifically excluded from the Proposed Conduct.

Virgin Australia has no plans to serve other trans-Tasman destinations on its own metal for the
foreseeable future because it does not expect it would be profitable to do so. Its assets and
infrastructure could be better utilised on alternative routes. The documents provided to the ACCC in
response to Question 2 of the RFI evidence this clear decision not to serve non-Queenstown trans-
Tasman routes and the basis upon which Virgin Australia decides whether or not to deploy capacity on
short haul international routes. If circumstances change, the Proposed Conduct does not change
Virgin Australia’s incentives regarding entry onto the trans-Tasman utilising its own aircraft and
therefore does not have the effect of delaying or disincentivising entry that would otherwise occur. In
fact, the Proposed Conduct specifically contemplates and allows for adjustments to the scope of the
Proposed Conduct if that possibility eventuated. Were Virgin Australia to operate further trans-Tasman

4 NZ Airports Association Submission dated 5 January 2024, page 2.
5 NZ Airports Association Submission dated 5 January 2024, page 2.
6 NZ Airports Association Submission dated 5 January 2024, page 4.
" NZ Airports Association Submission dated 5 January 2024, page 4.

8 https://newsroom.virginaustralia.com/release/velocity-frequent-flyer-soars-11-million-
members#:~:text=Velocity%20Frequent%20Flyer%2C%20the%20loyalty,member%20in%20every%20Australian¥%20househol
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services, under the arrangements for which authorisation is sought overlapping routes would be
carved out from the Proposed Conduct.

As set out in response to Q1 of the RFI, the expected revenues and earnings per passenger under the
arrangement with Air NZ New Zealand are significantly lower than revenues and earnings per
passenger of operated services.® If circumstances were to change making Virgin Australia’s operation
on non-Queenstown trans-Tasman routes viable, not only would the earnings per passenger be
higher, Virgin Australia would be able to sell the whole plane rather than a small percentage of the
seats on Air New Zealand’s operated services. Further, it would be able to control the schedule offered
to its passengers and better align operations to its broader network as well as determine the price and
pricing strategy for those services.

As noted by ATIA, which does not suggest the Proposed Conduct will result in any public detriment,
the exclusion of overlapping trans-Tasman routes from the Proposed Conduct removes the greatest
potential for public detriment.2® ATIA also notes further features of the Proposed Conduct that reduce
the risk of public detriment including that:1!

public fares for the resupply of trans-Tasman itineraries involving these codeshare services
point of sale Australia will be determined by Air New Zealand,;

Virgin Australia may place its code on point-to-point trans-Tasman airfares only; and

commercial information will not be shared with travel agents, including information about
commission rates and distribution strategies.

The Proposed Conduct does not delay or disincentivise entry. If anything, the Proposed Conduct
improves the conditions for future entry (see section 5.2 below).

the other commercial agreements and benefits are conditional
on, and flow from, the existence of the codeshare arrangement with the proposed pricing model. Nor is

No other commercially viable partner is available to Virgin Australia that could provide the same
degree of public benefits from the start of the partnership.

4.2 The Proposed Conduct does not provide an increased incentive or ability to raise airfares
and / or reduce service quality on trans-Tasman services

The Applicants are not proposing to jointly determine public pricing, network or schedules. The
Proposed Conduct simply involves a unilateral codeshare on non-overlapping NZ operated trans-
Tasman services on which Virgin Australia has no plans to operate and where Virgin Australia
replicates Air New Zealand’s public pricing. Only limited elements of the Proposed Conduct even
require authorisation at all, primarily the non-traditional pricing model which was

The Proposed Conduct does not negatively impact the competitive dynamics that already exist on the
Tasman. If anything, it will stimulate competition and trigger a competitive response. Submissions that
lament the loss of Virgin Australia’s operated capacity and suggest that the Tasman was more

° For example, EBIT per passenger on Virgin Australia’s domestic network was $21 between November 2022 and December
2023, whereas Virgin Australia expects to earn between $1.80 and $7.70 per passenger under the Proposed Conduct after
deducting directly attributable costs.

10 ATIA Submission dated 22 December 2023, page 3.
11 ATIA Submission dated 22 December 2023, page 3.
12 As suggested in Sydney Airport Submission dated 20 December 2023, page 1.
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competitive with Virgin Australia operating services on its own metal are therefore not relevant to the
assessment of this authorisation, as this is not the relevant counterfactual.

Contrary to the submissions of NZ Airports,!3 the Tasman is a highly competitive, open market with
low regulatory barriers to entry and a range of providers (including full-service carriers, low-cost
carriers and fifth freedom carriers) already operating or able to operate services. Because Air New
Zealand and Virgin Australia are not competitors in this broader market, the Proposed Conduct cannot
as a matter of fact remove pricing competition or lead to an increase in airfares or reduction in service
guality.** However, in the event of any attempt to anti-competitively raise fares or reduce service
quality, other carriers are well placed to increase frequency or to enter and provide new services
thwarting such attempts.

The Qantas Group (including Qantas and Jetstar), is still the largest provider of Tasman and domestic
Australian services, carrying the majority of corporate travellers across the Tasman and accounting for
more than 40% of trans-Tasman ticket sales and capacity, having increased its market share following
the COVID pandemic. For the period January 2024 to October 2024, the Qantas Group has increased
its trans-Tasman capacity relative to the equivalent period of 2019 by 13% and increased their market
share (+10% pts vs 2019), Qantas has also introduced a new service to New York via Auckland. To
support this service, Qantas has added extra capacity on the Tasman through an incremental SYD-
AKL flight.

The ease of entry, larger aircraft and different pricing dynamics of fifth freedom carriers will also
continue to pose a constraint on any attempt to anti-competitively raise fares or reduce service quality.
As at January 2024, there were more carriers operating on the trans-Tasman compared to pre-COVID
in January 2020. Based on scheduled capacity for the period January 2024 to October 2024, fifth
freedom carriers have maintained seat capacity and market share relative to the equivalent period of
20109.

On 24 August 2023, Batik Air Malaysia commenced a service between Auckland and Perth, operating
6 times per week.®

13 See NZ Airports Association Submission dated 5 January 2024, page 3.

14 In the ACCC'’s Determination in respect of Virgin Australia’s proposed codeshare pricing arrangements with participating
international airlines dated 8 September 2022, the ACCC considered that the extent of any public detriment from removal of
potential (intra-brand) price competition between Virgin Australia and each Partner Carrier would likely be limited by the small
number of traditional arms-length codeshare arrangements that would be displaced and inter-brand competition from other
operating carriers including Qantas on the relevant routes. The ACCC accepted that absent the proposed conduct, Virgin
Australia would be likely to enter into few, if any arms-length codeshare arrangements with long-haul international operating
carriers until it is in a position to negotiate a reciprocal codeshare arrangement involving its own operated international services
so that the arrangements could be commercially sustainable for Virgin Australia. In this application, the lack of detriment under
the Proposed Conduct is more stark. The codeshare is one-way VA code on Air New Zealand services only. There is no code

sharing by Air New Zealand on a shorter domestic leg operated by Virgin Australia. Further, without the different pricing model
i N2 ealanelould NGO eF i AUSHEla 46GSs 1o CoEShATINVENIGRFALAI. 1 rcion 10 nter-brand compeiion,
Qantas/Jetstar is more than capable of stepping in to remove any supposed public detriment and is, in fact, likely to stimulate
competition in the public benefit by competitively responding to the Proposed Conduct. As noted in the supporting submission
to the Application dated 17 November 2023, Qantas/Jetstar, is the largest provider of Tasman and domestic Australian
services. It has the POS AUS advantage over other carriers and a significant marketing presence in New Zealand, including
with domestic New Zealand services operated by Jetstar. It carries the majority of corporate travellers across the Tasman and
accounts for more than 40% of trans-Tasman ticket sales and capacity, having increased its market share following the
COVID-19 pandemic.

See ACCC Determination dated 8 September 2022 at 4.27 and 4.6.
15 WA Government, “New Batik Air Malaysia connecting Auckland to Western Australia“ (25 August 2023) (link).
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On 6 November 2023 China Eastern commenced services between Hangzhou, Sydney and Auckland,
operating 4 times per week.16

The NZ Airports submission uses the exit of Air Asia X to suggest that fifth freedom carriers do not
provide sustained competition on the Tasman, rather this requires an Australian or New Zealand
operator and the only carrier that could provide this is Virgin Australia.l” First, in the context of
assessing this authorisation, NZ Airports seems to ignore the Qantas Group as the largest provider of
Tasman services. Second, given the ease of entry and different pricing dynamics, regardless of the
entry and exit of individual carriers or the size of their share, there has been competitive constraint
from fifth freedom carriers on the Tasman for at least the last 15 years. The ease of entry and exit as
recently exhibited by Qatar Airways and Air Asia X also demonstrates the flexibility of fifth freedom
carriers to respond to market conditions, including any attempted anti-competitive increase in fares.
Third, as noted elsewhere, the Proposed Conduct does not prevent, delay or disincentivise Virgin
Australia from operating trans-Tasman services.

While airfares are currently higher on the Tasman compared to pre-COVID, this is not a consequence
or indicator of limited competition.8 Following COVID, airlines worldwide have struggled to grow back
capacity due to resource and supply chain constraints, including access to aircraft, pilots, and ground
and in-air staff. On the trans-Tasman, the recovery period after borders opened back up was marked
by a unique combination of pent up high demand as Australians and New Zealanders had not been
able to travel freely for over two years. This demand included extraordinary levels of pent-up VFR
(Visiting Friends & Relatives) demand. This demand set against the capacity constraints resulted in a
spike in airfares and is not indicative of long-term market pricing trends or a lack of competition.
Overall costs are also significantly higher than pre-COVID. For example, jet fuel is 45% higher, while a
number of other input costs including employee costs and airport fees and charges have also
increased for airlines. Inflation alone, as measure by the Reserve Bank of Australia, is up 15.8% since
the start of the pandemic.1®

Given the increase in costs, comparison of airfares should be based on real, not nominal airfares.
During CY23, airlines have ramped up their operations and demand has normalised, leading to falling
airfares, with further declines expected based on additional capaci into the market.

5 Opposition to the authorisation is based on an unrealistic
counterfactual and unfounded assumptions about market
capacity

While all four submissions acknowledge the public benefits of the Proposed Conduct, the only
perceived public detriment relies on incorrect assumptions about the counterfactual and the likely
impact of the Proposed Conduct on overall capacity. Interested parties’ strong preference for a return
to a pre-COVID, pre-administration world in which Virgin Australia independently operates trans-

16 https://www.stuff.co.nz/travel/news/133242704/new-airline-on-the-transtasman-market-and-its-probably-not-one-youd-expect;
https://www.internationalairportreview.com/news/190397/china-eastern-airlines-fuelling-recovery-with-two-new-routes-to-
sydney/

17 NZ Airports Association Submission dated 5 January 2024, page 3.

18 As suggested in NZ Airports Association Submission dated 5 January 2024, page 3.

19 This figure represents inflation over the period from 2020 to 2023. Reserve Bank of Australia, “Inflation Calculator”,
https://www.rba.gov.au/calculator/annualDecimal.html.
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Tasman services does not make it the correct counterfactual for competition analysis. The short period
in which Virgin Australia independently operated trans-Tasman services, following the dissolution of its
broad Alliance with Air New Zealand, was characterised by substantial financial losses. Virgin
Australia will not again pursue strategies that are commercially unsustainable in this way.

For example, in ATIA’s submission it notes that “while the application sets out the counterfactual as
the status quo, we have conducted an analysis of the competitive dynamics pre-COVID when
Australian travellers received the benefit of VA operated capacity.”?® Separately, it notes that aiming to
restore capacity to pre-COVID levels will in turn help restore airfares to the benefit of Australian
residents flying between Australia and New Zealand.?! This goal is not relevant to the only test under
consideration — does the Proposed Conduct result in net public benefits? In making this assessment,
the ACCC must have regard to the most likely counterfactual.

5.1 The Proposed Conduct does not impact Virgin Australia’s incentive to enter other trans-
Tasman routes

If Virgin Australia assessed that sustainable trans-Tasman services were operationally and
commercially viable, it could operate those services. The Proposed Conduct specifically contemplates
Virgin Australia’s ability to enter other trans-Tasman routes without an EXitlieg and clarifies that any
overlapping routes would be carved out from the Proposed Conduct (whether that overlap is by
operation (i.e., Virgin Australia adding capacity on its own metal) or through the marketing of services
in competition with Air New Zealand where Virgin Australia has pricing control).

5.2 The Proposed Conduct does not act to delay or disincentivise Virgin Australia’s entry
onto other trans-Tasman routes. In fact, it potentially creates better conditions for future
entry

Interested party opposition to the partnership flows from the assumption that in the counterfactual
Virgin Australia would necessarily commence independent operations on the trans-Tasman routes it
operated pre-COVID at pre-COVID capacity levels.?2 This assumption is unfounded, does not reflect
commercial reality and ignores the underlying challenges Virgin Australia has historically faced in
sustainably attracting leisure and corporate travellers on the trans-Tasman. The Qantas Group has the
strongest position in the domestic Australian market and a significant marketing presence in New
Zealand, including with domestic New Zealand services operated by Jetstar, while Air New Zealand is
the national flag carrier in New Zealand, where more than half of trans-Tasman traffic originates. Virgin
Australia’s ability to successfully and independently operate trans-Tasman services has been
hampered by its lack of a New Zealand based point of sale advantage, and its inability to match
Qantas’ strength and network reach. While fifth freedom carriers lack these domestic network
advantages, they operate sustainable services as a result of their very different pricing strategy which
is centred around recovery of marginal cost only, while drawing passenger feed from their international
networks, including through their membership of global airline alliances (as applicable) or global loyalty
base.

Since COVID, Virgin Australia has restructured its business and emerged from voluntary
administration with a streamlined fleet and renewed short-haul international strategy with greater focus
on standalone commercial viability and sustainability in the trade-off for aircraft and resources.??

Virgin Australia's decision to commence other trans-Tasman services is not as simple as looking at
whether the impacts of COVID have dissipated and, if so, applying pre-COVID capacity. Operational
and commercial assessments must be made on the viability of services and optimal deployment of

20 ATIA Submission dated 22 December 2023, page 1.
2L ATIA Submission dated 22 December 2023, page 1.

22 See Sydney Airport Submission dated 20 December 2023, page 1; Queensland Airports Limited Submission dated 14
December 2023, page 1; NZ Airports Association Submission dated 5 January 2024, page 4; ATIA Submission dated 22
December 2023, page 5.

2 In this context, ATIA “accepts that Virgin Australia is not currently in a position to return to pre-COVID-19 capacity levels.”
ATIA Submission dated 22 December 2023, page 1.
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resources to achieve a network that is sustainable and operationally resilient. The reality is that very
few of Virgin Australia’s previously operated trans-Tasman services were viable pre-COVID.

Virgin Australia has made a commercial assessment not to operate trans-Tasman services beyond
Queenstown for at least the short-medium term. Virgin Australia has assessed factors that are
required to ensure that its own operations are likely to be commercially viable and sustainable.
Queenstown has unique features which align with these factors, while other trans-Tasman routes do
not. In particular, Queenstown is a predominantly Australia-originating destination with a high volume
of premium leisure traffic and strong passenger growth rate. Based on the 5 years to 2019 the
passenger cumulative annual growth rate was over 15% for Queenstown but only around 2-3% for
Auckland, Christchurch and Wellington and negative for Dunedin. Queenstown services are majority
point of sale Australian demand, compared with less than 50% for Auckland, Christchurch and
Wellington, and just over 50% for Dunedin. This means that a carrier like Virgin Australia that lacks a
New Zealand-based sales and marketing capability is much more likely to attract passengers to a
Queenstown service.

The commercial viability of Virgin Australia operated Queenstown services compared to other routes is
also borne out in the historical performance of the route. In FY19, Virgin Australia operated 14 trans-
Tasman routes, with total losses on a fully allocated P&L basis of over $50 million. 11 of the 14 routes
operated at an EBIT loss. The only non-Queenstown route to achieve a positive EBIT margin was the
since withdrawn Newcastle-AKL route which was generated a positive margin because it was heavily
underwritten by Newcastle Airport. This experience is not unique to FY19.

Historically, very few non-Queenstown trans-Tasman routes have been profitable for Virgin Australia.
It has long struggled to effectively compete against the breadth and depth (network scope and
frequency) of the Qantas offer on a stand-alone basis, leaving it unable to viably compete for both the
leisure and higher yielding corporate travellers to enable commercially sustainable operations. It also
does not have the sales and marketing presence in New Zealand to compete as effectively on routes
that do not have a strong Point of Sale Australia demand. To address these challenges and better
compete with Qantas, Virgin Australia originally partnered with Air New Zealand in 2010 until 2018
when the metal-neutral Alliance was terminated.

Given its distinct features and historical performance,? Queenstown, by a considerable margin, is the
only New Zealand destination to which Virgin Australia considers its operations currently have the
propensity to succeed. Otherwise, its aircraft and other resources can be more profitably deployed
elsewhere in its domestic and short-haul international networks.

The Proposed Conduct does not alter this assessment.

The Tasman is very important to Virgin Australia’s network offering and ability to compete with Qantas
more broadly. However, the implication in Interested Party Submissions that without the Proposed
Conduct, Virgin Australia would necessarily enter non-Queenstown trans-Tasman routes is not
plausible. This is borne out in the internal strategy documents shared with the ACCC. Virgin Australia’s
previous experience, performance and the inherent issues Virgin Australia faces to improving that
performance all factor into Virgin Australia’'s assessment that it would be commercially better off and
better able to compete with Qantas by utilising its fleet and resources on other routes with greater
prospects of commercial returns and lower opportunity costs.

Virgin Australia’s fleet is currently fully utilised. Post-COVID and post administration, Virgin Australia’s
strategy has been domestically focussed while also pursuing those short haul international
opportunities that are financially attractive and play to Virgin Australia’s strengths and capabilities.
Capacity (including operational and spare aircraft) has also been allocated to improving domestic
operational resilience given recent supply chain and other disruptions. In the short-medium term, the
commercials of the Tasman simply do not justify entry when there are more profitable competing
priorities for Virgin Australia’s constrained resources.

% See section 5.2 of the Applicant’s submission in support of the Authorisation Application for further information on historical
performance.
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Virgin Australia has orders for additional B737 MAX aircraft (with 6 further due for delivery in FY25).
However, the assumption that Virgin Australia would necessarily use additional aircraft for growth on
the Tasman does not take into account the above challenges and need for domestic operational
resilience, the reality of Tasman operations, the alternative usage for that capacity, the better growth
potential, financial performance and returns on non-Tasman markets and Virgin Australia’s lack of
distribution strength and sales presence in New Zealand.

The Proposed Conduct allows VA coded services and flow-on benefits that would not otherwise exist.
It does not delay or disincentivise entry, as entry is not commercially viable. If conditions were to
change such that operations were to become commercially viable and desired in the trade-off for
resources, Virgin Australia would do so with or without the Proposed Conduct.

Under the Proposed Conduct, Virgin Australia has no ability to set prices, schedules or capacity or
control the operated service provided. The earnings likely to be achieved under the Proposed Conduct
are minimal and in no way comparable to the upside Virgin Australia would expect to earn it if were to
successfully operate its own services. Virgin Australia estimates that per VA*NZ passenger it would
earn between $1.80 -$7.70, corresponding to a 0.5%-2.1% margin on sales. See confidential
response to RFI for further detail. In contrast, despite the small earnings associated with the Proposed
Conduct, it provides Virgin Australia with a much lower risk opportunity to extend the services it
provides to its passengers, without risking unviable operations.

Rather than delaying or disincentivising entry, the Proposed Conduct improves the conditions for entry
by allowing Virgin Australia presence as a marketing option (building its brand awareness and loyalty
proposition) and allowing access to greater opportunities for the higher yielding corporate and SME
traffic to support future entry, should Virgin Australia’s assessment of the market opportunities change.

5.3 NZ Airports assumes the Proposed Conduct will have no impact on market capacity

The Proposed Conduct will not change Virgin Australia’s assessment that it is commercially unviable
for it to add its own capacity. However, there is no basis for the assumption that under the Proposed
Conduct Tasman capacity is somehow fixed.

NZ Airports submits that increased VA codeshare passengers (including high yield corporate and SME
customers) travelling on Air New Zealand trans-Tasman and domestic services would simply displace
existing Air New Zealand customers and put upward pressure on airfares.? This argument does not
hold. Increased passengers on Air New Zealand trans-Tasman and domestic services will increase the
efficiency of their services, improving the conditions for Air New Zealand to add capacity. Increased
passengers on Air New Zealand’s services (shifted from Qantas or incremental trans-Tasman demand
through Virgin Australia’s network and Australian distribution strength under the Proposed Conduct)
also provide the conditions for a competitive response from other operators on the Tasman. As noted
above in section 4.2, Qantas, in particular, is well-positioned to provide that response with both its full
service and low cost carrier options available to consumers. The Proposed Conduct relates only to
Australian-originating passengers. Realistically, many of the Australian passengers who choose to fly
on a Virgin Australia coded service will be switching from Qantas to do so. In that case, market
demand versus supply is completely unaffected (i.e., it simply means another carrier has an empty
seat). But it does mean that Australian travellers will have a stronger alternative to Qantas, and
Qantas will no doubt respond in turn.

While Air New Zealand’s ability to grow capacity over the next 12 months has been impacted by both
PW1100 engine issues and general aircraft constraints, load factors remain well below 100%. Air New
Zealand anticipates that its load factors will be around 80-85% over the next 12 months if the
Proposed Conduct proceeds. Ultimately, there is capacity to carry the anticipated traffic. The
generation of additional passenger demand — both those won from Qantas and incremental traffic
stimulated by the Proposed Conduct — is the very basis of the partnership, noting the resulting
improvements to the efficiency of Air New Zealand’s flight operations. Moreover, authorisation is
sought for a five-year period during which these temporary issues and constraints will abate. Air New

%5 NZ Airports Association Submission dated 5 January 2024, page 2.
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Zealand is currently working through FY25 business planning, including with regards to the Tasman.
This includes additional leased 777-300ER aircraft. Two additional A321 narrowbodies are expected
to be delivered towards the end of FY25 and additional 787-9 deliveries starting from FY25 will also
add to available capacity on the trans-Tasman market. Further A321 narrowbodies are also expected
to be delivered longer term.

NZ Airports’ assertion that the history of airline joint ventures has been to limit competition and reduce
capacity and, therefore, the Proposed Conduct will reduce available seat numbers on the trans-
Tasman is incorrect.26 Previous alliances have been authorised and re-authorised by the ACCC
because they met the net public benefits test. NZ Airports’ assertion ignores the fact that alliances do
not operate in a vacuum and there are numerous contributing factors to the level of capacity carriers
will place on routes including passenger demand and overall available capacity to meet that demand.
Capacity without passengers is not competitive, it is unsustainable.

The attempted argument is also odd because the Proposed Conduct is so different in nature to
previous alliances. It does not involve any overlapping services, does not involve joint networking or
scheduling and at its heart is simply a unilateral codeshare on Air New Zealand operated services with
a novel pricing model which involves replication of Air New Zealand’s determined pricing and
cooperation on corporate and SME contracting. There is no ability for the Applicants to coordinate on
capacity under the Proposed Conduct, and they are not seeking authorisation to do so.

Airports NZ inappropriately uses historical VA and NZ capacity on Wellington routes — covering the
periods pre-Alliance, during the Alliance with capacity conditions, during the Alliance with no capacity
conditions and post-Alliance — to try and make the point that joint ventures reduce competition and
capacity.?” Their argument takes this data out of context and then misleadingly applies it to the
Proposed Conduct which does not include cooperation on capacity levels. Wellington routes represent
10.1% of trans-Tasman seats. While Airports NZ’s argument is not relevant to the ACCC’s
assessment of the authorisation test here, it is important to understand the context for these historical
capacity decisions.

Authorisation of the Alliance between Virgin Australia and Air New Zealand was granted for three
years to 31 December 2013 and came into effect on 7 January 2011. Authorisation was subject to
conditions requiring the airlines to maintain a base level of capacity, subject to a growth factor, on
certain routes (including Wellington — Sydney; Wellington — Melbourne; Wellington — Brisbane;
Dunedin — Brisbane; Auckland — Brisbane; Queenstown — Sydney) and on the trans-Tasman as a
whole.

During the three-year authorisation period, the Applicants had to apply to the ACCC and the New
Zealand Ministry of Transport (MOT) three times for variation to the conditions in response to force
majeure events that significantly impacted demand for these services (including the Christchurch
earthquakes and aftershocks and the effect of the Chilean volcanic ash cloud). The Applicants were
only able to apply for variations in response to such force majeure events. There were several other
examples of market distortions caused by the application of the conditions to these services. For
instance, during the NS11 season the Applicants experienced a higher level of operational
cancellations (e.g. weather, engineering) than expected on the Brisbane-Wellington and Sydney-
Wellington routes, resulting in flown capacity lower than stipulated in the conditions. As a
consequence, the Applicants were obliged to add last minute capacity on these sectors to meet the
conditions when there was no demand for those services.

Specifically in relation to Wellington routes, the capacity conditions resulted in capacity growing ahead
of demand and significant excess capacity. For example, in 2013, the Brisbane-Wellington route
continued to have excess capacity where the load factor for Year 1 was 73%, well below what the
aviation industry considers reasonable, down 2.0 points from the pre-Alliance Year and /7.5 points
below the Alliance Tasman average for Year 1.

% NZ Airports Association Submission dated 5 January 2024, page 5-6.
27 NZ Airports Association Submission dated 5 January 2024, page 5-6.
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The capacity levels deployed by the Applicants at this time is not reflective of a competitive or efficient
market and was significantly distorted by the conditions that were applied following pressure from New
Zealand-based airports.

Re-authorisation of the Alliance was sought in 2013 and came into force on 1 January 2014. This
authorisation was also subject to conditions. Rather than being route-specific, these included a
requirement to maintain an aggregated base level of capacity across Christchurch — Brisbane;
Christchurch — Melbourne; Dunedin — Brisbane; Wellington — Brisbane; Queenstown — Brisbane; and
Auckland — Gold Coast with extensive reporting obligations to the ACCC/MOT .28

The Alliance ended in October 2018.

NZ Airports provides the following graph and is essentially attempting to suggest that from 2013-2017
when VA and NZ were apparently in an Alliance with “no capacity conditions”, capacity between
Wellington and Sydney/Brisbane declined and was lower than pre-Alliance or post-Alliance capacity

levels.?® Their implication is that alliances without capacity conditions will result in less competition and
less capacity and therefore so will the Proposed Conduct.

WLG-BNE/SYD Capacity (NZ-VA alliance)

600,000 Pre Alliance with Alliance no Post
Conditions conditions
S00 000

400,000
100,000
200,000
100,000
YEDec10 Pre YEDec11 YEDecl3 YEDecld YEDec1" YEDec 16

mNZ W DJ/vA
Source: Sabre Market Intelligence

This suggestion is not supported by reality. The graph above does not provide the full picture. It does
not reflect total Wellington capacity and the inefficient oversupply that occurred on those routes during
the initial capacity conditions. It also does not reflect their poor financial performance or other factors
which lead to the pre-Alliance, Alliance with capacity conditions, Alliance with “no conditions” and post-
Alliance capacity trends. For example, demand for VA and NZ services on BNE-WLG would have
been impacted by Qantas’s capacity on this route and to some extent, Jetstar’s capacity on OOL-WLG
given Coolangatta Airport’s (Gold Coast) proximity to Brisbane. Demand for VA and NZ services on
SYD-WLG would have also been impacted by Qantas’s capacity on this route.

The insinuation that joint ventures always reduce competition or that capacity reductions on the
Tasman under the VA-NZ Alliance were anti-competitive is also inconsistent with the intense reporting
to the ACCC and the MOT required on all trans-Tasman routes during the life of this Alliance, while

28 Reporting obligations included: capacity flown by cabin class on each trans-Tasman route; passengers flown (identifying
separately point to point and connecting passengers where available) by cabin class on each route; RASK and ancillary
charges per available seat kilometre for each Applicant and for the Alliance on each route by cabin class; CASK for each
Applicant on each route e, both in total and disaggregated by fixed and variable costs; all fare schedules (by route and by
class; and all tactical fare offerings including the route to which they apply, the offer start date, the offer end date, the filed
travel period for which the fare is offered, and the price or discount offered, reported separately for Australian originated sales
and New Zealand originated sales.

2 See NZ Airports Association Submission dated 5 January 2024, page 5.
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glossing over the performance of the services themselves. The graph also distorts route dynamics by
misleadingly combining WLG-SYD and WLG-BNE routes but excluding other AUS-Wellington routes,
noting that Virgin Australia did not operate Melbourne-Wellington post-Alliance.

In 2019, the first year post the cessation of the Alliance, Virgin Australia made the decision to reduce
capacity on the Brisbane to Wellington route due to performance concerns, including the impact of the
loss of Alliance passenger feed. Virgin Australia made a separate decision to use this capacity to enter
on Sydney to Wellington, as it was in the top 5 markets for corporate traffic and without entry, Virgin
Australia would have not had any presence on this route following the cessation of the Alliance. As
reflected in financial performance data this decision to fill the gap in Virgin Australia’s network turned
out to be commercially unsustainable.

Route FY19 EBIT Margin CY19 Seat Capacity CY19 LF%
BNEWLG -20.2% 160,512 71.0%
SYDWLG -48.4% 87,120 60.2%

6  Further clarification regarding the nature of proposed
cooperation in respect of corporate and SME customers in
response to ATIA

We note that ATIA has requested additional information in relation to the scope of corporate and SME
cooperation under the Proposed Conduct.% In response the Applicants note the following:

there will be no discussion of commercial terms relating to Virgin Australia or Air New Zealand
Agency Agreements or Travel Management Company (TMC) partners;

there will be joint identification, targeting, approaching and pricing of offers and discounts to
corporate/SME customers for the supply of VA*NZ services. Under the Proposed Conduct, Air
New Zealand and Virgin Australia can tailor pricing to each individual corporate customer based
on factors such as their travel spend or volume. This often results in a more competitive end
price to the customer through deeper discounting; and

it will promote competition by ensuring provision of competitive offers to customers that
otherwise may not have been offered by Air New Zealand in isolation.

The process of contracting with corporates and SMEs will be a semi-autonomous model, with the
additional ability for Virgin Australia and Air New Zealand corporate sales teams to also tailor offers for
each customer depending on circumstances. For example:

VA*NZ retail fares will be channel-agnostic meaning that the same content will be available in
direct channel and indirect/agency channel,

for mid-market and large market corporate accounts, the Proposed Conduct will promote TMC

partners for distribution in line with existing practice for VA operations and codeshare partners.

VA will continue to utilise trade partners and TMC'’s as the primary method of distribution to this
customer; and

30 ATIA Submission dated 22 December 2023, page 4.
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. for SME customers, distribution will be direct but also allow TMC and Travel Agency partners to
also offer the same discounts to customers via their channel (as is the case today for other
airline partners in the VA Business Flyer program).
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This Commercial Framework Agreement is made between Virgin Australia and Air New Zealand

Parties Virgin Australia Airlines Pty Ltd ABN 36 090 670 965
Virgin Australia International Airlines Pty Ltd ABN 63 125 580 823
each of Level 11, 275 Grey Street, South Brisbane, Qld 4101 (together, Virgin Australia)

" Parties Air New Zealand Limited, a company incorporated under the laws of New Zealand
(company number 104799 and ABN 70 000 312 685) whose registered office is at 185
Fanshawe Street, Auckland, 1010, New Zealand (Air New Zealand)

Introduction

A To give Virgin Australia customers access to VA coded Air New Zealand operated services on Trans-
Tasman routes, Virgin Australia and Air New Zealand propose to enter into this Commercial Framework
Agreement (Agreement) and various related agreements (Implementing Agreements) under which
they will, in compliance with all Applicable Laws, enable:

(a) Virgin Australia to offer its passengers itineraries, via Australia point of sale only, including trans-
Tasman sectors (standalone and connecting to VA domestic services) by code sharing on a free
sale basis on Air New Zealand operated services on Trans-Tasman routes, excluding any
overlapping trans-Tasman point to point services operated by Virgin Australia (VA*NZ) and
excluding Air New Zealand domestic services;

(b) Virgin Australia and Air New Zealand to jointly provide offers to corporate customers and SMEs, via
Australia point of sale only and subject to a corporate dealing arrangement to be agreed between
the parties, including by making discounts on VA*NZ services available to Virgin Australia’s
corporate and small to medium enterprise (SME) customers;

(c) Velocity Frequent Flyer members to earn Velocity Points when travelling on VA*™NZ services;

(d) Velocity Frequent Flyer elite status members to access Air New Zealand international lounges
when travelling on VA*NZ services (subject to reasonable endeavours and lounge capacity);

(e) Velocity Frequent Flyer members to redeem their Velocity Points for travel on VA*NZ services; and

() Air New Zealand to access more distribution channels to increase the number of passengers
travelling to New Zealand and improve the efficiency and commercial performance of its flight
operations,

(Commercial Framework).

B. The implementation of the Commercial Framework is subject to the Parties receiving all necessary
Approvals under Applicable Law in Australia and New Zealand.

The parties agree:

1. Definitions and Interpretation
1.1. Definitions
In this Agreement:
Agreement means this document, its schedules and any attachments to it.

Applicable Law means all applicable laws of any jurisdiction including securities laws, tax laws, tariff
and trade laws, ordinances, judgments, decrees, injunctions, writs and orders or like actions of any
competent authority and the rules and regulations, orders, interpretations, licences and permits of any
competent authority.

Approvals means any consent, ruling, approval, authorisation, license, confirmation, exemption or
waiver required or considered appropriate by the Parties (or either of them individually) in connection
with the implementation of this Agreement.

Business Day means a day not being a Saturday or Sunday or public holiday in Auckland, New
Zealand or Brisbane, Australia.

CFA Terminating Event has the meaning given in the Implementing Agreements.

Commercial Framework Agreement Page 3 of 14





Change of Control means:

(a)  the direct or indirect beneficial ownership of more than 50% of the voting stock of a party is
acquired or becomes held by any person or persons acting jointly or in concert, such person or
persons having not held such an interest at the date of execution of this Agreement; or

(b)  the sale, mortgage, lease or other transfer in one or more transactions (other than to a Related
Body Corporate or, in the case of Virgin Australia, a member of the Virgin Australia Group), not in
the ordinary course of business, of assets constituting more than 50% of the assets (by value) of
the party other than for the purposes of bona fide and solvent consolidation, amalgamation or
restructuring,

except where arising in connection with the quotation of securities of a member of the Virgin Australia
Group on a recognised stock exchange.

Commencement Date means the date that all necessary Approvals have been obtained, which may
be confirmed by a commencement certificate signed by the parties.

Commercial Framework has the meaning given in the Introduction.
Commercial Governance Working Group has the meaning given in clause 5.

Confidential Information means any information which is disclosed in any form in relation to this
Agreement or any Implementing Agreement, whether before or after the Effective Date, by the
Discloser and which: (a) is by its nature confidential; (b) is designated as confidential; (c) the Recipient
knows or ought to know is confidential; or (d) is information concerning the business, assets, liabilities,
financial position, customers, pricing policies, marketing strategies or proposed business plans of the
Discloser (where the Discloser is Virgin Australia, including of Virgin Australia Group), but does not
include any information to the extent that the: (e) information was in the Recipient’s possession at the
time it was first disclosed by the Discloser and was not acquired directly or indirectly from the Discloser;
(f) information is in or enters the public domain, other than through a breach of confidentiality
obligations; or (g) the Recipient receives the information on a non-confidential basis from a person
entitled to disclose it.

Consequential Loss means Loss not arising as a natural or direct consequence of the relevant
breach, and includes but is not limited to lost revenues, lost profits, lost prospective economic
advantage and any indirect Loss.

Exit Fee means seven hundred and fifty thousand New Zealand dollars (NZD750,000.00).

Force Majeure Event means an event outside the reasonable control of (and not reasonably
foreseeable or capable of being planned for by) the party affected and its personnel, subcontractors
and suppliers, including but not limited to an act of God, fire, lightning, earthquake, explosion, flood,
subsidence or other natural disaster, national emergency, insurrection, civil disorder, military operations
or act of terrorism, epidemic or pandemic, and excludes any act or omission of a party, a change in
Applicable Law, industrial dispute or shortage.

Implementing Agreements means the agreements set out in clause 3.
Initial Term has the meaning given in clause 6(a).

Loss means any loss, damage, liability, charge, expense, penalties, interest, fines, outgoing payment
or cost (including all reasonable legal and other professional costs on a full indemnity basis) of any
nature or kind.

Material means with respect to a party, in the reasonable opinion of the terminating or enforcing party,
it does or would:

(@)  prevent the party in relation to which the expression is used from performing its fundamental
obligations to that other party under this Agreement; or

(b)  substantially deprive that other party of the benefit of the performance by the party in relation to
which the expression is used of its obligations to the other party under this Agreement; or

(c)  have a fundamental adverse effect on the business, prospects, reputation or assets of the other
party,

and the term Materially shall be interpreted accordingly.
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Related Body Corporate has the meaning given in the Corporations Act 2001 (Cth).
Renewal Term has the meaning given in clause 6(d).

Term means the Initial Term in accordance with clause 6(a) plus any Renewal Term in accordance with
clause 6(d), unless this Agreement is terminated earlier in accordance with the terms of this Agreement.

Virgin Australia Group means Virgin Australia Airlines Pty Ltd and its Related Bodies Corporate, and
Virgin Australia International Airlines Pty Ltd and its Related Bodies Corporate.

1.2. Interpretation
(a)  In this Agreement, unless the context otherwise requires:
(i) words importing the singular include the plural and vice versa;

(i)  areference to a law, regulation, proclamation, ordinance or by-law includes any variation
or replacement, and a reference to a statute is to that statute as amended, re-enacted or
replaced;

(iiy  areference to a person includes an individual, corporation, estate, authority, association or
joint venture (incorporated or unincorporated), partnership and trust;

(iv) a reference to “including”, “includes” or “include” must be read as if it is followed by
“without limitation”;

(v)  if aword or phrase is given a defined meaning, any other part of speech or grammatical
form of that word or phrase has a corresponding meaning; and

(vi) headings are inserted for convenience of reference only.

2. Approvals

(@)  The parties shall cooperate fully and shall endeavour individually and collectively to obtain all
necessary Approvals, including any extension or continuance of such necessary Approval,
required for the implementation of this Agreement and the Implementing Agreements, including
any future amendments.

(b)  Nothing in this Agreement prevents the parties from engaging in cooperative activities with each
other which do not require any Approvals.

(c) Inthe event that any necessary Approval is not granted, or is granted or subsequently renewed
subject to conditions, or is subsequently revoked or materially and adversely altered, without
limiting clause 7(c), the parties shall meet in an effort to adjust the terms of this Agreement in an
equitable manner to continue the Commercial Framework in accordance with their original
intentions and Applicable Law.

(d)  The parties will comply with all applicable competition laws when implementing the Commercial
Framework and acknowledge that nothing in the Commercial Framework shall be construed to
require or permit conduct that violates any applicable competition law. Accordingly, the parties
will instruct and remind their respective representatives who participate in activities under the
Commercial Framework to limit the scope of their discussions and communications to the matters
that directly relate to the purposes of the Commercial Framework.

3. Implementing Agreements

(a)  To the extent permissible under Applicable Law and as soon as practicable after execution of this
Agreement, the parties will use their best endeavours to enter into, and maintain throughout the
Term of this Agreement, the following Implementing Agreements, which are related and
conditional upon one another, to take effect from the Commencement Date:

(i) Codeshare Agreement

(A) A unilateral codeshare agreement enabling VA to code share on a free sale basis on
Air New Zealand operated services on Trans-Tasman routes, excluding on any
overlapping point to point services operated by VA and excluding Air New Zealand
domestic services.
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(B)  Virgin Australia will use its best endeavours to sell Air New Zealand operated
services under the VA code, such services, subject to any reasonable technical,
operational or commercial requirements of Virgin Australia, to have product
inclusions and fare rules that align to Air New Zealand's ‘Works Only’ or ‘Business
Premier™' products (as applicable) or any equivalent product replacements as may
be introduced by Air New Zealand, or such other Air New Zealand products as the
parties may agree to include, from time to time. The parties acknowledge and agree
that a breach by Virgin Australia of its obligations under this clause 3(a)(i)(B)
constitutes a Material breach of this Agreement pursuant clause 7(d)(i), unless the
breach has arisen in connection with Air New Zealand's performance of fare filing
services for the VA*NZ services for Virgin Australia pursuant to clause 3(a)(vii).

(C)  Air New Zealand must ensure that the inventory made available to Virgin Australia
(VA™) is equal to that available on NZ Prime.

(D)  Subject to obtaining all necessary Approvals, Air New Zealand to specify the fares at
which Virgin Australia may market and resupply the VA*NZ services via point of sale
Australia whether these are sold as a standalone itinerary or part of an itinerary that
includes Australian domestic segments operated by Virgin Australia. The parties
acknowledge that Air New Zealand in its discretion retains the right to issue
promotional codes to Air New Zealand passengers via its own booking channels,
provided such promotional codes are also made available to Virgin Australia to
make available in its discretion to Virgin Australia passengers via its own direct
channels. Where Air New Zealand issues any such promotional code, to the extent
permitted under Applicable Law, it will provide Virgin Australia with at least 24 hours
advance warning.

(i)  MITA Supplementary Agreement

(A) A multilateral interline traffic supplementary agreement.
(iii) Special Prorate Agreement

(A) A special prorate agreement.

(B)  The Interline Service Charge for VA*NZ services shall be 5.8%, inclusive of Virgin
Australia’s costs of enabling Velocity Points to be earned on VA*NZ services.

(iv) Lounge Access Agreement

(A)  Alounge access agreement enabling Velocity Frequent Flyer elite status members
access to Air New Zealand or third party operated international lounges in Australia
and New Zealand (or alternative) when travelling on a VA*NZ service. Lounge
access is subject to Air New Zealand’s reasonable endeavours and lounge capacity
(for the avoidance of doubt, Air New Zealand is not required to prioritise qualifying
Virgin Australia passengers over its own). In the event the lounge is at capacity, Air
New Zealand reserve the right to provide qualifying Virgin Australia passengers with
food and beverage vouchers in place of access.

(B)  Lounge access (or alternative) to be provided by Air New Zealand free of charge.
(v)  Data Privacy Agreement for codeshare and interline
(vi) Data Privacy Agreement for lounge access
(vii) Fare Filing Services Agreement

(A)  Air New Zealand to provide fare filing services for the VA*NZ services for Virgin
Australia.

(B)  As consideration for Air New Zealand's performance of the fare filing services, from
the Commencement Date Virgin Australia is to pay for 1/2 the demonstrated cost of
a FTE. Notwithstanding the foregoing, such 1/2 share being set at NZD60,000 per
year for the first twelve (12) months of the Initial Term. After the initial twelve (12)
months, the demonstrated cost of an FTE will be increased by up to 3% per year,
each year thereafter. The amount is to be paid in arrears (pro rata for any part
year),
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(viii) Corporate/SMEs dealing arrangement

(A)  Subject to obtaining all necessary Approvals, Virgin Australia and Air New Zealand
to agree a corporate/SME dealing arrangement by which Virgin Australia may
provide selected discounts or offers to certain of its corporate customers and SMEs,
and which may include the parties jointly agreeing prices or jointly allocating or
approaching customers.

(B) Discounts and offers remain subject to Air New Zealand's prior consent, such
consent may be withheld, conditioned, amended or revoked in Air New Zealand's
discretion.

4. Other areas of cooperation

(@)

To the extent permissible under Applicable Law and as soon as practicable after execution of this
Agreement, the parties will give effect to, and maintain through the Term of this Agreement, the
following arrangements to take effect from the Commencement Date:

(i)  Velocity Points earn

(A)  Virgin Australia (at its own cost) to enable Velocity Frequent Flyer members to earn
Velocity Points when travelling on VA*NZ services.

Velocity Points redemption

(B) Virgin Australia to enable Velocity Frequent Flyer members to redeem Velocity
Points for travel on VA*NZ services.

(C) The amount payable by Virgin Australia to Air New Zealand when a Velocity
member redeems Velocity Points for travel on a VA*NZ service shall be equal to the
fare specified by Air New Zealand under clause 3(a)(i)(C).

Reciprocal Employee Travel Benefits

(A)  Reciprocal staff leisure travel arrangements to be continued to be provided by the
parties.

(B) Reciprocal staff duty travel (MIBA) arrangements to be agreed between the parties.

5. Governance and review

(@)

6. Term
(a)

Promptly following the signature of this Agreement and prior to the Commencement Date, the
parties will establish and maintain a Commercial Governance Working Group to implement and
oversee the Implementing Agreements. The Commercial Governance Working Group shall be
comprised of the individual from each party who has day to day functional responsibility for
implementation of the Agreement, such as the “Head of Alliances® or any equivalent position, or
any more senior stakeholder where required on an ad hoc basis.

The Commercial Governance Working Group will meet quarterly and shall be responsible for
ensuring that the Implementing Agreements are meeting each party's respective commercial
objectives. The Commercial Governance Working Group will also be responsible for discussing
in good faith any amendments to the Implementing Agreements in order to achieve the party’s
respective commercial objectives.

Subject to clause 6(b), this Agreement commences on the date of execution and will remain in
force until the date that is 3 years after the Commencement Date (Initial Term).

The obligations of the parties in relation to clause 3 and clause 4 shall not come into force or be
given effect to during the Term unless and until all necessary Approvals are obtained and remain
in force.

Virgin Australia may in its absolute discretion independently determine to commence overlapping
trans-Tasman point to point services during the Term. As at the date of this document, the only
overlapping trans-Tasman point to paint services of the parties are BNE/MEL/SYD-ZQN. To the
extent that the parties commence operating any overlapping trans-Tasman point to point services
during the Term, then:
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(i) clause 3 and clause 4 shall automatically cease to apply to such services; and

(i) should either party terminate this Agreement pursuant to clause 7(a), the terminating party
shall not be liable to pay the Exit Fee. The parties agree and acknowledge that the
rationale for this clause 6(c)(ii) is that if the parties are operating overlapping trans-Tasman
point to point services beyond BNE/MEL/SYD-ZQN then the number of point to point
services subject to this Agreement would be reduced pursuant to clause 6(c)(i) and,
consequently, the benefits of this Agreement forecast or anticipated by each party would
also be reduced such that, in view of the difference between the benefits originally forecast
or anticipated by the terminating party and the reduced benefits for the terminating party
that would then be achievable, the terminating party should not be required to compensate
the other party for the implementation costs associated with the Agreement by paying the
Exit Fee when terminating pursuant to clause 7(a).

(d)  Subject to clause 6(b), at the end of the Initial Term, the parties may agree in writing to renew for
a subsequent 2 year term (Renewal Term).

7. Termination

(@)  Either party may terminate this Agreement for convenience during the Initial Term by providing
the other party with no less than 6 months’ prior written notice. Unless expressly stated
otherwise in this Agreement, where the Agreement is terminated pursuant to this clause 7(a) the
terminating party will be liable to pay the other party the Exit Fee within 30 days of such
termination taking effect (subject to receipt of an invoice valid for tax purposes). The parties
acknowledge and agree that the Exit Fee is intended to compensate the other party for the
implementation costs associated with the Agreement.

(b)  Either party may terminate this Agreement for convenience following the Initial Term by providing
the other party with no less than 3 months prior written notice.

(c)  Either party may terminate this Agreement immediately by written notice if:

0 any required Approval has not been granted within 12 months of the date of this
Agreement; or

(i) any required Approval (after being granted) expires, is not renewed, is revoked or is
Materially and adversely altered and the circumstances leading to such event have not
been reversed or remedied to such party’s satisfaction within a period of 90 days from
such revocation or alteration taking effect on such party, provided that the parties have
complied with the process set out in clause 2(c).

(d)  Either party may terminate this Agreement immediately by written notice if the other party:

(i) is in Material breach of this Agreement (including where the other party purports to
repudiate this Agreement) and the breach is not capable of remedy or the breach is
capable of remedy and the other party fails to remedy the breach within 20 Business Days
of receipt of written notice requesting it to remedy the breach; or

(i) undergoes a Change of Control:
(iiiy  onthe occurrence of a CFA Terminating Event;

(iv) s bankrupt or insolvent or is unable to pay its debts as and when they fall due, has an
assignment for the benefit of creditors, enters into a deed of company arrangement, has a
receiver (where the receiver consents in writing to the exercise of the right to terminate)
liquidator or any similar person appointed;

(v)  fails to maintain its corporate existence;
(Vi)  ceases operations as a scheduled airline;

(vii) is no longer authorised (as a result of either suspension or revocation) to operate as a
scheduled airline, either in whole or with respect to Trans-Tasman routes and/or a
substantial portion of its international service;

(viii)  breaches any civil aviation safety obligation (whether imposed by statute, regulation or
otherwise) which has, is likely to or will have a Material adverse effect on either party; or
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(e)

(ix) is prevented, hindered or delayed from performing its obligations under this Agreement as
a result of a Force Majeure Event for a continuous period of more than 30 calendar days.

Clauses 1 (Definitions and Interpretation), 9 (Taxes), 10 (Confidential Information) and

13 (Dispute Resolution), and any other obligations which are expressed to or, by their nature,
survive the expiration or termination of this Agreement, will survive the expiration or termination
of this Agreement and are enforceable at any time at law or in equity.

Other than to the extent expressly set out in this Agreement, in the event of termination the
terminating party shall incur no liability for any expenses, costs or damages of any kind incurred
by the other party as a consequence of such termination or any compensation by reason thereof
as long as the notice of termination is given in accordance with the provisions of this Agreement.

The termination of this Agreement howsoever caused will be without prejudice to any obligations,
rights or liabilities of any of the parties which have accrued prior to the date of such termination or
claims which a party may have against the other for prior breach of this Agreement and will not
affect any provision of this Agreement which is expressly or by implication provided to come into
effect on or continue in effect after such termination.

8. Force Majeure

(a)  Except with respect to confidentiality and payment obligations which shall be unconditional under
this Agreement, neither party shall be liable to the other party for any loss, injury, damage or
delay resulting, directly or indirectly, from a Force Majeure Event provided, however, that the
party who is affected by a Force Majeure Event shall:

0 promptly notify the other party of the occurrence of such Force Majeure Event;
(i)  take all commercially reasonable steps to cure such non-performance or delay; and
(i)  promptly continue performance once the Force Majeure Event is removed.
(b)  Inthe event of a strike by a party's employees, such party will use its commercially reasonable
efforts to perform under this Agreement.
9. Taxes
(a)  Standard tax provisions will be included within the Implementing Agreements
(b)  If a party (Supplier) makes a taxable supply under or in connection with this Commercial

Framework Agreement, upon the receipt of a tax invoice the recipient of the supply must pay the
Supplier an additional amount equal to the GST payable on that supply at the same time as the
GST exclusive consideration is paid. GST includes GST levied in either Australia or New
Zealand.

10. Confidential Information

()

Each party (Recipient) agrees to keep confidential the Confidential Information disclosed by or
on behalf of the other party (and where the other party is Virgin Australia, including the Virgin
Australia Group) (Discloser). The Recipient must not use or disclose the Discloser's Confidential
Information except to its personnel, Related Bodies Corporate,, subcontractors, agents or
professional advisors on a need-to-know and confidential basis to the extent necessary for the
performance of obligations or exercise of rights under this Agreement or with the Discloser's
consent. The Recipient must ensure that all persons to whom the Recipient discloses
Confidential Information are made aware of its confidential nature and, if reasonably requested
by the Discloser, signs a non-disclosure agreement on terms reasonably acceptable to the
Discloser before being given access to Confidential Information.

The obligations of confidence in this clause 10 do not apply:

(i) to information which is lawfully in the possession of the Recipient through sources other
than the party who supplied the information free of restriction as to its use or disclosure;

(i)  tothe extent that the information is or becomes available in the public domain without
breach by a party of its confidentiality obligations under this clause 10; or

(i) to the extent the Recipient is required to disclose the Confidential Information:
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(d)

(e)

(A) by Applicable Law, in which case the Recipient will (except to the extent
incompatible with Applicable Law) first notify the Discloser of the requirement to
provide the Confidential Information and take all reasonable and lawful steps to
object to and restrict the required disclosure;

(B) by arecognised stock exchange in accordance with the relevant rules of the
recognised stock exchange; or

(C) by the Australian Taxation Office or any other revenue authority on request by such
authority or for the purpose of seeking confirmation of the tax treatment of any
aspect of this Agreement.

The Recipient must, upon the earlier of demand by the Discloser or the time the Confidential
Information is no longer required by the Recipient for a permitted purpose immediately cease all
use of Confidential Information of the Discloser and return to the Discloser or destroy (such
destruction to the extent reasonably practicable) (at the Discloser's option) the Confidential
Information and any other materials to the extent that they refer to or incorporate the Confidential
Information, except to the extent required for the purposes of record-keeping, disaster recovery
or business continuity or required by Applicable Law, and confirm in writing when this has been
done.

The Recipient must promptly notify the Discloser of any actual or suspected breach of this

clause 12 and immediately take all reasonable steps to prevent and mitigate the consequences
of the actual or suspected breach, and cooperate with the Discloser in relation to any
proceedings which the Discloser may take in relation to any unauthorised use or disclosure of the
Discloser's Confidential Information in connection with this Agreement,

The Recipient acknowledges that breach of this clause 10 may cause the Discloser to suffer loss
not compensable by damages. The parties agree that the Discloser may seek an injunction or
other equitable relief to prohibit or restrain any breach of this clause 10.

11. Intellectual Property and Trademarks

(a)

(b)

The parties reciprocally recognise the other party’s property in and title to their own respective
names, products, service marks, trademarks, logos and Code (Marks). Except as otherwise
permitted under this Agreement or other agreements between the parties, neither party shall use
the Marks of the other party without the prior written permission of the other party.

Each party agrees that all rights in a party’s Marks together with any goodwill attaching to it is the
exclusive property of such party and the other party shall not acquire any rights or interest in
such party’s Marks including any developments or variations thereto as a result of this
Agreement.

Neither party will take any action that infringes, jeopardises, undermines or reduces the value of,
or in any way dilutes the other party’s ownership of its own Marks.

The party producing an advertisement, promotion, or press release that includes the other party’s
Marks shall submit such advertisement, promotion, or press release to the other party (within a
reasonable period prior to the planned publication date) for prior written approval, such approval
not to be unreasonably withheld or delayed provided, however, such approval shall extend only
to the use of the other party’s Marks.

Each party grants a non-exclusive, non-transferable license to use its Marks to the other party for
the promotion of services operated pursuant to the Commercial Framework for the duration of
this Agreement, subject to the following conditions:

() each party agrees to use the other party's Marks only as approved in advance in writing by
the other party;

(i) each party agrees that the use of the other party’s Marks shall not be derogatory nor likely
to bring the same into disrepute;

(i) each party acknowledges the exclusive present and future ownership rights and goodwill
the other party has in its Marks and agrees that any and all rights arising as a result of the
use of such Marks shall accrue solely to the benefit of such other party;

Commercial Framework Agreement Page 10 of 14





(iv) each party shall, in all cases, be the sole judge in determining the acceptability of both the
quality and presentation of advertising and promotional materials using its Marks;

(v)  each party shall assist the other party in controlling and protecting such party's Marks and
the goodwill attached thereto by reproducing the appropriate trademark or copy right notice
as notified by such party to the other party in writing; and

(vi) each party agrees not to use the other party's Marks where the quality or manner and form
of usage is not acceptable to such other party.

f Air New Zealand shall promptly notify Virgin Australia of any infringement or suspected
infringement of Virgin Australia's Marks, and Air New Zealand shall not communicate with any
infringer or suspected infringer without obtaining the prior written approval of Virgin Australia.
Virgin Australia shall have the exclusive right to sue or take other action against infringers of
Virgin Australia's Marks, and Air New Zealand shall have no claim to the proceeds (or any portion
thereof) of any such lawsuits or other actions or settlements related thereto. Virgin Australia shall
have the sole right to determine whether or not to sue or take any action, and failure to sue shall
not affect Air New Zealand's obligations or Virgin Australia's rights under this Agreement. Air
New Zealand will, upon the request of Virgin Australia and at Virgin Australia's reasonable
expense, reasonably assist Virgin Australia in the investigation of, and any legal action related to,
any such infringement.

(g)  Virgin Australia shall promptly notify Air New Zealand of any infringement or suspected
infringement of Air New Zealand's Marks, and Virgin Australia shall not communicate with any
infringer or suspected infringer without obtaining the prior written approval of Air New Zealand.
Air New Zealand shall have the exclusive right to sue or take other action against infringers of Air
New Zealand's Marks, and Virgin Australia shall have no claim to the proceeds (or any portion
thereof) of any such lawsuits or other actions or settlements related thereto. Air New Zealand
shall have the sole right to determine whether or not to sue or take any action, and failure to sue
shall not affect Virgin Australia's obligations or Air New Zealand's rights under this Agreement.
Virgin Australia will, upon the request of Air New Zealand and at Air New Zealand's reasonable
expense, reasonably assist Air New Zealand in the investigation of, and any legal action related
to, any such infringement.

(h)  From time to time and within each party's sole discretion, each party may provide to the other
party certain art work, drawings, creative or technical information and advice for the purpose of
assisting the other party in the advertising and promotion of services operated in connection with
the Commercial Framework. All such artwork, drawings, creative or technical information and
advice will be treated by the receiving party as Confidential Information and proprietary
information and will be used by the receiving party only for those purposes specifically authorised
by the providing party in advance and in writing.

12. Exclusion of Consequential Loss

(a) Neither party shall be liable for any Consequential Loss, whether or not foreseeable and whether
or not based on contract, statutory liability, tort, warranty claims or otherwise in connection with
this Agreement and the Commercial Framework and each Party releases and waives any claims
against the other party regarding such loss, provided that the release and waiver shalf not apply
to any loss arising under clauses 10 or 11.

13. Dispute Resolution

(a)  Either party may refer a dispute for resolution under this clause 13. As soon as practicable after
written notice of a dispute, a senior executive (being the level of Head of Department or General
Manager or higher) from each party will meet and attempt to resolve the dispute. If the senior
executives cannot settle the dispute within 20 Business Days of the notice of dispute, the dispute
will be referred to the Chief Executive Officer (or authorised deputy) of each party, who will
attempt to resolve the dispute within a further 15 Business Days. If the Chief Executive Officers
(or authorised deputy) cannot settle the dispute within 15 Business Days of referral, either party
may refer the dispute to mediation by an agreed mediator (or, if no agreement, by the Australian
Commercial Disputes Centre where Air New Zealand is the party raising the dispute, or the New
Zealand Dispute Resolution Centre where Virgin Australia is the party raising the dispute). The
parties will share equally the costs of mediation. A party may not commence court proceedings in
relation to a dispute until it has exhausted the process in this clause 13, except for proceedings
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seeking appropriate injunctive or other interlocutory relief. Until the dispute is resolved, the
parties must continue to perform their obligations under this Agreement,

14. Representations and Warranties
(a)  Each party warrants to the other that:

(D) it is a duly incorporated and validly existing corporation, in good standing under the laws of
the state of the territory in which it is incorporated, is an air carrier duly authorised to act as
such by the aeronautical authorities of such state, holds all licences, certificates and
permits from all governmental and relevant competent authorities necessary to perform its
obligations under this Agreement and has the requisite corporate power and authority to
enter into and perform such obligations;

(i) the execution and delivery by it and the performance of it of its obligations under this
Agreement have been duly authorised by all necessary corporate action. This Agreement
has been duly executed and delivered, and, assuming due authorisation, execution and
delivery constitutes the legal, valid and binding obligation of a party, enforceable against a
party in accordance with its terms and conditions except as may be limited by bankruptcy,
insolvency, moratorium or other laws affecting creditor's rights generally, or by equitable
principles, whether applied in a proceeding in equity or law; and

(ify  the execution, delivery or performance by it of this Agreement shall not contravene, conflict
with or cause a default, breach or violation of (i) any applicable law, rule or regulation
binding on it; or (i) any provision of its charter, certificate of incorporation, bylaws or other
documents of corporate governance:; or (iii) any agreement or instrument to which it is a
party or by which it is bound.

15. Miscellaneous

(@)  Nature of relationship: The parties’ relationship under this Agreement is that of independent
contractors and nothing contained in or relating to this Agreement is intended or shall be
construed to create or establish a partnership or joint venture, employment relationship, franchise
oragency. Neither party is intended to have, and neither of them shall represent to any other
person that it has the power, right or authority to bind the other or to assume or create any
obligation or responsibility, express or implied, on behalf of the other party except as expressly
provided for in this Agreement or as otherwise permitted in writing. Nothing in this Agreement is
intended or shall be construed to create or establish any partnership or fiduciary relationship
between the parties nor to limit or condition either party’s control over its operation or the conduct
of its business as an air carrier.

(b)  Governing law: This Agreement is governed by the laws of Queensland.. Subject to clause 13,
the parties submit to the non-exclusive jurisdiction of the courts of Queensland and any courts
which have jurisdiction to hear appeals from any of those courts and waive any right to object to
any proceedings being brought in those courts.

(c) Compliance with laws: Nothing in this Agreement will require either party to contravene any
Applicable Law. The parties confirm that all transportation services and advertising or other
forms of solicitation of that party will comply in full with all Applicable Laws.

(d)  Notices: Notices must be in writing, signed by or on behalf of the party giving it, and addressed
to the other party to that party’s address specified in this clause 15(d), or another address notified
to the other party in writing from time to time. A notice given to a person in accordance with this
clause 15(d) is treated as having been given and received: (i) if delivered to a party's address, on
the day of delivery; (ii) if sent domestically by pre-paid mail, 3 Business Days after posting; (iii) if
sent internationally by pre-paid mail, 9 Business Days after posting; or (iv) if sent by email to the
party’s email address and a delivery receipt confirmation is received (provided there is no out of
office or delivery failure notice), where received between 9:00am and 5:00pm on a Business Day
at the place of receipt, on the day and at the time the delivery receipt confirmation is received or
where the delivery receipt confirmation is received after 5:00pm on a Business Day or on a non-
Business Day at the place of receipt, at 9:00am on the next Business Day at the place of receipt.
If a notice is given and received on a day that is not a Business Day, or after 5:00pm on a
Business Day, the notice will be treated as having been given and received at 9:00am on the
next Business Day. The address for notices are as follows:
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o

(e)

(h)

(i)

(k)

U]

(m)

(i) For Air New Zealand: Air New Zealand Ltd, 185 Fanshawe Street, Auckland, 1010, New
Zealand (copy to: AlliancesTeam@airnz.co.nz and legal.notices@airnz.co.nz)

(i)  For Virgin Australia: Virgin Australia Airlines Pty Ltd PO Box 1034, Spring Hill QLD 4004
(copy to General.Counsel@uvirginaustralia.com and alliances@yvirginaustralia.com)

Costs and expenses: Except as otherwise stated in this Agreement or agreed in writing by the
parties, each party shall pay its own costs and expenses in relation to the negotiation,
preparation, execution and carrying into effect of this Agreement.

Variation: This Agreement may not be varied except by a document in writing and signed by or
on behalf of each party.

Entire agreement: This Agreement supersedes all previous agreements about its subject matter.
Each party acknowledges to each other party that to the maximum extent permitted by law this
Agreement and the Implementing Agreements contains the entire understanding between the
parties on the subject matter, and neither party relies upon any warranty, statement or
representation made or given by or on behalf of the other party except as set out in this
Agreement. Nothing in this clause 15(g) excludes any liability of either party for any liability
imposed by Applicable Law that cannot lawfully be excluded. No oral explanation or information
provided by any party to another affects the meaning or interpretation of this Agreement, or
constitutes any collateral agreement, warranty or understanding between any of the parties.

Waiver: The failure of a party at any time to insist on performance of any provision of this
Agreement is not a waiver of its right at any later time to insist on performance of that or any
other provision of this Agreement. Any waiver of a party's rights must be express and in writing.
Failure or omission of a party to require strict or timely compliance with a provision of this
Agreement will not affect a party’s right to remedies it may have in respect of breach of that
provision.

Severability: If any provision of this Agreement is or becomes invalid, illegal or unenforceable, or
performance of any obligation would expose either party to prosecution or liability under any
Applicable Law, that provision or performance of the obligation (as applicable) will be severed
and the validity, legality or enforceability of the remaining provisions will not be affected.

Assignment and novation: Neither party may assign or novate any of its rights or obligations
under this Agreement without the prior written consent of the other party (such consent not to be
unreasonably withheld or delayed).

Counterparts: This Agreement may be executed in any number of counterparts. If counterparts
are used, all counterparts will together make up one agreement.

Rights and remedies: The rights of a party under this Agreement are in addition to any other
rights or remedies which that party has under Applicable Law or in equity.

Joint and several liability: Virgin Australia Airlines Pty Ltd and Virgin Australia International
Airlines Pty Ltd shall be jointly and severally liable for their obligations under this Agreement.

Signed as an agreement

Signed for and on behalf of Virgin Australia Signed for and on behalf of Virgin Australia
Airlines Pty Ltd by its authorised International Airlines Pty Ltd by its authorised
representative: representative: ~

-..'F-.- __‘-h‘-‘“ - . A - .

_ Jayne Hrdlicka : = Jayne Hrdlicka
Sighafure Name Signatur ) Name
of d representative Cof autho resentative
17th November 2023 17th November 2023

Date Date
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Jayne Hrdlicka



Jayne Hrdlicka



17th November 2023



17th November 2023





Signed for and on behalf of Air New Zealand
Limited by its authorised representative:

(o GRE joman/
Signatute Name

of authorised representative

Vit /ch"-ﬁ’ ;2023

Date
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Confidential — Contains Business Secrets

Response to third party submissions in relation to the application for
authorisation of the codeshare agreement between Air New Zealand
and Virgin Australia

1. Introduction and summary

1.1 Air New Zealand Limited (“Air New Zealand”) and Virgin Australia Airlines Pty Ltd (“Virgin
Australia”) (together, the “parties” or the “Applicants”) provide the following response to the
third party submissions received by the Ministry of Transport (“Third Party Submissions”) in
relation to their application for authorisation to make and give effect to a Commercial Framework
Agreement, Codeshare Agreement, and various related agreements (the Proposed Conduct).'

1.2 The Applicants note the significant overlap between the Third Party Submissions and those
submissions made to the ACCC which the Applicants have separately responded to?, and the
parties have provided a copy of their response to the MOT in response to a request by the
Ministry to do so. Accordingly, while this submission should be read in context of that ACCC
submission, we do not repeat all of the points made in that document in this response.

1.3  This response addresses the key themes from the Third Party submissions insofar as they
concern the Proposed Conduct and the test for authorisation specifically.3 In summary:

(a) the opposition to the Proposed Conduct is premised on incorrect and flawed assumptions
regarding the counterfactual. The Proposed Conduct does not change Virgin Australia’s
incentives regarding entry onto the trans-Tasman utilising its own aircraft and therefore
does not have the effect of delaying or disincentivising entry that would otherwise occur;
and

(b)  any concerns about the impact of the Proposed Conduct on competitive dynamics, capacity
and fares on trans-Tasman routes are misplaced.

1.4 Inthe Applicants’ submission, none of the points raised in Third Party Submissions undermine the
fact the Proposed Conduct ultimately satisfies the test for authorisation.

1.5 The Proposed Conduct will deliver benefits to New Zealand. Furthermore, the Proposed Conduct
does not result in any competitive detriment because it does not remove any competition, services
or benefits that would be available without the Proposed Conduct. As set out in the Application,
none of the reasons set out in section 88(3) or 88(4) of the Civil Aviation Act apply in respect of
the Proposed Conduct and section 88(5) provides a distinct reason for the Minister to exercise
their discretion in favour of granting authorisation.

1.6  The Applicants claim confidentiality for this submission. A Public Version will be provided
separately, and information redacted in the Public Version in this Confidential Version is enclosed
in square brackets and highlighted green (being information which is confidential to Air New
Zealand), blue (being information which is confidential to Virgin Australia) or BifilK (being
information which is confidential to the Applicants), (the “Confidential Information”).*

" Defined terms in this response have the same meaning as in the Application, unless otherwise specified.

2 See Virgin Australia and Air New Zealand “Response to request for information and interested party submissions”, 20 February
2024 (“Response to the ACCC”). A copy of which was provided to the Ministry on 21 February 2024.

3 For completeness, this response addresses the key themes from the Third Party submissions insofar as they concern the
Proposed Conduct specifically. The mere fact this submission does not engage on a particular point or complaint does not mean
the parties believe the point or complaint is necessarily valid.

4 The Applicants request that they be notified of any request made under the Official Information Act for release of the Confidential
Information, and that the Minister of Transport (the “Minister”) seeks their views as to whether the Confidential Information
remains confidential and commercially sensitive at the time responses to such requests are being considered.
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2. The scope of the Proposed Conduct

2.1 Some Third Party Submissions are drafted as if the arrangement involves a comprehensive
alliance between parties operating their own aircraft on overlapping routes. We discuss the
absence of overlapping routes and the absence of any disincentive for Virgin Australia to enter
elsewhere in this response, but in terms of the underlying conduct itself, it is worth reiterating that
the Applicants are not proposing to jointly determine public pricing, network or schedules. The
Proposed Conduct simply involves a unilateral codeshare on non-overlapping Air New Zealand
operated trans-Tasman services [CONFIDENTIAL TO VA: on which Virgin Australia has no plans
to operate] and where Virgin Australia replicates Air New Zealand’s public pricing. Only limited
elements of the Proposed Conduct even require authorisation at all, primarily the non-traditional

ricing model which was

il

2.2 The Applicants do not currently compete on any trans-Tasman routes outside of services to/from
Queenstown which are specifically excluded from the Proposed Conduct. Accordingly, the
Proposed Conduct does not remove any competition, services or benefits that would be available
without it.

3. Third parties acknowledge the availability of benefits under the Proposed Conduct

3.1 The Proposed Conduct will deliver benefits to New Zealand. As set out in the Application, the
Proposed Conduct:®

(a)  will see enhanced marketing of New Zealand as a tourism destination to Virgin Australia
customers, including its almost 12 million Velocity members. This enhanced marketing is
expected to result in incremental traffic with corresponding benefits for the New Zealand
tourism sector more generally; and

(b) is expected to result in incremental passengers on Air New Zealand services which
improves the operational efficiency and commercial viability of Air New Zealand’s flight
operations but which is also a more general benefit to New Zealand given that half of Air
New Zealand’s shareholders are New Zealanders (via the Crown interest or a direct
shareholding).

3.2 The Third Party Submissions appreciate the importance of Australian visitors for the New Zealand
tourism industry® and acknowledge the availability of benefits under the Proposed Conduct, albeit
a number take the position that any benefits to New Zealand are limited.” This is disputed by the
Applicants. As set out in the Application, the Proposed Conduct will deliver meaningful benefits to
New Zealand relative to the relevant counterfactual without any competitive detriment.

This request for confidentiality is not intended to constrain the Minister and the Ministry of Transport from disclosing information to
other Government departments for the purpose of seeking relevant expert advice. However, the Applicants request that the
Minister ensure any such departments maintain the same full confidentiality as requested above.

5 For further information on the benefits resulting from the Proposed Conduct, see Section 7 of the Application.

8 For example, Auckland Airport explains “New Zealand tourism also relies heavily on Australian visitors. According to Tourism
New Zealand, between July 2022 and June 2023, Australians accounted for 49% of all international arrivals. This equated to 1.2
million Australians, nearly 20% of which were on holiday. Australian visitors spent around $1.6 billion in New Zealand in the year to
June 2023, and balanced their visits between summer and winter, helping address the issue of seasonality in New Zealand’s
tourism industry”, paragraph 8.

" For example, CIAL says “[t]he benefits of the arrangement are minor and accrue predominantly to Virgin Australia Velocity
members” and “there are no obvious benefits in the proposed arrangement for Air New Zealand”. Auckland Airport “acknowledges
this proposed agreement would provide limited benefits to a group of VA customers, particularly loyalty members and frequent
flyers”. NZ Airports similarly says that “benefits of the codeshare are limited”.
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4, Air New Zealand’s rationale for the Proposed Conduct
4.1  As set out in the Application, for Air New Zealand, the Proposed Conduct:®

(a) drives incremental passenger numbers onto its trans-Tasman services, including behind
and beyond connections on Air New Zealand’s domestic services, improving the efficiency
and commercial viability of its flight operations; and

(b) facilitates access to additional distribution channels for its trans-Tasman services, including
to Australian customers where Air New Zealand does not have as strong a marketing and
sales presence.

4.2  This rationale is consistent with Air New Zealand’s wider partnership strategy. Air New Zealand
enters into airline partnerships for three core reasons:

(a) to enhance connectivity to destinations beyond Air New Zealand’s own network via another
airline’s network; and/or

(b)  to drive incremental passenger traffic onto its own network by utilising the sales and
distribution strength of its partners in their home markets where Air New Zealand’s
presence is comparatively weaker; and/or

(c) toenhance the customer experience through bilaterally negotiated benefits (e.g. loyalty
benefits, priority check in, baggage allowances, lounge access and boarding).

4.3 The Proposed Conduct is therefore very much aligned to Air New Zealand’s overall approach to
partnering. CIAL’s suggestion that Air New Zealand’s motivation for the Proposed Conduct is
instead founded on deterring the (re)entry of Virgin Australia onto the trans-Tasman? is therefore
manifestly incorrect and dismisses one of the core reasons that airlines enter into codeshare
partnerships. The codeshare agreement provides Air New Zealand with an additional distribution
channel in Australia to drive incremental feed onto its Tasman network. Contrary to CIAL’s
assertion in its submission, this has very obvious benefits to Air New Zealand as incremental
passenger traffic will improve operational efficiency and commercial performance.

5. Opposition to the Proposed Conduct is premised on an unrealistic counterfactual’®

5.1 The essence of the opposition to the Proposed Conduct is premised on certain incorrect
assumptions about the relevant counterfactual against which the Ministry is to make its
assessment. ™

5.2  More specifically, the opposition assumes that in the counterfactual Virgin Australia would
commence independent operations on the trans-Tasman routes it operated pre-COVID and at
pre-COVID capacity levels, and that the Proposed Conduct would disincentivise Virgin Australia
from doing so. These assumptions are unfounded, do not reflect commercial reality and ignore the
underlying challenges Virgin Australia has historically faced in competing on trans-Tasman
routes.1?

8 See para. 4.4 of the Application.

9 Submission by CIAL, paragraph 18.

' Also see Section 4 of the ACCC Response.

" For example, Auckland Airport submits that the Proposed Conduct “would limit the potential for growth in capacity and
competition on the trans-Tasman routes by removing an incentive for VA to return to flying trans-Tasman (excluding Queenstown)
as they did pre-Covid.” Submission by Auckland International Airport, para. 3. Christchurch International Airport Limited submits
“CIAL “[tihe effect of the proposed arrangement will be to reduce the commercial motivation for Virgin Australia to fly its own
services on trans-Tasman routes. The arrangement is therefore likely to protect the existing market dynamics.” Submission by
CIAL, paragraph 4.

12 As set out in the ACCC Response, Virgin Australia’s ability to successfully and independently operate trans-Tasman services
has been hampered by its lack of a New Zealand based point of sale advantage and its inability to match Qantas’ strength and
network reach. While fifth freedom carriers lack these domestic network advantages, they operate sustainable services as a result
of their very different pricing strategy which is centred around recovery of marginal cost only, while drawing passenger feed from
their international networks, including through their membership of global airline alliances (as applicable) or a global loyalty base.
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A scenario in which Virgin Australia independently operates trans-Tasman services is not the
correct counterfactual on which to analyse the Proposed Conduct. As set out in the Application,
the relevant counterfactual is the status quo.3

Ultimately, the short period in which Virgin Australia independently operated trans-Tasman
services, following the dissolution of its broad alliance with Air New Zealand, was characterised by
substantial financial losses. Virgin Australia will not again pursue strategies that are commercially
unsustainable in this way. Since COVID, Virgin Australia has restructured its business and
emerged from voluntary administration with a streamlined fleet and renewed domestic and short-
haul international strategy with greater focus on standalone commercial viability and sustainability
in the trade-off for aircraft and resources.

As explained to the Ministry, [CONFIDENTIAL TO VA: Virgin Australia has made a commercial
assessment not to operate trans-Tasman services beyond Queenstown for at least the short-
medium term].'* If, [CONFIDENTIAL TO VA: contrary to the historical position], Virgin Australia
determined that sustainable trans-Tasman services were operationally and commercially viable, it
could operate those services notwithstanding the Proposed Conduct. Virgin Australia’s decision to
commence other trans-Tasman services is not as simple as looking at whether the impacts of
COVID have dissipated and, if so, applying pre-COVID capacity. Operational and commercial
assessments must be made on the viability of services and optimal deployment of resources that
is sustainable and operationally resilient. The reality is that very few of Virgin Australia’s
previously operated trans-Tasman services were viable pre-COVID.

[CONFIDENTIAL TO VA: Virgin Australia has no plans to serve other trans-Tasman destinations
on its own metal for the foreseeable future because it does not expect it would be profitable to do
so. Its assets and infrastructure could be better utilised on alternative routes. The documents
provided in response to Question 2 of the ACCC RFI'5 evidence this clear decision not to serve
non-Queenstown trans-Tasman routes and the basis upon which Virgin Australia decides whether
or not to deploy capacity on short haul international routes. If circumstances change,] the
Proposed Conduct does not change Virgin Australia’s incentives regarding entry onto the trans-
Tasman utilising its own aircraft and therefore does not have the effect of delaying or
disincentivising entry that would otherwise occur.

In fact, rather than delaying or disincentivising entry, the Proposed Conduct improves the
conditions for re-entry by allowing Virgin Australia presence as a marketing option (building brand
awareness and loyalty proposition) and allowing access to greater opportunities for the higher
yielding corporate and SME traffic to support future entry, should Virgin Australia’s assessment of
the market opportunities change.

Concerns about the impact of the Proposed Conduct are misplaced

Auckland Airport suggests that one of the key reasons why the application should not be
approved is that the “Tasman market is less competitive now then it was pre-Covid”.'® This
sentiment is echoed in other Third Party Submissions.

The Proposed Conduct does not negatively impact the competitive dynamics that already exist on
the Tasman, or which exist in the counterfactual. As set out above at Section 2, it does not
remove any competition, services or benefits that would be available without the Proposed
Conduct (noting that overlapping trans-Tasman routes are expressly excluded from the Proposed
Conduct). If anything, the Proposed Conduct will stimulate competition and trigger a competitive
response — and in fact this has been the case as explained in further detail in the ACCC
Response.'” Submissions that lament the loss of Virgin Australia’s operating capacity and
suggest that the Tasman was more competitive with Virgin Australia operating services on its own

3 For further detail, see Section 5 of the Application.

4 For further information see Section 5.2 of the Response to the ACCC on third party submissions. In particular, this response
expands on [CONFIDENTIAL TO VA: the unique features of Queenstown relative to other trans-Tasman routes].

5 As provided to the Ministry on 21 February. For further information on Virgin Australia’s internal assessments of the commercial
viability of operating trans-Tasman services, please refer to the response to Question 2 of the response to the ACCC'’s request of
19 January 2024.

6 Submission by Auckland International Airport, paragraph 6.

7 Also see Section 5.3 of the Response to the ACCC.
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metal are therefore not relevant to the Ministry’s assessment, as this is not the relevant
counterfactual. 8

6.3 As at January 2024, there were more carriers operating on the trans-Tasman compared to pre-
COVID in January 2020. Based on scheduled capacity for the period January 2024 to October
2024, fifth freedom carriers have maintained seat capacity and market share relative to the
equivalent period of 2019. On 24 August 2023, Batik Air Malaysia commenced a service between
Auckland and Perth, operating six times per week.'® On 6 November 2023, China Eastern
commenced services between Hangzhou, Sydney and Auckland, operating four times per week.20

6.4 NZ Airports explains that the New Zealand tourism industry has been impacted by significantly
higher than pre-COVID trans-Tasman airfares.2' While airfares are currently higher on the
Tasman compared to pre-COVID, this is not a consequence or indicator of limited competition.
Following COVID, airlines worldwide have struggled to grow back capacity due to resource and
supply chain constraints, including access to aircraft, pilots, ground handling, airport front of
house, and cabin crew. On the trans-Tasman, the recovery period after borders opened back up
was marked by a unique combination of high pent up demand as Australians and New Zealanders
had not been able to travel freely for over two years. This demand included extraordinary levels of
pent-up VFR (Visiting Friends & Relatives) demand. This demand set against the capacity
constraints naturally contributed to a temporary increase in airfares and is not indicative of long-
term market pricing trends or a lack of competition. The NZ Airports submission also wholly

ignores the impact of a much higher cost base on overall fare levels since the pre-COVID period.
Compared to July — December 2019, operating costs have increased by [“
b] in the same period of 2023 and increases in fares are also necessary

to sustain services in a high-cost environment.

6.5 Further, both NZ Airports22 and Auckland Airport2® submit that increased VA codeshare
passengers (including high yield corporate and SME customers) travelling on Air New Zealand
trans-Tasman and domestic services would simply displace existing Air New Zealand customers
and put upwards pressure on airfares. This submission does not hold for a number of reasons — it
ignores the commercial rationale for codeshare (see Section 4 above), is predicated on a
misconception of the impact of the Proposed Conduct on Tasman load factors and is indicative of
a lack of understanding of how bookings are managed by airlines.

6.6 Concerns regarding capacity constraints on the Tasman are misplaced. There is sufficient
capacity available on Air New Zealand’s Tasman services to accommodate the incremental traffic
from the Proposed conduct without “displacing” existing passengers. Even in the short-term where
Air New Zealand is facing some fleet constraints due to PW1100 issues, Tasman load factors are
forecast to be

6.7 Finally, the assertion that under the Proposed Conduct SME and Corporate travellers would
displace lower yielding VFR passengers demonstrates a misunderstanding how airlines manage
passenger bookings.

6.8

8 As expanded on above at Section 5 above
9 WA Government, “New Batik Air Malaysia connecting Auckland to Western Australia“ (25 August 2023).
2 https://www.internationalairportreview.com/news/190397/china-eastern-airlines-fuelling-recovery-with-two-new-routes-to-sydney/
21 NZ Airports, paragraph 4.
22 Submission by NZ Airports, paragraph 6 and paragraph 13.
2 Submission by Auckland International Airport, paragraph 6.
24

[

25
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6.9
Figure 1: Air New Zealand’s Leisure/Corporate traffic — November 202327
[CONFIDENTIAL TO AIR NEW ZEALAND]
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7. Capacity commitments are not necessary

7.1 Both NZ Airports and Auckland Airport note that the Applicants have not made any commitment to
increase seat capacity.2® While commitments may be warranted where an alliance is not
otherwise likely to deliver net public benefits, that is not the case here. The Proposed Conduct
does not include any capacity coordination between the parties — it is primarily a unilateral
codeshare arrangement with a novel pricing model. There can be no basis for any capacity
commitments. Capacity conditions are not ‘costless’ — they constrain the carriers’ ability to react
dynamically to market conditions which is why they should be preserved for specific instances
where there is a real risk an alliance will not otherwise delivery net benefits

]
28 Submission by Auckland Airport, paragraph 14 and submission by NZ Airports, paragraph 13.
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Application for authorisation of the codeshare agreement between

Air New Zealand and Virgin Australia:

Response to RFls from the Ministry of Transport

We set out below Air New Zealand and Virgin Australia’s confidential responses to the Ministry of
Transport’s requests of 30 January and 16 February 2024.

Please note:

¢ Responses to Questions 2, 5 and 6 are confidential to Virgin Australia and have not
been shared with Air New Zealand.

¢ Responses to Questions 3 and 4 below are confidential to Air New Zealand and have
not been shared with Virgin Australia.

Part A: Ministry’s request of 30 January 2024

1.

21

2.2

23

24

We request that a copy of all information supplied to the ACCC in response to its request
of 19 January 2024.

The response to the ACCC’s information request of 19 January, as well as the response to the
third party submissions received by the ACCC was provided to the Ministry on 21 February 2024.

We request that VA also sets out:

It’s current fleet numbers and composition;

Its current aircraft orders by type and date;

Any other plans to acquire aircraft through purchase, lease or similar; and

VA'’s understanding of what the lead-time for delivery would be for orders made now for
aircraft suitable for operation on trans-Tasman routes.

[RESPONSE CONFIDENTIAL TO VIRGIN AUSTRALIA]

The decision to order and utilise aircraft for operations on the Tasman is not as simple as knowing
when aircraft can be delivered. Considerations other than aircraft availability are key to any such
decision. Aircraft deliveries come at a high fixed cost and need to be utilised in a way that can
best recover costs and allow resilient, sustainable and commercially viable operations. Anticipated
financial performance in terms of demand and the ability to fill those planes informs network
decisions and where additional capacity should be deployed. Virgin Australia’s network planning
considerations for Short Haul International (SHI) services, described in the confidential response
to Question 2 of the ACCC RFI dated 19 January 2024, are also key to the decision to acquire or
deploy additional capacity including:

. forecasted demand growth on the route and proportion of point-of-sale Australia demand;

. performance of Virgin Australia’s existing SHI routes that share similar characteristics;

1 Provided to the Ministry on 21 February 2024.
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. stand-alone airline contribution of the route and ability to deliver group profit;
. competitive landscape, including changes in capacity levels of competitor airlines;
. overall macroeconomic environment e.g., inflation, cost of living, interest rates, fuel price,

tourist and business travel recovery;
. regulatory environment e.g., bilateral air service agreements; and

. availability of aircraft and other resources e.g., pilots and cabin crew, ground handling,
terminal space, airport slots.

(@)  Current Fleet Numbers and Composition
(i) VA Fleet (excluding VARA aircraft):

e 9X Boeing 737-700’s
e 75X Boeing 737-800’s
e 3x Boeing 737-8’s.

(i)  VARA Fleet:

e 7xAirbus A320’s
e 3X Fokker F100’s

Virgin Australia’s fleet is currently fully utilised and supplemented with additional capacity
from wet-leased aircraft on some domestic Australia routes.

(b)  Current Aircraft Orders by Type and Date

Current aircraft orders are listed below, noting that Virgin Australia considers the below
aircraft type to be fungible with existing fleet and therefore continually assesses the use of
these aircraft as either growth units or replacements for fleet retirements, in line with
passenger demand and network strategy. Virgin Australia does not typically order aircraft
for specific routes. Virgin Australia’s new aircraft deliveries are predominantly focused on
releasing existing older frames and replacing flying currently operated by wet-lease
partners. In order to maintain average fleet age at or near current levels, Virgin Australia
has determined a need for approximately seven new aircraft deliveries each year.

Boeing 737-8 Orders:

. 11x aircraft are currently expected to be delivered during calendar year 2024, based
on the latest communications with Boeing.

Having said that, in Virgin Australia’s experience, delays in the delivery of aircraft orders
are a real risk. At the moment, due to Boeing production delays, on average the contracted
delivery of future 787-8’s will be delayed 4-8 months with the risk of further delay. After
delivery, there is typically a period of time required to carry out entry into service
maintenance and modifications (which includes things such as installation of seats and
cabin fit out), before this aircraft type is ready to enter into service. This period will vary
depending on the work required and whether the aircraft is new from the factory or taken
second hand and the recent average period from delivery to entry into service is 12 days.
Eight of the aircraft expected to be delivered during calendar year 2024 are VA
commitments to lease aircraft from lessor orderbooks. The remaining three are direct
orders with the OEM.
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Boeing 737-10 Orders:

. Firm Orders: 22x aircraft (2025-2027 deliveries, with a further delay before each
aircraft is ready to enter into service to carry out entry into service maintenance and
modifications, similar to the 737-8'’s).

. Additional Options Held: 3x aircraft (2028 deliveries).

The 737-10 has not yet been certified by the US Federal Aviation Administration (FAA).
Therefore, all orders of this aircraft are still subject to regulatory approvals.

(c)  Any other plans to acquire aircraft through purchase, lease or similar

No decisions have been made on additional fleet acquisitions (through purchase, lease or
similar) beyond those covered in (b) above. Virgin Australia regularly assess its fleet units
and composition in line with demand and network strategy.

(d)  VA’s understanding of what the lead-time for delivery would be for orders made now for
aircraft suitable for operation on trans-Tasman routes

Virgin Australia’s fleet strategy is focused on the Boeing 737 family, in accordance with its
decision following administration to streamline its fleet to increase efficiency.

Virgin Australia understands the following regarding Boeing 737 availability by sources of
aircraft:

. Boeing OEM availability for Boeing 737 MAX variants:

o Earliest positions (delivery slots) available are in 2027. Given its finite
production capacity, for a single (or small) order of aircraft, Boeing may not
offer a position until after 2027.

. Sourcing new aircraft from lessor order books:

o Earliest positions available are early 2025 (but as with ordering from Boeing
OEM this will depend on the size of the order with a later position expected for
smaller orders).

. Second-hand 737-800 aircraft:

. The time from sourcing to entry into service for second hand aircraft can vary
based on the quality and commonality of the second-hand aircraft sourced
including changes required to fit out and the extent of introductory
maintenance that needs to be performed. As a general rule of thumb, Virgin
Australia expects that around 12-15 months would be required in total from
ELT/Board approval to the aircraft entering into service, similar to total
timeframe involved if sourcing a new aircraft from a lessor.

3. Could Air New Zealand set out how it expects capacity it can offer on trans-Tasman
services to be impacted by maintenance schedules for A320 aircraft engines over time,
and when this will no longer be a factor

[RESPONSE CONFIDENTIAL TO AIR NEW ZEALAND]

While Air New Zealand'’s ability to grow capacity over the next 12 months has been impacted by
both PW1100 engine issues and general aircraft constraints, load factors remain well below 90%.

Even in the short-term, where Air New Zealand is facing some constraints, Tasman load factors
are forecast to be 81.3% in FY24 (i.e. without the Proposed Conduct and excluding ZQN TAS
traffic). Moreover, Air New Zealand has modelled the Proposed Conduct to increase load factors
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by 1.3%. Therefore, Tasman load factors with the Proposed Conduct will be close to, or at, pre-
COVID levels and will not result in upward pressure on fares. Ultimately, there is capacity to carry
the anticipated traffic. The generation of additional passenger demand — both those won from
Qantas and incremental traffic stimulated by the Proposed Conduct — is the very basis of the
partnership, noting the resulting improvements to the efficiency of Air New Zealand’s flight
operations (as well as a benefit to New Zealand via increased tourism, etc.).

Moreover, authorisation is sought for a five-year period during which these temporary issues and
constraints will abate. Air New Zealand is currently working through FY25 business planning,
including with regards to the Tasman. This includes additional leased 777-300ER aircraft. Two
additional A321 narrowbodies are expected to be delivered towards the end of FY25 and
additional 787-9 deliveries starting from FY25 will also add to available capacity on the trans-
Tasman market following which Air New Zealand expect capacity constraints to ease. Further
A321 narrowbodies are also expected to be delivered longer term.

Part B: Ministry’s request of 16 February 2024

4,

32490805

What is Air New Zealand’s load factors for each route, month-by-month for the period
2019-2023?

[RESPONSE CONFIDENTIAL TO AIR NEW ZEALAND]

The information requested by the Ministry is provided in the attached excel sheet “MOT RFI 4
AirNZ_Tasman LF.xlsx”.

Load factors between April 2020 to early 2023 were clearly heavily impacted by the pandemic and
its aftermath (noting that the only trans-Tasman routes operating between April 2020 and March
2021 were AKL-BNE, AKL-MEL and AKL-SYD). As the Ministry is aware, New Zealand only
commenced a staged re-opening of its borders following the COVID-19 pandemic from late
February 2022 and the New Zealand border did not fully reopen until 1 August 2022.

In addition, while there are some instances of higher load factors being observed during 2022 and
early 2023, this was during a period of high pent-up demand and supply side difficulties stemming
from the effects of the COVID-19 pandemic.

The average monthly load factor for the first half of FY24 was 79%. Air New Zealand considers
that these levels more accurately reflect load factors that can be expected in the future (and as
noted Air New Zealand estimates that the incremental traffic will support load factor growth of
approximately 1.3%.)

Ultimately, these load factors demonstrate that there is room for additional passengers on existing
flights in the short term. The anticipated additional passenger numbers as a consequence of the
Proposed Conduct will result in more efficient utilisation of these services. It will not result in the
spill of passengers as higher fares in the manner some of the Third Party submissions have
suggested.

How many Velocity Frequent Flyer Members have New Zealand passports?
[RESPONSE CONFIDENTIAL TO VIRGIN AUSTRALIA]

Velocity does not collect passport data. However, applications for Velocity Frequent Flyer (VFF)
membership require country of residence details to be entered at the time of creating a
membership. VFF members (and non-member guests) are also prompted to confirm or update
their address details when completing their booking (in the billing details section) and can also do
so in their Velocity profile.

We set out in the table below the number of VFF members that are Australian residents and the
number of VFF members that are New Zealand residents, based on the current address in their
VFF account profile. There is also a column titled “Unknown” for those members where the
current address field did not contain this information.
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Mz AU NZ Unknown Total
Members
CY19 7,576,826 291,778 2.273.991 10,142,595
cY23 8,833,772 305,690 2751541 11,891,003

Unsurprisingly, given its base of operations, network and sales strength, Virgin Australia’s VFF
membership is predominantly Australian residents. However, a number of those Australian
residents are also likely to be New Zealand passport holders.

According to the ABS, as at 30 June 2023, Australia’s population was 26.6 million people. Over
40% of the population are VFF members. At the end of June 2022, 586,020 New Zealand-born
people were living in Australia.? It is the fourth largest migrant community in Australia, equivalent
to 7.6 per cent of Australia's overseas-born population and 2.3 per cent of Australia's total
population. Further, Australia records more bidirectional international passenger traffic with New
Zealand than any other country and more than 5 million passengers were uplifted or discharged to
/ from New Zealand in the twelve months to April 2023.3

VFF membership is free. New Zealand residents can join and obtain benefits to VFF members at
any time and there is likely to be more interest in those benefits with the VA coded trans-Tasman
services made available under the Proposed Conduct.

Under the Proposed Conduct, the increased choice of Australian domestic connections as part of
a trans-Tasman journey under a single marketing carrier is also available to New Zealand
residents regardless of VFF membership along with the potential stimulation of competition and
better value offerings from other airlines (such as the Qantas Group).

How many Velocity Frequent Flyer Members accrue points through business travel
(corporate or SME); and what percentage of these members in turn spend the accrued
points on personal travel?

[RESPONSE CONFIDENTIAL TO VIRGIN AUSTRALIA]

It is not possible for Virgin Australia to track this information. It can identify Virgin Australia (VA)
ticket stock which were booked through sales channels that are deemed by VA as primarily for
business travel, but this does not include business travel that may be booked through other
channels e.g., via va.com internet booking engine. Velocity does not collect specific data on how
VFF members use or redeem the Velocity Points they earn from business travel compared to
leisure travel.

The ability for VFF Members to accrue points through business travel (corporate or SME)
(including through the Virgin Australia Business Flyer (VABF) program, as explained below) and
spend the accrued points on personal travel and other benefits is valued by employees and by
corporates/SMEs as a benefit they can offer for recruitment and retention.

Points earn

When travelling on VA operated flights and on partner airlines, VFF members are able to earn
Velocity Points by providing their VFF membership number at time of booking, or retrospectively
by filling out a form available on the Velocity website. Velocity Points are earned by the travelling
member, whether travelling for business or personal/leisure reasons.

Under the VABF program (targeted at business with up to $300,000 p.a. domestic airline spend)
which is free to join for any business with an Australian Business Number, members are provided
fare discounts and the ability to earn Velocity Points for the business as well as the individual
employee / contractor travelling for business if that employee / contractor is a VFF member. In
addition, Velocity Points earned by the business as part of the VABF program can be transferred

2 Australian Bureau of Statistics, “Australia’s Population by Country of Birth”, dated 31 October 2023,
https://www.abs.gov.au/statistics/people/population/australias-population-country-birth/latest-release.
3 For further detail see the submission to the ACCC dated 17 November 2023 at 6.1-6.2.

32490805
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(at the discretion of the business) to any individual VFF member, who can use those Velocity
Points at their discretion.

The table below details bookings made in CY23 on VA ticket stock (which includes VA tickets on
VA and Other Airline operated flights), which were booked through sales channels that are
deemed by VA as primarily for business travel, and where the guest’'s VFF number was included
in the booking. The “business travel” booking channels for the purpose of the table below include
indirect sales from travel management companies and other travel agents that typically transact
for large and mid-market corporates \ government, SMEs, together with direct bookings made
through the VABF portal and website.

There is also a column titled “No. of Unique VFF bookings” which shows the number of unique

VFF membership numbers used in the total number of VFF bookings (noting there are significant
repeat bookings for business travellers). This table does not include business travel that may be
booked through channels that are not primarily for business travel, e.g., va.com internet booking

engine.
Booking channel No. of bookings with VFF No. of Unique VFF
g number included numbers on bookings
“Business Travel” booking
channels 2,536,077 437,059

Points redemption

VFF members may redeem accrued Velocity Points on VA or partner airline flights, or through a
range of other redemption partners (for example, accommodation and car hire) as well as through
the Velocity e-Store (which includes a number of retailers, such as Apple, David Jones, The Iconic
and The Good Guys). Velocity does not collect specific data on how VFF members use or redeem
the Velocity Points they earn from business travel compared to leisure travel.
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		1. We request that a copy of all information supplied to the ACCC in response to its request of 19 January 2024.

		2. We request that VA also sets out:

		2.1 It’s current fleet numbers and composition;

		2.2 Its current aircraft orders by type and date;

		2.3 Any other plans to acquire aircraft through purchase, lease or similar; and

		2.4 VA’s understanding of what the lead-time for delivery would be for orders made now for aircraft suitable for operation on trans-Tasman routes.

		(a) Current Fleet Numbers and Composition

		(i) VA Fleet (excluding VARA aircraft):

		(ii) VARA Fleet:



		(b) Current Aircraft Orders by Type and Date

		(c) Any other plans to acquire aircraft through purchase, lease or similar

		(d) VA’s understanding of what the lead-time for delivery would be for orders made now for aircraft suitable for operation on trans-Tasman routes





		3. Could Air New Zealand set out how it expects capacity it can offer on trans-Tasman services to be impacted by maintenance schedules for A320 aircraft engines over time, and when this will no longer be a factor

		[RESPONSE CONFIDENTIAL TO AIR NEW ZEALAND]

		4. What is Air New Zealand’s load factors for each route, month-by-month for the period 2019-2023?

		[RESPONSE CONFIDENTIAL TO AIR NEW ZEALAND]

		The information requested by the Ministry is provided in the attached excel sheet “MOT RFI 4 AirNZ_Tasman LF.xlsx”.

		Load factors between April 2020 to early 2023 were clearly heavily impacted by the pandemic and its aftermath (noting that the only trans-Tasman routes operating between April 2020 and March 2021 were AKL-BNE, AKL-MEL and AKL-SYD). As the Ministry is ...

		In addition, while there are some instances of higher load factors being observed during 2022 and early 2023, this was during a period of high pent-up demand and supply side difficulties stemming from the effects of the COVID-19 pandemic.

		The average monthly load factor for the first half of FY24 was 79%. Air New Zealand considers that these levels more accurately reflect load factors that can be expected in the future (and as noted Air New Zealand estimates that the incremental traffi...

		Ultimately, these load factors demonstrate that there is room for additional passengers on existing flights in the short term. The anticipated additional passenger numbers as a consequence of the Proposed Conduct will result in more efficient utilisat...

		5. How many Velocity Frequent Flyer Members have New Zealand passports?

		6. How many Velocity Frequent Flyer Members accrue points through business travel (corporate or SME); and what percentage of these members in turn spend the accrued points on personal travel?
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CONFIDENTIAL VERSION

Application to the Minister of Transport pursuant to Part 9 of the Civil
Aviation Act 1990 for authorisation of the proposed partnership
between Air New Zealand and Virgin Australia

31919063
17 NOV 2023 00:00





[®] Air New Zealand Confidential Information
[e] Virgin Australia Confidential Information
[8] Information confidential to the Applicants

Confidential Information

Air New Zealand Limited (“Air New Zealand”) and Virgin Australia Airlines Pty Ltd (“Virgin Australia”)
(together, the “parties” or the “Applicants”) claim confidentiality for this Application pursuant to section
9(2)(b) of the Official Information Act 1982.

A Public Version will be provided separately, and information redacted in the Public Version in this
Confidential Version is enclosed in square brackets and highlighted [Bifi (being information which is
confidential to the Applicants), or green (being information which is confidential to Air New Zealand) or
blue (being information confidential to Virgin Australia), (the “Confidential Information”).

The Confidential Information is commercially sensitive and valuable information which is confidential to
the Applicants (vis-a-vis the public and also in some respects vis-a-vis each other), and disclosure would
be likely to unreasonably prejudice the commercial position of one, or both of the Applicants.

The Applicants request that they be notified of any request made under the Official Information Act for
release of the Confidential Information, and that the Minister of Transport (the “Minister”) seeks their
views as to whether the Confidential Information remains confidential and commercially sensitive at the
time responses to such requests are being considered.

This request for confidentiality is not intended to constrain the Minister and the Ministry of Transport (the
“Ministry”) from disclosing information to other Government departments for the purpose of seeking
relevant expert advice. However, the Applicants request that the Minister ensure any such departments
maintain the same full confidentiality as requested above.
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1.1

1.2

1.3

1.4

1.5

1.6

1.7

31919063

Executive Summary

Air New Zealand and Virgin Australia (together, the Applicants) seek authorisation for five years
to make and give effect to a Commercial Framework Agreement, Codeshare Agreement, and
various related agreements (the Proposed Conduct).

As part of the Proposed Conduct, Virgin Australia proposes to enter into a unilateral codeshare
agreement whereby it will market and resell under VA code trans-Tasman services operated by
Air New Zealand (excluding Queenstown services) under VA code. To ensure that the Applicants
commercial incentives are aligned, public fares for the resupply of trans-Tasman itineraries
involving these codeshare services point of sale Australia will be determined by Air New Zealand.
In the absence of this codeshare pricing model, Air New Zealand (which receives no offsetting
benefit by way of a reciprocal codeshare) would have no incentive to allow Virgin Australia to
market its services, as it would be concerned that it may be undercut and lose revenue despite its
exposure to the risk and cost of operating the services. It is only through the proposed pricing
model that Air New Zealand is willing to offer Virgin Australia access to special prorates that will
enable it to offer codeshare services at fares competitive with the rest of the market. Without it,
Air New Zealand would not make the codeshare available to Virgin Australia at all.

As part of the Proposed Conduct, and on condition that the Codeshare Agreement is in effect:

(@)  Velocity members will be able to earn and redeem Velocity Frequent Flyer Points and
accrue status credits on VA*NZ trans-Tasman services;

(b)  Eligible passengers will be able to access Air New Zealand’s seven international lounges
across Australia and New Zealand located at Sydney, Melbourne, Brisbane, Perth,
Auckland, Christchurch and Wellington when travelling on VA* NZ trans-Tasman services;

(c) The Applicants will cooperate in relation to jointly providing offers to corporate and Small
and Medium Enterprise (SME) customers, including by jointly identifying target customers,
considering how best to approach attract and retain customers, and making discounts on
trans-Tasman itineraries involving VA*NZ trans-Tasman services available to Virgin
Australia’s corporate and SME customers; and

(d)  The Applicants will continue to provide reciprocal network-wide staff leisure, business and
duty travel arrangements.

The Proposed Conduct covers direct services between Australia and New Zealand and indirect
services between Australia and New Zealand involving a domestic Australian segment. Flights to
or from Queenstown are excluded from the scope of the Proposed Conduct as Virgin Australia
operates competing Queenstown services on its own aircraft. To the extent that Virgin Australia
commences operations on, or has pricing control over, any other overlapping trans-Tasman
routes in the future, these would also be excluded from the Proposed Conduct.

The Proposed Conduct will deliver benefits to New Zealand. The Proposed Conduct will see
enhanced marketing of New Zealand as a tourism destination to Virgin Australia customers. This
enhanced marketing is expected to result in incremental traffic with corresponding benefits for the
New Zealand tourism sector more generally. In addition to this, the Proposed Conduct is expected
to result in incremental passengers on Air New Zealand services which has not only the benefit of
improving the efficiency and sustainability of Air New Zealand’s flight operations but which is a
more general benefit to New Zealand given that half of Air New Zealand’s shareholders are New
Zealanders (via the Crown interest or a direct shareholding).

The Proposed Conduct does not result in any competitive detriment because it does not remove
any competition, services or benefits that would be available without the Proposed Conduct.

None of the reasons set out in sections 88(3) or 88(4) of the Act apply in respect of the Proposed
Conduct; and declining authorisation would likely have an undesirable effect on international
comity between New Zealand and Australia and accordingly, section 88(5) provides a distinct
reason for the Minister to exercise his discretion in favour of authorising the Proposed Conduct.
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1.8  Accordingly, as the Proposed Conduct will allow a range of clear and tangible benefits without any
competitive detriment, the Applicants consider that the Proposed Conduct meets the test for
authorisation. The Applicants consider that the Proposed Conduct should be authorised for a
period of five years.

1.9 The Applicants are also seeking authorisation from the ACCC for five years with a request that the
ACCC grant interim authorisation for the Proposed Conduct by mid-February 2024.

2. The Applicants

2.1 This application is made by Air New Zealand Limited (“Air New Zealand”), and Virgin Australia
Airlines Pty Ltd and Virgin Australia International Airlines Pty Ltd and their related bodies
corporate (together, “Virgin Australia”).

(@)  Air New Zealand: Air New Zealand is New Zealand’s national flag carrier, and offers air
services in New Zealand and internationally. The Air New Zealand Group operates a global
network that provides air passenger services and cargo transport services to, from, and
within New Zealand. Pre-pandemic, Air New Zealand flew more than 17 million passengers
every year, with 3,400 flights per week." As at 28 February 2023, Air New Zealand
operated 105 aircraft (with another 12 on order).?

The New Zealand government owns approximately 52% of Air New Zealand, with the
remainder owned by private investors. Air New Zealand is listed on the New Zealand and
Australian stock exchanges.

Air New Zealand flies trans-Tasman services to nine destinations in Australia on the
following routes:

0] Auckland to Sydney, Melbourne, Brisbane, Perth, the Gold Coast, Cairns, the
Sunshine Coast (seasonally), Adelaide and Hobart;

(i)  Wellington to Brisbane, Melbourne and Sydney;
(i)  Christchurch to Brisbane, Melbourne, Sydney and the Gold Coast; and
(iv)  Queenstown to Melbourne and Sydney.

(b)  Virgin Australia: Virgin Australia commenced operations in Australia in August 2000 as
Virgin Blue and currently operates a network of domestic services and limited short-haul
international services. Virgin Australia is headquartered in Brisbane.

In April 2020, Virgin Australia was placed into administration following significant impacts to
its business related to the COVID-19 pandemic. On 17 November 2020, it was purchased
and de-listed by Bain Capital. As part of the administration process, Virgin Australia
divested its widebody aircraft including Boeing 777s and Airbus A330s.® As at 10
November 2023, Virgin Australia offers air passenger services to 38 locations across
Australia, Asia and the Pacific on a fleet of more than 97 narrowbody aircraft.

Quarantine free travel from Australia to New Zealand resumed on 13 April 2022.
On 2 November 2022, Virgin Australia resumed flights to Queenstown, New Zealand

(ZQN).* As at November 2023, Virgin Australia operates daily return services to
Queenstown from Sydney and Brisbane and four return services per week between

T Air New Zealand “Company Profile” accessed on 27 September 2023 via https://www.airnewzealand.co.nz/corporate-profile

2 Air New Zealand “Operating fleet” accessed on 27 September 2023 via https://www.airnewzealand.co.nz/fleet

3 Deloitte., “Virgin Australia Holdings Limited and subsidiaries: insolvency case information” (link); Virgin Australia ASX release:
“Virgin Australia Holdings Limited — VAH (Administrators Appointed): Outcome of second meeting of creditors” (4 September
2020) (link).

4 Virgin Newsroom, “Kia Ora! Virgin Australia returns to Queenstown” (2 November 2022) (link).
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3.1

3.2

3.3

Queenstown and Melbourne.® Virgin Australia does not operate any other trans-Tasman
services.

The Proposed Conduct

To make and give effect to a Commercial Framework Agreement and various related, inter-
conditional agreements (Implementing Agreements) under which:

(a) Virgin Australia will be able to place its code on a free sale basis on Air NZ operated trans-
Tasman services (on routes that Virgin Australia does not operate). Virgin Australia will
market and resupply trans-Tasman itineraries involving VA*NZ services from a point of sale
Australia to New Zealand (including one way services from Australia and return services
from Australia)®. This includes trans-Tasman itineraries comprising standalone VA*NZ
services (e.g., SYD-AKL) and trans-Tasman itineraries comprising VA*NZ services with a
connecting VA coded Australian domestic segment (e.g., CBR-SYD-AKL);

(b)  These codeshare rights are provided on the condition that Air NZ specifies the public fares
at which Virgin Australia may market and resupply these services;

(c)  Virgin Australia and Air New Zealand can jointly discuss and agree upon fare rules and
conditions associated with the Trans-Tasman itineraries involving VA*NZ services;

(d)  Virgin Australia and Air New Zealand can jointly identify, target, approach and price offers
and discounts to corporate and SME customers for trans-Tasman itineraries involving
VA*NZ services;

(e) Eligible Velocity Frequent Flyer members can access Air New Zealand’s international
lounges when travelling on VA*NZ services and accrue status credits;

() Velocity Frequent Flyer members can earn Velocity Points when travelling on VA*NZ trans-
Tasman services;

(g) Velocity Frequent Flyer members can redeem their Velocity Points for travel on VA*NZ
trans-Tasman services;

(h)  Virgin Australia and Air New Zealand will continue to provide reciprocal network-wide staff
leisure arrangements;” and

(i) Virgin Australia and Air New Zealand can cooperate and engage in activities required to
facilitate any of the matters referred to above.

The Implementing Agreements are conditional on the codeshare agreement between Air New
Zealand and Virﬁin Australia *

The Proposed Conduct will not apply on routes where Virgin Australia operates its own trans-
Tasman services i.e.,

(@) Melbourne (MEL) — Queenstown (ZQN);
(b)  Sydney (SYD) — Queenstown (ZQN); or

(c) Brisbane (BNE) — Queenstown (ZQN).

5 Number of frequencies varies depending on the time of year.
8 We note that initially this will only apply to itineraries sold point of sale Australia and point of origin Australia.
7 Reciprocal staff duty travel (MIBA) arrangements to be agreed between the parties.
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3.4

3.5

4.1

4.2

4.3

4.4

4.5

The Proposed Conduct would cease to apply in relation to a trans-Tasman route if Virgin Australia
commences:

(a) operating its own services in competition with Air New Zealand on that route; or

(b)  marketing VA coded services in competition with Air New Zealand where Virgin Australia
has pricing control on that route.

The Applicants seek authorisation for a period of five years on the basis that:
(@) The Proposed Conduct will not result in any competitive detriment; and

(b)  The Proposed Conduct will result in significant public benefits which outweigh any potential
detriment.

Commercial Rationale

New Zealand is one of Australia’s largest international travel markets and a key business and
leisure destination. For this reason, it is also important in the context of the broader Australasian
aviation market as customers value the ability to travel there, earn and redeem loyalty points on
that travel, and often require this option as part of corporate travel needs.

Virgin Australia does not currently have a trans-Tasman offer beyond services to and from
Queenstown, which is a unique New Zealand destination in terms of demand and traffic mix, as
outlined further below.? This leaves Virgin Australia with a gap in its network offering which has
implications not only for the sale of individual trans-Tasman services but also for Virgin Australia’s
domestic loyalty proposition and its ability to effectively compete for domestic services and for
higher-yield corporate and SME customers.

SME and high frequency travellers provide important revenue for airlines and increase the
sustainability of providing air passenger services. No matter how good Virgin Australia’s domestic
offering is, it faces limitations in attracting Australian corporate and SME clients and high
frequency travellers if it cannot offer a competitive network which includes the trans-Tasman, and
other features attractive to such passengers, such as frequency, the ability to earn and redeem
Velocity Points and lounge access. Where the schedule and associated benefits are not available
on routes a high frequency traveller considers important, they may choose to avoid utilising that
airline altogether even where more competitive fares are offered. This dampens the ability of
Virgin Australia to effectively compete for domestic and international services.

For Air New Zealand, the Proposed Conduct:

(a) drives increased passenger numbers (including higher yield passengers such as corporates
and SME customers) onto its trans-Tasman services and likely also onto its domestic
services, improving the efficiency and sustainability of its flight operations; and

(b) facilitates access to additional distribution channels for its trans-Tasman services, including
to Australian customers where Air New Zealand does not have as strong a marketing and
sales presence.

The Proposed Conduct enables Virgin Australia to quickly and efficiently fill its trans-Tasman
network gap and offer value-added benefits to Velocity customers:

(a) on routes where it does not operate [Confidential to VA: or plan to operate]; and

(b)  with a depth that can better compete with other providers, especially where frequency and
schedule flexibility is of importance.

8 See Confidential Annex 1 for further information.
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5.1

5.2

6.1

6.2

Counterfactual
The relevant counterfactual is the status quo. At a high level:

(@) The Proposed Conduct allows VA coded services and flow-on benefits which would
otherwise not exist.
. Nor does it act to delay or disincentivise Virgin
Australia’s entry.

(b)

(c)  Air New Zealand operates a breadth and depth of trans-Tasman services that could be
marketed on VA code in competition with Qantas and other trans-Tasman carriers.

(d)  Virgin Australia could not efficiently get access to the same breadth or depth trans-Tasman
services to effectively compete with Qantas with any other partner, which means the
enhanced network access and accompanying valued added benefits are only available
through the Proposed Conduct.

Further detail on Virgin Australia’s counterfactual is provided in Confidential Annex 1 to this
application.

Competition considerations: the absence of any competitive overlap

The competitive dynamics of the Tasman market are characterised by many operators, and the
availability of new entry and expansion due to the Open Skies agreement and fifth freedom rights
available for international carriers. The large proportion of leisure travellers on the Tasman
intensifies Tasman fare competition, providing a strong incentive for operators to compete for
higher yielding business travellers. The result is that the Tasman is also characterised by strong
fare competition for both corporate and leisure travellers.

The Proposed Conduct does not result in any competitive detriment because:

(a) It does not remove any competition, services or benefits that would be available without the
Proposed Conduct:

(i) Virgin Australia does not currently offer trans-Tasman services outside of services
to/from Queenstown, which is a unique New Zealand destination in terms of demand
and traffic mix.° The Proposed Conduct does not change Virgin Australia’s incentives
regarding entry onto the trans-Tasman utilising its own aircraft and therefore does
not have the effect of delaying or disincentivising entry that would otherwise occur.
Consistent with its approach to assessing its network and the deployment of
resources, Virgin Australia will continue to assess the commercial viability of trans-
Tasman services with or without the Proposed Conduct. If circumstances change
and it chooses to enter any other specific overlapping trans-Tasman routes these will
be carved out from the Proposed Conduct.

(i)
and the other

commercial agreements and benefits are conditional on, and flow from, the existence
of the non-traditional codeshare arrangement; and

9 See Confidential Annex 1 for further information.
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6.3

6.4

6.5

6.6

(b)  No other commercially viable partner could provide the same degree of public benefits from
the start of the partnership. This includes the depth and breadth of trans-Tasman services
that Air New Zealand can provide VA coded access to, coupled with lounge access to
seven international lounges in Sydney, Melbourne, Brisbane, Perth, Auckland, Wellington
and Christchurch for trans-Tasman flights.

(c)  Overlapping trans-Tasman routes are excluded from the Proposed Conduct. The Proposed
Conduct does not apply to Queenstown services and would cease to apply in relation to a
trans-Tasman route if Virgin Australia commences operating or marketing and pricing
services in competition with Air New Zealand on that route.

(d) The Tasman is a highly competitive, open market with low regulatory barriers to entry and a
range of providers (including full-service carriers, low-cost carriers and fifth freedom
carriers) already operating or able to operate services, such as Qantas/Jetstar, Emirates,
LATAM and China Airlines. The Proposed Conduct does not provide an increased
incentive or ability to raise airfares and / or reduce service quality on trans-Tasman
services. In the event of any attempts to do so, other carriers are well placed to increase
frequency or to enter and provide new services thwarting such attempts.

We expand on this below.

Competitors providing trans-Tasman air passenger services

Qantas, Jetstar and Air New Zealand are the three major, long-standing, carriers that offer the
largest networks of services between Australia and New Zealand. Unlike Virgin Australia, the
Qantas Group and Air New Zealand have well-established domestic New Zealand operations,
which further support their Tasman services.

As discussed below, given connections between Australia and New Zealand for onward
international travel and the liberal aviation policies of each country in respect of the trans-Tasman,
trans-Tasman routes can be served by international operators using fifth freedom rights at
marginal cost. As a result, fifth freedom carriers are an established feature of the Tasman market,
with regular entry from international airlines. The current main fifth freedom carriers that operate
on the trans-Tasman route include Emirates which has an authorised alliance with Qantas
including on the Tasman, LATAM, Air AsiaX, China Airlines and Batik Air Malaysia.

Qantas

Qantas is Australia’s largest domestic and international airline boasting a $2.47 billion underlying
profit before tax in its 2023 Annual Report.'® The Qantas Group has over 60% of the domestic
market share in Australia and estimates that it earned around 90% of domestic industry profits
between FY15-FY19. Prior to the COVID-19 pandemic, the Qantas Group operated over 4,500
flights domestically and over 730 flights internationally each week."" Qantas has 15.2 million
Qantas frequent flyer members as at June 2023 and a significant “on ground” earn element as
part of its frequent flyer offering, including major brands such as Woolworths, BP and Optus. The

© Qantas Annual Report 2023, available at
https://investor.qantas.com/FormBuilder/ Resource/ _module/doLLG5ufYkCYEP]jF 1tpgyw/file/annual-reports/2023-Annual-

Report.pdf
" ACCC, Qantas and Emirates authorisation, Final Determination, 17 August 2023, available at

https://www.accc.gov.au/system/files/public-registers/documents/Final%20Determination%20-%2017.08.23%20-%20PR%20-

%20AA1000625%20Qantas%20Emirates.pdf.
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6.7

6.8

6.9

6.10

6.11

6.12

6.13

6.14

Qantas frequent flyer program is also linked to dozens of branded credit cards that are available
to consumers, further strengthening the program in the Australian market.

Qantas has a large fleet with significant flexibility to respond to changes in market conditions. As
at 30 June 2023, the Qantas Group fleet totalled 336 aircraft'?> more than three times Virgin
Australia’s aircraft in operation.

Qantas offers an extensive trans-Tasman network and continues to increase its frequency and
services. The Qantas group also operates domestic New Zealand services. In July 2023, Qantas
added more than 60 additional fights interstate and on the trans-Tasman in response to a high
demand for trans-Tasman services. While Qantas has an extensive trans-Tasman network as an
operating carrier, the strength and reach of its network is further enhanced by its partnerships in
the region, including its arm’s length codeshare with Air New Zealand on certain domestic New
Zealand routes and its authorised alliance with Emirates which extends to the trans-Tasman.
Qantas also has strong links with Australian-based travel agents which provides it with a
substantial advantage over Air New Zealand in relation to Australian Point of Sale customers.

Qantas currently operates services between:

(a) Sydney/Melbourne/Brisbane and Auckland;

(b)  Sydney/Melbourne and Wellington;

(c) Sydney/Melbourne/Brisbane and Queenstown; and
(d)  Sydney/Melbourne/Brisbane and Christchurch.

Qantas also recently launched flights between Brisbane and Wellington in October 2023, utilising
a smaller Embraer E190 aircraft that offers a cost advantage over larger jets. The new service
positions Qantas as the leading international carrier from Wellington, with 28 weekly services,
compared to Air New Zealand's 19 weekly services.

In July 2023, the Qantas Group announced the procurement of its first Airbus A220 expected to
arrive in Australia before the end of 2023. A total of seven A220s are expected to be in service by
the end of 2024, building up to a total of 29 aircraft by 2027, refreshing its existing narrow body
fleet. The A220 has the ability to fly between any city in Australia and further, with a range of over
6,000 kms. Comparatively, the Sydney to Christchurch route is a total of 2,164 kms. Therefore,
the commencement of service with this aircraft- paves the way for new domestic and short-haul
international routes. It is anticipated that Qantas may deploy these narrow-body fleet to increase
capacity on trans-Tasman services.

Jetstar
Jetstar is the low-cost carrier arm of the Qantas Group.

Jetstar operates an extensive international and trans-Tasman network and has become one of the
busiest carriers between Australia and New Zealand. Jetstar’s international services were
launched in 2005 with its first flight between Sydney and Christchurch, now offering 10 routes
across the Tasman. It also operates domestic New Zealand services.

As at July 2023, the capacity of Jetstar’s trans-Tasman operations was already 10% above pre-
pandemic levels. This growth was seen after Jetstar started operating four weekly return flights
between Auckland and Brisbane from March 2023, boosting the number of Jetstar routes linking
Australia and New Zealand to 10, and added flights during periods of higher demand from July to
October. In the next 12 months, Jetstar alone expects to fly up to one million passengers
between Australia and New Zealand, which is higher than pre-covid passenger numbers.

2 Qantas Annual Report 2023, at p16.
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6.15 Jetstar currently operates direct services between:
(@) Sydney/Melbourne/Brisbane/Gold Coast and Auckland;
(b)  Melbourne/Gold Coast and Christchurch;
(c) Gold Coast and Wellington; and
(d)  Sydney/Melbourne/Gold Coast and Queenstown.
Fifth freedom carriers

6.16 Whilst Qantas, Jetstar and Air New Zealand are the key carriers on the trans-Tasman,
international operators also service the route:

(@) on 24 August 2023, Batik Air Malaysia commenced a service between Auckland and Perth,
operating 6 times per week;

(b)  on 26 March 2023, Emirates recommenced services between Sydney and Christchurch;
(c) in March 2022, Latam recommenced services between Sydney, Auckland and Santiago;

(d) in October 2022, China Airlines restarted services between Auckland, Brisbane and Taipei,
operating 5 times per week;

(e) in November 2022, AirAsia X recommenced services between Kuala Lumpur, Sydney and
Auckland. AirAsia X has increased their market share compared to their pre-pandemic
level; and

(f) on 6 November 2023, China Eastern commenced services between Hangzhou, Sydney
and Auckland, operating 4 times per week.

6.17 These carriers generally operate larger aircraft suited to long-haul flights (as these kinds of aircraft
are usually used to operate from their hubs to Australia). For example, Emirates’ services are
operated on an Airbus A380, which is the largest of all passenger aircraft types and only operated
by a handful of carriers globally. Given the large number of seats on these aircraft, these
operators have a strong incentive to offer competitive airfares to increase load factors.

Low barriers to entry and competitive landscape

Qantas Group is the largest provider in the competitive trans-Tasman market

6.18 Currently, the Qantas Group has the largest market share for trans-Tasman services by tickets
sold and capacity. This can be seen in Figure 1 to Figure 3 below, which show market shares
based on tickets sold and seat capacity. Air New Zealand has the next largest share.
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Figure 1: Passenger share on the Trans-Tasman - January to June 2023
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Figure 2: Seat capacity shares on the trans-Tasman — 2023
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6.19

6.20

6.21

6.22
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Historically, the Qantas Group (including Qantas and Jetstar) and Air New Zealand have been the
key providers, with Qantas Groups’ share increasing post the COVID-19 pandemic. This can be
seen in Figure 3 below. We also note that Qantas’ alliance with Emirates, which includes Tasman
services, was re-authorised by the ACCC on 17 August 2023 and the Associate Minister for
Transport (NZ) on 28 March 2023.

Figure 3: Trans-Tasman market shares based on ticket sales - 2017 to Q2 2023
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The Tasman is an open international airline market

The highly competitive nature of trans-Tasman services is underpinned by liberal aviation policies.
In particular, the reciprocal ‘Open Skies’ agreement signed between Australia and New Zealand in
2002 and the operation of the trans-Tasman as a Single Aviation Market create low barriers to
entry and expansion for both fifth freedom carriers and domestic Australian and New Zealand
airlines.

The ‘Open Skies’ agreement relevantly allows:

(a) international airlines to operate unrestricted services across the Tasman and beyond to a
third country (also known as fifth freedom rights);

(b)  Australia and New Zealand owned airlines to operate unrestricted services across the
Tasman and domestic services in both countries, subject to safety approvals;

(c) airlines to make commercial decisions on the number of services they operate and the
destinations they serve without having to obtain government approval for their airfares,
subject to Australia’s legislative processes; and

(d)  unlimited capacity entitlements between Australia and New Zealand.
Fifth freedom carriers scheduling and frequency decisions on trans-Tasman routes are driven by
broader network considerations. Given the connections between Australia and New Zealand for

onward international travel, fifth freedom carriers are able to service the trans-Tasman at marginal
cost based on utilisation flying.

12
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6.23

6.24

6.25

6.26

6.27

6.28

6.29

As a result, a Trans-Tasman route does not need to be profitable on a stand-alone fully costed
basis for a fifth freedom carrier. This further increases the intensity of fare and service
competition.

Fifth freedom carriers are an established feature in the Tasman market, with the following airlines
currently providing trans-Tasman services: Emirates, Latam, China Airlines, China Eastern
AirAsia X and Batik Air Malaysia.

The ease of new entry for fifth freedom carriers is also highlighted by the entry, exit and
expansion of various operators over time including, for example, Qatar’s entry, and post-Covid
recommencement of services between Adelaide and Auckland from April 2022 operating until 31
August 2023.

The trans-Tasman operates as a Single Aviation Market, with Australian and New Zealand
designated airlines able to set unlimited capacities and frequencies and having no restrictions on
the routes they can operate to, within or beyond the two countries. Accordingly, any designated
Australian or New Zealand airline (e.g., Air New Zealand, Virgin Australia, Qantas and Jetstar)
may enter or expand on trans-Tasman routes. As set out above, Qantas has indicated that it will
expand its services on the trans-Tasman, stating that it will use its new Airbus A220 aircraft to
enter into “new short-haul international routes” (which will likely include new trans-Tasman
services).

Corporate travel

Trans-Tasman services are attractive to corporate clients

The trans-Tasman is a key market for corporate contract customers. Australia's broad bilateral
trade and economic relationship with New Zealand has resulted in a large degree of integration
between the Australian and New Zealand economies and business communities. Many
businesses have operations in both Australia and New Zealand and there is a high degree of dual
destination business travel. In particular:

(@)  Auckland was the number one international travel destination for Australian business
travellers in 2022 (this was also the case in 2019);"® and

(b)  As shown in Figure 3, 9% of trans-Tasman travel is conducted for a business purpose with
another 6% for employment or convention / conference / exhibition reasons.

Based on Virgin Australia’s corporate sales experience, the key drivers of airline choice for
Australian corporate clients include:

(@) network reach and connections;
(b)  frequency and convenient flight times;
(c) access to lounges;

(d) the existence of a competitive loyalty program for status and frequent flyer points and the
ability to earn and burn across a broad network; and

(e) price and service.

The ability to service trans-Tasman routes is highly attractive for Australian businesses
contracting with air service providers and can be a non-negotiable requirement for some
businesses. Companies with high international travel needs often make their decision on a
preferred domestic airline based on that airline’s ability to meet their holistic travel needs using

'3 https://www.corporatetraveller.com.au/news/auckland-number-one-international-business-travel-destination-2022
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either their own operations or with airline partners. Any significant gaps in coverage are typically
detrimental to that airline’s chances of winning the company’s business.

Even where the business does not frequently use trans-Tasman services or fly on the Tasman at
all, the ability to provide trans-Tasman services is still often important to being able to win
business from Australian corporate clients. This is for reasons including that corporate clients
place value on the option to redeem frequent flyer points earned from business trips on key
holiday and VFR destinations, such as New Zealand. The ability for corporates to offer this
benefit with coverage of one of Australia’s largest international markets is attractive and can be
important in the competition for the recruitment and retention of the best employees. The value of
being able to redeem points on the trans-Tasman in particular is clear. [Confidential to VA: In
2019, 5,881 business class seats were redeemed on the trans-Tasman. Of the points redeemed
on international flights by SMEs between 2017-2019 (prior to the COVID-19 pandemic), 18% were
on Trans-Tasman services.] Trans-Tasman coverage is particularly important where other
airlines competing for the same corporate contracts, offer a broad network and high frequency of
trans-Tasman services.

[Confidential to VA: The amount of higher yield corporate business that Virgin Australia receives
on its broader network is diminished due to the trans-Tasman gap in its proposition. Prior to the
COVID-19 pandemic, business travellers made up 19% of travellers on Virgin Australia’s broader
network. However, Virgin Australia has not been able to achieve the same proportion of business
travellers since, with 15% of its passengers being business travellers in 2023 YTD. ]

In 2022, Virgin Australia also established its Virgin Australia Business Flyer (VABF) program in
competition with Qantas’ Qantas Business Rewards program. VABF is free to join for any
business with an ABN and targeted at SMEs with an annual domestic airline spend on Virgin
Australia of up to $300,000. By booking through the VABF program, SME customers are able to
access discounted fares and earn Velocity Points for their business, as well as individual flyers.

Competitive landscape for trans-Tasman services offered to corporate clients

Qantas has the largest market share and proportion of corporate travellers of airlines operating
within Australia or on trans-Tasman flights. The 2023 Qantas Annual Report notes that Qantas
Domestic maintained its leading market share positions in both the corporate and SME segments
(at ~80% and ~54% respectively). In relation to trans-Tasman flights, Qantas carries the majority
of business/conference travellers and is stronger at attracting business traffic in relative terms
than any other airline with a significantly higher proportion of business passengers to its overall
passenger share. Based on August 2023 NZ arrival statistics, Air New Zealand only carried
around 24% of Australians travelling for business purposes between January and August 2023,
and only 23% of Australians travelling for business purposes between Brisbane / Sydney /
Melbourne and Auckland / Wellington, which are the routes accounting for around three quarters
of Australian business traffic. Based on these statistics, Air New Zealand estimates that Qantas
carries approximately 70% of Australians travelling to NZ for business purposes.

Qantas’ position is reinforced by its frequent flyer program and the contracts Qantas has with
business organisations for domestic and international travel creating customer stickiness in favour
of Qantas services. As at June 2023, Qantas had 15.2 million frequent flyer members and
estimates that one in five Australian SMEs are part of Qantas Business Rewards. Further, on the
trans-Tasman route in particular, Qantas is one of the only air service providers offering high
frequencies in peak timeslots which are highly attractive to corporate clients. The only other
airline that comes close is Air New Zealand.
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7.1

7.2

7.3

7.4

Benefits to New Zealand

Not only is there an absence of any detriment, the Proposed Conduct will deliver meaningful
benefits to New Zealand as described in further detail below.

Incremental tourism

The Proposed Conduct will see enhanced marketing of New Zealand as a destination to Virgin
Australia customers (and Australian customers more generally). This enhanced marketing is
expected to result in incremental traffic to New Zealand, with corresponding benefits in the form of
additional tourism spend.

As explained above, Virgin Australia will be able to offer VA-marketed services on trans-Tasman
routes that it does not currently offer, and to customers across its network that Air New Zealand
would not as easily access. As a result of the Proposed Conduct, these additional destinations —
now with VA code — will be marketed more generally as part of Virgin Australia’s broader offering,
i.e.,

(a) on Virgin Australia’s website (which attracts around [Confidential to VA: 96 million visits]
annually™);

(b)  to Virgin Australia’s 11.5 million Velocity members;

(c) inVirgin Australia above the line promotional material, e.g. campaigns, television, outdoor
advertising, etc. To provide some context, Virgin Australia’s to annual marketing spend in
FY23 was [Confidential to VA: AUD$68 million (excluding brand royalties]; and

(d)  via Australian (and other) travel agents with which Virgin Australia has strong relationships.
Again, to provide some context [Confidential to VA: for FY23, Virgin Australia derived
more than AUD 1.4 billion as a result of its relationships with 11 Australian-based travel
agency groups and buying networks including for example, Flight Centre, Travel Group,
Webjet, Helloworld Group, CT Partners, Expedia, Corporate Travel Management and Amex
GBT Australia,]

all of the above will drive incremental travel to New Zealand.

The Parties expect that the Proposed Conduct will mean that Virgin Australia passengers, and, in
particular, Velocity Frequent Flyer members will now be more inclined to travel to New Zealand
(as compared to other international destinations to which Virgin Australia flies such as Bali or Fiji).
This is because as a result of the Proposed Conduct:

(@) Velocity Frequent Flyer members can earn Velocity Points when travelling on VA*NZ trans-
Tasman services;

(b)  Velocity Frequent Flyer members can redeem their Velocity Points for travel on VA*NZ
trans-Tasman services;

(c) eligible Velocity Frequent Flyer members can access Air New Zealand’s international
lounges when travelling on VA*NZ services and accrue Status Credits; and

(d)  customers residing in cities outside Air New Zealand’s trans-Tasman network, but within
the Virgin Australia domestic network, can travel to New Zealand using a single marketing
carrier,

4 [Confidential to VA: Based on FY23 data which represents Virgin Australia’s first financial year following the COVID-19
pandemic where digital metrics had stablished.]
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all of which makes New Zealand a substantially more attractive destination for those 11.5 million
Velocity members.

It is reasonable to assume that an enhanced Velocity programme would lead to increased
competition from Qantas in the offering to both loyalty program members and businesses seeking
to join an airline loyalty program as a partner, with consequent flow-on benefits to New Zealand
(being a popular destination for Australian travellers). In particular:

(@) Qantas could be prompted to improve its loyalty offering by, for example, increasing the
availability of reward seats available for redemption on trans-Tasman routes; or

(b)  Qantas may offer more competitive commercial terms to a partner seeking to join or renew
its participation in Qantas Frequent Flyer as a result of a more compelling competing
Velocity Frequent Flyer.

Additional traffic to New Zealand (and domestic spend) can be expected from incremental
passengers traveling for business purposes. This is because, under the Proposed Conduct,
Virgin Australia can identify, target, approach and offer rates and discounts to Corporate and SME
customers for trans-Tasman itineraries involving VA*NZ services (the range of rates and offers
that VA can offer Corporate and SME customers will be set out in a corporate dealing
arrangement between Virgin Australia and Air New Zealand). Given its strong domestic Australia
network, Virgin Australia has contracts with [Confidential to VA: approximately 300] corporate
accounts. These customers now have a broad Tasman network on which to fly on VA coded
flights to key business ports such as Auckland, Wellington and Christchurch, pursuant to their
corporate travel arrangements with Virgin Australia.

More particularly, Virgin Australia has established its Virgin Australia Business Flyer (VABF)
program in competition with Qantas’ Qantas Business Rewards program. VABF is free to join for
any business with an ABN and targeted at SMEs with an annual domestic airline spend on Virgin
Australia of up to $300,000. By booking through the program, SME customers will be able to
access discounted fares and earn Velocity Points for their business, as well as individual flyers.

As is the case with a more competitive loyalty programme, by extending the offering to Australian
corporate and SME customers in this way, Virgin Australia will be able to compete more
effectively for corporate contracts and SME customers. As discussed above, Qantas currently
captures the vast majority of corporate and SME travellers. With Virgin Australia able to broaden
its offering, this would encourage customers to switch to Virgin Australia and in turn likely
encourage Qantas to improve its competitive offering to corporate and SME customers in
response. Qantas could do this by offering higher discounts or rewards (e.g. bonus points) to
corporate or SME customers booking trans-Tasman tickets, or airline tickets more generally. This
enhanced competition could be expected to generate yet more business traffic on services to New
Zealand.

Incremental passengers on Air New Zealand’s services

In addition to generating incremental traffic to New Zealand, Velocity members, and those
corporate travellers who are part of the VABF programme, who may otherwise travel with Qantas
will, as a whole, be more likely to travel via Virgin Australia code on Air New Zealand trans-
Tasman services.

This incremental traffic on Air New Zealand flights has the benefit of improving the efficiency and
sustainability of Air New Zealand'’s flight operations.

No legal reasons for the Minister refusing to authorise the Proposed Conduct
Under Part 9 of the Act, the Minister is required to take into account a number of factors in making
a decision as to whether to grant, or to decline to grant, authorisation of provisions in contracts,

arrangements, and understandings relating to international carriage by air. In particular, sections
88(3) and (4) of the Act provide specific reasons for the Minister to decline to authorise, although
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they are subject to an override in section 88(5) if the Minister believes that to decline authorisation
would have an undesirable effect on international comity.
8.2 In summary:

(@) none of the reasons set out in sections 88(3) or 88(4) apply in respect of the Proposed
Conduct; and

(b)  declining authorisation would likely have an undesirable effect on international comity
between New Zealand and Australia and accordingly, section 88(5) provides a distinct
reason for the Minister to exercise his discretion in favour of authorising the Proposed
Conduct.

Section 88(3)

8.3  Granting authorisation will not prejudice compliance with any relevant international convention,
agreement or arrangement to which the Government of New Zealand is a party.

Section 88(4)

8.4  The Minister cannot decline to re-authorise the Proposed Conduct under section 88(4) as the
Proposed Conduct includes no provision that would infringe section 88(4)(a)-(f):

(@) Market pressures: the Proposed Conduct makes no provision for either Applicant to directly
or indirectly enforce the relevant agreements through any form of action by way of fines or
market pressures against any person.

(b)  Commission regimes: no provision of the Proposed Conduct has the purpose or the effect
of breaching any commission regime.

(c) Discrimination: the Proposed Conduct does not unjustifiably discriminate between
consumers of international air services in the access they have to competitive tariffs.

(d)  Exclusionary effect of tariffs: the Proposed Conduct will not have an exclusionary effect on
other airlines from operating any international route.

(e)  Section 90 approvals: the Proposed Conduct does not have the purpose or effect of
preventing any party from seeking approval in terms of section 90 of the Act, for the
purpose of selling international carriage by air at any other tariff so approved.

() No penalty for withdrawal on reasonable notice:

Section 88(5)

8.5 If the Minister considers, contrary to the Applicants’ view, that the Proposed Conduct does not
comply with section 88(4)(a)-(f) of the Act, he can nevertheless authorise the Proposed Conduct
under section 88(5) if declining to authorisation would have an undesirable effect on international
comity between New Zealand and another state.

8.6  Declining authorisation would have an undesirable effect on international comity between New
Zealand and Australia. Accordingly, international comity provides a distinct reason for the Minister
to exercise his discretion in favour of authorising the Proposed Conduct. The Applicants have
applied to the ACCC in parallel for authorisation of the Proposed Conduct and believe
authorisation should be granted in Australia on the basis that the Proposed Conduct creates net
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public benefits for Australian consumers. In those circumstances, declining authorisation for the
Proposed Conduct would prevent Australia from realising these net public benefits.

9. Conclusion

9.1  The Proposed Conduct will result in benefits to New Zealand without any competitive detriment.
Therefore, the Applicants consider that the Proposed Conduct meets the test for authorisation.
The Applicants consider that the Proposed Conduct should be authorised for a period of five
years.
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Garrick Wood
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feedback or comments from your review of the initial advice before sending.
Please reach out Sonya or me if you need anything or wish to discuss.

Look forward to hearing from you.

Nga mihi

Garrick Wood (he / him / Mr)

Kaitohutohu Matua — Rererangi a Moana | Senior Adviser — Aviation and Maritime
Te Manatu Waka Ministry of Transport

M: 9@ | E: g.wood@transport.govt.nz | transport.govt.nz

%J'Ps TE MﬁNﬁTGWﬁKﬂ J Hapaitia ana tangata Aotearoa kia eke
MINISTRY OF TRANSPORT Ena I Mow Zealanders 1o f

From: Tom Forster <t.forster@transport.govt.nz>

Sent: Friday, April 26, 2024 2:41 PM

To: Richard Meade <richard.meade@cognitus.co.nz>

Cc: Sonya Van De Geer <s.vandegeer@transport.gevt.nz>; GaffiekWood

<G.Wood@transport.govt.nz>
Subject: RE: 2024 04 08 - AoG Consultancy Services Qrder - €ognitus - Air Nz Virgin Australia

Alliance

Hi Richard

Thanks for getting in touch™FyE just asked the people working on it. They have indicated that
they are still working@nsgetting it acress Some time next week. I'll update you on either on
Monday or Tuesday next/week,

I've also copied the two people working on the briefing.

Cheers
Tom

From: Richard Meade <richard.meade@cognitus.co.nz>

Sent: Rrfiday,April 26, 2024 2:26 PM

To:Tom Forster <t.forster@transport.govt.nz>

Subject: Re: 2024 04 _08 - AoG Consultancy Services Order - Cognitus - Air Nz Virgin Australia
Alliance

Hello Tom, hope all going well. Just checking in re the likely timing of your initial briefing, and
when it could be reviewed. Thanks in advance. Best, R.

On Tue, 9 Apr 2024 at 08:45, Tom Forster <t.forster@transport.govt.nz> wrote:
Hi Richard


mailto:g.wood@transport.govt.nz
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Please see signed copy of the CSO. Can you please sign and return to me.
Thanks

Tom

MINISTRY OF TRANSPORT

Wellington (Head Office) | Ground Floor, 3 Queens Wharf | PO Box 3175 | Wellington 6011 |
NEW ZEALAND | Tel: +64 4 439 9000 |

Auckland | NZ Government Auckland Policy Office | 45 Queen Street | PO Box 106238 | (L
Auckland City | Auckland 1143 | NEW ZEALAND | Tel: +64 4 439 9000 | %
Disclaimer: This email is only intended to be read by the named recigiegf. ay cow
information which is confidential, proprietary or the subject of legaleri . If ygu are ndt the
intended recipient you must delete this email and may not use& rmatior&nained in it.

Legal privilege is not waived because you have read this email

Please consider the environment before printing this %Q -
y 4
Richard Meade (PhD, Toulouse S Econo Y“
Principal Economist | Cognltus n5|g§ 7@ cognitus.co.nz
12c Orakau Avenue, Epsom ealand

Phone: +64 (0)9 972 459

richard.meade@cognitus.co.nz

Adjunct Associate Pr | Griffi n|ver5|ty rofile

Adjunct | Centr. |ed conomics and Policy Research | Profile
Senior Rese ellow | Au University of Technology | Profile
President Econo icsAssociation of New Zealand | www.leanz.org.nz
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gade (PhD, Toulouse School of Economics)

onomist | Cognitus Economic Insight | www.cognitus.co.nz

12c Orakau Avenue, Epsom, Auckland 1023, New Zealand

Phone: +64 (0)9 972 4592 | Mobile: +64 (0)27 453 8000 | richard.meade@cognitus.co.nz

Adjunct Associate Professor | Griffith University | Profile

Adjunct | Centre for Applied Energy Economics and Policy Research | Profile
Senior Research Fellow | Auckland University of Technology | Profile
President | Law & Economics Association of New Zealand | www.leanz.org.nz
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DOC 009

From: Richard Meade

To: Garrick Wood

Cc: Sonya Van De Geer; Tom Forster

Subject: Review of draft initial advice re VA/Air NZ codeshare authorisation application

Date: Wednesday, 8 May 2024 10:22:14 am

Attachments: Ltr GW - Cognitus Review of Draft Initial Advice on VA-NZ Codeshare Application 2024 05 08 Draft.pdf

Kia ora Garrick, please see attached.

I have sent my review letter as an unsigned/undated draft for now in case you or colleagues
would like any further clarification.

I will finalise it once I hear from you.
With thanks, and I look forward to hearing from you.

Best,
R

Richard Meade (PhD, Toulouse School of Economics)

Principal Economist | Cognitus Economic Insight | wWwAv.ecognitusico.nz

12¢ Orakau Avenue, Epsom, Auckland 1023, NeWw Zealand._

Phone: +64 (0)9 972 4592 | Mobile: +64 (0)27. 4538000 | richard.meade@cognitus.co.nz

Adjunct Associate Professor | Griffith Uniyersity | Profile

Adjunct | Centre for Applied Energy Feenomics and Pelicy Research | Profile
Senior Research Fellow | Auckland Uniyersity of\Fe¢hnology | Profile
President | Law & Economics Assgciation ofi\NewZealand | www.leanz.org.nz
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Garrick Wood

Senior Advisor - Aviation and Maritime
Ministry of Transport

WELLINGTON

By email: G.Wood@transport.govt.nz

Dear Garrick

Review of Ministry’s Draft Initial Advice regarding Codeshare Authorisation Application by

Virgin Australia and Air New Zealand

1. Thank you for asking me to peer review the Ministry of Transport’s (the Ministry’s) draft
initial advice to the Associate Minister of Transport (the Draft Advice), regarding the
proposed codeshare arrangement (the Proposed Arrangement) for which authorisation
is being sought by Air New Zealand and Virgin Australia (respectively Air NZ and VA,
together the Applicants).

2. I understand that the Ministry seeks my view on whether the Draft Advice covers all
relevant considerations, and the Ministry has reached a reasonable conclusion. | am

please to provide my view in this letter.
3. | structure my response as follows:

3.1. Inthe next section | briefly outline what | see to be the key issues in the

Application;
3.2. Ithen summarise the key features of the Draft Advice;

3.3. Inthe following section | provide my view on whether all relevant considerations

have been considered; and

3.4. Finally, | offer my view on whether the Ministry’s conclusions in the Draft Advice

are reasonable.
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Key Issues in the Application

The application involves a unilateral codeshare arrangement under which VA will be

able to access trans-Tasman capacity of Air NZ on routes other than between Australia

and Queenstown, with the Proposed Arrangement among other things providing that:

4.1.

4.2,

4.3.

4.4.

4.5.

5.1.

5.2.

5.3.

5.4.

6.1.

Authorisation is sought for five years;

Air NZ would set the pricing for carrying passengers brought to it by VA;

VA frequent flyers would be able to access Air NZ's international lounges, as well

as earning frequent flyer points and status points on Air NZ operated flights;

High-value corporate and SME customers in Australia would be particularly

targeted; and

VA would carve out from an authorisation any trans-Tasman routes that it decides

to enter directly.

The Applicants highlight benefits of the Proposed Arrangement such as:

VA would benefit by being able to fill a gap in its current offerings, especially by
being able to offer high-value Australian business and leisure travellers more

convenient and loyalty-rewarding options for flying to New Zealand;

Air NZ would benefit from increased load factors on its non-Queenstown trans-
Tasman routes, including through the possibility of increasing its access to trans-

Tasman distribution channels, thereby enhancing its efficiency and sustainability;

New Zealand would benefit from extra tourism and other (e.g. conference) travel

from Australia-based flyers; and

Enhanced (or at least preserved) comity between Australian and New Zealand.

Additional possible benefits of the Proposed Arrangements include:

Better vertical pricing coordination, in particular, the elimination of double
marginalisation (EDM) which can otherwise arise when independent entities with
market power each add profit margins to pricing along vertical supply chains

(which serves to reduce both combined profits and consumer welfare);





6.2.

6.3.
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Enabling VA to better gauge whether sufficient profitable demand has emerged so

as to make its re-entry into trans-Tasman routes viable; and

Positive network externalities such as by each of the Applicants being able to

offer their customers a wider range of route options and/or departure times.

7. Possible costs of the Proposed Arrangement include:

7.1.

7.2.

7.3.

7.4.

7.5.

It delaying or deterring re-entry by VA into non-Queenstown trans-Tasman routes;

Air NZ and VA becoming better able to tacitly collude through information gained
from repeated interactions (albeit they currently do not compete head to head
except on the Queenstown route, so this might be more of a potential issue for

possible future competition between the Applicants);

New-Zealand-based flyers facing more crowded trans-Tasman flights and

international lounges, and reduced ability to secure seats or upgrades;

Possible upward pressure on Air NZ prices; and

Negative network externalities through VA predating traffic from Qantas, which
might affect Air NZ and New Zealand flyers by impacting on Air NZ’s existing

bilateral codeshare arrangement with Qantas.

Key Features of the Draft Advice

8. Key features of the Draft Advice include that:

8.1.

8.2.

8.3.

The primary commercial rationale of the Proposed Arrangement is to improve VA’'s
competitive position in Australia, particularly regarding high-value business and
leisure flyers whom it cannot currently service on non-Queenstown trans-Tasman

routes;

The proposed pricing arrangements are unusual (in that they do not provide for

each Airline to set its own prices);

Stakeholders have expressed concern that the Proposed Arrangement could
reduce competition on trans-Tasman routes (including by reducing VA's incentives

to re-enter non-Queenstown trans-Tasman routes);
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8.4. The Ministry is concerned that post-pandemic competition on trans-Tasman
routes is relatively muted, and features duopolistic features (i.e. due to the

dominant market shares of Air NZ and Qantas/Jetstar);

8.5. The Ministry considers that any incremental tourism benefits from the Proposed
Arrangement, or additional passengers on Air NZ's services, are likely to be

modest, or are uncertain;

8.6. The Ministry is concerned that the Proposed Arrangement might reduce VA’'s
incentives to expand its services to New Zealand, and by reducing the perceived
risk of market entry causing other trans-Tasman market participants to act in

ways detrimental to consumers; and

8.7. The Proposed Arrangement’s customer benefits will be to Australia-based flyers,

and not New-Zealand based flyers.

As such, the Ministry considers that the Proposed Arrangement’s benefits to New
Zealand are uncertain, while it raises the risk of dampening trans-Tasman competition,

and hence has recommended in the Draft Advice that the authorisation be declined.

My View on Whether All Relevant Considerations Have Been Considered

10.

In the Draft Advice the Ministry has well-identified a range of relevant issues. In addition

| would raise:

10.1. The possibility that the benefits of the Proposed Arrangement to Air NZ are more

material than the Ministry appears to have gauged:

10.1.1. In particular, while Air NZ itself estimates only a 1.3% improvement in its
trans-Tasman load factors from the Proposed Arrangement, if this
involves predominantly high-value travellers that would result in a
somewhat larger contribution to Air NZ’s profitability, and hence its
sustainability (if not its efficiency) as it continues to recover from

pandemic-related impairments.

10.2. Relatedly, while it may be unusual that Air NZ would set prices on VA passengers
using its flights, this is potentially beneficial to both carriers and customers

through EDM (as discussed above), relative to the status quo in which VA and Air





10.3.

10.4.

10.5.
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NZ add successive profit margins on routes that would be covered by the

Proposed Arrangement:

10.2.1.Additionally, through more targeted pricing of flights taken up by
Australia-based high-value business or leisure flyers, this could enable
Air NZ to extract consumer surplus from such flyers, thereby enhancing
its profits (including to the New Zealand government as its majority
shareholder) without reducing the consumer surplus of New-Zealand

based flyers.

The possible benefits to Air NZ of the Proposed Arrangement making it a stronger
competitor to Qantas Group (e.g. by enabling VA to poach Australia-based flyers
from Qantas, especially in higher-valued segments), with potential benefits to
New Zealand flyers as well, through strengthened competition between the two

main trans-Tasman flyers.

The likelihood that if the trans-Tasman market improves, rather than making re-
entry by VA into non-Queenstown routes viable (given they were loss-making even
pre-pandemic according to VA's disclosures), the dominant carriers - or fifth
freedom carriers who can afford to charge marginal cost (or perhaps even less)
on trans-Tasman routes - may simply increase their capacity, starting from a
stronger position than VA (i.e. already enjoying greater economies of scale,

stronger network effects, access to craft/crews as well as to landing slots, etc):

10.4.1.The fact that Qantas has already signalled an expansion of its trans-
Tasman capacity once it has received an order of new aircraft might
deter VA’s re-entry by making it even more unprofitable than it was in the
past (and before allowing for the other requirements of re-entry, such as

securing extra aircraft and crews, landing slots, etc).

Possible negative impacts on Air NZ flyers - especially those accessing
international lounges or interested in less-crowded seating, and more available
seats and upgrades - from greater Air NZ carriage of Australia-based frequent
flyers (which New Zealand flyers could be disproportionately affected by even a

small increase in Air NZ’s carriage of high-value Australia-based flyers).
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My View on Whether the Ministry’s Conclusions in the Draft Advice are Reasonable

11.

12.

13.

14.

It is possible that the Ministry’s recommendation that authorisation be declined - due
to insufficient clear benefits to New Zealand, and possible costs in terms of impeded

trans-Tasman competition if and when route profitability improves - is reasonable.

However, the grounds for that recommendation would be stronger if it was clearer that
the Ministry has accounted for the additional matters raised in the preceding section

(even if that involves the Ministry ultimately dismissing them). Alternatively, a different
recommendation might be reached if the Ministry concluded that one or more of these

additional matters warranted this.

An important consideration is the number of carriers the trans-Tasman market is likely
to be able to sustain over the five year period that any authorisation would cover (i.e.
given the macroeconomic outlook, etc), and whether or not any capacity expansion
comes from existing rather than (re-)entrant operators, since this fundamentally affects

whether or not re-entry by VA is even viable:

13.1. A clear view from the Ministry that re-entry might be viable over this time-frame
would be important to substantiate its concerns about the Proposed

Arrangement’s possible competitive harms.

Thank you again for asking me to peer review the Ministry’s Draft Advice. | trust these

comments will assist in finalising that advice.

Yours sincerely

Richard Meade (PhD, Toulouse School of Economics)

Principal Economist






DOC 010-1

From: Tom Forster

To: Garrick Wood

Cc: Sonya Van De Geer

Subject: RE: Review of draft initial advice re VA/Air NZ codeshare authorisation application
Date: Thursday, 9 May 2024 2:01:16 pm

Hi Garrick

Thanks for the update. | am also leaning towards authorising now. Why would we go for three
rather than 5? Do we think a two year period would make a meaningful difference? We would
also not aligned with the Aussies. If we were to go for three, then we would need the Minister
to authorise us to go to the parties and ask them to change their application, wouldn’t that be
the case?

| don’t think a two year difference is going to be material.

Cheers
Tom

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Thursday, May 9, 2024 1:39 PM

To: Tom Forster <t.forster@transport.govt.nz>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>

Subject: RE: Review of draft initial advice re VA/Air, NZ codeshare-authorisation application

Hi Tom

Richard has provided valuable feedback/and raised, some points that we (or the applicants)
had not considered or. Some aspectssof thefeedback we disagree with on the basis they
are apply to an alliance ratherthah to codeshare agreements.

Sonya and | have beendiScussing.and incorporating feedback into the initial briefing.
Where are leaning/toward declining authorisation for 5 years but authorising for 3 years.

Sonya and | have appointments between now and 2:30pm We’re continuing to work once
we are back. Happy to jump online to discuss in detail.

Nga mihi

Garrick Wood (he / him / Mr)
M: SoREF | E: g.wood@transport.govt.nz | transport.govt.nz

From: Tom Forster <t.forster@transport.govt.nz>

Sent: Thursday, May 9, 2024 9:36 AM

To: Garrick Wood <G.Wood@transport.govt.nz>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>

Subject: RE: Review of draft initial advice re VA/Air NZ codeshare authorisation application

Hi Team
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Just checking in —what are your general thoughts re Richard’s views?

Cheers
Tom

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Wednesday, May 8, 2024 1:46 PM

To: Richard Meade <richard.meade@cognitus.co.nz>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster

<t.forster@transport.govt.nz>

Subject: RE: Review of draft initial advice re VA/Air NZ codeshare authorisation application

Kia ora Richard. Acknowledging receipt.
Thanks for the quick turnaround. We will be in touch once we havereviewed.
Nga mihi

Garrick Wood (he / him / Mr)
M: 9@ | E: g.wood@transport.gevtinz/| trangpost'govt.nz

From: Richard Meade <richard.meade@cognitus.co.nz>

Sent: Wednesday, May 8, 2024 10:20AM

To: Garrick Wood <G.Wood@transport.govt.nz>

Cc: Sonya Van De Geer <s.vandégeer @transport.gevt.nz>; Tom Forster
<t.forster@transport.govt.nz»

Subject: Review of draft/initial advicese VA#Air NZ codeshare authorisation application

Kia ora Garrick, pléasesseé attached.

| have sent myfeview letter as.ah unsigned/undated draft for now in case you or colleagues
would like any furtherglagification.

| will finalise itsonee **Hear from you.
With thanks, and | look forward to hearing from you.

Best,
R

Richard Meade (PhD, Toulouse School of Economics)

Principal Economist | Cognitus Economic Insight | www.cognitus.co.nz

12c Orakau Avenue, Epsom, Auckland 1023, New Zealand

Phone: +64 (0)9 972 4592 | Mobile: +64 (0)27 453 8000 | richard.meade@cognitus.co.nz
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DOC 010-2

From: Richard Meade

To: Garrick Wood

Cc: Sonya Van De Geer; Tom Forster

Subject: Re: Review of draft initial advice re VA/Air NZ codeshare authorisation application

Date: Friday, 10 May 2024 12:25:54 pm

Attachments: Ltr GW - Cognitus Review of Draft Initial Advice on VA-NZ Codeshare Application 2024 05 07.pdf

Kia ora Garrck, good speaking just now. Please see attached my initial review letter signed
and dated. I look forward to the next document to review towards the end of next week.
Best, R.

On Wed, 8 May 2024 at 10:20, Richard Meade <richard.meade@cognitus.co.nz> wrote:
Kia ora Garrick, please see attached.

I have sent my review letter as an unsigned/undated draft for now in case you or
colleagues would like any further clarification.

I will finalise it once I hear from you.
With thanks, and I look forward to hearing from you.

Best,
R

Richard Meade (PhD, Toulouse School of Economies)

Principal Economist | Cognitus Eceffomic Insight\| www.cognitus.co.nz

12¢ Orakau Avenue, Epsom, Auckland 1023, New'Zealand_

Phone: +64 (0)9 972 4592 | Mobile»+64 (0927453 8000 | richard.meade(@cognitus.co.nz
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Garrick Wood

Senior Advisor - Aviation and Maritime
Ministry of Transport
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By email: G.Wood@transport.govt.nz

Dear Garrick

Review of Ministry’s Draft Initial Advice regarding Codeshare Authorisation Application by

Virgin Australia and Air New Zealand

1. Thank you for asking me to peer review the Ministry of Transport’s (the Ministry’s) draft
initial advice to the Associate Minister of Transport (the Draft Advice), regarding the
proposed codeshare arrangement (the Proposed Arrangement) for which authorisation
is being sought by Air New Zealand and Virgin Australia (respectively Air NZ and VA,
together the Applicants).

2. I understand that the Ministry seeks my view on whether the Draft Advice covers all
relevant considerations, and the Ministry has reached a reasonable conclusion. | am

please to provide my view in this letter.
3. | structure my response as follows:

3.1. Inthe next section | briefly outline what | see to be the key issues in the

Application;
3.2. Ithen summarise the key features of the Draft Advice;

3.3. Inthe following section | provide my view on whether all relevant considerations

have been considered; and

3.4. Finally, | offer my view on whether the Ministry’s conclusions in the Draft Advice

are reasonable.





Key Issues in the Application

The application involves a unilateral codeshare arrangement under which VA will be

able to access trans-Tasman capacity of Air NZ on routes other than between Australia

and Queenstown, with the Proposed Arrangement among other things providing that:

4.1.

4.2,

4.3.

4.4.

4.5.

5.1.

5.2.

5.3.

5.4.

6.1.

Authorisation is sought for five years;

Air NZ would set the pricing for carrying passengers brought to it by VA;

VA frequent flyers would be able to access Air NZ's international lounges, as well

as earning frequent flyer points and status points on Air NZ operated flights;

High-value corporate and SME customers in Australia would be particularly

targeted; and

VA would carve out from an authorisation any trans-Tasman routes that it decides

to enter directly.

The Applicants highlight benefits of the Proposed Arrangement such as:

VA would benefit by being able to fill a gap in its current offerings, especially by
being able to offer high-value Australian business and leisure travellers more

convenient and loyalty-rewarding options for flying to New Zealand;

Air NZ would benefit from increased load factors on its non-Queenstown trans-
Tasman routes, including through the possibility of increasing its access to trans-

Tasman distribution channels, thereby enhancing its efficiency and sustainability;

New Zealand would benefit from extra tourism and other (e.g. conference) travel

from Australia-based flyers; and

Enhanced (or at least preserved) comity between Australian and New Zealand.

Additional possible benefits of the Proposed Arrangements include:

Better vertical pricing coordination, in particular, the elimination of double
marginalisation (EDM) which can otherwise arise when independent entities with
market power each add profit margins to pricing along vertical supply chains

(which serves to reduce both combined profits and consumer welfare);





6.2.

6.3.

Enabling VA to better gauge whether sufficient profitable demand has emerged so

as to make its re-entry into trans-Tasman routes viable; and

Positive network externalities such as by each of the Applicants being able to

offer their customers a wider range of route options and/or departure times.

7. Possible costs of the Proposed Arrangement include:

7.1.

7.2.

7.3.

7.4.

7.5.

It delaying or deterring re-entry by VA into non-Queenstown trans-Tasman routes;

Air NZ and VA becoming better able to tacitly collude through information gained
from repeated interactions (albeit they currently do not compete head to head
except on the Queenstown route, so this might be more of a potential issue for

possible future competition between the Applicants);

New-Zealand-based flyers facing more crowded trans-Tasman flights and

international lounges, and reduced ability to secure seats or upgrades;

Possible upward pressure on Air NZ prices; and

Negative network externalities through VA predating traffic from Qantas, which
might affect Air NZ and New Zealand flyers by impacting on Air NZ’s existing

bilateral codeshare arrangement with Qantas.

Key Features of the Draft Advice

8. Key features of the Draft Advice include that:

8.1.

8.2.

8.3.

The primary commercial rationale of the Proposed Arrangement is to improve VA’'s
competitive position in Australia, particularly regarding high-value business and
leisure flyers whom it cannot currently service on non-Queenstown trans-Tasman

routes;

The proposed pricing arrangements are unusual (in that they do not provide for

each Airline to set its own prices);

Stakeholders have expressed concern that the Proposed Arrangement could
reduce competition on trans-Tasman routes (including by reducing VA's incentives

to re-enter non-Queenstown trans-Tasman routes);





8.4. The Ministry is concerned that post-pandemic competition on trans-Tasman
routes is relatively muted, and features duopolistic features (i.e. due to the

dominant market shares of Air NZ and Qantas/Jetstar);

8.5. The Ministry considers that any incremental tourism benefits from the Proposed
Arrangement, or additional passengers on Air NZ's services, are likely to be

modest, or are uncertain;

8.6. The Ministry is concerned that the Proposed Arrangement might reduce VA’'s
incentives to expand its services to New Zealand, and by reducing the perceived
risk of market entry causing other trans-Tasman market participants to act in

ways detrimental to consumers; and

8.7. The Proposed Arrangement’s customer benefits will be to Australia-based flyers,

and not New-Zealand based flyers.

As such, the Ministry considers that the Proposed Arrangement’s benefits to New
Zealand are uncertain, while it raises the risk of dampening trans-Tasman competition,

and hence has recommended in the Draft Advice that the authorisation be declined.

My View on Whether All Relevant Considerations Have Been Considered

10.

In the Draft Advice the Ministry has well-identified a range of relevant issues. In addition

| would raise:

10.1. The possibility that the benefits of the Proposed Arrangement to Air NZ are more

material than the Ministry appears to have gauged:

10.1.1. In particular, while Air NZ itself estimates only a 1.3% improvement in its
trans-Tasman load factors from the Proposed Arrangement, if this
involves predominantly high-value travellers that would result in a
somewhat larger contribution to Air NZ’s profitability, and hence its
sustainability (if not its efficiency) as it continues to recover from

pandemic-related impairments.

10.2. Relatedly, while it may be unusual that Air NZ would set prices on VA passengers
using its flights, this is potentially beneficial to both carriers and customers

through EDM (as discussed above), relative to the status quo in which VA and Air





10.3.

10.4.

10.5.

NZ add successive profit margins on routes that would be covered by the

Proposed Arrangement:

10.2.1.Additionally, through more targeted pricing of flights taken up by
Australia-based high-value business or leisure flyers, this could enable
Air NZ to extract consumer surplus from such flyers, thereby enhancing
its profits (including to the New Zealand government as its majority
shareholder) without reducing the consumer surplus of New-Zealand

based flyers.

The possible benefits to Air NZ of the Proposed Arrangement making it a stronger
competitor to Qantas Group (e.g. by enabling VA to poach Australia-based flyers
from Qantas, especially in higher-valued segments), with potential benefits to
New Zealand flyers as well, through strengthened competition between the two

main trans-Tasman flyers.

The likelihood that if the trans-Tasman market improves, rather than making re-
entry by VA into non-Queenstown routes viable (given they were loss-making even
pre-pandemic according to VA's disclosures), the dominant carriers - or fifth
freedom carriers who can afford to charge marginal cost (or perhaps even less)
on trans-Tasman routes - may simply increase their capacity, starting from a
stronger position than VA (i.e. already enjoying greater economies of scale,

stronger network effects, access to craft/crews as well as to landing slots, etc):

10.4.1.The fact that Qantas has already signalled an expansion of its trans-
Tasman capacity once it has received an order of new aircraft might
deter VA's re-entry by making it even more unprofitable than it was in the
past (and before allowing for the other requirements of re-entry, such as

securing extra aircraft and crews, landing slots, etc).

Possible negative impacts on Air NZ flyers - especially those accessing
international lounges or interested in less-crowded seating, and more available
seats and upgrades - from greater Air NZ carriage of Australia-based frequent
flyers (which New Zealand flyers could be disproportionately affected by even a

small increase in Air NZ's carriage of high-value Australia-based flyers).





My View on Whether the Ministry’s Conclusions in the Draft Advice are Reasonable

11.

12.

13.

14.

It is possible that the Ministry’s recommendation that authorisation be declined - due
to insufficient clear benefits to New Zealand, and possible costs in terms of impeded

trans-Tasman competition if and when route profitability improves - is reasonable.

However, the grounds for that recommendation would be stronger if it was clearer that
the Ministry has accounted for the additional matters raised in the preceding section

(even if that involves the Ministry ultimately dismissing them). Alternatively, a different
recommendation might be reached if the Ministry concluded that one or more of these

additional matters warranted this.

An important consideration is the number of carriers the trans-Tasman market is likely
to be able to sustain over the five year period that any authorisation would cover (i.e.
given the macroeconomic outlook, etc), and whether or not any capacity expansion
comes from existing rather than (re-)entrant operators, since this fundamentally affects

whether or not re-entry by VA is even viable:

13.1. A clear view from the Ministry that re-entry might be viable over this time-frame
would be important to substantiate its concerns about the Proposed

Arrangement’s possible competitive harms.

Thank you again for asking me to peer review the Ministry’s Draft Advice. | trust these

comments will assist in finalising that advice.

Yours sincerely

(2 Mok

Richard Meade (PhD, Toulouse School of Economics)

Principal Economist
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By email: G.Wood@transport.govt.nz

Dear Garrick

Review of Ministry’s Draft Initial Advice regarding Codeshare AuthorisationApplication by

Virgin Australia and Air New Zealand

1. Thank you for asking me to peer review, the"Ministry,6f Transport’s (the Ministry’s) draft
initial advice to the Associate Minister,of Transport (the Draft Advice), regarding the
proposed codeshare arrangement (the Propesed/Arrangement) for which authorisation
is being sought by Air New Zealand and_VirginjAustralia (respectively Air NZ and VA,
together the Applicants).

2. I understand that,the Ministry seeks my view on whether the Draft Advice covers all
relevant considerations,andthe Ministry has reached a reasonable conclusion. | am

please toyprovide my view i this letter.
3. | structure my.response as follows:

3.1. 4dn the'next section | briefly outline what | see to be the key issues in the

Application;
3.2. Ithen summarise the key features of the Draft Advice;

3.3. Inthe following section | provide my view on whether all relevant considerations

have been considered; and

3.4. Finally, | offer my view on whether the Ministry’s conclusions in the Draft Advice

are reasonable.



Key Issues in the Application

The application involves a unilateral codeshare arrangement under which VA will be

able to access trans-Tasman capacity of Air NZ on routes other than between Australia

and Queenstown, with the Proposed Arrangement among other things providing that:

4.1.

4.2,

4.3.

4.4.

4.5.

5.1.

5.2.

5.3.

5.4.

6.1.

Authorisation is sought for five years;

Air NZ would set the pricing for carrying passengers brought to it by VA;

VA frequent flyers would be able to access Air NZ’s international lounges, as well

as earning frequent flyer points and status points on Air NZoperated flights;

High-value corporate and SME customers in Australia would be particularly

targeted; and

VA would carve out from an authorisation,any trans-Tasman routes that it decides

to enter directly.

The Applicants highlight benefits of the Proposed Arrangement such as:

VA would benefit by béing able to filka.gap in its current offerings, especially by
being able to offer high-value Australian business and leisure travellers more

convenient and,loyalty-rewarding options for flying to New Zealand;

Air NZ weuld,benefitifromiincreased load factors on its non-Queenstown trans-
Tasman soutes, including through the possibility of increasing its access to trans-

Tasman distribution channels, thereby enhancing its efficiency and sustainability;

New Zealand would benefit from extra tourism and other (e.g. conference) travel

from Australia-based flyers; and

Enhanced (or at least preserved) comity between Australian and New Zealand.

Additional possible benefits of the Proposed Arrangements include:

Better vertical pricing coordination, in particular, the elimination of double
marginalisation (EDM) which can otherwise arise when independent entities with
market power each add profit margins to pricing along vertical supply chains

(which serves to reduce both combined profits and consumer welfare);



6.2.

6.3.

Enabling VA to better gauge whether sufficient profitable demand has emerged so

as to make its re-entry into trans-Tasman routes viable; and

Positive network externalities such as by each of the Applicants being able to

offer their customers a wider range of route options and/or departure times.

7. Possible costs of the Proposed Arrangement include:

7.1.

7.2.

7.3.

7.4.

7.5.

It delaying or deterring re-entry by VA into non-Queenstown trans-Tasman routes;

Air NZ and VA becoming better able to tacitly collude through information gained
from repeated interactions (albeit they currently do not comipete head to head
except on the Queenstown route, so this might be morg of'a potential issue for

possible future competition between the Applicants);

New-Zealand-based flyers facing more crowded‘trans-Tasman flights and

international lounges, and reduced abilityxto'secure seats,or upgrades;

Possible upward pressure on AirNZprices; and

Negative network externalities throughwApredating traffic from Qantas, which
might affect Air NZ and New Zealand\flyers by impacting on Air NZ’s existing

bilateral codeshare-arrangementéwith Qantas.

Key Features of the Draft’Advice

8. Key features of’the Draft Advice include that:

8.1.

8.2

8.3.

The primary ' €ommercial rationale of the Proposed Arrangement is to improve VA’'s
competitive position in Australia, particularly regarding high-value business and
leisureflyers whom it cannot currently service on non-Queenstown trans-Tasman

routes;

The proposed pricing arrangements are unusual (in that they do not provide for

each Airline to set its own prices);

Stakeholders have expressed concern that the Proposed Arrangement could
reduce competition on trans-Tasman routes (including by reducing VA's incentives

to re-enter non-Queenstown trans-Tasman routes);



8.4. The Ministry is concerned that post-pandemic competition on trans-Tasman
routes is relatively muted, and features duopolistic features (i.e. due to the

dominant market shares of Air NZ and Qantas/Jetstar);

8.5. The Ministry considers that any incremental tourism benefits from the Proposed
Arrangement, or additional passengers on Air NZ's services, are likely to be

modest, or are uncertain;

8.6. The Ministry is concerned that the Proposed Arrangement might reduce VA’'s
incentives to expand its services to New Zealand, and by reducing the perceived
risk of market entry causing other trans-Tasman market participants to act-in

ways detrimental to consumers; and

8.7. The Proposed Arrangement’s customer benefits will be to Australia-based flyers,

and not New-Zealand based flyers.

As such, the Ministry considers that the Proposed Arrangement's benefits to New
Zealand are uncertain, while it raises the.risk\offdampeningitrans-Tasman competition,

and hence has recommended in the,Draft Advicethat the authorisation be declined.

My View on Whether All Relevant Considerations Have Been Considered

10.

In the Draft Advice the Ministry has-wellidentified a range of relevant issues. In addition

| would raise:

10.1. The possibility thatithe benefits of the Proposed Arrangement to Air NZ are more

material than«the Ministry appears to have gauged:

10.1.2™ Invparticular, while Air NZ itself estimates 8 2@®)NID improvement in its
trans-Tasman load factors from the Proposed Arrangement, if this
involves predominantly high-value travellers that would result in a
somewhat larger contribution to Air NZ’s profitability, and hence its
sustainability (if not its efficiency) as it continues to recover from

pandemic-related impairments.

10.2. Relatedly, while it may be unusual that Air NZ would set prices on VA passengers
using its flights, this is potentially beneficial to both carriers and customers

through EDM (as discussed above), relative to the status quo in which VA and Air



10.3.

10.4.

105«

NZ add successive profit margins on routes that would be covered by the

Proposed Arrangement:

10.2.1.Additionally, through more targeted pricing of flights taken up by
Australia-based high-value business or leisure flyers, this could enable
Air NZ to extract consumer surplus from such flyers, thereby enhancing
its profits (including to the New Zealand government as its majority
shareholder) without reducing the consumer surplus of New-Zealand

based flyers.

The possible benefits to Air NZ of the Proposed Arrangement making it a strenger
competitor to Qantas Group (e.g. by enabling VA to poach, Australia-based flyers
from Qantas, especially in higher-valued segments), with/potentialdenefits to
New Zealand flyers as well, through strengthened competitionfbetween the two

main trans-Tasman flyers.

The likelihood that if the trans-Tasman market improves, rather than making re-
entry by VA into non-Queenstown routes,viable§ )G

. ) 7 ‘the dominant carriers - or fifth
freedom carriers who can/afferd to charge marginal cost (or perhaps even less)
on trans-Tasman routés ~ may simply.increase their capacity, starting from a
stronger position thamVA (i.e. dlteady-enjoying greater economies of scale,

stronger network effects, accessto craft/crews as well as to landing slots, etc):

10.4.2The fact that*Qantas has already signalled an expansion of its trans-
Tasman capacity once it has received an order of new aircraft might
deter VA’S re-entry 5 22)0)1)

Possible negative impacts on Air NZ flyers - especially those accessing
international lounges or interested in less-crowded seating, and more available
seats and upgrades - from greater Air NZ carriage of Australia-based frequent
flyers (which New Zealand flyers could be disproportionately affected by even a

small increase in Air NZ's carriage of high-value Australia-based flyers).



My View on Whether the Ministry’s Conclusions in the Draft Advice are Reasonable

11.

12.

13.

14.

It is possible that the Ministry’s recommendation that authorisation be declined - due
to insufficient clear benefits to New Zealand, and possible costs in terms of impeded

trans-Tasman competition if and when route profitability improves - is reasonable.

However, the grounds for that recommendation would be stronger if it was clearer that
the Ministry has accounted for the additional matters raised in the preceding section

(even if that involves the Ministry ultimately dismissing them). Alternatively, a different
recommendation might be reached if the Ministry concluded that one or more of these

additional matters warranted this.

An important consideration is the number of carriers the trans-Fasman market is’likely
to be able to sustain over the five year period that any authoérisation would eover (i.e.
given the macroeconomic outlook, etc), and whether or.not any capacity’expansion
comes from existing rather than (re-)entrant opetatérs,'sincethis fundamentally affects

whether or not re-entry by VA is even viable:

13.1. A clear view from the Ministry thatre-entry might be viable over this time-frame
would be important to substantiate its concetns about the Proposed

Arrangement’s possiblé competitivesharms.

Thank you again for askingJne to peenreview the Ministry’s Draft Advice. | trust these

comments will agSist in finalisingthat’advice.

Yours sincergely

(L fi Voo

Richard Meade (PhD, Toulouse School of Economics)

Principal Economist
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From: Garrick Wood

To: Richard Meade

Cc: Sonya Van De Geer; Tom Forster

Subject: RE: Review of draft initial advice re VA/Air NZ codeshare authorisation application
Date: Thursday, 23 May 2024 8:36:00 am

Attachments: NZ-VA codeshare - Draft Report 20240523 FOR RM.docx

0C240164 Air New Zealand and Virgin Australia Codeshare Authorisation - Initial Advice - Briefing - Policy
Redacted FOR RM.pdf

Kia ora Richard
Attached is our draft final analysis report ready for your review.

A couple of things to note:
1. Your main focus is on para 35 onwards (Commercial rationale section onward).
Earlier introductory sections will be tidied up.
2. Our legal team are still completing the legal framework assessment so that is,absent
from the document.
3. It has not gone through QA, so there may be some spelling/grammar ifi places.

| have also attached a copy of our initial advice for youriinformation (one paragraph has
been redacted)

We have taken on board your earlier feedbackwhich you will see has been reflected. Our
final analysis builds heavily on content fromethe initialadvice briefing with additional
analysis.

Happy to discuss. Look forwardsto hearing fromyou.
Nga mihi

Garrick Wood¢heshin/ Mr)

M: 9@ Ay | E:.g.wood@transport.govt.nz | transport.govt.nz

From: Richard Meade <richard.meade@cognitus.co.nz>

Sent: TuesdayyMay'24, 2024 6:59 PM

To: Garrick/Wae0od <G.Wood@transport.govt.nz>

Cc: Sonya Vian De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject:Re: Review of draft initial advice re VA/Air NZ codeshare authorisation application

Kia ora Garrick, hope all going well. Please can you let me know when you expect to
have something more for me to review? £ %@ for three
weeks, so just checking if you will be wanting me to look at something before or after
| am away. With thanks. Best, R.

On Wed, 8 May 2024 at 13:45, Garrick Wood <G.Wood®@transport.govt.nz> wrote:
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mailto:g.wood@transport.govt.nz
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[bookmark: _Toc163120377][bookmark: _Toc167344031]Executive Summary

On 17 November 2024, the Applicants applied for authorisation of a codeshare arrangement pursuant to section 88 of the Civil Aviation Act 1990. 

The Ministry of Transport recommends that the Minister of Transport authorise the Codeshare Framework Agreement for a period of five years.

Airline cooperation agreements are a common feature of international aviation. While cooperation agreement, as such as codeshares, can result in benefits to consumers, they also risk resulting in a reduction in competition, which can lead to higher fares or reduced services.

Virgin Australia services, excluding Queenstown routes, operated by Air New Zealand under the Virgin aims to establish a unilateral codeshare agreement. This agreement entails Virgin Australia marketing and reselling trans-Tasman Australia code.

In this codeshare agreement, Air New Zealand has exclusive authority to set the public fares for trans-Tasman itineraries sold in Australia.

The codeshare arrangement enables Virgin Australia to expand its access to additional destinations within New Zealand, including Auckland, Christchurch, and Wellington.

A key consideration is that the codeshare arrangement’s distinctive feature of directing sales solely to Australia may raise concerns regarding its benefits for New Zealand travellers, who may not reap advantages from these flights.

[bookmark: _Toc163120378][bookmark: _Toc167344032][bookmark: _Hlk132801341]Introduction

This report provides a detailed summary of the Ministry of Transport’s analysis of the application from Air New Zealand and Virgin Australia (the Applicants) for authorisation to a code share agreement.

The effect of authorisation is that the arrangements would be exempt from certain provisions of the Commerce Act 1986 prohibiting cartel arrangements or arrangements which substantially lessen competition.

The arrangement in this codeshare agreement is unilateral and only applies to tickets sold in Australia. This means Air New Zealand will not be putting its code on Virgin Australia services.

The Minister of Transport is responsible for authorising or declining an application made under the Civil Aviation Act 1990. The Ministry of Transport provides advice to the Minister on whether authorisation would be consistent with the criteria set out in the Act. 

[bookmark: _Toc163120379]Background on codeshare agreements

Code-sharing is a commercial arrangement is through which an airline is given the ability to sell seats on flights operated by another airline as if it were operating that flight with its own aircraft. Codeshare agreements are relatively common and, without additional cooperation, rarely raise competition issues.

Codeshare arrangements can result in benefits to consumers, for example, better access to connecting flights, more choices of routes and the ability to earn and redeem frequent flyer points. 

However, code-sharing can reduce incentives to airlines to operate with their own aircraft.

[bookmark: _Toc163120380]The New Zealand context

In principle, we have taken the view that code sharing arrangements are a necessary tool for airlines to overcome restrictions imposed on them by bilateral air services agreements and to compete on a global scale. However, each codeshare agreement should be carefully examined to ensure it delivers benefits that counteract any negative impact.

Several codeshare arrangements have been authorised in New Zealand under the Civil Aviation Act. Other than this codeshare arrangement, a few of the most significant include:

[bookmark: _Toc163120381][bookmark: _Toc167344033]The Applicants

Air New Zealand

Air New Zealand operates a global fleet of approximately 105 aircraft flying, with 13 on order, to 20 airports in New Zealand and 30 destinations internationally.

Virgin Australia

Virgin Australia is a budget airline carrier of Australia with approximately 88 aircraft flying, with 4 on order with a passenger network covering 39 destinations.

Due to impact of COVID 19, the airline went into administration in April2020 and was purchased and delisted on 17 November 2020 by Bain Capital. 

During the administration process, Virgin Australia sold off its widebody aircraft, including Boeing 777s and Airbus A330s.

Travel between Australia and New Zealand resumed without quarantine restrictions on 13 April 2022. 

Virgin Australia resumed operating services to Queenstown on 2 November 2022.

[bookmark: _Toc163120382][bookmark: _Toc167344034]Outline of the proposal

The proposal is for a unilateral codeshare arrangement. Under this codeshare arrangement the Applicants coordinate their operations between the trans-Tasman. 

[bookmark: _Toc163120411]Key features of the codeshare arrangement with Virgin Australia 

Under the proposed arrangements, Virgin Australia would promote and sell trans-Tasman flights operated by Air New Zealand under its VA code. Key features include:

The fares for the services, including discounts, will be set by Air New Zealand. 

Virgin Australia’s Frequent Flyer members will gain access to Air New Zealand’s lounges and can earn and redeem points on Air New Zealand trans-Tasman services.

The codeshare won't apply on routes where Virgin Australia operates its own trans-Tasman services (currently only routes to Queenstown) or any future points it serves in New Zealand.

It is a unilateral codeshare (Air New Zealand will not be putting its code on Virgin Australia services) and only applies to tickets sold in Australia for travel from Australia.

The codeshare arrangement does not permit reciprocal code-sharing between both airlines; Air New Zealand will not be putting its code on Virgin services.

 The code-sharing only applies to tickets sold in Australia.



[bookmark: _Toc163120383]Scope of authorisation 

[WORDING TO BE CONFIRMED BY LEGAL]

[bookmark: _Toc163120384]Consideration in other jurisdictions

In Australia, collaborative arrangements in international air services are considered by the Australian Competition and Consumer Commission (the ACCC). Given the codeshare agreement involves the trans-Tasman routes, decisions made by the ACCC are relevant to our assessment of the Application.

On 1 May 2024, the ACCC issued a draft determination and interim authorisation recommending authorising the proposed conduct for a period of five years. The ACCC is required to issue a final determination by 30 June 2024 following submissions from interested parties. We understand there has been no significant feedback suggesting the ACCC would reach a different conclusion.

Commissioners have taken the view that while the proposed conduct will result in minimal benefits to Australia, the potential detriments are smaller, and there is no reason to decline the agreement. 

The benefits identified by the ACCC are:

Increased choice and convenience for Australian point of sale trans-Tasman travellers

Better loyalty programme benefits for Virgin Australia customers

International lounge access for eligible Virgin Australia customers

These are all benefits that accrue to Australian based travellers. Given the nature of the codeshare these benefits are not available to New Zealand customers. Therefore, we have not given weight to them, nor are required to under the Act, in reaching our conclusions.

[bookmark: _Toc163120385][bookmark: _Toc167344035]Commercial rationale for the codeshare agreement

The Applicants state that the commercial rationale for the codeshare agreement is to allow Australians to travel to New Zealand, earn and redeem loyalty points on that travel. This is because New Zealand is one of Australia’s largest international travel destinations for leisure and business purposes.

[bookmark: _Toc163120386]Air New Zealand’s view

The airline claims that:

[bookmark: _Hlk161578513]This codeshare arrangement will increase passenger numbers flying on the code shared flights via Air New Zealand. These passengers include Australian Small and Medium size Enterprise (SME) and corporate customers who will pay higher fares on trans-Tasman and domestic services.

It is a potential opportunity to provide additional trans-Tasman services to Australian customers where Air New Zealand does not have a sale presence.

The trans -Tasman services will improve the sustainability of its flight operations. 

[bookmark: _Toc163120387]Virgin Australia’s view

[bookmark: _Hlk161578568]The airline claims that operating only to Queenstown leaves a gap in its network not only for the sales of trans-Tasman but also for the Velocity Frequent Flyer program members. Not having this agreement impacts negatively on the airline’s ability to compete with other (like Qantas/ other Australian) carriers.

[bookmark: _Toc163120388][bookmark: _Toc167344036]Consultation

[bookmark: _Hlk162272672]The Ministry invited submissions from interested parties on the application. Submissions were received from Auckland, Christchurch, and Queenstown Airports, NZ Airports Association and customers and former employees of Virgin Australia.

[bookmark: _Toc163120389]Auckland Airport

Auckland Airport stated that the agreement would only benefit a small group of Australia-based Virgin customers.

On the other hand, it would entrench the current position where Virgin (which the airport considers to be the most likely entrant) would have little incentive to resume services on the Tasman. Currently there is less competition, lower capacity and higher fares than pre-COVID.

It would also displace existing Air New Zealand passengers with higher-yielding VA passengers.

[bookmark: _Toc163120390]Christchurch Airport 

[bookmark: _Hlk162272774]Christchurch Airport emphasised the importance of a competitive trans-Tasman market to New Zealand’s economy and tourism industry.

Christchurch Airport considers that the effect of the proposed codeshare will be to reduce the commercial motivation for Virgin Australia to fly its own services on trans-Tasman routes, protecting existing market dynamics. In Christchurch Airport’s view this would allow the incumbents to maintain high airfares, and offer less capacity and choice.

On the other hand the benefits are minor and accrue predominantly to Virgin Australia Members.

[bookmark: _Toc163120391]Queenstown Airport

Queenstown Airport noted the exclusion of Queenstown from the proposed codeshare agreement and supported its authorisation on that basis.

[bookmark: _Toc163120392]New Zealand Airport Association

NZ Airports considers that the benefits of the codeshare to a small number of Australian travellers are outweighed by the reduction of competition in the now duopoly trans-Tasman market. NZ Airports outlines the negative impact it considers the previous alliance between Air New Zealand and Virgin had on capacity. NZ Airports consider that this agreement creates a strong disincentive for Virgin to resume trans-Tasman services. 

The submission cites recent Australian research showing the benefits to consumers where there are two rather than one, or three rather than two airlines in a market.

[bookmark: _Toc163120393]Customers and former employees of Virgin Australia

[bookmark: _Hlk162278279]A Virgin Australia customer opposed the arrangements, arguing that Virgin should not be allowed to profit from a codeshare with Air New Zealand, in light of how difficult Virgin Australia had made it for passengers to use flight credits for bookings they had made prior to the airline being placed in administration 

Former employees of Virgin Australia opposed the codeshare, expressing resentment with Virgin Australia for its handling of job losses during COVID-19 and following administration.

A former Virgin Australia pilot argued that while the agreement presented certain benefits, is posed risked to the competitive landscape of the trans-Tasman aviation market. Benefits for competition, employment and the regions that would come from Virgin Australia serving more trans-Tasman routes in its own right.

[bookmark: _Toc163120398][bookmark: _Toc167344037]Framework for our analysis

Our analysis relating to the authorisation of the proposed codeshare agreement includes both an analysis of whether it meets the strict statutory criteria in the Civil Aviation Act, and a public interest assessment. 

[bookmark: _Toc158102687]Statutory analysis

The Applicants have applied for authorisation in accordance with section 88 of the Act. The Act provides for an exemption for cooperative arrangements between international airlines, from certain prohibitions in the Commerce Act 1986.

Section 88 of the Act sets out a number of statutory pre-conditions that need to be met by all provisions of the arrangements for which authorisation is being sought. 

We have analysed the provisions of the Codeshare Framework Agreement against the statutory criteria set out in the Act. We have reviewed and find that they do not breach any of the Act’s criteria. Annex 1 of this report contains our detailed analysis.

[bookmark: _Toc158102688]Public interest analysis

Crown Law has previously advised us that the Minister of Transport is not required to authorise provisions of any agreement merely because the provisions satisfy all of the statutory pre‑conditions in the Act. The public interest is also a relevant factor. In making the decision, the Minister may weigh any detriment to consumer welfare against any special considerations relating to the benefits of international air carriage in the relevant markets.

Therefore, we have undertaken a comprehensive analysis of the proposed codeshare to determine whether, on balance, authorisation is in the public interest in New Zealand. This consists of:

an analysis of how the codeshare agreement affects competition in relevant air services markets

a consideration of the benefits claimed by the Applicants 

a consideration of the likely detriments that authorisation would entail for New Zealand as a whole

a consideration of the counterfactual scenario (i.e. what is likely to occur if authorisation is declined)

an overall conclusion drawing together the factors described above.

[bookmark: _Toc163120399][bookmark: _Toc167344038]Impact on markets

As part of our analysis, the Ministry has reviewed the competitive landscape of the trans-Tasman market/ market. This review involved examining the market share and the capacity provided by other international carriers and assessing this landscape has evolved in the aftermath of the COVID-19 pandemic.

[bookmark: _Toc163120400]Market Share Analysis 

Historically, we have not had competition concerns on the Tasman due to the number of airlines operating to New Zealand. However, post-COVID, there has been some airlines that have not returned to the New Zealand market, reducing the number of competitors operating on the trans-Tasman. This has resulted in the post-COVID trans-Tasman market showing duopolistic characteristics.



[image: ]

[bookmark: _Toc167344045]Figure 1  Trans-Tasman airline capacity market share 

Source: BITRE, international airline activity, maximum seats by airline, Jan 2014–Jan 2024
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[bookmark: _Ref167227186][bookmark: _Toc167344046]Figure 2  Trans-Tasman market share by maximum seats

Source: BITRE, international airline activity, maximum seats by airline, Jan 2014–Jan 2024





[bookmark: _Ref167225252][bookmark: _Toc167344044]Table 1  Trans-Tasman average market share 

		Period[footnoteRef:2] [2:  	New Zealand’s borders closed from 19 March 2020 until all travel restriction were lifted from 31 July 2022. For simplicity of calculating averages, we have defined the pre-COVID period as 2019Q1 to 2020Q1 (1 January 2019 to 31 March 2020); COVID as 2020Q2 to 2022Q2 (1 Apil 2020 to 30 June 2022); and post-COVID as 2022Q3 to 2023Q4 (1 July 2022 to 31 December 2023)] 


		Air New Zealand

		Emirates

		Jetstar

		Qantas

		Virgin Australia

		Other Airlines



		Pre-COVID

		2019Q1 – 2020Q1

		37%

		4%

		10%

		26%

		19%

		4%



		COVID

		2020Q2 – 2022Q2

		82%

		4%

		3%

		13%

		0%

		1%



		Post-COVID

		2022Q3 – 2023Q4

		41%

		3%

		13%

		32%

		3%

		7%





Source: BITRE, international airline activity, maximum seats by airline, Jan 2014–Jan 2024

Pre-COVID, Air New Zealand captured 37% of the trans-Tasman market share (see Table 1), combined Qantas and Jetstar 36%, Virgin Australia 19% and other operating airlines 4% showed a smaller number in seats compared with Air New Zealand during the pre-COVID period.

During COVID, Australia and New Zealand established a travel bubble between them, which was operational throughout the second and third quarters of 2021. Airlines such as Emirates, Virgin Australia and other airlines suspended their trans-Tasman operations during this period, only recently resuming services recently. New Zealand borders and full travel restrictions were lifted on 31 July 2022. Throughout this period, Air New Zealand held a dominant market share of 82% followed by Qantas at 13% and Jetstar by 3%. It is unreasonable to draw any meaning conclusions of market share during the pandemic given the various border closures and health restrictions. 

During the post-COVID period, Air New Zealand’s market share fell back to 41% as other carriers returned to the market, representing Qantas and Jetstar 45% Virgin Australia 3% in the last quarter of 2023. 

While several fifth freedom carriers operate on trans-Tasman routes, they make up approximately 5-10 percent of the market and mainly connect long-haul passengers rather than direct point to point passengers. 

[bookmark: _Toc163120401]Trends and overall market share

Trans-Tasman capacity is increasing but it remains well below pre-COVID levels. Statistics from the Bureau of Infrastructure and Transport Research Economics (BITRE), see Figure 2 shows capacity for January 2024 being over 112,000 fewer seats compared to January 2020. Total capacity for 2023 was approximately 1.5 million fewer seats than 2019. 

Airlines are increasing capacity, including:

In March 2024, Qantas announced from October 2024, it will add up to 260,000 additional seats across three of its trans-Tasman routes over 12 months, compared to its current schedule. 

[COMMERCIAL IN-CONFIDENCE] NOTE TO BE ADDED LATER. 

We consider that Qantas and Jetstar will continue to add capacity where they see commercial case for doing so.While airlines are moving to fill the gap in capacity, it is primarily shared between Air New Zealand and the Qantas Group. 

The following general market observations can be made:

Air New Zealand proportion of the market capacity have remained almost the same as they were before the pandemic. Air New Zealand continues to maintain a dominant market position across three periods pre-COVID, during COVID, and post-COVID.

Qantas and Jetstar have recovered post-Covid making a slight increase in market share compared to their pre-COVID levels.

Virgin Australia did not recover post- pandemic due to its restricted operation to Queenstown only. 

If Qantas puts the additional seats in practice, it is probable that Qantas market share will increase to 34% leaving Air New Zealand with a slightly less dominance in market share 39%.

Fifth freedom carriers 

‘Fifth freedom’ rights are the rights for an airline to carry passengers between two other countries as part of a service starting in its home country. The several carriers[footnoteRef:3] are currently operating trans-Tasman fifth freedom services.  [3:  	Air Asia X, Emirates, LATAM, Chine Airlines, China Eastern Airlines, and Batik Air Malaysia ] 


Fifth freedom carriers generally operate on one route only (and other than Emirates they only serve Auckland) and with a frequency of once a day or less. Fifth freedom carriers will enter and exit the market based on a range of commercial considerations. Overall, we conclude that these carriers are unlikely to provide significant capacity or competitive pressure.

Air fare analysis

We have not completed detail airfare analysis due to the application being a new code share arrangement absent of historical data. 

Data from Stats NZ shows international airfares are coming down overall, but they remain volatile and higher than pre-COVID. The selected price index for international air transport for April 2024 is 20 percent lower than April 2023 but 55 percent higher compared to April 2020 (see Figure 3).

Absent the codeshare, among various factors that affect pricing, airfarse are generally falling. We do not expect the codeshare would a significant impact on airfares given Air New Zealand will be setting prices based on demand. 

 [image: ]

[bookmark: _Ref167204585][bookmark: _Toc167344047]Figure 3  Selected price index, international air transport

Source: Stats NZ, selected price indexes, July 2015–April 2024

[bookmark: _Toc163120402][bookmark: _Toc167344039]Public benefits 

Public benefits refer to the benefits that are received by direct users of the codeshare and other consumers who benefit indirectly as a result of the codeshare. Our analysis has considered the following public benefits to be incurred to New Zealanders or those in New Zealand.

Increase in tourism through better marketing

The applicants assert that the codeshare will deliver incremental tourism to New Zealand and incremental passengers on Air New Zealand services.

The applicants state that the codeshare would see enhanced marketing of New Zealand as a destination to Virgin Australia customers (and Australian customers more generally). This enhanced marketing is expected to result in incremental traffic to New Zealand, with corresponding benefits in the form of additional tourism spend.

We have agreed that improved access to a home countries marketing networks provides a benefit in other alliances. However in this case we place limited weight on it.

Australia is culturally a similar market to New Zealand and Air New Zealand already has a strong stand-alone presence. It is the second biggest overseas airline in Australia (second biggest foreign) and Australia is far and away its biggest international market. Pre-COVID it consistently topped most trusted brand in Australia surveys. 

We consider that the additional benefit Air New Zealand would get from a marketing partner in Australia will be limited. 

Incremental passengers on Air New Zealand’s services

The applicants assert that in addition to generating incremental traffic to New Zealand, Velocity members, and those corporate travellers who are part of the VABF programme, who may otherwise travel with Qantas will, as a whole, be more likely to travel via Virgin Australia code on Air New Zealand trans-Tasman services.

The applicants state that this incremental traffic will have the benefit of improving the efficiency and sustainability of Air New Zealand’s flight operations.

Air New Zealand has estimated this to be an additional 1.3 percent on current load factors, which equates to up to 3 passengers per flight for an A321neo aircraft. Virgin Australia independently submitted that it estimates the additional load factor could be up to 3-5 percent. Some of these passengers might be higher value customers adding more to Air New Zealand revenue than an average customer.

To the extent there are additional passengers through the codeshare, this could negatively impact existing passengers on pricing or other customer benefits, but this may happen regardless of Air New Zealand’s customer growth through their own marketing efforts.

[image: ]

[bookmark: _Toc322179270][bookmark: _Toc383206110][bookmark: _Toc167344048]Figure 4  Air New Zealand load factors on trans-Tasman routes

Source: Air New Zealand



Currently, Air New Zealand load factors for the Tasman hover between 80 and 84 percent. While any additional passengers and revenue supports a service, at this load factor the services are not at risk, either by displacing existing Air New Zealand customers, or requiring additional aircraft or services. 

From a system viewpoint we also note that many of these passengers will be transferring from Qantas and so would have a negative reciprocal effect on it. We place limited weight on benefits that are a transfer of passengers from one airline to another. The counter is a reduction in the efficiency of services offered by the Qantas group. 



Other benefits

[bookmark: _Hlk167180924]We have also identified and considered other minor benefits from the codeshare including:

Enabling Virgin Australia to better gauge whether sufficient profitable demand has emerged to inform any decision making on a its re-entry into trans-Tasman routes viable; We are of the view that long term that the codeshare will give the applicants better information on future services and whether Virgin Australia has the ability to re-enter the trans-Tasman market using its own metal. However, this is only one factor. While growing the corporate/SME sector will assist, the airline will be reliant on a substantial number of passengers visiting friends and relatives (VFR) or for tourism on non-Queenstown routes.

Positive network externalities such as by each of the Applicants being able to offer their customers a wider range of route options and/or departure times. Given that Virgin Australia is making use of existing Air New Zealand services any benefit is limited to a subset of its existing customer (i.e. Australians connecting onto trans-Tasman services.) This differs to what might be possible under an alliance or joint venture. 

[bookmark: _Hlk167180892]Better vertical pricing coordination, in particular, the elimination of double marginalisation (EDM) which can otherwise arise when independent entities with market power each add profit margins to pricing along vertical supply chains (which serves to reduce both combined profits and consumer welfare). However, a study specifically looking at the benefits of Air New Zealand alliances concluded that cooperation short of a joint venture between New Zealand and its alliance partners would not result in the elimination of double marginalisation.

[bookmark: _Toc163120403][bookmark: _Toc167344040]Public detriments 

Public detriments refer to the costs to the consumers of the codeshare. We have provided our assessment of what the likely downsides or costs are if the codeshare is to be reauthorised.

Disincentive for Virgin to expand in the New Zealand market

If the codeshare was to prevent Virgin Australia from re-entering the market, this would have a cost to New Zealand that would outweigh the small benefits likely to accrue if the codeshare is authorised. We would be unable to recommend authorisation of the codeshare.

We also consider that even the threat of entry can have a beneficial impact on market behaviour. Despite what Virgin Australia has told us, New Zealand airports consider that the codeshare does reduce the incentive for Virgin Australia to re-grow its New Zealand presence. If Air New Zealand and Qantas share this view, then authorisation could encourage duopoly behaviour to the detriment of New Zealand.

However, we are not able to reach a firm conclusion on if or when Virgin Australia would consider entering the market in the absence of the codeshare.

Increase in price for other travellers

Some submitters noted that Virgin frequent flyers buying seats on Air New Zealand flights could lead to an increase in airfares, or push New Zealanders looking to travel to Australia into higher fare buckets.

We do not agree that we should give weight to a detriment of this nature. However, we have not considered that as a detriment. Airline pricing behaviour will reflect the willingness to pay of the marginal passenger – whether that is through direct payment, or spending of frequent flyer points.

[bookmark: _Toc163120404][bookmark: _Toc167344041]Counterfactual 

We compare the public benefits and public detriments to be generated with and without the reauthorisation of the codeshare agreement. We analysed how the relevant markets might react if authorisation is not granted. 

As part of the application, each Virgin Australia provided their own summary and analysis of what likely scenario would occur if the codeshare agreement was not authorised.

[bookmark: _Toc163120406]Virgin Australia 

Virgin Australia has stated it has no plans to operate trans-Tasman services beyond its existing Queenstown routes. 

Virgin Australia has stated that it:

will not enter the routes under the proposed agreement 

the codeshare agreement will not disincentive re-entry if the routes become commercially viable 

no alternative commercial partner or cooperation/partnership model is available to the airline

Virgin Australia argues that with, or without, the codeshare agreement, does not change its incentives for re-entering the trans-Tasman market on using its own aircraft on non-Queenstown routes. 

Virgin Australia has advised that it keeps its route network under continual review. However, the most recent Board papers Virgin Australia has shown us on the short haul network date from 2022. We consider this to be a dated decision in the rapidly evolving post-COVID environment.

But equally operating conditions have not improved to suggest that re-entry is a realistic possibility in the short term. Factors advanced by Virgin Australia include:

non-Queenstown routes have historically been highly unprofitable with performance challenges being more prominent today than five years ago. 

aircraft, crew and capital resources would be an opportunity cost and better served on other routes. 

regardless, Virgin Australia has no available aircraft capacity to service those routes in the near-term.

Virgin Australia showed a $55.6 million loss on trans-Tasman operations for FY2019 with only Queenstown routes returning a profit. Only additional route was slight profitable but only so due to it being heavily subsided. The airline states the financial performance was not unique to 2019, and load factors were 69% compared to 78% for the Australian domestic network.  

Virgin Australia has stated its medium-term focus is on Australian domestic resilience and more profitable short haul international routes. To meet this objective additional aircraft are needed but is hampered by an existing shortage from significant delivery delays from:

certification delays of 737-10 aircraft originally schedule for 2023 out to 2026. 

future committed deliveries of 737-8 aircraft being originally scheduled for 2024 being delayed to 2025. 

As such, we are of the view that Virgin Australia’s re-entry into non-Queenstown routes is very unlikely over the two to three years with or without the codeshare. Similarly, Air New Zealand has constrained ability to increase capacity over the next 18 to 24 months. 

[bookmark: _Toc163120407]Ministry of Transport assessment

Both countries are experiencing economic conditions that are not conducive to increased demand for air travel. Australia is facing subdued economic growth in the short term and New Zealand is experiencing a slowdown of growth due to high inflation and reduced spending. 

The applicants have applied for authorisation of the codeshare for a term of at least five years. This is consistent with similar airline co-operation agreement authorisations. The applicants argue that five years will provide certainty to customers, especially corporate and SME clients. 

We considered authorising for three years as the uncertainty over a Virgin Australian re-entry with its own aircraft increases with time. The Act does not easily provide for setting conditions, such as length of authorisation. To do so would require the applicants to amend their application.

On balance, we do not consider that the uncertainty in years 4 and 5 to be such that a shorter authorisation period would resolve it. We also see benefits in aligning the reauthorisation timetable in New Zealand and Australia (see below). 

Our analysis shows there is not sufficient reason to decline authorisation. This conclusion is reinforced by the findings of the ACCC. While a decision is finely balanced, our recommendation is to authorise for a period of five years as requested by the applicants. 

[bookmark: _Toc163120408][bookmark: _Toc167344042]Conclusion

In considering the above benefits and detriments, and the counterfactual scenario, we believe that on balance, the codeshare agreement delivers small benefits to New Zealand, over and above any potential detriments. 

We also note that the codeshare agreement meets the statutory conditions allowing it to be authorised under section 88 of the Civil Aviation Act.

In light of this, we recommend that the Codeshare Framework Agreement be authorised. 

We recommend that authorisation should be for a period of five years. This is the period applied for by the Applicants and allows for a further reassessment of the codeshare agreement after an appropriate interval. 

Future authorisations will be under the Civil Aviation Act 2023 using different statutory criteria. This authorisation should not be seen as likely to reach a similar conclusion if it had been assessed under the new Act. 









		Commercial In Confidence



		



		







		Commercial In Confidence



		vi NZ/VA codeshare authorisation 2024





Public benefits



		Commercial In Confidence



		NZ/VA codeshare authorisation 2024 v





Impact on markets





		



		Commercial In Confidence









		



		Commercial In Confidence









		



		Commercial In Confidence









[bookmark: _Toc167344043] Criteria in Part 9 of the Civil Aviation Act

[TO COME FROM LEGAL TEAM]
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Source: BITRE, international airline activity, maximum seats by airline, Jan 2019-Jan 2024
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International airfares are falling but remain higher than pre-COVID
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COMMERCIAL IN CONFIDENCE

20 May 2024 0C240164
Hon Matt Doocey Action required by:
Associate Minister of Transport Friday, 31 May 2024

AIR NEW ZEALAND AND VIRGIN AUSTRALIA CODESHARE
AUTHORISATION - INITIAL ADVICE

Purpose

Air New Zealand and Virgin Australia have applied for authorisation of a codeshare
arrangement. This briefing provides our initial advice on the proposal, which is that you
authorise the arrangement. We are seeking your views at this stage since we would need to
give the airlines an opportunity to comment if, contrary to our advice, you were to decline
authorisation.

Key points

o Air New Zealand and Virgin Australia (the Applicants) are seeking authorisation to
implement a unilateral Codeshare Agreement, and other related agreements (the
Proposed Conduct).

o Under the arrangements, Virgin Australia could put its code on Air New Zealand
operated trans-Tasman services. Air New Zealand will set the fares that Virgin
Australia will charge its passengers.

o Virgin Australia wants to be able to offer a trans-Tasman product to improve its
competitiveness in the Australian market, particularly for corporate customers. The
codeshare would also allow Virgin Australia to offer customers a better frequent flyer
points product and lounge access.

o Air New Zealand claims that this codeshare arrangement will increase passenger
numbers flying on the codeshare flights via Air New Zealand and improve the
efficiency and sustainability of its service.

o We consider it unlikely that Virgin Australia will re-enter the trans-Tasman market with
its own aircraft in the next two or three years with or without the codeshare.

o There is a risk that if market conditions on the Tasman improve for Virgin Australia,
there could be a point over the remaining period for which authorisation is sought
where the codeshare could disincentivise Virgin Australia re-entering routes other
than Queenstown.
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. The decision is finely balanced, but we conclude there is not sufficient reason to
decline authorisation. While we have identified only small benefits to New Zealand
from the arrangement, we recommend you authorise for five years as requested by
the applicants.

. The Australian Competition and Consumer Commission has issued a draft
determination authorising the codeshare for five years. This was based on benefits
they had identified in the Australian market, which do not apply to New Zealand.

Recommendations

We recommend you:

1 agree that we finalise advice to you recommending that you authorise the Air New
Zealand and Virgin Australia codeshare arrangement for five years. Yes / No

or

2 indicate whether you wish to meet with officials to discuss any concerns before
finalising our advice. Yes / No

§U T tolaga

Siobhan Routledge r Hon Matt Doocey
Acting Deputy Chief Executive, Policy Associate Minister of Transport
20 May 2024 . /... /...
Minister’s office to complete: O Approved O Declined
[0 Seen by Minister [0 Not seen by Minister

O Overtaken by events

Comments

Contacts
Name Telephone First contact
Tom Forster, Manager, Aviation and Maritime 022 066 3875 v
Sonyg van de Geer, Principal Adviser, Aviation and 021 570 412
Maritime
Garrick Wood, Senior Adviser, Aviation and Maritime 022 100 6635
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INITIAL BRIEFING: AIR NEW ZEALAND AND VIRGIN AUSTRALIA
CODESHARE AUTHORISATION

Air New Zealand and Virgin Australia have applied for authorisation of
codeshare arrangements

1

Air New Zealand and Virgin Australia are seeking authorisation of a codeshare
arrangement pursuant to section 88 of the Civil Aviation Act 1990. The effect of
authorisation is that the arrangements would be exempt from certain provisions of the
Commerce Act prohibiting cartel arrangements or arrangements which substantially
lessen competition.

The proposal is for a unilateral codeshare arrangement where Air New Zealand
sets prices

2

Under the proposed arrangements, Virgin Australia would promote and sell trans-
Tasman flights operated by Air New Zealand under its VA code. Key features include:

o The fares for the services, including discounts, will be set by Air New Zealand.

. Virgin Australia’s Frequent Flyer members will gain access to Air New Zealand’s
lounges and can earn and redeem points on Air New Zealand trans-Tasman
services.

The codeshare won't apply on routes where Virgin Australia operates its own trans-
Tasman services (currently only routes to Queenstown) or any future points it serves
in New Zealand.

It is a unilateral codeshare (Air New Zealand will not be putting its code on Virgin
Australia services) and only applies to tickets sold in Australia for travel from
Australia.

Authorisation is sought under section 88 of the Civil Aviation Act 1990

5

Authorisation is sought under section 88 of the Civil Aviation Act 1990. The effect of
authorisation is that the arrangements are exempt from provisions of the Commerce
Act 1986 that prohibit arrangements substantially lessening competition.

Section 88 sets out several statutory pre-conditions (in the form of prohibitions) that
must be met.

Crown Law has previously advised that in making your decision, you may consider
whether authorisation is in the public interest, as well as weighing any detriment to
consumer welfare to international air carriage in the relevant markets.

Our initial view is that the Commercial Framework Agreement does not appear to
breach sections 88(3) and 88(4) of the Act.
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The primary commercial rationale for the arrangements relates to Virgin
Australia’s competitive position

9 New Zealand is an important destination for Australian travellers, both for business
and leisure purposes.

10 Virgin Australia does not currently offer trans-Tasman services apart from flights to
and from Queenstown. Virgin Australia’s commercial rationale for the codeshare is
that this reduces its ability to compete effectively in Australia particularly for higher-
yield corporate and small business customers.

11 Air New Zealand claims that this agreement could incrementally increase passenger
numbers and improve the operational efficiency and sustainability of its flight
operations. It may also enable Air New Zealand access to additional distribution
channels for its trans-Tasman services.

The pricing provisions of these arrangements are unusual

12 Under most codeshare arrangements, each airline independently determines the
prices. In this case the arrangements allow Air New Zealand to establish fares which
Virgin Australia will market to its Australian customers. This is because Air New
Zealand would not enter into a commercial arrangement where Virgin Australia could
undercut it on its own services.

Stakeholders have concerns about the proposed codeshare

13 Auckland and Christchurch airports and the NZ Airports Association acknowledged
that the codeshare could benefit Virgin Australia's Australian customers. However,
they submitted that it could potentially reduce competition and increase airfares on
trans-Tasman routes. Airports consider that the codeshare will reduce the incentives
on Virgin Australia to enter trans-Tasman routes other than Queenstown.
Queenstown Airport supported the authorisation of the proposed codeshare
agreement on the basis that Queenstown is excluded.

14 Former Virgin Australia employees opposed the codeshare, expressing resentment
for its handling of job losses during COVID-19 and following administration. A Virgin
Australia customer identified the difficulties travellers experienced in trying to redeem
credits during the COVID-19 pandemic.

The trans-Tasman market is still below pre-COVID levels but is recovering

15 We have reviewed the competitive landscape of the trans-Tasman market, including
market share, the capacity provided by other international carriers, and the post-
COVID recovery.

16 Data from Stats NZ shows international airfares are coming down overall, but they
remain volatile and higher than pre-COVID. The selected price index for international
air transport for April 2024 is 20 percent lower than April 2023 but 55 percent higher
compared to April 2020.

COMMERCIAL IN CONFIDENCE
Page 4 of 9





17

18

19

20

21

22

23

COMMERCIAL IN CONFIDENCE

International airfares are falling but remain higher than pre-COVID
Source: Stats NZ, Selected Price Index (SPI): International Air Transport, monthly indexes, July 2015-April 2024

COVID border closures

Index

2016 2017 2018 2019 2020 2021 2022 2023 2024

Monthly data directly feeds info the CPI and uses the same data source, data treatment, and quality adjustments as the official quarterly CPI.

Historically, we have not had competition concerns on the Tasman due to the number
of airlines operating to New Zealand. However, the post-COVID trans-Tasman market
has duopolistic characteristics.

During the post-COVID period, Air New Zealand’s market share has decreased to
41 percent as other carriers returned to the market, with Qantas/Emirates/Jetstar at
48 percent for the first quarter of 2024. Virgin Australia’s market share is 3 percent,
reflecting its return to the Queenstown route only.

While several fifth freedom carriers operate on trans-Tasman routes, they make up
approximately 5 percent of the market and mainly connect long-haul passengers
rather than direct point to point passengers.

Trans-Tasman capacity is increasing but it remains well below pre-COVID levels.
Statistics from the Bureau of Infrastructure and Transport Research Economics
(BITRE) shows capacity for January 2024 being over 112,000 fewer seats compared
to January 2020. Total capacity for 2023 was approximately 1.5 million fewer seats
than 2019.

Airlines are increasing capacity. In March 2024, Qantas announced from October
2024, it will add up to 260,000 additional seats across three of its trans-Tasman
routes over 12 months, compared to its current schedule.

[COMMERCIAL IN-CONFIDENCE]

Airlines are moving to fill the gap in capacity, but it is primarily shared between Air
New Zealand and the Qantas Group.

The applicants assert that the codeshare will bring benefits to New Zealand

24

The applicants assert that the codeshare will deliver incremental tourism to New
Zealand and incremental passengers on Air New Zealand services.
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Increase in tourism through better marketing

25

26

27

28

The applicants state that the codeshare would see enhanced marketing of New
Zealand as a destination to Virgin Australia customers (and Australian customers
more generally). They expect this enhanced marketing to result in incremental traffic
to New Zealand, with corresponding benefits in the form of additional tourism spend.

In considering other alliances, we have agreed that improved access to a home
country’s marketing network is beneficial, particularly where Air New Zealand does
not have a strong existing commercial presence.

In this case, however, we only place a small weight on this. Australia is culturally a
similar market to New Zealand, and Air New Zealand already has a strong stand-
alone presence. It is the second biggest overseas airline in Australia and Australia is
its biggest international market. It competes strongly with the Qantas Group in the
trans-Tasman market. Pre-COVID, it consistently topped the most trusted brand in
Australia surveys.

Some Virgin Australia passengers might also be encouraged to come to New Zealand
due to the ability to use frequent flyer points. However, we do not expect this to be a
large number.

Incremental passengers on Air New Zealand’s services

29

30

31

32

33

34

The applicants also assert that some Virgin Australia passengers who might
otherwise have travelled with Qantas will be more likely to travel via Virgin Australia
code on Air New Zealand trans-Tasman services.

The applicants state that this incremental traffic will benefit Air New Zealand by
improving the efficiency and sustainability of its flight operations.

We agree that the codeshare may contribute to an incremental increase in
passengers. Air New Zealand has estimated this to be an additional 1.3 percent on
current load factors, which equates to up to 3 passengers per flight for an A321neo
aircraft. Virgin Australia has estimated the additional load factor could be up to 3-5
percent. Some of these passengers might be higher value customers adding more to
Air New Zealand revenue than an average customer.

To the extent there are additional passengers through the codeshare, this could
negatively impact existing passengers on pricing or other customer benefits, but this
may happen regardless of Air New Zealand’s customer growth through their own
marketing efforts.

Currently, Air New Zealand load factors for the Tasman hover between 80 and 84
percent. While any additional revenue supports a service, at this load factor the
services are not at risk.

From a system viewpoint we also note that many of these passengers will be
transferring from Qantas and so would have a negative reciprocal effect on it.
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Our key concern is the impact the codeshare might have on Virgin Australia
expanding services to New Zealand...

35 Trans-Tasman capacity has not yet returned to pre-COVID levels, and with Virgin
Australia being absent from most routes, the market has the appearance of a
duopoly. Generally, increased capacity and competition lead to reduced airfares.
Relatively high but declining post-COVID airfares are, in part, symptomatic of the
capacity currently being operated to New Zealand. They also reflect general cost
pressures.

36 There are some services offered by fifth freedom (third country) airlines and we are
aware of additional such carriers considering operating on the Tasman. However,
these only offer limited competition, and this type of carrier has a history of entry and
exit.

37 We consider that Virgin Australia remains the airline most likely to enter the (non-
Queenstown) trans-Tasman market.

38 In setting out their commercial rationale for the codeshare, the applicants have
emphasised the importance for Virgin Australia of having a trans-Tasman offering for
its frequent flyer and corporate customers. Market conditions on the Tasman for
Virgin Australia on non-Queenstown routes may improve over the period for which
authorisation is sought.

39 It is reasonable to conclude that, on the margin, by removing the need to operate
itself to offer its customers a trans-Tasman product, the codeshare could count
against or delay Virgin Australia’s entry.

40 The Applicants submit that the short period in which Virgin Australia independently
operated trans-Tasman services, following the dissolution of its broad Alliance with
Air New Zealand, was characterised by substantial financial losses and that Virgin
Australia will not again pursue strategies that are commercially unsustainable in this
way.

41 Any decision by Virgin Australia to re-commence services on non-Queenstown
Tasman routes will be heavily dependent on gauging demand from New Zealand
travellers, particularly leisure travellers. These passengers are not affected by the
codeshare.

42 The codeshare arrangement could also enable Virgin Australia to better gauge
whether sufficient profitable demand has emerged to make its re-entry into one or
more routes viable.

...but we consider entry to be unlikely in the short term

43 If the codeshare was to prevent Virgin Australia from re-entering the market, this
would have a cost to New Zealand that would outweigh the small benefits likely to
accrue if the codeshare is authorised. We would be unable to recommend
authorisation of the codeshare.

44 We also consider that even the threat of entry can have a beneficial impact on market
behaviour. Despite what Virgin Australia has told us, New Zealand airports consider

COMMERCIAL IN CONFIDENCE
Page 7 of 9





45

46

a7

48

49

50

COMMERCIAL IN CONFIDENCE

that the codeshare does reduce the incentive for Virgin Australia to re-grow its New
Zealand presence. If Air New Zealand and Qantas share this view, then authorisation
could encourage duopoly behaviour to the detriment of New Zealand.

However, we are not able to reach a firm conclusion on if or when Virgin Australia
would consider entering the market in the absence of the codeshare.

Virgin Australia has advised that it keeps its route network under continual review.
However, the most recent Board papers Virgin Australia has shown us on the short
haul network date from 2022. We consider this to be a dated decision in the rapidly
evolving post-COVID environment.

But equally operating conditions have not improved to suggest that re-entry is a
realistic possibility in the short term. Factors advanced by Virgin Australia include:

. non-Queenstown routes have historically been highly unprofitable with
performance challenges being more prominent today than five years ago.

. aircraft, crew and capital resources would be an opportunity cost and better
served on other routes.

o regardless, Virgin Australia has no available aircraft capacity to service those
routes in the near-term.

Virgin Australia has stated its medium-term focus is on Australian domestic resilience
and more profitable short haul international routes. To meet this objective additional
aircraft are needed but is hampered by an existing shortage from significant delivery
delays of 737 aircraft out to 2026.

As such, we are of the view that Virgin Australia’s re-entry into non-Queenstown
routes is very unlikely over the two to three years with or without the codeshare.
Similarly, Air New Zealand has constrained ability to increase capacity over the next
18 to 24 months.

Both countries are experiencing economic conditions that are not conducive to
increased demand for air travel. Australia is facing subdued economic growth in the
short term and New Zealand is experiencing a slowdown of growth due to high
inflation and reduced spending.

Length of authorisation sought

51

52

The applicants have applied for authorisation of the codeshare for a term of at least
five years. This is consistent with similar airline co-operation agreement
authorisations. The applicants argue that five years will provide certainty to
customers, especially corporate and SME clients.

We considered authorising for three years as the uncertainty over a Virgin Australian
re-entry with its own aircraft increases with time. The Act does not easily provide for
setting conditions, such as length of authorisation. To do so would require the
applicants to amend their application.
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On balance, we do not consider that the uncertainty in years 4 and 5 to be such that a
shorter authorisation period would resolve it. We also see benefits in aligning the
reauthorisation timetable in New Zealand and Australia (see below).

Our analysis shows there is not sufficient reason to decline authorisation. This
conclusion is reinforced by the findings of the ACCC. While a decision is finely
balanced, our recommendation is to authorise for a period of five years as requested
by the applicants.

Australian Competition and Consumer Commission has issued a draft
determination granting authorisation

55

56

57

58

59

In Australia, collaborative arrangements in international air services are considered by
the Australian Competition and Consumer Commission (the ACCC). Given that the
codeshare agreement involves the trans-Tasman routes, decisions made by the
ACCC are relevant to our assessment of the Application.

On 1 May 2024, the ACCC issued a draft determination and interim authorisation
recommending to authorise the proposed conduct for a period 5 years. The ACCC is
required to issue a final determination by 30 June 2024 following submissions from
interest parties. We understand there has been no significant feedback that would
lead the ACCC to reach a different conclusion.

Commissioners have taken the view that while the proposed conduct will result in
minimal benefits to Australia, the potential detriments are smaller, and there is no
reason to decline the agreement.

The benefits identified by the ACCC are:

° Increased choice and convenience for Australian point of sale trans-Tasman
travellers

o Better loyalty programme benefits for Virgin Australia customers
. International lounge access for eligible Virgin Australia customers

These are all benefits that accrue to Australian based travellers. Given the nature of
the codeshare, these benefits are not available to New Zealand customers.
Therefore, we have not given weight to them, nor are we required to, in reaching our
conclusions.
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Kia ora Richard. Acknowledging receipt.
Thanks for the quick turnaround. We will be in touch once we have reviewed.
Nga mihi

Garrick Wood (he / him / Mr)
M; $9@@ | E: g.wood@transport.govt.nz | transport.govt.nz

From: Richard Meade <richard.meade@cognitus.co.nz>

Sent: Wednesday, May 8, 2024 10:20 AM

To: Garrick Wood <G.Wood@transport.govt.nz>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; TomEorster

<t.forster@transport.govt.nz>
Subject: Review of draft initial advice re VA/Air NZ codeshare authorisation
application

Kia ora Garrick, please see attached.

| have sent my review letter as an unsigned/undated draft for now in case you or
colleagues would like any furtherClarification.

I will finalise it once | heapfromyou.

With thanks, and | 100k forwardto-hearing from you.

Best,
R

Richard Meade (PhD, Toulouse School of Economics)

Principal Economist | Cognitus Economic Insight | www.cognitus.co.nz
12¢c\Qrakau Avenue, Epsom, Auckland 1023, New Zealand

Phone: +64 (0)9 972 4592 | Mobile: +64 (0)27 453 8000 |

richard.meade@cognitus.co.nz

Adjunct Associate Professor | Griffith University | Profile

Adjunct | Centre for Applied Energy Economics and Policy Research | Profile
Senior Research Fellow | Auckland University of Technology | Profile
President | Law & Economics Association of New Zealand | www.leanz.org.nz
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DOC 012

From: Richard Meade

To: Garrick Wood

Cc: Sonya Van De Geer; Tom Forster

Subject: Re: Review of draft initial advice re VA/Air NZ codeshare authorisation application
Date: Thursday, 30 May 2024 11:02:39 am

Kia ora Garrick, hope all going well.

I have had a chance to review the Ministry's draft analysis report, and note that some
background materials and proofing/editing are yet to be done (so I haven't focused on the
latter, but have assumed that the text provided covers the substantive points in the
analysis).

I note that not all of the points in my 7 May letter have been directly responded to, in
which case I assume the Ministry is satisfied that its analysis has covered them off as
required - in this email I will note any remaining or additional questions or issues to raise

An example of something that perhaps doesn't need directly addgessing*was my point
about codesharing and similar agreements potentially enhancifg the parties' ability to
tacitly collude, through repeated interaction. I don't think the isste is lik€ly to arise in this
case, however, given non-overlapping routers (where thi§ would be morcwefa concern, if at
all), so the question for the Ministry is to raise and theén dismiss this, of simply not to raise
it (e.g. at para 13).

Can I suggest you better caption/entitle Figure-l2Z\While I understand what Figure 2 is
showing, I am unclear what Figure 1 depicts:

Para 72 - explanation for why codeshiaré\shouldn't affect overall airfare levels significantly
would benefit from a clearer ratiofialéy Its impact on,Specific airfares is addressed later in
the report (see especially below.redpara 91)sbBut'presumably the main reason why it
shouldn't affect airfares generallyis that.it will cause only a small impact on overall
passenger movements.

Para 84 - is it clear that "miany of these passengers will be transferring from Qantas ...". It
is probably likely’(ot\even probable), but can it be ruled out that there will (also) be a net
expansion of Australian businessrand SME customers choosing to fly to NZ due to the
codeshare (andpresumably,these not already locked into a relationship with Qantas)?

Para 85, dot 3, last'senitence - the study cited may have concluded certain types of
arrangement are needed for EDM, but in the present context Air NZ will be setting the
price for a VA-coded leg that it also supplies, in addition to any extra connecting legs it
sells and %plives itself, S @O0

O

So DM might not be eliminated, but should conceivably be reduced? W\If so, this
would create a pricing benefit to Australian travellers, but also possible volume-based
efficiency and sustainability benefits to Air NZ (however material).

Para 87 - really so definitive: "would outweigh ...", "would be unable to ..."? Alternatively,
"would likely ..." in each case?

Para 88 - entry threats can matter, but they have to be credible. As noted at para 65, dot 1,
Qantas has already signalled a capacity expansion, which may or may not have been
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intended to deter expansion by VA or others (e.g. Air NZ), but which may have that effect
all the same ("top dog" strategy). * %@

Para 91 - seems dismissive rather than considered. I think there is merit in the claim that, at
least in the segments VA is targeting (corporate and SME), there will be increased demand
for capacity on Air NZ flights, and hence - in principle - greater risk of NZ flyers in thes€
segments either missing out on seats (and facing busier Koru lounges), having to_pay.for
more expensive ones, or generally facing higher fare options in theit preférred price tiers.
It is likely most of those extra Australian flyers will be in the flexible fare classes for
business, but could go for the inflexible cheaper fares for leisure/loyalty rewards.

ds 9(2)(b)(i)
So the

In practice, however, we are expecting only small incremefital numbersyan

overall effect should be small, © 9(2)(b)(i)
A more nuancedexplanation for why this shouldn't count
as a material detriment would be warranteds

Para 98 - ° 2@ 0)0)

Para 95 - first sentence unclear. In prin€iple, athrée year authorisation with a review at
year 3 for possible extension 2 more‘yearsidoes.allow much of the year 4-5 uncertainty
faced as of now to be resolved,.in'which Case,the Ministry would be in a position to not
extend if circumstancesswarranted that'(assuming the legal option was there for such an
arrangement). Isn't it thepoint that ™ 2O

In"which case a 5 year authorisation versus 3 gives away very little?
This is where I wonder if the story about VA possibly re-entering ° 9(2)(b)i
needs to be more
clearly placed-imthe-Context of possible capacity expansions on the relevant routes by
incumbents {Qéntds/Jetstar and Air NZ) to meet any demand growth? & %@®0

You
would need a clear story for this to be the case before accentuating the importance of re-
entry/expansion by VA, as opposed to expansion by the majors (and also somehow be able
to dismiss the implications of Qantas' apparent "top dog" strategy discussed above).

Conclusions - in general I am comfortable with the Ministry's recommendation to authorise
for 5 years, but suggest some of the arguments need either reinforcing, extending, or
nuancing, as above. There are likely to be some small benefits, there may also be some
small detriments, but the latter are probably less likely than the former, in which case the



overall expected net benefits are probably positive or zero, or at least probably not
negative. In which case, no clear grounds to reject, and modest grounds to support?

I hope these comments help, but let me know if you would like to set up a call/zoom to
discuss. & %@@

Best

On Thu, 23 May 2024 at 13:10, Richard Meade <richard.meade@cognitus.co.nz> wrote:
Very good, will stick with this plan then. Thanks Garrick. Best, R.

On Thu, 23 May 2024 at 12:18, Garrick Wood <G.Wood@transport.govt.nz> wrote

Thanks Richard — much appreciated.

That works well for us.

It is likely to be the second week of June before we put’the, final up to the Minister.

Nga mihi

Garrick Wood (hé/ hifn /Mr)

M: S8@@ - # N/ | E: s.wood@transport.govt.nz | fransport.govt.nz

From: Richard'Meade <richard.meade@cognitus.co.nz>

Sent: Thdrsdayy May 23, 2024 11:33 AM

To: GarrickWood <G.Wood@transport.govt.nz>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<tforster@transport.govt.nz>

Subject: Re: Review of draft initial advice re VA/Air NZ codeshare authorisation application

Kia ora Garrick, acknowledging receipt of your email, and thanks for the documents
and explanations provided.

It should not take me long to review the documents and respond with any further
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comments. However, due to me currently preparing for travel ® %@

I anticipate getting my comments to you by
Wednesday next week latest (NZT). Please let me know if you require them sooner
than then.

Thanks again.

Best

On Thu, 23 May 2024 at 08:36, Garrick Wood <G.Wood@transportigovt.nz> wrote:

Kia ora Richard

Attached is our draft final analysis report readyfor your review.

A couple of things to note:

1. Your main focus is ongara,35 onwards\(€ommercial rationale section onward).
Earlier introductory_ seetions willbe tidied up.

2. Our legal team arestill completing the legal framework assessment so that is absent
from the docunient,

3. It has not gone through @A, Se-there may be some spelling/grammar in places.

I haveslso attached‘a copy of our initial advice for your information (one paragraph has
been redacted)

We hayestaken on board your earlier feedback which you will see has been reflected. Our
findl analysis builds heavily on content from the initial advice briefing with additional
analysis.

Happy to discuss. Look forward to hearing from you.

Nga mihi

Garrick Wood (he / him / Mr)
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M: 9@ | E: g.wood@transport.govt.nz | transport.govt.nz

From: Richard Meade <richard.meade@cognitus.co.nz>
Sent: Tuesday, May 21, 2024 6:59 PM

To: Garrick Wood <G.Wood@transport.govt.nz>

Cc: Sonya Van De Geer <s.vandegeer@transport.govt.nz>; Tom Forster
<t.forster@transport.govt.nz>

Subject: Re: Review of draft initial advice re VA/Air NZ codeshare authorisation
application

Kia ora Garrick, hope all going well. Please can you let me knoWw when youexpect
to have something more for me to review? I am heading §%v A  for
three weeks, so just checking if you will be wanting me te look at. semething before
or after [ am away. With thanks. Best, R.

On Wed, 8 May 2024 at 13:45, Garrick Woed <G.We6d@transport.govt.nz> wrote:

Kia ora Richard. Acknowledging reeeipt.

Thanks for the quick turhdround. We,wall'be in touch once we have reviewed.

Nga mihi

Garrick Woad.(havhim / Mr)

M: FERE | E: g.wood@transport.govt.nz | transport.govt.nz

From: Richard Meade <richard.meade(@cognitus.co.nz>
Sent: Wednesday, May 8, 2024 10:20 AM
To: Garrick Wood <G.Wood@transport.govt.nz>

Cc: Sonya Van De Geer <s.vandegeer(@transport.govt.nz>; Tom Forster
<t.forster(@transport.govt.nz>

Subject: Review of draft initial advice re VA/Air NZ codeshare authorisation
application

Kia ora Garrick, please see attached.
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I have sent my review letter as an unsigned/undated draft for now in case you or
colleagues would like any further clarification.

I will finalise it once I hear from you.

With thanks, and I look forward to hearing from you.

Best,

Richard Meade (PhD, Toulouse Schoal of Economies)
Principal Economist | Cognitus EconomicInsight | www.cognitus.co.nz

12¢ Orakau Avenue, Epsom, Auekland 10237 New Zealand

Phone: +64 (0)9 972 4592 \Mobile: +64(0)27 453 8000 |
richard.meade(@cognitu$.c6.n¥
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DOC 013

From: Kate Rose

To: Garrick Wood; Ministers Office

Cc: Siobhan Routledge; Tom Forster; Sonya Van De Geer; OCU; Sydney Van Nortwick

Subject: RE: 0C240164 Air New Zealand and Virgin Australia Codeshare Authorisation - Initial Advice - Briefing - Policy.pdf
Date: Thursday, 30 May 2024 9:39:16 am

Attachments: imaae003.ong

0C240164 Air New Zealand and Virain Australia Codeshare Authorisation - Initial Advice.pdf

Kia ora Garrick,
Many thanks for sending this one through. Minister Doocey has considered the attached advice and has indicated he wished to

discuss this with officials — | think following a conversation he had withs 9(2)(a) | last week (which | had a chat to Tom
about). | have put this on the agenda for 18 June’s Officials meeting (the next one).

Nga mihi

Kate Rose (L
Transport Private Secretary | Office of Hon Matt Doocey

Minister for ACC | Minister for Mental Health | Minister for Tourism and Hospitality |Minister for Youth |

Associate Minister of Health | Associate Minister of Transport q

DDI:SI9(2)(@)N | M:519(2)(@)

Email: hate.xose@pariiament.govi.nz  Website: www.Beehive,govt.n:
Private Bag 18041, Parliament Buildings, Wellington 6160, New Zeal

From: Garrick Wood <G.Wood@transport.govt.nz> § ; &\O

Sent: Monday, May 20, 2024 4:43 PM
To: Ministers Office <MinistersOffice@transport.go
Cc: Siobhan Routledge <S.Routledge @transport.gé¢
<s.vandegeer@transport.govt.nz>; OCU <ocu
Subject: 0C240164 Air New Zealand and

>

Tom Forster <tiforster@transport.govt.nz>; Sonya Van De Geer

lia C@ horisation - Initial Advice - Briefing - Policy.pdf
Briefing attached for Ministe@ re Air ealand and Virgin Australia codeshare authorisation.

Garrick Wood (he / him / Mr V

Kaitohutohu Matua — ’NT Moana | Senior Adviser — Aviation and Maritime
Te Manatu Waka Mi f

M: 5 9(2)(a)

Kia ora Kate

Nga mihi

| transport.govt.nz

y% TE U WAKA J Hipaitia ana nga tingata o Aotearoa kia eke

Mt BRANSPORT Enabling New Zealanders to flourish
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20 May 2024 0C240164
Hon Matt Doocey Action required by:
Associate Minister of Transport Friday, 31 May 2024

AIR NEW ZEALAND AND VIRGIN AUSTRALIA CODESHARE
AUTHORISATION - INITIAL ADVICE

Purpose

Air New Zealand and Virgin Australia have applied for authorisation of a codeshare
arrangement. This briefing provides our initial advice on the proposal, which is that you
authorise the arrangement. We are seeking your views at this stage since we would need to
give the airlines an opportunity to comment if, contrary to our advice, you were to decline
authorisation.

Key points

° Air New Zealand and Virgin Australia (the Applicants) are seeking authorisation to
implement a unilateral Codeshare Agreement, and other related agreements (the
Proposed Conduct).

e Under the arrangements, Virgin Australia could put its code on Air New Zealand
operated trans-Tasman services. Air New Zealand will set the fares that Virgin
Australia will charge its passengers.

° Virgin Australia wants to be able to offer a trans-Tasman product to improve its
competitiveness in the Australian market, particularly for corporate customers. The
codeshare would also allow Virgin Australia to offer customers a better frequent flyer
points product and lounge access.

e Air New Zealand claims that this codeshare arrangement will increase passenger
numbers flying on the codeshare flights via Air New Zealand and improve the
efficiency and sustainability of its service.

® We consider it unlikely that Virgin Australia will re-enter the trans-Tasman market with
its own aircraft in the next two or three years with or without the codeshare.

e There is a risk that if market conditions on the Tasman improve for Virgin Australia,
there could be a point over the remaining period for which authorisation is sought
where the codeshare could disincentivise Virgin Australia re-entering routes other
than Queenstown.
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° The decision is finely balanced, but we conclude there is not sufficient reason to
decline authorisation. While we have identified only small benefits to New Zealand
from the arrangement, we recommend you authorise for five years as requested by
the applicants.

° The Australian Competition and Consumer Commission has issued a draft
determination authorising the codeshare for five years. This was based on benefits
they had identified in the Australian market, which do not apply to New Zealand.

Recommendations

We recommend you:

1 agree that we finalise advice to you recommending that you authorise the Air New i~
Zealand and Virgin Australia codeshare arrangement for five years. Yes l@)

or
2 indicate whether you wish to meet with officials to discuss any concerns before : E
finalising our advice. Yesf;f No
% "\/y;.u’“““/
8 UT Lol g '
Siobhan Routledge g Hon Matt Doocey
Acting Deputy Chief Executive, Policy Associate Minister of Transport
20 May 2024 rz A !./LL}
Minister’s office to complete: O Approved O Declined
[0 Seen by Minister O Not seen by Minister

O Overtaken by events

Comments

Contacts - _ s
' Name i Telephone First contact |

Tom Forster, Manager, Aviation and Maritime 022 066 3875 v

Sonya van de Geer, Principal Adviser, Aviation and
Maritime

- Garrick Wood, Senior Adviser, Aviation and Maritime 022 100 6635

021 570 412
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INITIAL BRIEFING: AIR NEW ZEALAND AND VIRGIN AUSTRALIA
CODESHARE AUTHORISATION

Air New Zealand and Virgin Australia have applied for authorisation of
codeshare arrangements

1

Air New Zealand and Virgin Australia are seeking authorisation of a codeshare
arrangement pursuant to section 88 of the Civil Aviation Act 1990. The effect of
authorisation is that the arrangements would be exempt from certain provisions of the
Commerce Act prohibiting cartel arrangements or arrangements which substantially
lessen competition.

The proposal is for a unilateral codeshare arrangement where Air New Zealand
sets prices

2

Under the proposed arrangements, Virgin Australia would promote and sell trans-
Tasman flights operated by Air New Zealand under its VA code. Key features include:

5 The fares for the services, including discounts, will be set by Air New Zealand.

° Virgin Australia’s Frequent Flyer members will gain access to Air New Zealand’s
lounges and can earn and redeem points on Air New Zealand trans-Tasman
services.

The codeshare won't apply on routes where Virgin Australia operates its own trans-
Tasman services (currently only routes to Queenstown) or any future points it serves
in New Zealand.

It is a unilateral codeshare (Air New Zealand will not be putting its code on Virgin
Australia services) and only applies to tickets sold in Australia for travel from
Australia.

Authorisation is sought under section 88 of the Civil Aviation Act 1990

5

Authorisation is sought under section 88 of the Civil Aviation Act 1990. The effect of
authorisation is that the arrangements are exempt from provisions of the Commerce
Act 1986 that prohibit arrangements substantially lessening competition.

Section 88 sets out several statutory pre-conditions (in the form of prohibitions) that
must be met.

Crown Law has previously advised that in making your decision, you may consider
whether authorisation is in the public interest, as well as weighing any detriment to
consumer welfare to international air carriage in the relevant markets.

Our initial view is that the Commercial Framework Agreement does not appear to
breach sections 88(3) and 88(4) of the Act.
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The primary commercial rationale for the arrangements relates to Virgin
Australia’s competitive position

9 New Zealand is an important destination for Australian travellers, both for business
and leisure purposes.

10 Virgin Australia does not currently offer trans-Tasman services apart from flights to
and from Queenstown. Virgin Australia’s commercial rationale for the codeshare is
that this reduces its ability to compete effectively in Australia particularly for higher-
yield corporate and small business customers.

11 Air New Zealand claims that this agreement could incrementally increase passenger
numbers and improve the operational efficiency and sustainability of its flight
operations. It may also enable Air New Zealand access to additional distribution
channels for its trans-Tasman services.

The pricing provisions of these arrangements are unusual

12 Under most codeshare arrangements, each airline independently determines the
prices. In this case the arrangements allow Air New Zealand to establish fares which
Virgin Australia will market to its Australian customers. This is because Air New
Zealand would not enter into a commercial arrangement where Virgin Australia could
undercut it on its own services.

Stakeholders have concerns about the proposed codeshare

13 Auckland and Christchurch airports and the NZ Airports Association acknowledged
that the codeshare could benefit Virgin Australia's Australian customers. However,
they submitted that it could potentially reduce competition and increase airfares on
trans-Tasman routes. Airports consider that the codeshare will reduce the incentives
on Virgin Australia to enter trans-Tasman routes other than Queenstown.
Queenstown Airport supported the authorisation of the proposed codeshare
agreement on the basis that Queenstown is excluded.

14 Former Virgin Australia employees opposed the codeshare, expressing resentment
for its handling of job losses during COVID-19 and following administration. A Virgin
Australia customer identified the difficulties travellers experienced in trying to redeem
credits during the COVID-19 pandemic.

The trans-Tasman market is still below pre-COVID levels but is recovering

15 We have reviewed the competitive landscape of the trans-Tasman market, including
market share, the capacity provided by other international carriers, and the post-
COVID recovery.

16 Data from Stats NZ shows international airfares are coming down overall, but they
remain volatile and higher than pre-COVID. The selected price index for international
air transport for April 2024 is 20 percent lower than April 2023 but 55 percent higher
compared to April 2020.
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International airfares are falling but remain higher than pre-COVID
Source: Stats NZ, Selected Price Index (SPI): International Air Transport, monthly indexes, July 2015-April 2024

COVID border closures

Index

2016 2017 2018 2019 2021 2022 2024

Monthly data directly feeds into the CPI and uses the same data source, data treatment, and quality adjustments as the official quarterly CPI

17 Historically, we have not had competition concerns on the Tasman due to the number
of airlines operating to New Zealand. However, the post-COVID trans-Tasman market

has duopolistic characteristics.

18 During the post-COVID period, Air New Zealand’s market share has decreased to
41 percent as other carriers returned to the market, with Qantas/Emirates/Jetstar at
48 percent for the first quarter of 2024. Virgin Australia’s market share is 3 percent,
reflecting its return to the Queenstown route only.

19 While several fifth freedom carriers operate on trans-Tasman routes, they make up
approximately 5 percent of the market and mainly connect long-haul passengers
rather than direct point to point passengers.

20 Trans-Tasman capacity is increasing but it remains well below pre-COVID levels.
Statistics from the Bureau of Infrastructure and Transport Research Economics
(BITRE) shows capacity for January 2024 being over 112,000 fewer seats compared
to January 2020. Total capacity for 2023 was approximately 1.5 million fewer seats
than 2019.

21 Airlines are increasing capacity. In March 2024, Qantas announced from October
2024, it will add up to 260,000 additional seats across three of its trans-Tasman
routes over 12 months, compared to its current schedule.

22 [COMMERCIAL IN-CONFIDENCE] From April 2025, Jetstar plans to introduce daily
services to Hamilton from the Gold Coast and Sydney. This could be a sign that low-
cost carriers are seeing an opportunity to focus on regional airports.

23 Airlines are moving to fill the gap in capacity, but it is primarily shared between Air
New Zealand and the Qantas Group.
The applicants assert that the codeshare will bring benefits to New Zealand

24 The applicants assert that the codeshare will deliver incremental tourism to New
Zealand and incremental passengers on Air New Zealand services.
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Increase in tourism through better marketing

25

26

27

28

The applicants state that the codeshare would see enhanced marketing of New
Zealand as a destination to Virgin Australia customers (and Australian customers
more generally). They expect this enhanced marketing to result in incremental traffic
to New Zealand, with corresponding benefits in the form of additional tourism spend.

In considering other alliances, we have agreed that improved access to a home
country’s marketing network is beneficial, particularly where Air New Zealand does
not have a strong existing commercial presence.

In this case, however, we only place a small weight on this. Australia is culturally a
similar market to New Zealand, and Air New Zealand already has a strong stand-
alone presence. It is the second biggest overseas airline in Australia and Australia is
its biggest international market. It competes strongly with the Qantas Group in the
trans-Tasman market. Pre-COVID, it consistently topped the most trusted brand in
Australia surveys.

Some Virgin Australia passengers might also be encouraged to come to New Zealand
due to the ability to use frequent flyer points. However, we do not expect this to be a
large number.

Incremental passengers on Air New Zealand’s services

29

30

31

32

33

34

The applicants also assert that some Virgin Australia passengers who might
otherwise have travelled with Qantas will be more likely to travel via Virgin Australia
code on Air New Zealand trans-Tasman services.

The applicants state that this incremental traffic will benefit Air New Zealand by
improving the efficiency and sustainability of its flight operations.

We agree that the codeshare may contribute to an incremental increase in
passengers. Air New Zealand has estimated this to be an additional 1.3 percent on
current load factors, which equates to up to 3 passengers per flight for an A321neo
aircraft. Virgin Australia has estimated the additional load factor could be up to 3-5
percent. Some of these passengers might be higher value customers adding more to
Air New Zealand revenue than an average customer.

To the extent there are additional passengers through the codeshare, this could
negatively impact existing passengers on pricing or other customer benefits, but this
may happen regardless of Air New Zealand’s customer growth through their own
marketing efforts.

Currently, Air New Zealand load factors for the Tasman hover between 80 and 84
percent. While any additional revenue supports a service, at this load factor the
services are not at risk.

From a system viewpoint we also note that many of these passengers will be
transferring from Qantas and so would have a negative reciprocal effect on it.
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Our key concern is the impact the codeshare might have on Virgin Australia
expanding services to New Zealand...

35 Trans-Tasman capacity has not yet returned to pre-COVID levels, and with Virgin
Australia being absent from most routes, the market has the appearance of a
duopoly. Generally, increased capacity and competition lead to reduced airfares.
Relatively high but declining post-COVID airfares are, in part, symptomatic of the
capacity currently being operated to New Zealand. They also reflect general cost
pressures.

36 There are some services offered by fifth freedom (third country) airlines and we are
aware of additional such carriers considering operating on the Tasman. However,
these only offer limited competition, and this type of carrier has a history of entry and
exit.

37 We consider that Virgin Australia remains the airline most likely to enter the (non-
Queenstown) trans-Tasman market.

38 In setting out their commercial rationale for the codeshare, the applicants have
emphasised the importance for Virgin Australia of having a trans-Tasman offering for
its frequent flyer and corporate customers. Market conditions on the Tasman for
Virgin Australia on non-Queenstown routes may improve over the period for which
authorisation is sought.

39 It is reasonable to conclude that, on the margin, by removing the need to operate
itself to offer its customers a trans-Tasman product, the codeshare could count
against or delay Virgin Australia’s entry.

40 The Applicants submit that the short period in which Virgin Australia independently
operated trans-Tasman services, following the dissolution of its broad Alliance with
Air New Zealand, was characterised by substantial financial losses and that Virgin
Australia will not again pursue strategies that are commercially unsustainable in this
way.

41 Any decision by Virgin Australia to re-commence services on non-Queenstown
Tasman routes will be heavily dependent on gauging demand from New Zealand
travellers, particularly leisure travellers. These passengers are not affected by the
codeshare.

42 The codeshare arrangement could also enable Virgin Australia to better gauge
whether sufficient profitable demand has emerged to make its re-entry into one or
more routes viable.

...but we consider entry to be unlikely in the short term

43 If the codeshare was to prevent Virgin Australia from re-entering the market, this
would have a cost to New Zealand that would outweigh the small benefits likely to
accrue if the codeshare is authorised. We would be unable to recommend
authorisation of the codeshare.

44 We also consider that even the threat of entry can have a beneficial impact on market
behaviour. Despite what Virgin Australia has told us, New Zealand airports consider
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that the codeshare does reduce the incentive for Virgin Australia to re-grow its New
Zealand presence. If Air New Zealand and Qantas share this view, then authorisation
could encourage duopoly behaviour to the detriment of New Zealand.

However, we are not able to reach a firm conclusion on if or when Virgin Australia
would consider entering the market in the absence of the codeshare.

Virgin Australia has advised that it keeps its route network under continual review.
However, the most recent Board papers Virgin Australia has shown us on the short
haul network date from 2022. We consider this to be a dated decision in the rapidly
evolving post-COVID environment.

But equally operating conditions have not improved to suggest that re-entry is a
realistic possibility in the short term. Factors advanced by Virgin Australia include:

° non-Queenstown routes have historically been highly unprofitable with
performance challenges being more prominent today than five years ago.

a aircraft, crew and capital resources would be an opportunity cost and better
served on other routes.

o regardless, Virgin Australia has no available aircraft capacity to service those
routes in the near-term.

Virgin Australia has stated its medium-term focus is on Australian domestic resilience
and more profitable short haul international routes. To meet this objective additional
aircraft are needed but is hampered by an existing shortage from significant delivery
delays of 737 aircraft out to 2026.

As such, we are of the view that Virgin Australia’s re-entry into non-Queenstown
routes is very unlikely over the two to three years with or without the codeshare.
Similarly, Air New Zealand has constrained ability to increase capacity over the next
18 to 24 months.

Both countries are experiencing economic conditions that are not conducive to
increased demand for air travel. Australia is facing subdued economic growth in the
short term and New Zealand is experiencing a slowdown of growth due to high
inflation and reduced spending.

Length of authorisation sought

51

52

The applicants have applied for authorisation of the codeshare for a term of at least
five years. This is consistent with similar airline co-operation agreement
authorisations. The applicants argue that five years will provide certainty to
customers, especially corporate and SME clients.

We considered authorising for three years as the uncertainty over a Virgin Australian
re-entry with its own aircraft increases with time. The Act does not easily provide for
setting conditions, such as length of authorisation. To do so would require the
applicants to amend their application.
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On balance, we do not consider that the uncertainty in years 4 and 5 to be such that a
shorter authorisation period would resolve it. We also see benefits in aligning the
reauthorisation timetable in New Zealand and Australia (see below).

Our analysis shows there is not sufficient reason to decline authorisation. This
conclusion is reinforced by the findings of the ACCC. While a decision is finely
balanced, our recommendation is to authorise for a period of five years as requested
by the applicants.

Australian Competition and Consumer Commission has issued a draft
determination granting authorisation

55

56

57

58

59

In Australia, collaborative arrangements in international air services are considered by
the Australian Competition and Consumer Commission (the ACCC). Given that the
codeshare agreement involves the trans-Tasman routes, decisions made by the
ACCC are relevant to our assessment of the Application.

On 1 May 2024, the ACCC issued a draft determination and interim authorisation
recommending to authorise the proposed conduct for a period 5 years. The ACCC is
required to issue a final determination by 30 June 2024 following submissions from
interest parties. We understand there has been no significant feedback that would
lead the ACCC to reach a different conclusion.

Commissioners have taken the view that while the proposed conduct will result in
minimal benefits to Australia, the potential detriments are smaller, and there is no
reason to decline the agreement.

The benefits identified by the ACCC are:

e Increased choice and convenience for Australian point of sale trans-Tasman
travellers

] Better loyalty programme benefits for Virgin Australia customers

o International lounge access for eligible Virgin Australia customers

These are all benefits that accrue to Australian based travellers. Given the nature of
the codeshare, these benefits are not available to New Zealand customers.
Therefore, we have not given weight to them, nor are we required to, in reaching our
conclusions.
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31 July 2024 0C240623
Hon Matt Doocey Action required by:
Associate Minister of Transport Friday, 9 August 2024

AIR NEW ZEALAND AND VIRGIN AUSTRALIA CODESHARE
AGREEMENT AUTHORISATION = FINAL ADVICE

Purpose

Air New Zealand and Virgin Australia have applied for authorisation of a codeshare
agreement. We have provided you a report on our analysis. This briefing outlines the key
points of our analysis on the proposal and recommends that you authorise the arrangements.
It follows our initial advice provided to you on 20 May 2024 (OC240164 refers) and
subsequent discussion with officials.

Key points

o Air New Zealand and Virgin Australia (the Applicants) are seeking authorisation to
implement a unilateral Codeshare Agreement, and other related agreements (the
arrangements).

o Under the arrangements, Virgin Australia could put its code on Air New Zealand

operated trans-Tasman services, applying to tickets sold in Australia to New Zealand
destinations. Air New Zealand will set the fares that Virgin Australia will charge its
passengers. The arrangement excludes the Queenstown route which is currently
operated by Virgin Australia using its own aircraft.

o This briefing accompanies a report containing our detailed analysis regarding the
proposed authorisation (see Annex).

o We recommend that you authorise the arrangements for a period of five years. This
allows us to reassess the codeshare at an appropriate time. The period is also
consistent with other recent airline cooperative agreement authorisations.

o Our analysis finds that on balance, the codeshare agreement delivers small benefits
to New Zealand, over and above any potential detriments. A key consideration is that
Virgin Australia’s re-entry into non-Queenstown routes is very unlikely over the next
two to three years with or without the codeshare.

Authorisation is under Section 88 of the Civil Aviation Act 1990

o The Civil Aviation Act 1990 (the Act) only allows that provisions of agreements may be
authorised so far as they relate “whether directly or indirectly, to the fixing of tariffs, the
application of tariffs, or the fixing of capacity, or any combination thereof”.
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We have reviewed the provisions of the Commercial Framework Agreement (CFA),
the Codeshare Agreement, the Corporate/SME?! Dealing Agreement and the Special
Prorate Agreement provided by the Applicants and conclude they fall within the scope
of section 88 of the Act.

We also conclude that the arrangement meets the statutory conditions allowing it to be
authorised under section 88 of the Civil Aviation Act 1990. Section 88(2) of the Act only
gives the Minister power to authorise provisions of arrangements.

The remaining implementing agreements under the CFA, provided by the applicants,
do not require authorisation as the nature of these agreements fall outside the scope
of section 88 of the Act.

While we are not certain of conditions beyond three years, we do not consider that
lack of certainty should prevent you from authorising the arrangement for five years.
You can only authorise for a period shorter than five years if the Applicants amended
their application.

There is a small risk that if market conditions on the Tasman improve for Virgin
Australia, the codeshare could disincentive Virgin Australia re-entering non-
Queenstown routes for the remaining period of the authorisation. However, the
codeshare could enable Virgin Australia to better gauge demand to inform whether
re-entry is viable. We are mindful that five years ago the airline was unprofitable on
trans-Tasman routes (except Queenstown). The operating challenges it would face in
the post-pandemic recovery are just as great.

Since our initial advice, the Australian Competition and Consumer Commission has
issued a final determination authorising the codeshare for five years.

Our analysis shows there is not sufficient reason to decline authorisation. This
conclusion is reinforced by the findings of the ACCC. While the decision is finely
balanced, our recommendation is to authorise for a period of five years as requested
by the applicants.

Some stakeholders, such as the airports, may be disappointed by a decision to
authorise the codeshare agreement. Your decision can be judicially reviewed.
However, we consider a challenge to be unlikely given the arrangement is only
capturing a very small percentage of the market.?

Next steps following your decision

We will inform the applicants of your decision regarding authorisation.

We intend to publish a copy of this briefing and our detailed analysis, along with the
initial advice (0C240164 refers) on our website. We will withhold any sensitive
information in accordance with the Official Information Act 1982.

1 Small to medium enterprise
2 2-3 passengers per flight
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o This is consistent with our approach to previous alliance applications, provides
transparency to interested parties on the decision-making process and the factors
that were taken into account in making your decision.

. Previously, for some authorisations, we have organised a media release. We will
discuss with your office about a media release relating to this authorisation.

Recommendations

We recommend you:

1 authorise pursuant to section 88(2) of the Civil Aviation Act 1990:

e the provisions of the Commercial Framework Agreement between Air New
Zealand and Virgin Australia dated 17 November 2023, and

¢ the provisions of related implementing agreements: Code Share Agreement
dated 17 November 2023; Corporate/SME Dealing Agreement dated 24 June
2024; and Special Prorate Agreement dated 8 December 2023

for a period of five years. Yes/No

2 agree that we publish a copy of the report containing our detailed analysis, along
with our initial advice, on our website (with appropriate redactions in accordance

with the Official Information Act 1982). Yes / No
3 indicate whether you would like us to arrange a media release regarding your Yes/No
decision.

Siobhan Routledge Hon Matt Doocey
Acting Deputy Chief Executive, Policy Associate Minister of Transport
31July2024 L /... /...
Minister’s office to complete: 0 Approved ] Declined
O Seen by Minister [0 Not seen by Minister [0 Overtaken by events
Comments
Contacts
Name ‘Telephone ' First contact
Slophan Routledge, Acting Deputy Chief Executive, 021 935 516
Policy
Tom Forster, Manager, Aviation 022 066 3875 4
Garrick Wood, Senior Adviser, Aviation 022 100 6635
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1

EXECUTIVE SUMMARY

Executive Summary

1

On 17 November 2023, the Applicants applied for authorisation of an arrangement consisting
of a Commercial Framework Agreement, codeshare arrangement, and related agreements
pursuant to section 88 of the Civil Aviation Act 1990.

The Ministry of Transport recommends that the Minister of Transport authorise the
arrangement for a period of five years.

Airline cooperation agreements are a common feature of international aviation. While
cooperation agreements, such as codeshares, can result in benefits to consumers, they may
also result in a reduction in competition, which can lead to higher fares or reduced services.

The applicants aim to establish a unilateral codeshare arrangement under which Virgin
Australia would market within Australia under its own brand services on routes from Australia
to New Zealand destinations operated by Air New Zealand. The arrangement would exclude
routes (presently only to and from Queenstown) operated by Virgin Australia using its own
aircraft. This agreement entails Virgin Australia marketing and selling trans-Tasman flights
operated by Air New Zealand under its VA code.

Under the arrangement, Air New Zealand would have exclusive authority to set the public
fares for these itineraries sold in Australia.

The arrangement would enable Virgin Australia to expand its access to additional
destinations within New Zealand, including Auckland, Christchurch, and Wellington without
committing its own aircraft.

A key consideration is that the arrangement’s distinctive feature of applying to sales solely in
Australia may raise concerns regarding its benefits for New Zealand travellers, who may not
reap advantages from these flights.

Introduction

8

10

11

This report provides a detailed analysis of the Ministry of Transport’s analysis of the
application from Air New Zealand and Virgin Australia (the Applicants) for authorisation of a
Commercial Framework Agreement, a Codeshare Agreement, and related implementation
agreements.

The effect of authorisation would be that the arrangements would be exempt from certain
provisions of the Commerce Act 1986 prohibiting cartel arrangements or arrangements which
substantially lessen competition.

The arrangement is unilateral and only applies to tickets sold in Australia by Virgin Australia
for travel to New Zealand. Air New Zealand will not be putting its code on Virgin Australia
services.

The Minister of Transport is responsible for authorising or declining an application made
under the Civil Aviation Act 1990. The Ministry of Transport provides advice to the Minister
on whether authorisation would be consistent with the criteria set out in the Act.
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2

THE APPLICANTS

Background on codeshare agreements

12 Codesharing is a commercial arrangement through which an airline is given the ability to sell
seats on flights operated by another airline as if it were operating that flight with its own
aircraft. Codeshare agreements are relatively common and, without additional cooperation,
rarely raise competition issues.

13 Codeshare arrangements can result in benefits to consumers through, for example, better
access to connecting flights, more choice of routes and the ability to earn and redeem
frequent flyer points.

14  However, codesharing can reduce incentives for airlines to operate with their own aircraft.

The New Zealand context

15 In principle, we have taken the view that codesharing arrangements are a necessary tool for
airlines to overcome restrictions imposed on them by bilateral air services agreements and to
compete on a global scale. However, each codeshare arrangement must be carefully
examined to ensure it delivers benefits that counteract any negative impact.

16 Several codeshare arrangements have been authorised in New Zealand under the Act.

The Applicants
Air New Zealand

17  Air New Zealand operates a fleet of approximately 105 aircraft, with 13 on order, flying to 20
airports in New Zealand and 30 destinations internationally.

Virgin Australia

18  Virgin Australia is an Australian budget airline carrier with approximately 88 aircraft flying,
with 4 on order, and with a passenger network covering 39 domestic and international
destinations.

19 Due to the impact of COVID 19, the airline went into administration in April 2020 and was
purchased and delisted on 17 November 2020 by Bain Capital.

20 During the administration process, Virgin Australia sold off its widebody aircraft, including
Boeing 777s and Airbus A330s.

21 Travel between Australia and New Zealand resumed without quarantine restrictions on 13
April 2022.

22 Virgin Australia resumed operating services to Queenstown only on 2 November 2022.
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3

OUTLINE OF THE PROPOSAL

Outline of the proposal

23

The proposal is for a unilateral codeshare arrangement. Under this codeshare arrangement
the Applicants coordinate their operations on the Tasman.

Key features of the codeshare arrangement with Virgin Australia

24

25

26

Under the proposed arrangements, Virgin Australia would promote and sell trans-Tasman
flights operated by Air New Zealand under its VA code. Key features include:

a The fares for the services, including discounts, will be set by Air New Zealand.

b Virgin Australia’s Frequent Flyer members will gain access to Air New Zealand’s
lounges and can earn and redeem points on Air New Zealand trans-Tasman services.

The codeshare will not apply on routes where Virgin Australia operates its own trans-Tasman
services (currently only routes to Queenstown) or any future points it serves in New Zealand.

It is a unilateral codeshare (Air New Zealand will not be putting its code on Virgin Australia
services) and only applies to tickets sold in Australia for travel from Australia.

Scope of authorisation

27

28

Air New Zealand and Virgin Australia seek authorisation for five years to make and give
effect to a Commercial Framework Agreement, Codeshare Agreement, and various related
agreements.

Provisions of the Commercial Framework Agreement, the Codeshare Agreement, the
Corporate / SME Dealing Agreement and the Special Prorate Agreement relate to the fixing
or application of tariffs and the fixing of capacity, and require authorisation.

Consideration in other jurisdictions

29

30

31

32

33

In Australia, collaborative arrangements in international air services are considered by the
Australian Competition and Consumer Commission (the ACCC). Given the codeshare
arrangement involves trans-Tasman routes, decisions made by the ACCC are relevant to our
assessment of the Application.

On 1 May 2024, the ACCC issued a draft determination and interim authorisation
recommending authorising the proposed conduct for a period of five years.

On 6 June 2024, the ACCC issued a final determination granting authorisation for a period of
5 years, until 30 June 2029.

Commissioners have taken the view that while the proposed conduct would result in minimal
benefits to Australia, the potential detriments are smaller, and there is no reason to decline
the application.

The benefits identified by the ACCC are:

. Increased choice and convenience for Australian point of sale trans-Tasman travellers,
including corporate and SME customers
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COMMERCIAL RATIONALE FOR THE CODESHARE AGREEMENT

. Better loyalty programme benefits for Virgin Australia customers
° International lounge access for eligible Virgin Australia customers

34 These are all benefits that accrue to Australian based travellers. Given the nature of the
codeshare these benefits are not available to New Zealand customers. Therefore, we have
not given weight to them, nor are required to under the Act, in reaching our conclusions.

Commercial rationale for the codeshare agreement

35 The Applicants state that the commercial rationale for the codeshare arrangement is to allow
Australians to travel to New Zealand, and to earn and redeem loyalty points on that travel.
This is because New Zealand is one of Australia’s largest international travel destinations for
leisure and business purposes.

Air New Zealand’s view
36 The airline claims that:

° This codeshare arrangement will increase passenger numbers flying on the code
shared flights via Air New Zealand. These passengers include Australian Small and
Medium size Enterprise (SME) and corporate customers who will likely pay higher fares
on trans-Tasman and domestic services.

. It is a potential opportunity to provide additional trans-Tasman services to Australian
customers where Air New Zealand does not have a sale presence.

° The increased utilisation of its trans-Tasman capacity will improve the sustainability of
its flight operations.

Virgin Australia’s view

37 The airline claims that operating only to Queenstown leaves a gap in its network not only for
the sales of trans-Tasman services but also for the Velocity Frequent Flyer programme
members. Not having this arrangement impacts negatively on the airline’s ability to compete
with other Australian carriers (such as Qantas).

Consultation

38 The Ministry invited submissions from interested parties on the application. Submissions
were received from Auckland, Christchurch, and Queenstown Airports, NZ Airports
Association and customers and former employees of Virgin Australia.

Auckland Airport

39 Auckland Airport stated that the arrangement would only benefit a small group of Australia-
based Virgin customers.
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CONSULTATION

40 It would entrench the current position where Virgin (which the airport considers to be the
most likely entrant) would have little incentive to resume services on the Tasman. Currently
there is less competition, lower capacity and higher fares than pre-COVID.

41 It would also displace existing Air New Zealand passengers with higher-yielding VA
passengers.

Christchurch Airport

42  Christchurch Airport emphasised the importance of a competitive trans-Tasman market to
New Zealand’s economy and tourism industry.

43  Christchurch Airport considers that the effect of the proposed codeshare will be to reduce the
commercial motivation for Virgin Australia to fly its own services on trans-Tasman routes,
protecting existing market dynamics. In Christchurch Airport’s view this would allow the
incumbents to maintain high airfares and offer less capacity and choice.

44  On the other hand, the benefits are minor and accrue predominantly to Virgin Australia
frequent-flyer customers.

Queenstown Airport

45  Queenstown Airport noted the exclusion of Queenstown from the proposed codeshare

arrangement and supported its authorisation on that basis.

New Zealand Airport Association

46

47

NZ Airports considers that the benefits of the codeshare to a small number of Australian
travellers are outweighed by the reduction of competition in the now duopoly trans-Tasman
market. NZ Airports outlines the negative impact it considers the previous alliance between
Air New Zealand and Virgin had on capacity. NZ Airports consider that this arrangement
creates a strong disincentive for Virgin to resume trans-Tasman services.

The submission cites recent Australian research showing the benefits to consumers where
there are two rather than one, or three rather than two airlines in a market.

Customers and former employees of Virgin Australia

48

49

50

A Virgin Australia customer opposed the arrangement, arguing that Virgin should not be
allowed to profit from a codeshare with Air New Zealand, in light of how difficult Virgin
Australia had made it for passengers to use flight credits for bookings they had made prior to
the airline being placed in administration.

Former employees of Virgin Australia opposed the codeshare, expressing resentment with
Virgin Australia for its handling of job losses during COVID-19 and following administration.

A former Virgin Australia pilot argued that while the arrangement presented certain benefits,
it posed a risk to the competitive landscape of the trans-Tasman aviation market. Benefits for
competition, employment and the regions would come from Virgin Australia serving more
trans-Tasman routes in its own right.
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FRAMEWORK FOR OUR ANALYSIS

Framework for our analysis

51 Our analysis relating to the authorisation of the proposed codeshare agreement includes
both an analysis of whether it meets the strict statutory criteria in the Civil Aviation Act, and a
public interest assessment.

Statutory analysis

52  The Applicants have applied for authorisation in accordance with section 88 of the Act. The
Act provides for an exemption for cooperative arrangements between international airlines,
from certain prohibitions in the Commerce Act 1986.

53  Section 88 of the Act sets out a number of statutory pre-conditions that need to be met by all
provisions of the arrangements for which authorisation is being sought.

54  We have analysed the provisions of the Commercial Framework Agreement (CFA) and
related Implementation Agreements against the statutory criteria set out in the Act. We have
reviewed and find that they do not breach any of the Act’s criteria. Our detailed analysis
against the Act’s criteria is set out below and is legally privileged.

55 Annex 1 of this report contains analysis of how arrangements relate to tariffs and capacity.

Compliance with any relevant international convention, agreement, or
arrangement (section 88(3))

56 Under the CFA, the Applicants will enter into a unilateral codeshare agreement enabling
Virgin Australia to codeshare on Air New Zealand Trans-Tasman routes. The CFA excludes
overlapping point to point services operated by Virgin Australia (such as Queenstown), as
well as Air New Zealand domestic services. The CFA does not prejudice compliance with
any relevant international agreements and arrangements.

Provides for direct or indirect enforcement through fines or market pressures
against any person (section 88(4)(a))

57 The CFA does not include provisions that provide for enforcement through fines or market
pressures.

58 Fares are set by Air New Zealand for resale by Virgin Australia. This does not prevent Virgin
Australia from commencing operations or having price control over routes that are subject to
the CFA, but it would mean that the CFA subject to those routes would cease to apply.
Clause 13 (dispute resolution) of the CFA is further evidence that the parties are not looking
to enforce the Agreement, but rather agree a way forward should there be a dispute.

59 The CFA provides for an Initial Term of 3 years, with the parties able to agree in writing to
renew for a subsequent 2 years. An Exit Fee of $750,000.00 NZD is payable when a party
terminates the arrangement during the Initial Term unless otherwise provided (clause 7(a)).
Following the initial term, either party may terminate for convenience by providing the other
party with no less than 3 months prior written notice. The Applicants have advised that the
intent of the Exit Fee is to compensate the other party for the implementation costs
associated with the Agreement.
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FRAMEWORK FOR OUR ANALYSIS

A fine is a sum of money that must be paid as a punishment for breaking a law, rule or in this
case a commercial arrangement. The Exit Fee provided for in the CFA is not a fine as the
applicants have advised that the fee is to compensate rather than to punish.

We do not consider that the inclusion of the Exit Fee provides for direct or indirect
enforcement against either party through fines or market pressure.

Has the purpose or effect of breaching the terms of a commission regime
under section 89 (section 88(4)(b))

62

63

Section 89 of the Act enables the Minister to issue, amend or revoke agent commission
regimes. There are two regimes which remain in place (the Civil Aviation (Passenger Agents’
Commission Regime) Notice 1983 and the Civil Aviation (Cargo Agent's Commission
Regime) Notice 1983.

The CFA does not reference any commission regime issued under section 89 and does not
contain any provisions that have the purpose or effect of breaching the terms of the
commission regimes under the Act.

Unjustifiably discriminates between consumers of international air services in
the access they have to competitive tariffs (section 88(4)(c))

64

65

The CFA does not contain provisions that unjustifiably discriminate between consumers in
terms of this subsection.

The CFA is permissive (it allows Virgin Australia customers to fly on Air New Zealand flights
as Virgin customers). Air New Zealand retains the ability to set the price at which the seats
are sold. Access to competitive tariffs is retained.

Regarding tariffs, has the effect of excluding any supplier of international
carriage by air from participating in the related market (section 88(4)(d))

66

67

The CFA does not restrict the Applicants from participating in the market. On the face, the
arrangement does not appear to have the effect of excluding any supplier of international
carriage by air from participating in the market.

Virgin Australia is free to commence operations on, or have price control over, routes that are
subject to the CFA, but it would mean that the CFA would cease to apply to those routes.

Has the purpose or effect of preventing any party from seeking approval of a
tariff under section 90 (section 88(4)(e))

68

69

70

Section 90 of the Act provides for the authorisation of single airline tariffs (as opposed to joint
airline tariffs).

The parties have agreed that for the avoidance of doubt, nothing in the CFA has the purpose
or effect of preventing the parties from seeking approval, in terms of section 90, for the
purpose of selling international carriage by air at any other tariff so approved.

Therefore, we consider that the CFA cannot have the purpose or effect of preventing the
parties from seeking approval in terms of section 90 of the Act.
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Prevents any party from withdrawing without penalty on reasonable notice
from the contract, arrangement or understanding (section 88(4)(f))

71 In addition to the Exit Fee (noted at paragraph 59 above), the CFA also provides for other
permitted reasons for withdrawing from the CFA:

a if a party seeks to terminate under clause 7(a) because the parties are operating
overlapping trans-Tasman services beyond those already carved out (for example,
those to Queenstown), the terminating party is not liable to pay the Exit Fee (clause

6(c)(ii))

b the parties may terminate immediately including change of control of one of the parties,
bankruptcy or insolvency, is no longer authorised to operate as a scheduled airline, or
breaches any civil aviation safety obligation which has or is likely to have a material
effect on either party (clause 7(d))

c the terminating party shall incur no liability for any expenses, costs or damages or any
kind incurred by the other party as a consequence of such termination or any
compensation by reason thereof as long as the notice of termination is given in
accordance with the provisions in the Agreement (clause 7(f)).

72  Therefore, taken as a whole given the acknowledgement of other reasons to withdraw, on
balance the CFA does not prevent a party from withdrawing without penalty on reasonable
notice. The Exit Fee amount could be considered reasonable given the commercial nature of
this industry and costs associated with implementing the arrangement.

Effect of declining authorisation on international comity (section 88(5))

73  This provision qualifies the mandatory negative effect of section 88(4) and only becomes
relevant if, contrary to the advice set out above, the Minister determines that provisions in the
CFA fall foul of one of the criteria in section 88(4).

74  Comity is not defined in the Act and is one of two instances when used in New Zealand
legislation. “Comity” is defined in the Shorter Oxford (in the form of “comity of nations”) as
being “the courteous and friendly understanding by which each nation respects the laws and
usages of every other, so far as may be without prejudice to its own rights and interests.”

75 In very similar vein “The international courtesy between nations in which recognition is
accorded to the laws and customs of each state by others”. Legal dictionaries focus more on
the aspects of a court asking due notice of foreign laws and judgements. Comity is not part of
international law but is regarded as important for public policy reasons.

76  Most international code-share arrangements will require approval in at least two jurisdictions,
each with their own legislation or processes. Therefore, we consider that this provision
should not be interpreted to mean that New Zealand must always accept and adopt the
findings of the other regulator.

77  The two regulators will be applying different legislation. The impacts are likely to be different
in the two countries given the one-way nature of the arrangement (point of sale is from
Australia only).

78 The parties have applied to the Australian Competition and Consumer Commission (ACCC)
in parallel for authorisation and believe authorisation should be granted in Australia on the
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basis that the Agreement creates a net public benefit for Australian consumers. The ACCC
approved the authorisation on 6 June 2024.

We do not consider reaching a decision that differs from that of the ACCC will have an
undesirable effect on the international comity between New Zealand and Australia.

Public interest analysis

80

81

Crown Law has previously advised us that the Minister of Transport is not required to
authorise provisions of any agreement merely because the provisions satisfy all of the
statutory pre-conditions in the Act. The public interest is also a relevant factor. In making the
decision, the Minister may weigh any detriment to consumer welfare against any special
considerations relating to the benefits of international air carriage in the relevant markets.

Therefore, we have undertaken a comprehensive analysis of the proposed codeshare to
determine whether, on balance, authorisation is in the public interest in New Zealand. This
consists of:

. an analysis of how the codeshare agreement affects competition in relevant air
services markets

° a consideration of the benefits claimed by the Applicants

. a consideration of the likely detriments that authorisation would entail for New Zealand
as a whole

° a consideration of the counterfactual scenario (i.e. what is likely to occur if authorisation
is declined)

° an overall conclusion drawing together the factors described above.

Impact on markets

82

As part of our analysis, the Ministry has reviewed the competitive landscape of the trans-
Tasman market. This review involved examining the market share and the capacity provided
by other international carriers and assessing how this landscape has evolved in the
aftermath of the COVID-19 pandemic.

Market share analysis

83

Historically, we have not had concerns about competition in the trans-Tasman market due to
the number of airlines operating to New Zealand. However, post-COVID, there have been
some airlines that have not returned to the New Zealand market, reducing the number of
competitors operating on trans-Tasman routes. This has resulted in the post-COVID trans-
Tasman market showing duopolistic characteristics.
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Figure 1 Trans-Tasman airline capacity market share by percentage

Source: BITRE, international airline activity, maximum seats by airline, Jan 2014-Jan 2024
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Figure 2 Trans-Tasman market share by maximum seats

Source: BITRE, international airline activity, maximum seats by airline, Jan 2014—Jan 2024
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Table 1 Trans-Tasman average market share

Period' 2;;:::; Emirates | Jetstar | Qantas Xi:g::alia 2::;:%
Pre-COVID 2019Q1 - 2020Q1 37% 4% 10% 26% 19% 4%
CovID 2020Q2 - 2022Q2 82% 4% 3% 13% 0% 1%
Post-COVID | 2022Q3 —2023Q4 41% 3% 13% 32% 3% 7%

Source: BITRE, international airline activity, maximum seats by airline, Jan 2014—Jan 2024

84

85

86

87

Pre-COVID, Air New Zealand had 37% of the trans-Tasman market (see Table 1), Qantas
and Jetstar combined 36%, Virgin Australia 19% and other operating airlines 4 percent.

During COVID, Australia and New Zealand established a travel bubble between them, which
was operational throughout the second and third quarters of 2021. Emirates, Virgin Australia
and other airlines suspended their trans-Tasman operations during this period, only recently
resuming services. New Zealand borders were opened and full travel restrictions were lifted
on 31 July 2022. Throughout this period, Air New Zealand held a dominant market share of
82% followed by Qantas at 13% and Jetstar at 3%. It is not practicable to draw any
meaningful conclusions about market share during the pandemic given the various border
closures and health restrictions.

During the post-COVID period, Air New Zealand’s market share fell back to 41% as other
carriers returned to the market, with Qantas and Jetstar at 45% and Virgin Australia at 3% in
the last quarter of 2023.

While several fifth freedom carriers operate on trans-Tasman routes, they make up
approximately 5-10 percent of the market and mainly connect long-haul passengers rather
than direct point-to-point passengers.

Trends and overall market share

88

89

Trans-Tasman capacity is increasing but it remains well below pre-COVID levels. Statistics
from the Bureau of Infrastructure and Transport Research Economics (BITRE) (see Figure 2)
show capacity for January 2024 being over 112,000 fewer seats compared to January 2020.
Total capacity for 2023 was approximately 1.5 million fewer seats than for 2019.

Airlines are increasing capacity, including:

. In March 2024, Qantas announced that from October 2024, it will add up to 260,000
additional seats across three of its trans-Tasman routes over 12 months, compared to
its current schedule.

o [COMMERCIAL IN-CONFIDENCE] From April 2025, Jetstar plans to introduce daily
services to Hamilton from the Gold Coast and Sydney. This could be a sign that low-
cost carriers are seeing an opportunity to focus on regional airports.

1

New Zealand’s borders closed from 19 March 2020 until all travel restrictions were lifted from 31 July 2022. For simplicity of
calculating averages, we have defined the pre-COVID period as 2019Q1 to 2020Q1 (1 January 2019 to 31 March 2020); COVID
as 2020Q2 to 2022Q2 (1 Apil 2020 to 30 June 2022); and post-COVID as 2022Q3 to 2023Q4 (1 July 2022 to 31 December 2023)
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90

91

We consider that Qantas and Jetstar will continue to add capacity where they see a
commercial case for doing so. While airlines are moving to fill the gap in capacity, it is
primarily shared between Air New Zealand and the Qantas Group.

We see some general trends in the market:

o Air New Zealand’s proportion of the market capacity has remained almost the same as
it was before the pandemic. Air New Zealand continues to maintain a dominant market
position across the three periods of pre-COVID, during COVID, and post-COVID.

o Qantas and Jetstar have recovered post-COVID making a slight increase in market
share compared to their pre-COVID levels.

o Virgin Australia has not recovered post- pandemic due to its restricted operation to
Queenstown only.

. If Qantas does add the extra seats as announced in March, it is probable that Qanta’s
market share will increase to 34% leaving Air New Zealand with slightly less
dominance in the market with 39%.

Fifth freedom carriers

92

93

‘Fifth freedom’ rights are the rights for an airline to carry passengers between two other
countries as part of a service starting in its home country. Several carriers? are currently
operating trans-Tasman fifth freedom services.

Fifth freedom carriers generally operate on one route only (and other than Emirates they only
serve Auckland) and with a frequency of once a day or less. Fifth freedom carriers will enter
and exit the market based on a range of commercial considerations. Overall, we conclude
that these carriers are unlikely to provide significant capacity or competitive pressure.

Airfare analysis

94

95

96

We have not completed detailed airfare analysis due to the application being for a new
codeshare arrangement absent of historical data.

Data from Stats NZ shows international airfares are coming down overall, but they remain
volatile and higher than pre-COVID. The selected price index for international air transport for
April 2024 is 20 percent lower than April 2023 but 55 percent higher compared to April 2020
(see Figure 3).

Among various factors that affect pricing, airfares are generally falling. We do not expect the
codeshare would significantly impact on airfares given Air New Zealand will be setting prices
based on demand. Furthermore, the main reason the codeshare would unlikely affect
airfares generally, is due to the small impact from overall passenger movements.

2

Air Asia X, Emirates, LATAM, Chine Airlines, China Eastern Airlines, and Batik Air Malaysia
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International airfares are falling but remain higher than pre-COVID

Source: Stats NZ, Selected Price Index (SPI): International Air Transport, monthly indexes, July 2015-April 2024

COVID border closures

Index

2076 2017 2018 2019 2020 2021 2022 2023 2024

Monthly data directly feeds into the CPI and uses the same data source, data treatment, and quality adjustments as the official quarterly CPI.

Source: Stats NZ - Created with Datawrapper

Figure 3 Selected price index, international air transport

Source: Stats NZ, selected price indexes, July 2015—April 2024

Public benefits

97  Public benefits refer to the benefits that are received by direct users of the codeshare and
other consumers who benefit indirectly as a result of the codeshare. Our analysis has
considered the following public benefits to be incurred to New Zealanders or those in New
Zealand.

Increase in tourism through better marketing

98 The Applicants claim that the codeshare will deliver incremental tourism to New Zealand and
incremental passengers on Air New Zealand services.

99 The Applicants also state that the codeshare would see enhanced marketing of New Zealand
as a destination to Virgin Australia customers (and Australian customers more generally).
This enhanced marketing is expected to result in incremental traffic to New Zealand, with
corresponding benefits in the form of additional tourism spend.

100 For other cooperation agreements we have agreed that improved access to a home
country’s marketing networks provides a benefit. However in this case we have place limited
weight on it.

101 Australia is culturally a similar market to New Zealand and Air New Zealand already has a
strong stand-alone presence. It is the second biggest overseas airline in Australia (the
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102

second biggest foreign airline) and Australia is far and away its biggest international market.
Pre-COVID it consistently topped most trusted brand surveys in Australia.

We consider that the additional benefit Air New Zealand would get from a marketing partner
in Australia is limited.

Incremental passengers on Air New Zealand’s services

103

104

105

106
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The Applicants further claim that, in addition to generating incremental traffic to New
Zealand, Velocity members, and those corporate travellers who are part of the VABF
programme who may otherwise travel with Qantas will, as a whole, be more likely to travel
via Virgin Australia code on Air New Zealand trans-Tasman services.

The Applicants say that this incremental traffic will have the benefit of improving the
efficiency and sustainability of Air New Zealand’s flight operations.

Air New Zealand has estimated this benefit to be an additional 1.3 percent on current load
factors, which equates to up to 3 passengers per flight for an A321neo aircraft. Virgin
Australia independently submitted that it estimates the additional load factor could be up to 3
to 5 percent. Some of these passengers might be higher value customers adding more to Air
New Zealand revenue than an average customer.

To the extent there are additional passengers through the codeshare, this could negatively
impact Air New Zealand passengers on pricing or other customer benefits, but this may
happen anyway through Air New Zealand’s customer growth through their own marketing
efforts.

TAS Load Factor (NZ) ««sseeees 6 month moving average

Jan 2022 Jul 2022 Jan 2023 Jul 2023

Figure 4 Air New Zealand load factors on trans-Tasman routes

Source: Air New Zealand

107

Currently, Air New Zealand load factors for the Tasman hover between 80 and 84 percent.
While any additional passengers and revenue supports a service, at this load factor the
services are not at risk, either by displacing existing Air New Zealand customers, or requiring
additional aircraft or services.
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108 Furthermore, Air New Zealand has constrained ability to increase capacity over the next 18
to 24 months, mainly due to the impact of global engine maintenance issues.

109 From a system viewpoint we also note that many of these passengers will be transferring
from Qantas and so would have a negative reciprocal effect on it. We place limited weight on
benefits that are a transfer of passengers from one airline to another. The counter is a
reduction in the efficiency of services offered by the Qantas group. It is difficult to know the
extent to which any increase in the number of Australian corporate and SME customers who
choose to fly to New Zealand due to the arrangement is from those who are not already
locked into a relationship with Qantas.

Other benefits

110 We have also identified and considered other minor benefits from the codeshare including:

Enabling Virgin Australia to better gauge whether sufficient profitable demand
has emerged to inform any decision making on whether a re-entry onto trans-Tasman
routes would be viable. We think that long term, the codeshare will give the Applicants
better information on future services and whether Virgin Australia has the ability to re-
enter the trans-Tasman market using its own metal. However, this is only one factor.
While growing the corporate/SME sector will assist, the airline will be reliant on a
substantial number of passengers visiting friends and relatives or for tourism on non-
Queenstown routes.

Positive network externalities such as by each of the Applicants being able to offer
their customers a wider range of route options and/or departure times. Given that Virgin
Australia is making use of existing Air New Zealand services any benefit is limited to a
subset of its existing customer base (i.e. Australians connecting onto trans-Tasman
services.) This differs from what might be possible under an alliance or joint venture.

Better vertical pricing coordination, in particular, the elimination of double
marginalisation (EDM) which can otherwise arise when independent entities with
market power each add profit margins to pricing along vertical supply chains (which
serves to reduce both combined profits and consumer welfare). However, a study
specifically looking at the benefits of Air New Zealand alliances concluded that
cooperation short of a joint venture between Air New Zealand and its alliance partners
would not result in the elimination of double marginalisation. While double
marginalisation may not be eliminated, it could conceivably be reduced due to Air New
Zealand setting the price for Virgin Australia seats.

Public detriments

111 Public detriments refer to the costs of the codeshare arrangement to consumers. We have
assessed what the likely downsides or costs are if the arrangement is authorised.
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Disincentive for Virgin Australia to expand in the New Zealand market

112

113

114

If the arrangement was to prevent Virgin Australia from re-entering the market, this would
have a cost to New Zealand that would likely outweigh the small benefits likely to accrue; and
we would be unable to recommend authorisation of the codeshare.

We also consider that even the threat of entry can have a beneficial impact on market
behaviour. Despite what Virgin Australia has told us, New Zealand airports consider that the
codeshare does reduce the incentive for Virgin Australia to re-grow its New Zealand
presence. If Air New Zealand and Qantas share this view, then authorisation could
encourage duopoly behaviour to the detriment of New Zealand.

However, we are not able to reach a firm conclusion on if or when Virgin Australia would
consider entering the market in the absence of the codeshare. We consider it unlikely Virgin
Australia would consider entering given the capacity expansion of other airlines and other
current market factors.

Increase in price for other travellers

115

116

117

118

Some submitters noted that Virgin Australia frequent flyers buying seats on Air New Zealand
flights could lead to an increase in airfares, or push New Zealanders looking to travel to
Australia into higher fare brackets.

We do not agree that we should give weight to a detriment of this nature. However, we have
not considered that as a detriment. Airline pricing behaviour will reflect the willingness to pay
of the marginal passenger — whether that is through direct payment, or spending of frequent
flyer points.

We acknowledge that there may be an increased demand for capacity on Air New Zealand
seats, and, in principle, a small risk of New Zealand flyers either missing out on seats, facing
busier Koru lounges, having to pay for more expensive ones, or potentially facing a higher
fare option in their preferred price tiers.

However, given the small incremental numbers that are expected due to the arrangement,
and with current load factors, any overall effect should be small, and spread out across fare
brackets (which may further dampen the effect within each bracket).

Counterfactual

119

120

We compared the public benefits and public detriments to be generated with and without the
authorisation of the arrangement. We analysed how the relevant markets might react if
authorisation is not granted.

As part of the application, Virgin Australia provided their own summary and analysis of what
likely scenario would occur if the codeshare agreement was not authorised.
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Virgin Australia

121

122

123

124

125

126

127

Virgin Australia has stated it has no plans to operate trans-Tasman services beyond its
existing Queenstown routes.

Virgin Australia has also stated that it:
o it will not enter the routes covered by the proposed arrangement,

o the arrangement will not disincentivise its re-entry if those routes become commercially
viable,

. no alternative commercial partner or cooperation/partnership model is available to it.

Virgin Australia argues that with, or without, the arrangement, its incentives for re-entering
the trans-Tasman market using its own aircraft on non-Queenstown routes do not change.

Virgin Australia has advised that it keeps its route network under continual review. However,
the most recent Board papers Virgin Australia has shown us on the short haul network date
from 2022. We consider this to be a dated decision in the rapidly evolving post-COVID
environment.

But equally operating conditions have not improved such as to suggest that re-entry is a
realistic possibility in the short term. Factors advanced by Virgin Australia include:

o non-Queenstown routes have historically been highly unprofitable with performance
challenges being more prominent today than five years ago;

° aircraft, crew and capital resources would be an opportunity cost better employed on
other routes,

o regardless, Virgin Australia has no available aircraft capacity to service non-
Queenstown routes in the near-term.

Virgin Australia showed a $55.6 million loss on trans-Tasman operations for FY2019 with
only Queenstown routes returning a profit. Only one additional route was slightly profitable
but only due to it being heavily subsided. The airline states the financial performance was not
unique to 2019, and load factors were 69% compared to 78% for the Australian domestic
network.

Virgin Australia has stated its medium-term focus is on Australian domestic resilience and
more profitable short haul international routes. To meet this objective additional aircraft are
needed but it is hampered by an existing shortage due to:

° certification delays of 737-10 aircraft originally scheduled for delivery in 2023 out to
2026,

o future committed deliveries of 737-8 aircraft originally scheduled for 2024 being
delayed to 2025.

Ministry of Transport assessment

128

Economic conditions in both countries are not conducive to increased demand for air travel.
Australia is facing subdued economic growth in the short term and New Zealand is
experiencing a slowdown of growth due to high inflation and reduced spending.
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129

130

131

132

133

134

135

The Applicants have applied for authorisation of the codeshare for a term of at least five
years. This is consistent with similar airline co-operation agreement authorisations. The
applicants argue that five years will provide certainty to customers, especially corporate and
SME clients.

We considered authorising for three years as the uncertainty over a Virgin Australian re-entry
with its own aircraft increases with time. The Act does not easily provide for setting
conditions, such as length of authorisation. To do so would require the applicants to amend
their application.

On balance, we do not consider that the uncertainty in years 4 and 5 to be such that a
shorter authorisation period would resolve it. We also see benefits in aligning the
reauthorisation timetable in New Zealand and Australia.

We agree that identified public benefits, being increased tourism and incremental passenger
growth on Air New Zealand services, are limited and small. Moreover, better information can
be gained through the codeshare by Virgin Australia to better inform its ability to re-enter the
routes using its own aircraft. As for detriments, because of the small impact from incremental
passenger numbers and load factors, the codeshare is unlikely to impact prices.

Beyond this, our key reasoning is that we think that Virgin Australia’s re-entry into non-
Queenstown routes is very unlikely over the two to three years with or without the codeshare.
The explanations put forward are credible:

o those routes have historically been highly unprofitable with performance challenges
being more prominent today than five years ago.

o aircraft, crew and capital resources would be an opportunity cost and better served on
other routes.

o regardless, Virgin Australia has no available aircraft capacity to service those routes
in the near-term.

We have reached this view particularly given the capacity expansion of other airlines
combined with other global pressures, such as aircraft delays and engine, impacting market
recovery.

Our analysis shows there is not sufficient reason to decline authorisation. This conclusion is
reinforced by the findings of the ACCC. While a decision is finely balanced, our
recommendation is to authorise for a period of five years as requested by the applicants.

Conclusion

136

137

138

In considering the above benefits and detriments, and the counterfactual scenario, we
believe that on balance, the codeshare agreement delivers small benefits to New Zealand,
over and above any potential detriments.

We also note that the arrangement meets the statutory conditions allowing it to be authorised
under section 88 of the Civil Aviation Act 1990.

In light of this, we recommend authorising the Commercial Framework Agreement.
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CONCLUSION

We recommend that authorisation should be for a period of five years. This is the period
applied for by the Applicants and allows for a further reassessment of the codeshare
agreement after an appropriate interval.

Future authorisations will be under the Civil Aviation Act 2023 using different statutory
criteria. This authorisation should not be seen as indicative of the result of any future
application to be assessed under the new Act.
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Annex 1 Analysis of how arrangements relate to tariffs and capacity

The Civil Aviation Act 1990 does not provide that any or all contracts, arrangements and understandings (“agreements”) may be authorised but only
that provisions of agreements may be authorised so far as they relate “whether directly or indirectly, to the fixing of tariffs, the application of tariffs, or
the fixing of capacity, or any combination thereof”.

The tables below describes if and how each of the provisions of the Commercial Framework Agreement, the Codeshare Agreement, the Corporate /
SME Dealing Agreement and the Special Prorate Agreement relates to the fixing or application of tariffs and the fixing of capacity. Annex 1A provides
information for noting regarding documents yet to be finalised by the Applicants.

Key to assessments
Structural: Document framework. Not related to tariffs or capacity

Machinery: Makes the agreement work. May be —
o Directly related to tariffs and/or capacity
e Indirectly related to tariffs and/or capacity
e Not related to tariffs or capacity

Boilerplate: Standard provisions of a general nature not peculiar to the
agreement. Not related to tariffs or capacity.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Introduction Machinery. Sets out the framework within which the Parties will cooperate and the key
components of that cooperation. Relates indirectly to tariffs and capacity.
1 Definitions and Interpretation
1.1 Definitions Machinery. “Exit Fee” relates indirectly to tariffs and capacity. Otherwise, not related to
tariffs or capacity.
1.2 Interpretation Structural. Not related to tariffs or capacity.
2 Approvals
2(a) Cooperation re approvals Machinery. Relates indirectly to tariffs and capacity.
2(b) Other cooperative activities Machinery. Not related to tariffs or capacity.
2(c) Action consequent on non-approval etc Machinery. Relates indirectly to tariffs and capacity.
2(d) Competition Law compliance Machinery. Relates indirectly to tariffs and capacity.
3 Implementing Agreements
3(a) List of related Agreements, including Codeshare Agreement, MITA Machinery. Necessary for the specifics and implementation of the arrangements relating
Supplementary Agreement, Special Prorate Agreement etc to tariffs and capacity. Relates directly to tariffs and/or capacity.
4 Other areas of cooperation
4(a) Velocity Points; reciprocal employee travel benefits Machinery. Relates indirectly to tariffs and capacity.
5 Governance and review
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Section # Section heading Assessment

5(@) Establishment of CGW Group Machinery. The CGW Group is responsible for implementing and overseeing the
operation of the Agreements. Relates directly to tariffs and/or capacity.

5(b) Responsibilities of CGW Group Machinery. The CGW Group is responsible for implementing and overseeing the
operation of the Agreements. Relates directly to tariffs and/or capacity.

6 Term

6(a) Commencement date and initial term Machinery. Indirectly related to tariffs and/or capacity.

6(b) Obligations conditional on Approvals Machinery. Indirectly related to tariffs and/or capacity.

6(c) Overlapping TT point-to-point services Machinery.

6(d) Renewal term Machinery. Indirectly related to tariffs and/or capacity.

7 Termination

7(a) Termination for convenience during initial term Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

7(b) Termination for convenience after initial term Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

7(c) Termination if Approval not granted/not renewed etc Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

7(d) Termination on occurrence of specific events Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

7(e) Provisions surviving Termination Machinery. Indirectly related to tariffs and/or capacity.

7(f) No liability for expenses for proper termination Machinery. Indirectly related to tariffs and/or capacity.
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7[(9)] Accrued obligations, rights, liabilities Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

8 Force Majeure

8(a) No liability arises from force majeure Boilerplate.

8(b) Strikes Boilerplate.

9 Taxes

9(a) Standard tax provisions to apply Machinery. Necessary for the operation of other provisions relating to tariffs and
capacity.

9(b) Treatment of taxable supplies Machinery. Necessary for the operation of other provisions relating to tariffs and
capacity.

10 Confidential Information

10(a) Restrictions on use of confidential information Boilerplate.

10(b) Non-application of confidentiality obligations Boilerplate.

10(c) Cessation of use of confidential information Boilerplate.

10(d) Notification of breach and mitigation process Boilerplate.

10(e) Equitable relief in event of breach Boilerplate.

11 Intellectual Property and Trade Marks

11(a) Mutual recognition of Marks Machinery. Some use of the other party’s Marks may be necessary for marketing

purposes (cf 11(d) & (e)). Indirectly related to tariffs and/or capacity.
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Section # Section heading Assessment

11(b) Marks and goodwill the exclusive property of owner Boilerplate.
11(c) No adverse action in relation to Marks Boilerplate.
11(d) Proposed publicity involving a party’s Marks Machinery. Some use of the other party’s Marks may be necessary for marketing

purposes. Indirectly related to tariffs and/or capacity.

11(e) Non-exclusive, non-transferable licence to promote services Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11(f) NZ to notify VA of any Mark infringement Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11(g) VA to notify NZ of any Mark infringement Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11(h) Sharing of artwork etc Machinery. Such sharing of materials may be necessary for marketing purposes.
Indirectly related to tariffs and/or capacity.

12 Exclusion of Consequential Loss

12(a) No liability for consequential loss Boilerplate.
13 Dispute Resolution

13(a) Process for resolving disputes arising Boilerplate.
14 Representations and Warranties

14(a) Incorporation; due authorisation; no default, violation etc from Boilerplate.

implementation

15 Miscellaneous
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Section # Section heading Assessment

15(a)-(m) Nature of relationship; Governing law; Compliance with laws; Notices; Boilerplate.
Costs and expenses; Variation; Entire agreement; Waiver;
Severability; Assignment and novation; Counterparts; Rights and
remedies; Joint and severable liability

Codeshare Agreement

Section # Section heading Assessment

Introduction Machinery. Sets out the framework within which the Parties will cooperate and the key
components of that cooperation, including the placement of VA’s designator code on
code-shared flights. Relates indirectly to tariffs and capacity.

1 Definitions

11 Definitions Machinery. “Code Shared Flights” relates indirectly to tariffs and capacity. Otherwise,
not related to tariffs or capacity.

1.2-1.10 Headings; Defined expressions; Negative obligations; Persons; Plural | Structural. Not related to tariffs or capacity.

and singular; Section and introduction; Documents; Statutes and
regulations; Include and including

2 Code Sharing

2.1 Code Sharing Machinery. Directly related to capacity.
2.2 General Requirements Machinery. Directly related to capacity.
3 Revenue Settlement

3.1 Machinery. Directly related to tariffs.
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4 Taxes

41-47 Machinery. Directly related to tariffs.

5 Tickets

5.1-54 Machinery. Directly related to tariffs and/or capacity.
6 Public pricing for Virgin Australia issued tickets

6.1-6.4 Machinery. Directly related to tariffs.

7 Customer procedures

7.1 Machinery. Indirectly related to capacity.

8 Airports and in-flight service

8.1-85 Machinery. Not related to tariffs or capacity.

9 Advertising, sales, communications

9.1 Communications Machinery. Not related to tariffs or capacity.
92-94 Publication of schedules Machinery. Not related to tariffs or capacity.

10 CRS and GDS charges

10 Machinery. If charges are passed on to customers, then indirectly related to tariffs.
11 Intellectual Property

111 Mutual recognition of Marks Machinery. Indirectly related to tariffs and/or capacity.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Section # Section heading Assessment

11.2 Marks and goodwill the exclusive property of owner Boilerplate.
11.3 No adverse action in relation to Marks Boilerplate.
114 Proposed publicity involving a party’s Marks Machinery. Some use of the other party’s Marks may be necessary for marketing

purposes. Indirectly related to tariffs and/or capacity.

11.5 Non-exclusive, non-transferable licence to promote services Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11.6 NZ to notify VA of any Mark infringement Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11.7 VA to notify NZ of any Mark infringement Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11.8 Sharing of artwork etc Machinery. Such sharing of materials may be necessary for marketing purposes.
Indirectly related to tariffs and/or capacity.

12 Conditions of carriage, claims procedure, immigration

12.1 Conditions of carriage Machinery. Indirectly related to capacity.
12.2 Policies and procedure Machinery. Indirectly related to capacity.
12.3 Claims procedure Machinery. Indirectly related to capacity.
12.4 Immigration Machinery. Indirectly related to capacity.
125 Baggage tracing Machinery. Indirectly related to capacity.
13 Irregularity handling and oversales
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13.1 Captain-in-Command Machinery. Indirectly related to capacity.

13.2 Notice of Disrupt Machinery. Indirectly related to capacity.

13.3 Continuation of Code Shared Flight Machinery. Indirectly related to capacity.

13.4 Costs of Disrupt Machinery. Indirectly related to capacity.

13.5 Flight cancellation Machinery. Indirectly related to capacity.

13.6 Substitution of aircraft Machinery. Not related to tariffs or capacity.

13.7 Overbooking and denied boarding Machinery. Directly related to capacity.

13.8 Third-party carriers Machinery. Not related to tariffs. Indirectly related to capacity.

13.9 Missed connections Machinery. Indirectly related to capacity.

14 Applicability of policies, rules and procedures

14.1 Machinery. Not related to tariffs or capacity.

15 Safety and Security

15.1-15.3 Machinery. Not related to tariffs or capacity.

16 Emergency procedures

16.1-16.4 Emergency Response; Additional requirements; Request for Machinery. Not related to tariffs or capacity.
Assistance in an Emergency Situation; Family Assistance

17 Compliance with laws

17.1 Boilerplate.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Section # Section heading Assessment

18 Settlement of disputes
(a) Process for resolving disputes arising Boilerplate.
19 Insurance
19.1-19.3 Boilerplate.
20 Liability and indemnity
20.1-20.7 Indemnity in respect of other Party; Indemnity in respect of employees | Boilerplate. Clause 20.4 (Traffic documents and reservations) is possibly indirectly
on duty under the Agreement; Liability of each Party; Traffic related to capacity, through its applicability to “reservation of space on the CFA Flights”.

documents and reservations; Notice of claim; Liability for
Subcontractors; Other agreements prevail

21 Autonomy of the Parties

21.1-21.2 Boilerplate.

22 Force Majeure

22.1-22.4 Boilerplate.

23 Term

23.1 Commencement Date Machinery. Indirectly related to tariffs and/or capacity.
23.2 Status of tickets on termination Machinery. Indirectly related to tariffs and/or capacity.
24 Termination

@) Machinery. Indirectly related to tariffs and/or capacity.
25 Confidential Information
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COMMERCIAL IN CONFIDENCE

25.1-255 Confidential Information; Exceptions; Disclosure of Information; Use of | Boilerplate.
Information; Return of Information

26 Privacy and data security

Boilerplate.
27 Notices
27.1-27.3 Boilerplate.
28 Waiver
28.1-28.2 Boilerplate.
29 Severability
29.1 Boilerplate.
30 No third party beneficiaries
30.1 Boilerplate.
31 No Assignment
31.1-31.2 Boilerplate.
32 Entire agreement and Variation
32.1-32.2 Boilerplate.
32.3-324 Machinery. Indirectly related to tariffs and/or capacity.
325 Boilerplate.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Section # Section heading Assessment
33 Miscellaneous
33.1-334 Counterparts; Consultation; Survivorship; Governing Law Boilerplate.
Schedule 1 Code Shared Flights
1-2 Core Shared Flights; Use of Codes and Flight Numbers Machinery. Indirectly related to capacity.
Schedule 2 Station Procedures
21-2.13 Ground handling; Check-in procedures; Baggage; Staff travel; Public Machinery. Indirectly related to capacity.
disclosure; Denied Boarding; Passenger related expenses; Involuntary
rerouting; Missed Connections; Baggage Irregularities; Frequent Flyer
Programs; Lounge Access; Representatives
Schedule 3 Reservations and seat handling procedure
3.1-39 Special Passenger Requirements; Passengers with a Disability; Machinery. Indirectly related to capacity.
Advance Seat Request Bookings; Group Bookings; Guarantee Sales;
Flight Firming; Duplicate Booking Control; Name Change Policy;
Termination
Schedule 4 Revenue Accounting Procedure
41-44 Revenue; Accounting Procedures of Enforcement; Validity; Machinery. Indirectly related to tariffs.

Representatives

COMMERCIAL IN CONFIDENCE






32

COMMERCIAL IN CONFIDENCE

ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Corporate / SME dealing arrangement

Section # Section heading Assessment

1 Interpretation

11 Structural.

2 Co-ordination

2.1 Discounts and offers to corporate and SME customers Machinery. Directly related to tariffs and/or capacity.

2.2 Determining and documenting clause 2.1 co-operation Machinery. Directly related to tariffs and/or capacity.

3 Condition

3.1 Implementation of clause 2.1 conditional on Approvals Machinery. Indirectly related to tariffs and/or capacity.

3.2 Co-operation in seeking Approvals Machinery. Indirectly related to tariffs and/or capacity.

3.3 Commencement and duration of Agreement Machinery. Indirectly related to tariffs and/or capacity.

4 Other

4.1 Avoidance of doubt — s.90 Machinery. Directly related to tariffs.

4.2 Application of provisions of CFA Structural — application of CFA machinery and boilerplate provisions. Not related to
tariffs or capacity.
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1 Application Structural.

2 Application Ticket Stock Machinery. Directly related to tariffs and/or capacity.
3 Routings Machinery. Directly related to tariffs and/or capacity.
4 Codeshare Machinery. Directly related to tariffs and/or capacity.
5 Involuntary Re-routing Machinery. Directly related to tariffs and/or capacity.
6 Minimum Prorate Rule Machinery. Directly related to tariffs and/or capacity.
7 Interline Service Charge Machinery. Directly related to tariffs.

8 Carrier-Assessed Fees Machinery. Directly related to tariffs.

9 Surcharges Machinery. Directly related to tariffs.

10 Passenger Type Discounts Machinery. Directly related to tariffs and/or capacity.
11 Settlement Machinery. Indirectly related to tariffs and/or capacity.
12 Validity Machinery. Indirectly related to tariffs.

13 Termination Boiler plate.

14 Confidentiality Boiler plate.

15 Privacy Boiler plate.

16 General Boiler plate. Agreement governed by laws of State of Queensland, Australia.
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Attach 1 Special Prorate Agreement between VA and NZ | Machinery. Directly related to tariffs.
Attach 2 Special Prorate Agreement between VA and NZ | Machinery. Directly related to tariffs.
Appendix A | Codeshare Class Mapping Machinery. Indirectly related to capacity.

Other implementing agreements

The Applicants have provided the following information regarding documents yet to be finalised that are referred to in the CFA.

Agreement Summary

MITA Supplementary This contains technical details relating to support operations, additional to the matters covered by the IATA Multilateral Interline Traffic
Agreement (MITA). For example, the agreement covers Inter Airline Through Check-In, how excess baggage charges are treated, IP
and privacy matters.

Lounge Access This is a technical document outlining Virgin Australia (VA) loyalty tier for access requirements, whereby:
e Air NZ will provide approved VA passengers lounge access ahead of their VA coded, trans-Tasman flight; and

e approved VA passengers are likely to be Beyond, Platinum and Gold Velocity members with a same day boarding pass, where
the flight sector is booked on a VA ticket. VA ticketed passengers will not have access to Air NZ domestic lounges.

Data Privacy for codeshare and interline These protections are included in the MITA Supplementary document and so there will not be a separate agreement.
Data Privacy for lounge access Deals with privacy obligations and handling of personal information.
Fare filing services agreement This document sets out the process/systems/billing details which will apply at a practical level in order to implement the pricing etc.

framework set out in the CFA and Codeshare Agreement. Pursuant to this agreement, Air NZ will provide fare filing services to VA,
being the processing of pricing instruction distribution for VA fare products in the markets specified in the Codeshare Agreement.
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DOC 015

From: Nicole Rose

To: SLT&EAs

Cc: Tom Forster; Garrick Wood; Sydney Van Nortwick

Subject: UPDATED Associate Minister Doocey Officials Meeting Pack

Date: Monday, 19 August 2024 2:41:18 pm

Attachments: Associate Minister Officials Meeting Pack Added papers Tuesday 20 August.pdf
image001.png
Associate Minister Meeting Agenda 20 August.pdf

Importance: High

Good afternoon,

Please note that Air New Zealand and Virgin Australia Codeshare Agreement Authorisation
has been added to the Associate Ministers Officials meeting scheduled for tomorrow,
Tuesday 20 August at 8am.

Please find attached updated agenda and additional papers to support.

Many thanks
Nicole

Nicole Rose
Executive Assistant to Brent Johnston — Chiéf of\Staff
Ministry of Transport Te Manati Waka
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20 May 2024 0C240164
Hon Matt Doocey Action required by:
Associate Minister of Transport Friday, 31 May 2024

AIR NEW ZEALAND AND VIRGIN AUSTRALIA CODESHARE
AUTHORISATION - INITIAL ADVICE

Purpose

Air New Zealand and Virgin Australia have applied for authorisation of a codeshare
arrangement. This briefing provides our initial advice on the proposal, which is that you
authorise the arrangement. We are seeking your views at this stage since we would need to
give the airlines an opportunity to comment if, contrary to our advice, you were to decline
authorisation.

Key points

o Air New Zealand and Virgin Australia (the Applicants) are seeking authorisation to
implement a unilateral Codeshare Agreement, and other related agreements (the
Proposed Conduct).

o Under the arrangements, Virgin Australia could put its code on Air New Zealand
operated trans-Tasman services. Air New Zealand will set the fares that Virgin
Australia will charge its passengers.

o Virgin Australia wants to be able to offer a trans-Tasman product to improve its
competitiveness in the Australian market, particularly for corporate customers. The
codeshare would also allow Virgin Australia to offer customers a better frequent flyer
points product and lounge access.

o Air New Zealand claims that this codeshare arrangement will increase passenger
numbers flying on the codeshare flights via Air New Zealand and improve the
efficiency and sustainability of its service.

o We consider it unlikely that Virgin Australia will re-enter the trans-Tasman market with
its own aircraft in the next two or three years with or without the codeshare.

o There is a risk that if market conditions on the Tasman improve for Virgin Australia,
there could be a point over the remaining period for which authorisation is sought
where the codeshare could disincentivise Virgin Australia re-entering routes other
than Queenstown.
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o The decision is finely balanced, but we conclude there is not sufficient reason to
decline authorisation. While we have identified only small benefits to New Zealand
from the arrangement, we recommend you authorise for five years as requested by
the applicants.

o The Australian Competition and Consumer Commission has issued a draft
determination authorising the codeshare for five years. This was based on benefits
they had identified in the Australian market, which do not apply to New Zealand.

Recommendations

We recommend you:

1 agree that we finalise advice to you recommending that you authorise the Air New
Zealand and Virgin Australia codeshare arrangement for five years. Yes / No

or

2 indicate whether you wish to meet with officials to discuss any concerns before
finalising our advice. Yes/No

ng@\. ; Z/L_OQ.W/\

Siobhan Routledge Hon Matt Doocey
Acting Deputy Chief Executive, Policy Associate Minister of Transport
20 May 2024 L /... /...
Minister’s office to complete: O Approved O Declined
O Seen by Minister O Not seen by Minister

[J Overtaken by events

Comments

Contacts
Name Telephone First contact
Tom Forster, Manager, Aviation and Maritime 022 066 3875 v

Sonya van de Geer, Principal Adviser, Aviation and
Maritime

Garrick Wood, Senior Adviser, Aviation and Maritime 022 100 6635

021 570 412
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INITIAL BRIEFING: AIR NEW ZEALAND AND VIRGIN AUSTRALIA
CODESHARE AUTHORISATION

Air New Zealand and Virgin Australia have applied for authorisation of
codeshare arrangements

1

Air New Zealand and Virgin Australia are seeking authorisation of a codeshare
arrangement pursuant to section 88 of the Civil Aviation Act 1990. The effect of
authorisation is that the arrangements would be exempt from certain provisions of the
Commerce Act prohibiting cartel arrangements or arrangements which substantially
lessen competition.

The proposal is for a unilateral codeshare arrangement where Air New Zealand
sets prices

2

Under the proposed arrangements, Virgin Australia would promote and sell trans-
Tasman flights operated by Air New Zealand under its VA code. Key features include:

o The fares for the services, including discounts, will be set by Air New Zealand.

. Virgin Australia’s Frequent Flyer members will gain access to Air New Zealand’s
lounges and can earn and redeem points on Air New Zealand trans-Tasman
services.

The codeshare won't apply on routes where Virgin Australia operates its own trans-
Tasman services (currently only routes to Queenstown) or any future points it serves
in New Zealand.

It is a unilateral codeshare (Air New Zealand will not be putting its code on Virgin
Australia services) and only applies to tickets sold in Australia for travel from
Australia.

Authorisation is sought under section 88 of the Civil Aviation Act 1990

5

Authorisation is sought under section 88 of the Civil Aviation Act 1990. The effect of
authorisation is that the arrangements are exempt from provisions of the Commerce
Act 1986 that prohibit arrangements substantially lessening competition.

Section 88 sets out several statutory pre-conditions (in the form of prohibitions) that
must be met.

Crown Law has previously advised that in making your decision, you may consider
whether authorisation is in the public interest, as well as weighing any detriment to
consumer welfare to international air carriage in the relevant markets.

Our initial view is that the Commercial Framework Agreement does not appear to
breach sections 88(3) and 88(4) of the Act.
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The primary commercial rationale for the arrangements relates to Virgin
Australia’s competitive position

9 New Zealand is an important destination for Australian travellers, both for business
and leisure purposes.

10 Virgin Australia does not currently offer trans-Tasman services apart from flights to
and from Queenstown. Virgin Australia’s commercial rationale for the codeshare is
that this reduces its ability to compete effectively in Australia particularly for higher-
yield corporate and small business customers.

11 Air New Zealand claims that this agreement could incrementally increase passenger
numbers and improve the operational efficiency and sustainability of its flight
operations. It may also enable Air New Zealand access to additional distribution
channels for its trans-Tasman services.

The pricing provisions of these arrangements are unusual

12 Under most codeshare arrangements, each airline independently determines the
prices. In this case the arrangements allow Air New Zealand to establish fares which
Virgin Australia will market to its Australian customers. This is because Air New
Zealand would not enter into a commercial arrangement where Virgin Australia could
undercut it on its own services.

Stakeholders have concerns about the proposed codeshare

13 Auckland and Christchurch airports and the NZ Airports Association acknowledged
that the codeshare could benefit Virgin Australia's Australian customers. However,
they submitted that it could potentially reduce competition and increase airfares on
trans-Tasman routes. Airports consider that the codeshare will reduce the incentives
on Virgin Australia to enter trans-Tasman routes other than Queenstown.
Queenstown Airport supported the authorisation of the proposed codeshare
agreement on the basis that Queenstown is excluded.

14 Former Virgin Australia employees opposed the codeshare, expressing resentment
for its handling of job losses during COVID-19 and following administration. A Virgin
Australia customer identified the difficulties travellers experienced in trying to redeem
credits during the COVID-19 pandemic.

The trans-Tasman market is still below pre-COVID levels but is recovering

15 We have reviewed the competitive landscape of the trans-Tasman market, including
market share, the capacity provided by other international carriers, and the post-
COVID recovery.

16 Data from Stats NZ shows international airfares are coming down overall, but they
remain volatile and higher than pre-COVID. The selected price index for international
air transport for April 2024 is 20 percent lower than April 2023 but 55 percent higher
compared to April 2020.
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International airfares are falling but remain higher than pre-COVID
Source: Stats NZ, Selected Price Index (SPI): International Air Transport, monthly indexes, July 2015-April 2024

COVID border closures

Index

2016 2017 2018 2019 2020 2021 2022 2023 2024

Monthly data directly feeds into the CPIl and uses the same data source, data treatment, and quality adjustments as the official quarterly CPI.

17 Historically, we have not had competition concerns on the Tasman due to the number
of airlines operating to New Zealand. However, the post-COVID trans-Tasman market
has duopolistic characteristics.

18 During the post-COVID period, Air New Zealand’s market share has decreased to
41 percent as other carriers returned to the market, with Qantas/Emirates/Jetstar at
48 percent for the first quarter of 2024. Virgin Australia’s market share is 3 percent,
reflecting its return to the Queenstown route only.

19 While several fifth freedom carriers operate on trans-Tasman routes, they make up
approximately 5 percent of the market and mainly connect long-haul passengers
rather than direct point to point passengers.

20 Trans-Tasman capacity is increasing but it remains well below pre-COVID levels.
Statistics from the Bureau of Infrastructure and Transport Research Economics
(BITRE) shows capacity for January 2024 being over 112,000 fewer seats compared
to January 2020. Total capacity for 2023 was approximately 1.5 million fewer seats
than 2019.

21 Airlines are increasing capacity. In March 2024, Qantas announced from October
2024, it will add up to 260,000 additional seats across three of its trans-Tasman
routes over 12 months, compared to its current schedule.

22 [COMMERCIAL IN-CONFIDENCE] From April 2025, Jetstar plans to introduce daily
services to Hamilton from the Gold Coast and Sydney. This could be a sign that low-
cost carriers are seeing an opportunity to focus on regional airports.

23 Airlines are moving to fill the gap in capacity, but it is primarily shared between Air
New Zealand and the Qantas Group.
The applicants assert that the codeshare will bring benefits to New Zealand

24 The applicants assert that the codeshare will deliver incremental tourism to New
Zealand and incremental passengers on Air New Zealand services.
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Increase in tourism through better marketing

25

26

27

28

The applicants state that the codeshare would see enhanced marketing of New
Zealand as a destination to Virgin Australia customers (and Australian customers
more generally). They expect this enhanced marketing to result in incremental traffic
to New Zealand, with corresponding benefits in the form of additional tourism spend.

In considering other alliances, we have agreed that improved access to a home
country’s marketing network is beneficial, particularly where Air New Zealand does
not have a strong existing commercial presence.

In this case, however, we only place a small weight on this. Australia is culturally a
similar market to New Zealand, and Air New Zealand already has a strong stand-
alone presence. It is the second biggest overseas airline in Australia and Australia is
its biggest international market. It competes strongly with the Qantas Group in the
trans-Tasman market. Pre-COVID, it consistently topped the most trusted brand in
Australia surveys.

Some Virgin Australia passengers might also be encouraged to come to New Zealand
due to the ability to use frequent flyer points. However, we do not expect this to be a
large number.

Incremental passengers on Air New Zealand’s services

29

30

31

32

33

34

The applicants also assert that some Virgin Australia passengers who might
otherwise have travelled with Qantas will be more likely to travel via Virgin Australia
code on Air New Zealand trans-Tasman services.

The applicants state that this incremental traffic will benefit Air New Zealand by
improving the efficiency and sustainability of its flight operations.

We agree that the codeshare may contribute to an incremental increase in
passengers. Air New Zealand has estimated this to be an additional 1.3 percent on
current load factors, which equates to up to 3 passengers per flight for an A321neo
aircraft. Virgin Australia has estimated the additional load factor could be up to 3-5
percent. Some of these passengers might be higher value customers adding more to
Air New Zealand revenue than an average customer.

To the extent there are additional passengers through the codeshare, this could
negatively impact existing passengers on pricing or other customer benefits, but this
may happen regardless of Air New Zealand’s customer growth through their own
marketing efforts.

Currently, Air New Zealand load factors for the Tasman hover between 80 and 84
percent. While any additional revenue supports a service, at this load factor the
services are not at risk.

From a system viewpoint we also note that many of these passengers will be
transferring from Qantas and so would have a negative reciprocal effect on it.
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Our key concern is the impact the codeshare might have on Virgin Australia
expanding services to New Zealand...

35 Trans-Tasman capacity has not yet returned to pre-COVID levels, and with Virgin
Australia being absent from most routes, the market has the appearance of a
duopoly. Generally, increased capacity and competition lead to reduced airfares.
Relatively high but declining post-COVID airfares are, in part, symptomatic of the
capacity currently being operated to New Zealand. They also reflect general cost
pressures.

36 There are some services offered by fifth freedom (third country) airlines and we are
aware of additional such carriers considering operating on the Tasman. However,
these only offer limited competition, and this type of carrier has a history of entry and
exit.

37 We consider that Virgin Australia remains the airline most likely to enter the (non-
Queenstown) trans-Tasman market.

38 In setting out their commercial rationale for the codeshare, the applicants have
emphasised the importance for Virgin Australia of having a trans-Tasman offering for
its frequent flyer and corporate customers. Market conditions on the Tasman for
Virgin Australia on non-Queenstown routes may improve over the period for which
authorisation is sought.

39 It is reasonable to conclude that, on the margin, by removing the need to operate
itself to offer its customers a trans-Tasman product, the codeshare could count
against or delay Virgin Australia’s entry.

40 The Applicants submit that the short period in which Virgin Australia independently
operated trans-Tasman services, following the dissolution of its broad Alliance with
Air New Zealand, was characterised by substantial financial losses and that Virgin
Australia will not again pursue strategies that are commercially unsustainable in this
way.

41 Any decision by Virgin Australia to re-commence services on non-Queenstown
Tasman routes will be heavily dependent on gauging demand from New Zealand
travellers, particularly leisure travellers. These passengers are not affected by the
codeshare.

42 The codeshare arrangement could also enable Virgin Australia to better gauge
whether sufficient profitable demand has emerged to make its re-entry into one or
more routes viable.

...but we consider entry to be unlikely in the short term

43 If the codeshare was to prevent Virgin Australia from re-entering the market, this
would have a cost to New Zealand that would outweigh the small benefits likely to
accrue if the codeshare is authorised. We would be unable to recommend
authorisation of the codeshare.

44 We also consider that even the threat of entry can have a beneficial impact on market
behaviour. Despite what Virgin Australia has told us, New Zealand airports consider
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that the codeshare does reduce the incentive for Virgin Australia to re-grow its New
Zealand presence. If Air New Zealand and Qantas share this view, then authorisation
could encourage duopoly behaviour to the detriment of New Zealand.

However, we are not able to reach a firm conclusion on if or when Virgin Australia
would consider entering the market in the absence of the codeshare.

Virgin Australia has advised that it keeps its route network under continual review.
However, the most recent Board papers Virgin Australia has shown us on the short
haul network date from 2022. We consider this to be a dated decision in the rapidly
evolving post-COVID environment.

But equally operating conditions have not improved to suggest that re-entry is a
realistic possibility in the short term. Factors advanced by Virgin Australia include:

. non-Queenstown routes have historically been highly unprofitable with
performance challenges being more prominent today than five years ago.

. aircraft, crew and capital resources would be an opportunity cost and better
served on other routes.

o regardless, Virgin Australia has no available aircraft capacity to service those
routes in the near-term.

Virgin Australia has stated its medium-term focus is on Australian domestic resilience
and more profitable short haul international routes. To meet this objective additional
aircraft are needed but is hampered by an existing shortage from significant delivery
delays of 737 aircraft out to 2026.

As such, we are of the view that Virgin Australia’s re-entry into non-Queenstown
routes is very unlikely over the two to three years with or without the codeshare.
Similarly, Air New Zealand has constrained ability to increase capacity over the next
18 to 24 months.

Both countries are experiencing economic conditions that are not conducive to
increased demand for air travel. Australia is facing subdued economic growth in the
short term and New Zealand is experiencing a slowdown of growth due to high
inflation and reduced spending.

Length of authorisation sought

51

52

The applicants have applied for authorisation of the codeshare for a term of at least
five years. This is consistent with similar airline co-operation agreement
authorisations. The applicants argue that five years will provide certainty to
customers, especially corporate and SME clients.

We considered authorising for three years as the uncertainty over a Virgin Australian
re-entry with its own aircraft increases with time. The Act does not easily provide for
setting conditions, such as length of authorisation. To do so would require the
applicants to amend their application.
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On balance, we do not consider that the uncertainty in years 4 and 5 to be such that a
shorter authorisation period would resolve it. We also see benefits in aligning the
reauthorisation timetable in New Zealand and Australia (see below).

Our analysis shows there is not sufficient reason to decline authorisation. This
conclusion is reinforced by the findings of the ACCC. While a decision is finely
balanced, our recommendation is to authorise for a period of five years as requested
by the applicants.

Australian Competition and Consumer Commission has issued a draft
determination granting authorisation

55

56

57

58

59

In Australia, collaborative arrangements in international air services are considered by
the Australian Competition and Consumer Commission (the ACCC). Given that the
codeshare agreement involves the trans-Tasman routes, decisions made by the
ACCC are relevant to our assessment of the Application.

On 1 May 2024, the ACCC issued a draft determination and interim authorisation
recommending to authorise the proposed conduct for a period 5 years. The ACCC is
required to issue a final determination by 30 June 2024 following submissions from
interest parties. We understand there has been no significant feedback that would
lead the ACCC to reach a different conclusion.

Commissioners have taken the view that while the proposed conduct will result in
minimal benefits to Australia, the potential detriments are smaller, and there is no
reason to decline the agreement.

The benefits identified by the ACCC are:

° Increased choice and convenience for Australian point of sale trans-Tasman
travellers

o Better loyalty programme benefits for Virgin Australia customers
. International lounge access for eligible Virgin Australia customers

These are all benefits that accrue to Australian based travellers. Given the nature of
the codeshare, these benefits are not available to New Zealand customers.
Therefore, we have not given weight to them, nor are we required to, in reaching our
conclusions.
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31 July 2024 0C240623
Hon Matt Doocey Action required by:
Associate Minister of Transport Friday, 9 August 2024

AIR NEW ZEALAND AND VIRGIN AUSTRALIA CODESHARE
AGREEMENT AUTHORISATION = FINAL ADVICE

Purpose

Air New Zealand and Virgin Australia have applied for authorisation of a codeshare
agreement. We have provided you a report on our analysis. This briefing outlines the key
points of our analysis on the proposal and recommends that you authorise the arrangements.
It follows our initial advice provided to you on 20 May 2024 (OC240164 refers) and
subsequent discussion with officials.

Key points

o Air New Zealand and Virgin Australia (the Applicants) are seeking authorisation to
implement a unilateral Codeshare Agreement, and other related agreements (the
arrangements).

o Under the arrangements, Virgin Australia could put its code on Air New Zealand

operated trans-Tasman services, applying to tickets sold in Australia to New Zealand
destinations. Air New Zealand will set the fares that Virgin Australia will charge its
passengers. The arrangement excludes the Queenstown route which is currently
operated by Virgin Australia using its own aircraft.

o This briefing accompanies a report containing our detailed analysis regarding the
proposed authorisation (see Annex).

o We recommend that you authorise the arrangements for a period of five years. This
allows us to reassess the codeshare at an appropriate time. The period is also
consistent with other recent airline cooperative agreement authorisations.

o Our analysis finds that on balance, the codeshare agreement delivers small benefits
to New Zealand, over and above any potential detriments. A key consideration is that
Virgin Australia’s re-entry into non-Queenstown routes is very unlikely over the next
two to three years with or without the codeshare.

Authorisation is under Section 88 of the Civil Aviation Act 1990

o The Civil Aviation Act 1990 (the Act) only allows that provisions of agreements may be
authorised so far as they relate “whether directly or indirectly, to the fixing of tariffs, the
application of tariffs, or the fixing of capacity, or any combination thereof”.
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We have reviewed the provisions of the Commercial Framework Agreement (CFA),
the Codeshare Agreement, the Corporate/SME?! Dealing Agreement and the Special
Prorate Agreement provided by the Applicants and conclude they fall within the scope
of section 88 of the Act.

We also conclude that the arrangement meets the statutory conditions allowing it to be
authorised under section 88 of the Civil Aviation Act 1990. Section 88(2) of the Act only
gives the Minister power to authorise provisions of arrangements.

The remaining implementing agreements under the CFA, provided by the applicants,
do not require authorisation as the nature of these agreements fall outside the scope
of section 88 of the Act.

While we are not certain of conditions beyond three years, we do not consider that
lack of certainty should prevent you from authorising the arrangement for five years.
You can only authorise for a period shorter than five years if the Applicants amended
their application.

There is a small risk that if market conditions on the Tasman improve for Virgin
Australia, the codeshare could disincentive Virgin Australia re-entering non-
Queenstown routes for the remaining period of the authorisation. However, the
codeshare could enable Virgin Australia to better gauge demand to inform whether
re-entry is viable. We are mindful that five years ago the airline was unprofitable on
trans-Tasman routes (except Queenstown). The operating challenges it would face in
the post-pandemic recovery are just as great.

Since our initial advice, the Australian Competition and Consumer Commission has
issued a final determination authorising the codeshare for five years.

Our analysis shows there is not sufficient reason to decline authorisation. This
conclusion is reinforced by the findings of the ACCC. While the decision is finely
balanced, our recommendation is to authorise for a period of five years as requested
by the applicants.

Some stakeholders, such as the airports, may be disappointed by a decision to
authorise the codeshare agreement. Your decision can be judicially reviewed.
However, we consider a challenge to be unlikely given the arrangement is only
capturing a very small percentage of the market.?

Next steps following your decision

We will inform the applicants of your decision regarding authorisation.

We intend to publish a copy of this briefing and our detailed analysis, along with the
initial advice (0C240164 refers) on our website. We will withhold any sensitive
information in accordance with the Official Information Act 1982.

1 Small to medium enterprise
2 2-3 passengers per flight
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o This is consistent with our approach to previous alliance applications, provides
transparency to interested parties on the decision-making process and the factors
that were taken into account in making your decision.

. Previously, for some authorisations, we have organised a media release. We will
discuss with your office about a media release relating to this authorisation.

Recommendations

We recommend you:

1 authorise pursuant to section 88(2) of the Civil Aviation Act 1990:

e the provisions of the Commercial Framework Agreement between Air New
Zealand and Virgin Australia dated 17 November 2023, and

¢ the provisions of related implementing agreements: Code Share Agreement
dated 17 November 2023; Corporate/SME Dealing Agreement dated 24 June
2024; and Special Prorate Agreement dated 8 December 2023

for a period of five years. Yes/No

2 agree that we publish a copy of the report containing our detailed analysis, along
with our initial advice, on our website (with appropriate redactions in accordance

with the Official Information Act 1982). Yes / No
3 indicate whether you would like us to arrange a media release regarding your Yes/No
decision.

Siobhan Routledge Hon Matt Doocey
Acting Deputy Chief Executive, Policy Associate Minister of Transport
31July2024 L /... /...
Minister’s office to complete: 0 Approved ] Declined
O Seen by Minister [0 Not seen by Minister [0 Overtaken by events
Comments
Contacts
Name ‘Telephone ' First contact
Slophan Routledge, Acting Deputy Chief Executive, 021 935 516
Policy
Tom Forster, Manager, Aviation 022 066 3875 4
Garrick Wood, Senior Adviser, Aviation 022 100 6635
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1

EXECUTIVE SUMMARY

Executive Summary

1

On 17 November 2023, the Applicants applied for authorisation of an arrangement consisting
of a Commercial Framework Agreement, codeshare arrangement, and related agreements
pursuant to section 88 of the Civil Aviation Act 1990.

The Ministry of Transport recommends that the Minister of Transport authorise the
arrangement for a period of five years.

Airline cooperation agreements are a common feature of international aviation. While
cooperation agreements, such as codeshares, can result in benefits to consumers, they may
also result in a reduction in competition, which can lead to higher fares or reduced services.

The applicants aim to establish a unilateral codeshare arrangement under which Virgin
Australia would market within Australia under its own brand services on routes from Australia
to New Zealand destinations operated by Air New Zealand. The arrangement would exclude
routes (presently only to and from Queenstown) operated by Virgin Australia using its own
aircraft. This agreement entails Virgin Australia marketing and selling trans-Tasman flights
operated by Air New Zealand under its VA code.

Under the arrangement, Air New Zealand would have exclusive authority to set the public
fares for these itineraries sold in Australia.

The arrangement would enable Virgin Australia to expand its access to additional
destinations within New Zealand, including Auckland, Christchurch, and Wellington without
committing its own aircraft.

A key consideration is that the arrangement’s distinctive feature of applying to sales solely in
Australia may raise concerns regarding its benefits for New Zealand travellers, who may not
reap advantages from these flights.

Introduction

8

10

11

This report provides a detailed analysis of the Ministry of Transport’s analysis of the
application from Air New Zealand and Virgin Australia (the Applicants) for authorisation of a
Commercial Framework Agreement, a Codeshare Agreement, and related implementation
agreements.

The effect of authorisation would be that the arrangements would be exempt from certain
provisions of the Commerce Act 1986 prohibiting cartel arrangements or arrangements which
substantially lessen competition.

The arrangement is unilateral and only applies to tickets sold in Australia by Virgin Australia
for travel to New Zealand. Air New Zealand will not be putting its code on Virgin Australia
services.

The Minister of Transport is responsible for authorising or declining an application made
under the Civil Aviation Act 1990. The Ministry of Transport provides advice to the Minister
on whether authorisation would be consistent with the criteria set out in the Act.
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THE APPLICANTS

Background on codeshare agreements

12 Codesharing is a commercial arrangement through which an airline is given the ability to sell
seats on flights operated by another airline as if it were operating that flight with its own
aircraft. Codeshare agreements are relatively common and, without additional cooperation,
rarely raise competition issues.

13 Codeshare arrangements can result in benefits to consumers through, for example, better
access to connecting flights, more choice of routes and the ability to earn and redeem
frequent flyer points.

14  However, codesharing can reduce incentives for airlines to operate with their own aircraft.

The New Zealand context

15 In principle, we have taken the view that codesharing arrangements are a necessary tool for
airlines to overcome restrictions imposed on them by bilateral air services agreements and to
compete on a global scale. However, each codeshare arrangement must be carefully
examined to ensure it delivers benefits that counteract any negative impact.

16 Several codeshare arrangements have been authorised in New Zealand under the Act.

The Applicants
Air New Zealand

17  Air New Zealand operates a fleet of approximately 105 aircraft, with 13 on order, flying to 20
airports in New Zealand and 30 destinations internationally.

Virgin Australia

18  Virgin Australia is an Australian budget airline carrier with approximately 88 aircraft flying,
with 4 on order, and with a passenger network covering 39 domestic and international
destinations.

19 Due to the impact of COVID 19, the airline went into administration in April 2020 and was
purchased and delisted on 17 November 2020 by Bain Capital.

20 During the administration process, Virgin Australia sold off its widebody aircraft, including
Boeing 777s and Airbus A330s.

21 Travel between Australia and New Zealand resumed without quarantine restrictions on 13
April 2022.

22 Virgin Australia resumed operating services to Queenstown only on 2 November 2022.
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OUTLINE OF THE PROPOSAL

Outline of the proposal

23

The proposal is for a unilateral codeshare arrangement. Under this codeshare arrangement
the Applicants coordinate their operations on the Tasman.

Key features of the codeshare arrangement with Virgin Australia

24

25

26

Under the proposed arrangements, Virgin Australia would promote and sell trans-Tasman
flights operated by Air New Zealand under its VA code. Key features include:

a The fares for the services, including discounts, will be set by Air New Zealand.

b Virgin Australia’s Frequent Flyer members will gain access to Air New Zealand’s
lounges and can earn and redeem points on Air New Zealand trans-Tasman services.

The codeshare will not apply on routes where Virgin Australia operates its own trans-Tasman
services (currently only routes to Queenstown) or any future points it serves in New Zealand.

It is a unilateral codeshare (Air New Zealand will not be putting its code on Virgin Australia
services) and only applies to tickets sold in Australia for travel from Australia.

Scope of authorisation

27

28

Air New Zealand and Virgin Australia seek authorisation for five years to make and give
effect to a Commercial Framework Agreement, Codeshare Agreement, and various related
agreements.

Provisions of the Commercial Framework Agreement, the Codeshare Agreement, the
Corporate / SME Dealing Agreement and the Special Prorate Agreement relate to the fixing
or application of tariffs and the fixing of capacity, and require authorisation.

Consideration in other jurisdictions

29

30

31

32

33

In Australia, collaborative arrangements in international air services are considered by the
Australian Competition and Consumer Commission (the ACCC). Given the codeshare
arrangement involves trans-Tasman routes, decisions made by the ACCC are relevant to our
assessment of the Application.

On 1 May 2024, the ACCC issued a draft determination and interim authorisation
recommending authorising the proposed conduct for a period of five years.

On 6 June 2024, the ACCC issued a final determination granting authorisation for a period of
5 years, until 30 June 2029.

Commissioners have taken the view that while the proposed conduct would result in minimal
benefits to Australia, the potential detriments are smaller, and there is no reason to decline
the application.

The benefits identified by the ACCC are:

. Increased choice and convenience for Australian point of sale trans-Tasman travellers,
including corporate and SME customers
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COMMERCIAL RATIONALE FOR THE CODESHARE AGREEMENT

. Better loyalty programme benefits for Virgin Australia customers
° International lounge access for eligible Virgin Australia customers

34 These are all benefits that accrue to Australian based travellers. Given the nature of the
codeshare these benefits are not available to New Zealand customers. Therefore, we have
not given weight to them, nor are required to under the Act, in reaching our conclusions.

Commercial rationale for the codeshare agreement

35 The Applicants state that the commercial rationale for the codeshare arrangement is to allow
Australians to travel to New Zealand, and to earn and redeem loyalty points on that travel.
This is because New Zealand is one of Australia’s largest international travel destinations for
leisure and business purposes.

Air New Zealand’s view
36 The airline claims that:

° This codeshare arrangement will increase passenger numbers flying on the code
shared flights via Air New Zealand. These passengers include Australian Small and
Medium size Enterprise (SME) and corporate customers who will likely pay higher fares
on trans-Tasman and domestic services.

. It is a potential opportunity to provide additional trans-Tasman services to Australian
customers where Air New Zealand does not have a sale presence.

° The increased utilisation of its trans-Tasman capacity will improve the sustainability of
its flight operations.

Virgin Australia’s view

37 The airline claims that operating only to Queenstown leaves a gap in its network not only for
the sales of trans-Tasman services but also for the Velocity Frequent Flyer programme
members. Not having this arrangement impacts negatively on the airline’s ability to compete
with other Australian carriers (such as Qantas).

Consultation

38 The Ministry invited submissions from interested parties on the application. Submissions
were received from Auckland, Christchurch, and Queenstown Airports, NZ Airports
Association and customers and former employees of Virgin Australia.

Auckland Airport

39 Auckland Airport stated that the arrangement would only benefit a small group of Australia-
based Virgin customers.
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CONSULTATION

40 It would entrench the current position where Virgin (which the airport considers to be the
most likely entrant) would have little incentive to resume services on the Tasman. Currently
there is less competition, lower capacity and higher fares than pre-COVID.

41 It would also displace existing Air New Zealand passengers with higher-yielding VA
passengers.

Christchurch Airport

42  Christchurch Airport emphasised the importance of a competitive trans-Tasman market to
New Zealand’s economy and tourism industry.

43  Christchurch Airport considers that the effect of the proposed codeshare will be to reduce the
commercial motivation for Virgin Australia to fly its own services on trans-Tasman routes,
protecting existing market dynamics. In Christchurch Airport’s view this would allow the
incumbents to maintain high airfares and offer less capacity and choice.

44  On the other hand, the benefits are minor and accrue predominantly to Virgin Australia
frequent-flyer customers.

Queenstown Airport

45  Queenstown Airport noted the exclusion of Queenstown from the proposed codeshare

arrangement and supported its authorisation on that basis.

New Zealand Airport Association

46

47

NZ Airports considers that the benefits of the codeshare to a small number of Australian
travellers are outweighed by the reduction of competition in the now duopoly trans-Tasman
market. NZ Airports outlines the negative impact it considers the previous alliance between
Air New Zealand and Virgin had on capacity. NZ Airports consider that this arrangement
creates a strong disincentive for Virgin to resume trans-Tasman services.

The submission cites recent Australian research showing the benefits to consumers where
there are two rather than one, or three rather than two airlines in a market.

Customers and former employees of Virgin Australia

48

49

50

A Virgin Australia customer opposed the arrangement, arguing that Virgin should not be
allowed to profit from a codeshare with Air New Zealand, in light of how difficult Virgin
Australia had made it for passengers to use flight credits for bookings they had made prior to
the airline being placed in administration.

Former employees of Virgin Australia opposed the codeshare, expressing resentment with
Virgin Australia for its handling of job losses during COVID-19 and following administration.

A former Virgin Australia pilot argued that while the arrangement presented certain benefits,
it posed a risk to the competitive landscape of the trans-Tasman aviation market. Benefits for
competition, employment and the regions would come from Virgin Australia serving more
trans-Tasman routes in its own right.
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FRAMEWORK FOR OUR ANALYSIS

Framework for our analysis

51 Our analysis relating to the authorisation of the proposed codeshare agreement includes
both an analysis of whether it meets the strict statutory criteria in the Civil Aviation Act, and a
public interest assessment.

Statutory analysis

52  The Applicants have applied for authorisation in accordance with section 88 of the Act. The
Act provides for an exemption for cooperative arrangements between international airlines,
from certain prohibitions in the Commerce Act 1986.

53  Section 88 of the Act sets out a number of statutory pre-conditions that need to be met by all
provisions of the arrangements for which authorisation is being sought.

54  We have analysed the provisions of the Commercial Framework Agreement (CFA) and
related Implementation Agreements against the statutory criteria set out in the Act. We have
reviewed and find that they do not breach any of the Act’s criteria. Our detailed analysis
against the Act’s criteria is set out below and is legally privileged.

55 Annex 1 of this report contains analysis of how arrangements relate to tariffs and capacity.

Compliance with any relevant international convention, agreement, or
arrangement (section 88(3))

56 Under the CFA, the Applicants will enter into a unilateral codeshare agreement enabling
Virgin Australia to codeshare on Air New Zealand Trans-Tasman routes. The CFA excludes
overlapping point to point services operated by Virgin Australia (such as Queenstown), as
well as Air New Zealand domestic services. The CFA does not prejudice compliance with
any relevant international agreements and arrangements.

Provides for direct or indirect enforcement through fines or market pressures
against any person (section 88(4)(a))

57 The CFA does not include provisions that provide for enforcement through fines or market
pressures.

58 Fares are set by Air New Zealand for resale by Virgin Australia. This does not prevent Virgin
Australia from commencing operations or having price control over routes that are subject to
the CFA, but it would mean that the CFA subject to those routes would cease to apply.
Clause 13 (dispute resolution) of the CFA is further evidence that the parties are not looking
to enforce the Agreement, but rather agree a way forward should there be a dispute.

59 The CFA provides for an Initial Term of 3 years, with the parties able to agree in writing to
renew for a subsequent 2 years. An Exit Fee of $750,000.00 NZD is payable when a party
terminates the arrangement during the Initial Term unless otherwise provided (clause 7(a)).
Following the initial term, either party may terminate for convenience by providing the other
party with no less than 3 months prior written notice. The Applicants have advised that the
intent of the Exit Fee is to compensate the other party for the implementation costs
associated with the Agreement.
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FRAMEWORK FOR OUR ANALYSIS

A fine is a sum of money that must be paid as a punishment for breaking a law, rule or in this
case a commercial arrangement. The Exit Fee provided for in the CFA is not a fine as the
applicants have advised that the fee is to compensate rather than to punish.

We do not consider that the inclusion of the Exit Fee provides for direct or indirect
enforcement against either party through fines or market pressure.

Has the purpose or effect of breaching the terms of a commission regime
under section 89 (section 88(4)(b))

62

63

Section 89 of the Act enables the Minister to issue, amend or revoke agent commission
regimes. There are two regimes which remain in place (the Civil Aviation (Passenger Agents’
Commission Regime) Notice 1983 and the Civil Aviation (Cargo Agent's Commission
Regime) Notice 1983.

The CFA does not reference any commission regime issued under section 89 and does not
contain any provisions that have the purpose or effect of breaching the terms of the
commission regimes under the Act.

Unjustifiably discriminates between consumers of international air services in
the access they have to competitive tariffs (section 88(4)(c))

64

65

The CFA does not contain provisions that unjustifiably discriminate between consumers in
terms of this subsection.

The CFA is permissive (it allows Virgin Australia customers to fly on Air New Zealand flights
as Virgin customers). Air New Zealand retains the ability to set the price at which the seats
are sold. Access to competitive tariffs is retained.

Regarding tariffs, has the effect of excluding any supplier of international
carriage by air from participating in the related market (section 88(4)(d))

66

67

The CFA does not restrict the Applicants from participating in the market. On the face, the
arrangement does not appear to have the effect of excluding any supplier of international
carriage by air from participating in the market.

Virgin Australia is free to commence operations on, or have price control over, routes that are
subject to the CFA, but it would mean that the CFA would cease to apply to those routes.

Has the purpose or effect of preventing any party from seeking approval of a
tariff under section 90 (section 88(4)(e))

68

69

70

Section 90 of the Act provides for the authorisation of single airline tariffs (as opposed to joint
airline tariffs).

The parties have agreed that for the avoidance of doubt, nothing in the CFA has the purpose
or effect of preventing the parties from seeking approval, in terms of section 90, for the
purpose of selling international carriage by air at any other tariff so approved.

Therefore, we consider that the CFA cannot have the purpose or effect of preventing the
parties from seeking approval in terms of section 90 of the Act.
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FRAMEWORK FOR OUR ANALYSIS

Prevents any party from withdrawing without penalty on reasonable notice
from the contract, arrangement or understanding (section 88(4)(f))

71 In addition to the Exit Fee (noted at paragraph 59 above), the CFA also provides for other
permitted reasons for withdrawing from the CFA:

a if a party seeks to terminate under clause 7(a) because the parties are operating
overlapping trans-Tasman services beyond those already carved out (for example,
those to Queenstown), the terminating party is not liable to pay the Exit Fee (clause

6(c)(ii))

b the parties may terminate immediately including change of control of one of the parties,
bankruptcy or insolvency, is no longer authorised to operate as a scheduled airline, or
breaches any civil aviation safety obligation which has or is likely to have a material
effect on either party (clause 7(d))

c the terminating party shall incur no liability for any expenses, costs or damages or any
kind incurred by the other party as a consequence of such termination or any
compensation by reason thereof as long as the notice of termination is given in
accordance with the provisions in the Agreement (clause 7(f)).

72  Therefore, taken as a whole given the acknowledgement of other reasons to withdraw, on
balance the CFA does not prevent a party from withdrawing without penalty on reasonable
notice. The Exit Fee amount could be considered reasonable given the commercial nature of
this industry and costs associated with implementing the arrangement.

Effect of declining authorisation on international comity (section 88(5))

73  This provision qualifies the mandatory negative effect of section 88(4) and only becomes
relevant if, contrary to the advice set out above, the Minister determines that provisions in the
CFA fall foul of one of the criteria in section 88(4).

74  Comity is not defined in the Act and is one of two instances when used in New Zealand
legislation. “Comity” is defined in the Shorter Oxford (in the form of “comity of nations”) as
being “the courteous and friendly understanding by which each nation respects the laws and
usages of every other, so far as may be without prejudice to its own rights and interests.”

75 In very similar vein “The international courtesy between nations in which recognition is
accorded to the laws and customs of each state by others”. Legal dictionaries focus more on
the aspects of a court asking due notice of foreign laws and judgements. Comity is not part of
international law but is regarded as important for public policy reasons.

76  Most international code-share arrangements will require approval in at least two jurisdictions,
each with their own legislation or processes. Therefore, we consider that this provision
should not be interpreted to mean that New Zealand must always accept and adopt the
findings of the other regulator.

77  The two regulators will be applying different legislation. The impacts are likely to be different
in the two countries given the one-way nature of the arrangement (point of sale is from
Australia only).

78 The parties have applied to the Australian Competition and Consumer Commission (ACCC)
in parallel for authorisation and believe authorisation should be granted in Australia on the
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IMPACT ON MARKETS

basis that the Agreement creates a net public benefit for Australian consumers. The ACCC
approved the authorisation on 6 June 2024.

We do not consider reaching a decision that differs from that of the ACCC will have an
undesirable effect on the international comity between New Zealand and Australia.

Public interest analysis

80

81

Crown Law has previously advised us that the Minister of Transport is not required to
authorise provisions of any agreement merely because the provisions satisfy all of the
statutory pre-conditions in the Act. The public interest is also a relevant factor. In making the
decision, the Minister may weigh any detriment to consumer welfare against any special
considerations relating to the benefits of international air carriage in the relevant markets.

Therefore, we have undertaken a comprehensive analysis of the proposed codeshare to
determine whether, on balance, authorisation is in the public interest in New Zealand. This
consists of:

. an analysis of how the codeshare agreement affects competition in relevant air
services markets

° a consideration of the benefits claimed by the Applicants

. a consideration of the likely detriments that authorisation would entail for New Zealand
as a whole

° a consideration of the counterfactual scenario (i.e. what is likely to occur if authorisation
is declined)

° an overall conclusion drawing together the factors described above.

Impact on markets

82

As part of our analysis, the Ministry has reviewed the competitive landscape of the trans-
Tasman market. This review involved examining the market share and the capacity provided
by other international carriers and assessing how this landscape has evolved in the
aftermath of the COVID-19 pandemic.

Market share analysis

83

Historically, we have not had concerns about competition in the trans-Tasman market due to
the number of airlines operating to New Zealand. However, post-COVID, there have been
some airlines that have not returned to the New Zealand market, reducing the number of
competitors operating on trans-Tasman routes. This has resulted in the post-COVID trans-
Tasman market showing duopolistic characteristics.
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Figure 1 Trans-Tasman airline capacity market share by percentage

Source: BITRE, international airline activity, maximum seats by airline, Jan 2014-Jan 2024
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Figure 2 Trans-Tasman market share by maximum seats

Source: BITRE, international airline activity, maximum seats by airline, Jan 2014—Jan 2024
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Table 1 Trans-Tasman average market share

Period' 2;;:::; Emirates | Jetstar | Qantas Xi:g::alia 2::;:%
Pre-COVID 2019Q1 - 2020Q1 37% 4% 10% 26% 19% 4%
CovID 2020Q2 - 2022Q2 82% 4% 3% 13% 0% 1%
Post-COVID | 2022Q3 —2023Q4 41% 3% 13% 32% 3% 7%

Source: BITRE, international airline activity, maximum seats by airline, Jan 2014—Jan 2024

84

85

86

87

Pre-COVID, Air New Zealand had 37% of the trans-Tasman market (see Table 1), Qantas
and Jetstar combined 36%, Virgin Australia 19% and other operating airlines 4 percent.

During COVID, Australia and New Zealand established a travel bubble between them, which
was operational throughout the second and third quarters of 2021. Emirates, Virgin Australia
and other airlines suspended their trans-Tasman operations during this period, only recently
resuming services. New Zealand borders were opened and full travel restrictions were lifted
on 31 July 2022. Throughout this period, Air New Zealand held a dominant market share of
82% followed by Qantas at 13% and Jetstar at 3%. It is not practicable to draw any
meaningful conclusions about market share during the pandemic given the various border
closures and health restrictions.

During the post-COVID period, Air New Zealand’s market share fell back to 41% as other
carriers returned to the market, with Qantas and Jetstar at 45% and Virgin Australia at 3% in
the last quarter of 2023.

While several fifth freedom carriers operate on trans-Tasman routes, they make up
approximately 5-10 percent of the market and mainly connect long-haul passengers rather
than direct point-to-point passengers.

Trends and overall market share

88

89

Trans-Tasman capacity is increasing but it remains well below pre-COVID levels. Statistics
from the Bureau of Infrastructure and Transport Research Economics (BITRE) (see Figure 2)
show capacity for January 2024 being over 112,000 fewer seats compared to January 2020.
Total capacity for 2023 was approximately 1.5 million fewer seats than for 2019.

Airlines are increasing capacity, including:

. In March 2024, Qantas announced that from October 2024, it will add up to 260,000
additional seats across three of its trans-Tasman routes over 12 months, compared to
its current schedule.

o [COMMERCIAL IN-CONFIDENCE] From April 2025, Jetstar plans to introduce daily
services to Hamilton from the Gold Coast and Sydney. This could be a sign that low-
cost carriers are seeing an opportunity to focus on regional airports.

1

New Zealand’s borders closed from 19 March 2020 until all travel restrictions were lifted from 31 July 2022. For simplicity of
calculating averages, we have defined the pre-COVID period as 2019Q1 to 2020Q1 (1 January 2019 to 31 March 2020); COVID
as 2020Q2 to 2022Q2 (1 Apil 2020 to 30 June 2022); and post-COVID as 2022Q3 to 2023Q4 (1 July 2022 to 31 December 2023)
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90

91

We consider that Qantas and Jetstar will continue to add capacity where they see a
commercial case for doing so. While airlines are moving to fill the gap in capacity, it is
primarily shared between Air New Zealand and the Qantas Group.

We see some general trends in the market:

o Air New Zealand’s proportion of the market capacity has remained almost the same as
it was before the pandemic. Air New Zealand continues to maintain a dominant market
position across the three periods of pre-COVID, during COVID, and post-COVID.

o Qantas and Jetstar have recovered post-COVID making a slight increase in market
share compared to their pre-COVID levels.

o Virgin Australia has not recovered post- pandemic due to its restricted operation to
Queenstown only.

. If Qantas does add the extra seats as announced in March, it is probable that Qanta’s
market share will increase to 34% leaving Air New Zealand with slightly less
dominance in the market with 39%.

Fifth freedom carriers

92

93

‘Fifth freedom’ rights are the rights for an airline to carry passengers between two other
countries as part of a service starting in its home country. Several carriers? are currently
operating trans-Tasman fifth freedom services.

Fifth freedom carriers generally operate on one route only (and other than Emirates they only
serve Auckland) and with a frequency of once a day or less. Fifth freedom carriers will enter
and exit the market based on a range of commercial considerations. Overall, we conclude
that these carriers are unlikely to provide significant capacity or competitive pressure.

Airfare analysis

94

95

96

We have not completed detailed airfare analysis due to the application being for a new
codeshare arrangement absent of historical data.

Data from Stats NZ shows international airfares are coming down overall, but they remain
volatile and higher than pre-COVID. The selected price index for international air transport for
April 2024 is 20 percent lower than April 2023 but 55 percent higher compared to April 2020
(see Figure 3).

Among various factors that affect pricing, airfares are generally falling. We do not expect the
codeshare would significantly impact on airfares given Air New Zealand will be setting prices
based on demand. Furthermore, the main reason the codeshare would unlikely affect
airfares generally, is due to the small impact from overall passenger movements.

2

Air Asia X, Emirates, LATAM, Chine Airlines, China Eastern Airlines, and Batik Air Malaysia
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International airfares are falling but remain higher than pre-COVID

Source: Stats NZ, Selected Price Index (SPI): International Air Transport, monthly indexes, July 2015-April 2024

COVID border closures

Index

2076 2017 2018 2019 2020 2021 2022 2023 2024

Monthly data directly feeds into the CPI and uses the same data source, data treatment, and quality adjustments as the official quarterly CPI.

Source: Stats NZ - Created with Datawrapper

Figure 3 Selected price index, international air transport

Source: Stats NZ, selected price indexes, July 2015—April 2024

Public benefits

97  Public benefits refer to the benefits that are received by direct users of the codeshare and
other consumers who benefit indirectly as a result of the codeshare. Our analysis has
considered the following public benefits to be incurred to New Zealanders or those in New
Zealand.

Increase in tourism through better marketing

98 The Applicants claim that the codeshare will deliver incremental tourism to New Zealand and
incremental passengers on Air New Zealand services.

99 The Applicants also state that the codeshare would see enhanced marketing of New Zealand
as a destination to Virgin Australia customers (and Australian customers more generally).
This enhanced marketing is expected to result in incremental traffic to New Zealand, with
corresponding benefits in the form of additional tourism spend.

100 For other cooperation agreements we have agreed that improved access to a home
country’s marketing networks provides a benefit. However in this case we have place limited
weight on it.

101 Australia is culturally a similar market to New Zealand and Air New Zealand already has a
strong stand-alone presence. It is the second biggest overseas airline in Australia (the
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102

second biggest foreign airline) and Australia is far and away its biggest international market.
Pre-COVID it consistently topped most trusted brand surveys in Australia.

We consider that the additional benefit Air New Zealand would get from a marketing partner
in Australia is limited.

Incremental passengers on Air New Zealand’s services

103

104

105

106
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The Applicants further claim that, in addition to generating incremental traffic to New
Zealand, Velocity members, and those corporate travellers who are part of the VABF
programme who may otherwise travel with Qantas will, as a whole, be more likely to travel
via Virgin Australia code on Air New Zealand trans-Tasman services.

The Applicants say that this incremental traffic will have the benefit of improving the
efficiency and sustainability of Air New Zealand’s flight operations.

Air New Zealand has estimated this benefit to be an additional 1.3 percent on current load
factors, which equates to up to 3 passengers per flight for an A321neo aircraft. Virgin
Australia independently submitted that it estimates the additional load factor could be up to 3
to 5 percent. Some of these passengers might be higher value customers adding more to Air
New Zealand revenue than an average customer.

To the extent there are additional passengers through the codeshare, this could negatively
impact Air New Zealand passengers on pricing or other customer benefits, but this may
happen anyway through Air New Zealand’s customer growth through their own marketing
efforts.

TAS Load Factor (NZ) ««sseeees 6 month moving average

Jan 2022 Jul 2022 Jan 2023 Jul 2023

Figure 4 Air New Zealand load factors on trans-Tasman routes

Source: Air New Zealand

107

Currently, Air New Zealand load factors for the Tasman hover between 80 and 84 percent.
While any additional passengers and revenue supports a service, at this load factor the
services are not at risk, either by displacing existing Air New Zealand customers, or requiring
additional aircraft or services.
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108 Furthermore, Air New Zealand has constrained ability to increase capacity over the next 18
to 24 months, mainly due to the impact of global engine maintenance issues.

109 From a system viewpoint we also note that many of these passengers will be transferring
from Qantas and so would have a negative reciprocal effect on it. We place limited weight on
benefits that are a transfer of passengers from one airline to another. The counter is a
reduction in the efficiency of services offered by the Qantas group. It is difficult to know the
extent to which any increase in the number of Australian corporate and SME customers who
choose to fly to New Zealand due to the arrangement is from those who are not already
locked into a relationship with Qantas.

Other benefits

110 We have also identified and considered other minor benefits from the codeshare including:

Enabling Virgin Australia to better gauge whether sufficient profitable demand
has emerged to inform any decision making on whether a re-entry onto trans-Tasman
routes would be viable. We think that long term, the codeshare will give the Applicants
better information on future services and whether Virgin Australia has the ability to re-
enter the trans-Tasman market using its own metal. However, this is only one factor.
While growing the corporate/SME sector will assist, the airline will be reliant on a
substantial number of passengers visiting friends and relatives or for tourism on non-
Queenstown routes.

Positive network externalities such as by each of the Applicants being able to offer
their customers a wider range of route options and/or departure times. Given that Virgin
Australia is making use of existing Air New Zealand services any benefit is limited to a
subset of its existing customer base (i.e. Australians connecting onto trans-Tasman
services.) This differs from what might be possible under an alliance or joint venture.

Better vertical pricing coordination, in particular, the elimination of double
marginalisation (EDM) which can otherwise arise when independent entities with
market power each add profit margins to pricing along vertical supply chains (which
serves to reduce both combined profits and consumer welfare). However, a study
specifically looking at the benefits of Air New Zealand alliances concluded that
cooperation short of a joint venture between Air New Zealand and its alliance partners
would not result in the elimination of double marginalisation. While double
marginalisation may not be eliminated, it could conceivably be reduced due to Air New
Zealand setting the price for Virgin Australia seats.

Public detriments

111 Public detriments refer to the costs of the codeshare arrangement to consumers. We have
assessed what the likely downsides or costs are if the arrangement is authorised.
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Disincentive for Virgin Australia to expand in the New Zealand market

112

113

114

If the arrangement was to prevent Virgin Australia from re-entering the market, this would
have a cost to New Zealand that would likely outweigh the small benefits likely to accrue; and
we would be unable to recommend authorisation of the codeshare.

We also consider that even the threat of entry can have a beneficial impact on market
behaviour. Despite what Virgin Australia has told us, New Zealand airports consider that the
codeshare does reduce the incentive for Virgin Australia to re-grow its New Zealand
presence. If Air New Zealand and Qantas share this view, then authorisation could
encourage duopoly behaviour to the detriment of New Zealand.

However, we are not able to reach a firm conclusion on if or when Virgin Australia would
consider entering the market in the absence of the codeshare. We consider it unlikely Virgin
Australia would consider entering given the capacity expansion of other airlines and other
current market factors.

Increase in price for other travellers

115

116

117

118

Some submitters noted that Virgin Australia frequent flyers buying seats on Air New Zealand
flights could lead to an increase in airfares, or push New Zealanders looking to travel to
Australia into higher fare brackets.

We do not agree that we should give weight to a detriment of this nature. However, we have
not considered that as a detriment. Airline pricing behaviour will reflect the willingness to pay
of the marginal passenger — whether that is through direct payment, or spending of frequent
flyer points.

We acknowledge that there may be an increased demand for capacity on Air New Zealand
seats, and, in principle, a small risk of New Zealand flyers either missing out on seats, facing
busier Koru lounges, having to pay for more expensive ones, or potentially facing a higher
fare option in their preferred price tiers.

However, given the small incremental numbers that are expected due to the arrangement,
and with current load factors, any overall effect should be small, and spread out across fare
brackets (which may further dampen the effect within each bracket).

Counterfactual

119

120

We compared the public benefits and public detriments to be generated with and without the
authorisation of the arrangement. We analysed how the relevant markets might react if
authorisation is not granted.

As part of the application, Virgin Australia provided their own summary and analysis of what
likely scenario would occur if the codeshare agreement was not authorised.
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Virgin Australia

121

122

123

124

125

126

127

Virgin Australia has stated it has no plans to operate trans-Tasman services beyond its
existing Queenstown routes.

Virgin Australia has also stated that it:
o it will not enter the routes covered by the proposed arrangement,

o the arrangement will not disincentivise its re-entry if those routes become commercially
viable,

. no alternative commercial partner or cooperation/partnership model is available to it.

Virgin Australia argues that with, or without, the arrangement, its incentives for re-entering
the trans-Tasman market using its own aircraft on non-Queenstown routes do not change.

Virgin Australia has advised that it keeps its route network under continual review. However,
the most recent Board papers Virgin Australia has shown us on the short haul network date
from 2022. We consider this to be a dated decision in the rapidly evolving post-COVID
environment.

But equally operating conditions have not improved such as to suggest that re-entry is a
realistic possibility in the short term. Factors advanced by Virgin Australia include:

o non-Queenstown routes have historically been highly unprofitable with performance
challenges being more prominent today than five years ago;

° aircraft, crew and capital resources would be an opportunity cost better employed on
other routes,

o regardless, Virgin Australia has no available aircraft capacity to service non-
Queenstown routes in the near-term.

Virgin Australia showed a $55.6 million loss on trans-Tasman operations for FY2019 with
only Queenstown routes returning a profit. Only one additional route was slightly profitable
but only due to it being heavily subsided. The airline states the financial performance was not
unique to 2019, and load factors were 69% compared to 78% for the Australian domestic
network.

Virgin Australia has stated its medium-term focus is on Australian domestic resilience and
more profitable short haul international routes. To meet this objective additional aircraft are
needed but it is hampered by an existing shortage due to:

° certification delays of 737-10 aircraft originally scheduled for delivery in 2023 out to
2026,

o future committed deliveries of 737-8 aircraft originally scheduled for 2024 being
delayed to 2025.

Ministry of Transport assessment

128

Economic conditions in both countries are not conducive to increased demand for air travel.
Australia is facing subdued economic growth in the short term and New Zealand is
experiencing a slowdown of growth due to high inflation and reduced spending.
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129

130

131

132

133

134

135

The Applicants have applied for authorisation of the codeshare for a term of at least five
years. This is consistent with similar airline co-operation agreement authorisations. The
applicants argue that five years will provide certainty to customers, especially corporate and
SME clients.

We considered authorising for three years as the uncertainty over a Virgin Australian re-entry
with its own aircraft increases with time. The Act does not easily provide for setting
conditions, such as length of authorisation. To do so would require the applicants to amend
their application.

On balance, we do not consider that the uncertainty in years 4 and 5 to be such that a
shorter authorisation period would resolve it. We also see benefits in aligning the
reauthorisation timetable in New Zealand and Australia.

We agree that identified public benefits, being increased tourism and incremental passenger
growth on Air New Zealand services, are limited and small. Moreover, better information can
be gained through the codeshare by Virgin Australia to better inform its ability to re-enter the
routes using its own aircraft. As for detriments, because of the small impact from incremental
passenger numbers and load factors, the codeshare is unlikely to impact prices.

Beyond this, our key reasoning is that we think that Virgin Australia’s re-entry into non-
Queenstown routes is very unlikely over the two to three years with or without the codeshare.
The explanations put forward are credible:

o those routes have historically been highly unprofitable with performance challenges
being more prominent today than five years ago.

o aircraft, crew and capital resources would be an opportunity cost and better served on
other routes.

o regardless, Virgin Australia has no available aircraft capacity to service those routes
in the near-term.

We have reached this view particularly given the capacity expansion of other airlines
combined with other global pressures, such as aircraft delays and engine, impacting market
recovery.

Our analysis shows there is not sufficient reason to decline authorisation. This conclusion is
reinforced by the findings of the ACCC. While a decision is finely balanced, our
recommendation is to authorise for a period of five years as requested by the applicants.

Conclusion

136

137

138

In considering the above benefits and detriments, and the counterfactual scenario, we
believe that on balance, the codeshare agreement delivers small benefits to New Zealand,
over and above any potential detriments.

We also note that the arrangement meets the statutory conditions allowing it to be authorised
under section 88 of the Civil Aviation Act 1990.

In light of this, we recommend authorising the Commercial Framework Agreement.
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CONCLUSION

We recommend that authorisation should be for a period of five years. This is the period
applied for by the Applicants and allows for a further reassessment of the codeshare
agreement after an appropriate interval.

Future authorisations will be under the Civil Aviation Act 2023 using different statutory
criteria. This authorisation should not be seen as indicative of the result of any future
application to be assessed under the new Act.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Annex 1 Analysis of how arrangements relate to tariffs and capacity

The Civil Aviation Act 1990 does not provide that any or all contracts, arrangements and understandings (“agreements”) may be authorised but only
that provisions of agreements may be authorised so far as they relate “whether directly or indirectly, to the fixing of tariffs, the application of tariffs, or
the fixing of capacity, or any combination thereof”.

The tables below describes if and how each of the provisions of the Commercial Framework Agreement, the Codeshare Agreement, the Corporate /
SME Dealing Agreement and the Special Prorate Agreement relates to the fixing or application of tariffs and the fixing of capacity. Annex 1A provides
information for noting regarding documents yet to be finalised by the Applicants.

Key to assessments
Structural: Document framework. Not related to tariffs or capacity

Machinery: Makes the agreement work. May be —
o Directly related to tariffs and/or capacity
e Indirectly related to tariffs and/or capacity
e Not related to tariffs or capacity

Boilerplate: Standard provisions of a general nature not peculiar to the
agreement. Not related to tariffs or capacity.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Introduction Machinery. Sets out the framework within which the Parties will cooperate and the key
components of that cooperation. Relates indirectly to tariffs and capacity.
1 Definitions and Interpretation
1.1 Definitions Machinery. “Exit Fee” relates indirectly to tariffs and capacity. Otherwise, not related to
tariffs or capacity.
1.2 Interpretation Structural. Not related to tariffs or capacity.
2 Approvals
2(a) Cooperation re approvals Machinery. Relates indirectly to tariffs and capacity.
2(b) Other cooperative activities Machinery. Not related to tariffs or capacity.
2(c) Action consequent on non-approval etc Machinery. Relates indirectly to tariffs and capacity.
2(d) Competition Law compliance Machinery. Relates indirectly to tariffs and capacity.
3 Implementing Agreements
3(a) List of related Agreements, including Codeshare Agreement, MITA Machinery. Necessary for the specifics and implementation of the arrangements relating
Supplementary Agreement, Special Prorate Agreement etc to tariffs and capacity. Relates directly to tariffs and/or capacity.
4 Other areas of cooperation
4(a) Velocity Points; reciprocal employee travel benefits Machinery. Relates indirectly to tariffs and capacity.
5 Governance and review
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Section # Section heading Assessment

5(@) Establishment of CGW Group Machinery. The CGW Group is responsible for implementing and overseeing the
operation of the Agreements. Relates directly to tariffs and/or capacity.

5(b) Responsibilities of CGW Group Machinery. The CGW Group is responsible for implementing and overseeing the
operation of the Agreements. Relates directly to tariffs and/or capacity.

6 Term

6(a) Commencement date and initial term Machinery. Indirectly related to tariffs and/or capacity.

6(b) Obligations conditional on Approvals Machinery. Indirectly related to tariffs and/or capacity.

6(c) Overlapping TT point-to-point services Machinery.

6(d) Renewal term Machinery. Indirectly related to tariffs and/or capacity.

7 Termination

7(a) Termination for convenience during initial term Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

7(b) Termination for convenience after initial term Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

7(c) Termination if Approval not granted/not renewed etc Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

7(d) Termination on occurrence of specific events Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

7(e) Provisions surviving Termination Machinery. Indirectly related to tariffs and/or capacity.

7(f) No liability for expenses for proper termination Machinery. Indirectly related to tariffs and/or capacity.
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7[(9)] Accrued obligations, rights, liabilities Machinery. Termination will impact on capacity in particular, so the practical
consequences need to be clear. Indirectly related to tariffs and/or capacity.

8 Force Majeure

8(a) No liability arises from force majeure Boilerplate.

8(b) Strikes Boilerplate.

9 Taxes

9(a) Standard tax provisions to apply Machinery. Necessary for the operation of other provisions relating to tariffs and
capacity.

9(b) Treatment of taxable supplies Machinery. Necessary for the operation of other provisions relating to tariffs and
capacity.

10 Confidential Information

10(a) Restrictions on use of confidential information Boilerplate.

10(b) Non-application of confidentiality obligations Boilerplate.

10(c) Cessation of use of confidential information Boilerplate.

10(d) Notification of breach and mitigation process Boilerplate.

10(e) Equitable relief in event of breach Boilerplate.

11 Intellectual Property and Trade Marks

11(a) Mutual recognition of Marks Machinery. Some use of the other party’s Marks may be necessary for marketing

purposes (cf 11(d) & (e)). Indirectly related to tariffs and/or capacity.
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Section # Section heading Assessment

11(b) Marks and goodwill the exclusive property of owner Boilerplate.
11(c) No adverse action in relation to Marks Boilerplate.
11(d) Proposed publicity involving a party’s Marks Machinery. Some use of the other party’s Marks may be necessary for marketing

purposes. Indirectly related to tariffs and/or capacity.

11(e) Non-exclusive, non-transferable licence to promote services Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11(f) NZ to notify VA of any Mark infringement Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11(g) VA to notify NZ of any Mark infringement Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11(h) Sharing of artwork etc Machinery. Such sharing of materials may be necessary for marketing purposes.
Indirectly related to tariffs and/or capacity.

12 Exclusion of Consequential Loss

12(a) No liability for consequential loss Boilerplate.
13 Dispute Resolution

13(a) Process for resolving disputes arising Boilerplate.
14 Representations and Warranties

14(a) Incorporation; due authorisation; no default, violation etc from Boilerplate.

implementation

15 Miscellaneous

COMMERCIAL IN CONFIDENCE
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Section # Section heading Assessment

15(a)-(m) Nature of relationship; Governing law; Compliance with laws; Notices; Boilerplate.
Costs and expenses; Variation; Entire agreement; Waiver;
Severability; Assignment and novation; Counterparts; Rights and
remedies; Joint and severable liability

Codeshare Agreement

Section # Section heading Assessment

Introduction Machinery. Sets out the framework within which the Parties will cooperate and the key
components of that cooperation, including the placement of VA’s designator code on
code-shared flights. Relates indirectly to tariffs and capacity.

1 Definitions

11 Definitions Machinery. “Code Shared Flights” relates indirectly to tariffs and capacity. Otherwise,
not related to tariffs or capacity.

1.2-1.10 Headings; Defined expressions; Negative obligations; Persons; Plural | Structural. Not related to tariffs or capacity.

and singular; Section and introduction; Documents; Statutes and
regulations; Include and including

2 Code Sharing

2.1 Code Sharing Machinery. Directly related to capacity.
2.2 General Requirements Machinery. Directly related to capacity.
3 Revenue Settlement

3.1 Machinery. Directly related to tariffs.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

4 Taxes

41-47 Machinery. Directly related to tariffs.

5 Tickets

5.1-54 Machinery. Directly related to tariffs and/or capacity.
6 Public pricing for Virgin Australia issued tickets

6.1-6.4 Machinery. Directly related to tariffs.

7 Customer procedures

7.1 Machinery. Indirectly related to capacity.

8 Airports and in-flight service

8.1-85 Machinery. Not related to tariffs or capacity.

9 Advertising, sales, communications

9.1 Communications Machinery. Not related to tariffs or capacity.
92-94 Publication of schedules Machinery. Not related to tariffs or capacity.

10 CRS and GDS charges

10 Machinery. If charges are passed on to customers, then indirectly related to tariffs.
11 Intellectual Property

111 Mutual recognition of Marks Machinery. Indirectly related to tariffs and/or capacity.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Section # Section heading Assessment

11.2 Marks and goodwill the exclusive property of owner Boilerplate.
11.3 No adverse action in relation to Marks Boilerplate.
114 Proposed publicity involving a party’s Marks Machinery. Some use of the other party’s Marks may be necessary for marketing

purposes. Indirectly related to tariffs and/or capacity.

11.5 Non-exclusive, non-transferable licence to promote services Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11.6 NZ to notify VA of any Mark infringement Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11.7 VA to notify NZ of any Mark infringement Machinery. Some use of the other party’s Marks may be necessary for marketing
purposes. Indirectly related to tariffs and/or capacity.

11.8 Sharing of artwork etc Machinery. Such sharing of materials may be necessary for marketing purposes.
Indirectly related to tariffs and/or capacity.

12 Conditions of carriage, claims procedure, immigration

12.1 Conditions of carriage Machinery. Indirectly related to capacity.
12.2 Policies and procedure Machinery. Indirectly related to capacity.
12.3 Claims procedure Machinery. Indirectly related to capacity.
12.4 Immigration Machinery. Indirectly related to capacity.
125 Baggage tracing Machinery. Indirectly related to capacity.
13 Irregularity handling and oversales
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

13.1 Captain-in-Command Machinery. Indirectly related to capacity.

13.2 Notice of Disrupt Machinery. Indirectly related to capacity.

13.3 Continuation of Code Shared Flight Machinery. Indirectly related to capacity.

13.4 Costs of Disrupt Machinery. Indirectly related to capacity.

13.5 Flight cancellation Machinery. Indirectly related to capacity.

13.6 Substitution of aircraft Machinery. Not related to tariffs or capacity.

13.7 Overbooking and denied boarding Machinery. Directly related to capacity.

13.8 Third-party carriers Machinery. Not related to tariffs. Indirectly related to capacity.

13.9 Missed connections Machinery. Indirectly related to capacity.

14 Applicability of policies, rules and procedures

14.1 Machinery. Not related to tariffs or capacity.

15 Safety and Security

15.1-15.3 Machinery. Not related to tariffs or capacity.

16 Emergency procedures

16.1-16.4 Emergency Response; Additional requirements; Request for Machinery. Not related to tariffs or capacity.
Assistance in an Emergency Situation; Family Assistance

17 Compliance with laws

17.1 Boilerplate.

COMMERCIAL IN CONFIDENCE
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Section # Section heading Assessment

18 Settlement of disputes
(a) Process for resolving disputes arising Boilerplate.
19 Insurance
19.1-19.3 Boilerplate.
20 Liability and indemnity
20.1-20.7 Indemnity in respect of other Party; Indemnity in respect of employees | Boilerplate. Clause 20.4 (Traffic documents and reservations) is possibly indirectly
on duty under the Agreement; Liability of each Party; Traffic related to capacity, through its applicability to “reservation of space on the CFA Flights”.

documents and reservations; Notice of claim; Liability for
Subcontractors; Other agreements prevail

21 Autonomy of the Parties

21.1-21.2 Boilerplate.

22 Force Majeure

22.1-22.4 Boilerplate.

23 Term

23.1 Commencement Date Machinery. Indirectly related to tariffs and/or capacity.
23.2 Status of tickets on termination Machinery. Indirectly related to tariffs and/or capacity.
24 Termination

@) Machinery. Indirectly related to tariffs and/or capacity.
25 Confidential Information
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

COMMERCIAL IN CONFIDENCE

25.1-255 Confidential Information; Exceptions; Disclosure of Information; Use of | Boilerplate.
Information; Return of Information

26 Privacy and data security

Boilerplate.
27 Notices
27.1-27.3 Boilerplate.
28 Waiver
28.1-28.2 Boilerplate.
29 Severability
29.1 Boilerplate.
30 No third party beneficiaries
30.1 Boilerplate.
31 No Assignment
31.1-31.2 Boilerplate.
32 Entire agreement and Variation
32.1-32.2 Boilerplate.
32.3-324 Machinery. Indirectly related to tariffs and/or capacity.
325 Boilerplate.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Section # Section heading Assessment
33 Miscellaneous
33.1-334 Counterparts; Consultation; Survivorship; Governing Law Boilerplate.
Schedule 1 Code Shared Flights
1-2 Core Shared Flights; Use of Codes and Flight Numbers Machinery. Indirectly related to capacity.
Schedule 2 Station Procedures
21-2.13 Ground handling; Check-in procedures; Baggage; Staff travel; Public Machinery. Indirectly related to capacity.
disclosure; Denied Boarding; Passenger related expenses; Involuntary
rerouting; Missed Connections; Baggage Irregularities; Frequent Flyer
Programs; Lounge Access; Representatives
Schedule 3 Reservations and seat handling procedure
3.1-39 Special Passenger Requirements; Passengers with a Disability; Machinery. Indirectly related to capacity.
Advance Seat Request Bookings; Group Bookings; Guarantee Sales;
Flight Firming; Duplicate Booking Control; Name Change Policy;
Termination
Schedule 4 Revenue Accounting Procedure
41-44 Revenue; Accounting Procedures of Enforcement; Validity; Machinery. Indirectly related to tariffs.

Representatives
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Corporate / SME dealing arrangement

Section # Section heading Assessment

1 Interpretation

11 Structural.

2 Co-ordination

2.1 Discounts and offers to corporate and SME customers Machinery. Directly related to tariffs and/or capacity.

2.2 Determining and documenting clause 2.1 co-operation Machinery. Directly related to tariffs and/or capacity.

3 Condition

3.1 Implementation of clause 2.1 conditional on Approvals Machinery. Indirectly related to tariffs and/or capacity.

3.2 Co-operation in seeking Approvals Machinery. Indirectly related to tariffs and/or capacity.

3.3 Commencement and duration of Agreement Machinery. Indirectly related to tariffs and/or capacity.

4 Other

4.1 Avoidance of doubt — s.90 Machinery. Directly related to tariffs.

4.2 Application of provisions of CFA Structural — application of CFA machinery and boilerplate provisions. Not related to
tariffs or capacity.
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ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

1 Application Structural.

2 Application Ticket Stock Machinery. Directly related to tariffs and/or capacity.
3 Routings Machinery. Directly related to tariffs and/or capacity.
4 Codeshare Machinery. Directly related to tariffs and/or capacity.
5 Involuntary Re-routing Machinery. Directly related to tariffs and/or capacity.
6 Minimum Prorate Rule Machinery. Directly related to tariffs and/or capacity.
7 Interline Service Charge Machinery. Directly related to tariffs.

8 Carrier-Assessed Fees Machinery. Directly related to tariffs.

9 Surcharges Machinery. Directly related to tariffs.

10 Passenger Type Discounts Machinery. Directly related to tariffs and/or capacity.
11 Settlement Machinery. Indirectly related to tariffs and/or capacity.
12 Validity Machinery. Indirectly related to tariffs.

13 Termination Boiler plate.

14 Confidentiality Boiler plate.

15 Privacy Boiler plate.

16 General Boiler plate. Agreement governed by laws of State of Queensland, Australia.

COMMERCIAL IN CONFIDENCE





COMMERCIAL IN CONFIDENCE

34

ANNEX 1 ANALYSIS OF HOW ARRANGEMENTS RELATE TO TARIFFS AND CAPACITY

Attach 1 Special Prorate Agreement between VA and NZ | Machinery. Directly related to tariffs.
Attach 2 Special Prorate Agreement between VA and NZ | Machinery. Directly related to tariffs.
Appendix A | Codeshare Class Mapping Machinery. Indirectly related to capacity.

Other implementing agreements

The Applicants have provided the following information regarding documents yet to be finalised that are referred to in the CFA.

Agreement Summary

MITA Supplementary This contains technical details relating to support operations, additional to the matters covered by the IATA Multilateral Interline Traffic
Agreement (MITA). For example, the agreement covers Inter Airline Through Check-In, how excess baggage charges are treated, IP
and privacy matters.

Lounge Access This is a technical document outlining Virgin Australia (VA) loyalty tier for access requirements, whereby:
e Air NZ will provide approved VA passengers lounge access ahead of their VA coded, trans-Tasman flight; and

e approved VA passengers are likely to be Beyond, Platinum and Gold Velocity members with a same day boarding pass, where
the flight sector is booked on a VA ticket. VA ticketed passengers will not have access to Air NZ domestic lounges.

Data Privacy for codeshare and interline These protections are included in the MITA Supplementary document and so there will not be a separate agreement.
Data Privacy for lounge access Deals with privacy obligations and handling of personal information.
Fare filing services agreement This document sets out the process/systems/billing details which will apply at a practical level in order to implement the pricing etc.

framework set out in the CFA and Codeshare Agreement. Pursuant to this agreement, Air NZ will provide fare filing services to VA,
being the processing of pricing instruction distribution for VA fare products in the markets specified in the Codeshare Agreement.
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Hon Matt Doocey
Associate Minister of Transport

[Date]

Air New Zealand and Virgin Australia code share
authorised

Associate Minister of Transport Matt Doocey announced today that the Government has
authorised a codeshare agreement between Air New Zealand and Virgin Australia.

“I have recently authorised this codeshare agreement which reinforces New Zealand’s
connections with Australia, providing more choice for passengers flying the trans-Tasman
route,” Mr Doocey says.

“Making it easier for trans-Tasman travellers to access the sights and experiences of New
Zealand helps boost the economy at an important time when many tourism businesses are
still in the post Covid-19 recovery mode.”

The agreement allows Virgin Australia to market and sell seats on Air New Zealand’s
trans-Tasman flights to its customers using the Virgin Australia name and flight numbers.
Virgin Australia frequent flyer members can redeem points and gain access to Air New
Zealand lounges.

The Australian Competition & Consumer Commission (ACCC) also recently authorised the
deal.

The agreement won’t apply on routes where Virgin Australia currently operates, or decides
to start operating, its own trans-Tasman services such as its Queenstown route.

“Code sharing is a way for airlines to provide travellers with benefits of access to
connecting flights and more flight choice.

“l have authorised the arrangement for five years to be reviewed again at that time to see if
market conditions have changed,” Mr Doocey says.

Ends





		OC240164 Air New Zealand and Virgin Australia Codeshare Authorisation - Initial Advice - Briefing - Policy

		OC240623 Air New Zealand and Virgin Australia codeshare agreement authorisation - Final Advice - Briefing - Policy (single file)

		OC240623 Air New Zealand and Virgin Australia codeshare agreement authorisation - Final Advice - Briefing - Policy

		NZ-VA codeshare - Final Report



		Min Doocey - Draft Press Release - ANZ Virgin CodeShare - Aug 2024 revised
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Day | Date Tuesday 20 August
Time 8am — 8.30am
Venue Parliament — EW4.1R

Ministry of Transport attendees

Audrey Sonerson, Chief Executive

Ruth Fairhall, Deputy Chief Executive Policy

Tom Forster, Manager, Aviation & Maritime

Garrick Wood, Senior Adviser, Aviation

Part 1  Ministry of Transport Paper reference

Key items to note

1.0 * Questions from the Weekly Report Audrey Sonerson Weekly Report as at
Upcoming milestones / 14 August 2024
announcements / events / advice

Aviation
1.1 e Air NZ & Virgin Australia Ruth Fairhall 0C240623

Codeshare Agreement
Authorisation

Part 2: Maritime NZ attendees

Kirstie Hewlett, Chief Executive

Dylan Page, Chief Advisor, Response Security & Safety Services

Part 2  Maritime NZ Lead Paper reference

Maritime Digital Transformation —

2.0 Indicative Business Case

Kirstie Hewlett MNZ 24-034

2.1 HMS Niagara emerging issues Kirsti Hewlett Verbal update
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Agenda — Associate Minister Doocey officials' meeting

Day | Date Tuesday 20 August
Time 8am — 8.30am
Venue Parliament — EW4.1R

Ministry of Transport attendees

Audrey Sonerson, Chief Executive

Ruth Fairhall, Deputy Chief Executive Policy

Tom Forster, Manager, Aviation & Maritime

Garrick Wood, Senior Adviser, Aviation

Part 1  Ministry of Transport Paper reference

Aviation

1.1 o AILNZ & Virgin Australia Ruth Fairhall 0C240623
Codeshare Agreement

Authorisation

Out of Scope
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From: Tom Forster

To: Siobhan Routledge

Cc: Ruth Fairhall; Garrick Wood

Subject: RE: Air NZ/ Virgin

Date: Monday, 19 August 2024 6:32:50 pm

Attachments: Air NZ virgin bullet points for meeting with Minister 20 August 2024.docx
Hi Siobhan

Attached as requested.

Cheers
Tom

From: Siobhan Routledge <S.Routledge@transport.govt.nz>

Sent: Monday, August 19, 2024 5:35 PM

To: Tom Forster <t.forster@transport.govt.nz>

Cc: Ruth Fairhall <R.Fairhall@transport.govt.nz>; Garrick W Wood <G.Wood@transport.govt.nz>
Subject: Re: Air NZ/ Virgin

Thanks Tom,

It would be good if you could make yourself available for the meeting tomorrow, and |
expect to be there too. I'll come into'the office.first.

Could you please prepare acouple aof bullets for the people on this email to:

outline the packground

delibérations to date incl consultation

our adviee (including that it is finely balanced)

noting that'the alternative options available and any risks.

Thank you, Siobhan

Get Outlook for iOS

From: Tom Forster <t.forster@transport.govt.nz>

Sent: Monday, August 19, 2024 5:08:30 PM

To: Siobhan Routledge <S.Routledge@transport.govt.nz>

Cc: Ruth Fairhall <R.Fairhall@transport.govt.nz>; Garrick Wood <G.Wood@transport.govt.nz>
Subject: Air NZ/ Virgin
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Air NZ / Virgin Australia Authorisation Application

Background

· The Applicants have applied for authorisation for a unilateral codeshare arrangement under which Virgin Australia would market within Australia under its own brand services on routes from Australia to New Zealand destinations operated by Air New Zealand. The arrangement would exclude routes (presently only to and from Queenstown) operated by Virgin Australia using its own aircraft.

· The arrangement would enable Virgin Australia to expand its access to additional destinations within New Zealand, including Auckland, Christchurch, and Wellington without committing its own aircraft.

· Airline cooperation agreements are a common feature of international aviation. While cooperation agreements, such as codeshares, can result in benefits to consumers, they may also result in a reduction in competition, which can lead to higher fares or reduced services.

· Airports, with the exception of Queenstown, oppose the authorisation of the agreement.

Analysis

· Virgin only flies to Queenstown on its own aircraft. Prior to COVID-19, only its Queenstown route was profit making with all the others being loss making.

· The commercial rationale for the agreement is that not having a service to NZ reduces its ability to compete effectively in Australia particularly for the higher yield corporate and small business customers. 

· The agreement would enable it to offer these customers more convenient and loyalty-rewarding options for flying to New Zealand.

Benefits

· This agreement, unlike most of the ones we deal with, has very small benefits.

· There are small benefits for Air NZ from the arrangement which will benefit New Zealanders.

· Air NZ would benefit from increased load factors on its non-Queenstown trans-Tasman routes, including through the possibility of increasing its access to trans-Tasman distribution channels, thereby enhancing its efficiency and sustainability.

· New Zealand would benefit from extra tourism and other (e.g. conference) travel from Australia-based flyers. 

· Air NZ itself estimates only a 1.3% improvement in its trans-Tasman load factors from the proposed agreement, if this involves predominantly high-value travellers that would result in a somewhat larger contribution to Air NZ’s profitability, and hence its sustainability as it continues to recover from pandemic-related impairments. 

· The codeshare could make Air NZ a stronger competitor to Qantas e.g by enabling VA to poach Australia-based flyers from Qantas.

· It would also enable VA to better gauge whether sufficient profitable demand has emerged so as to make its re-entry into trans-Tasman routes viable. 

Detriments

· The main cost, which the airports are really concerned about, is that authorising the agreement might delay or deter Virgin from re-entry into the non-Queenstown routes.

· New-Zealand-based flyers may face more crowded trans-Tasman flights and international lounges, and reduced ability to secure seats or upgrade.

Considerations

· The trans-Tasman market is still below pre-covid levels in terms of passenger numbers. 

· There are big challenges in the sector. Engine issues across the main engine suppliers have meant that most airlines are struggling and do not have enough engines to have all their aircraft flying.

· Virgin is a Boeing customer and has a backlog of orders that won’t be fulfilled in the next three years due to problems at Boeing.

· It is likely with the availability of aircraft, VA is likely to deploy such aircraft to more profitable routes, as most of its previous NZ destinations were loss making.

· The sector is also facing staffing issues, and this is unlikely to change in the short -medium term. 

Conclusion

· The trans-Tasman market is still recovering and is below 2019 levels. As most airlines are struggling with staffing and the availability of aircraft, we are confident that VA would not enter the NZ market with its own metal in the next 3 years. 

· Qantas and Air NZ are in a better position to benefit from improved market conditions in the short-term than Virgin. Qantas is planning to increase its presence and has announced increased seats.

· The identified public benefits, being increased tourism and incremental passenger growth on Air New Zealand services, are limited and small.

· The outlook for the two years after that is uncertain. We do not consider that the uncertainty in years 4 and 5 to be such that a shorter authorisation period would resolve it.

Shorter Authorisation period

· Given the uncertainty in years 4 and 5, it is possible to authorise for a shorter period.

· There is no ability under the current Act for authorising the application for a short period or with conditions. Therefore, if that option was to be considered, Air New Zealand and Virgin Australia would need to amend the application. 

· This has happened before when we have asked Air NZ and Cathay Pacific to submit a revised application for a shorter period.

Risks

· Most airports oppose authorisation. We consider that the likelihood of a challenge to a decision to authorise from airports is low. However, they may be more receptive to a shorter period of authorisation especially given the current staffing and aircraft shortages.

· We do not consider Air NZ or Cathay Pacific would challenge a decision to decline authorisation. They are also likely to amend their application for a shorter period if that option was available to them.

		



		 







		



		 










Hi Siobhan

Not sure whether you are across the request that Air NZ/Virgin be on the agenda for
Minister Doocey’s meeting tomorrow at 8.30 am. | understand from the office that Minister
Doocey would like to discuss

As you know the decision is finely balanced.

Kind regards %L

Tom

Tom Forster (he/his/Dr) /& &

Manager — Aviation
Ministry of Transport

M: I | E: Lot
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Air NZ / Virgin Australia Authorisation Application
Background

o The Applicants have applied for authorisation for a unilateral codeshare arrangement under
which Virgin Australia would market within Australia under its own brand services on routes
from Australia to New Zealand destinations operated by Air New Zealand. The arrangement
would exclude routes (presently only to and from Queenstown) operated by Virgin Australia
using its own aircraft.

e The arrangement would enable Virgin Australia to expand its access to additional
destinations within New Zealand, including Auckland, Christchurch, and Wellington without
committing its own aircraft.

o Airline cooperation agreements are a common feature of international aviation. While
cooperation agreements, such as codeshares, can result in benefits to consumers, they
may also result in a reduction in competition, which can lead to higher fares or reddced
services.

o Airports, with the exception of Queenstown, oppose the authorisationsof the agreement.
Analysis

e Virgin only flies to Queenstown on its own aircraft. $ @O0 ( v+~

o The commercial rationale for the agreement is that sot, having\a service to NZ reduces its
ability to compete effectively in Australia partictlarlysfor theshigher yield corporate and small
business customers.

o The agreement would enable it to offer these customiers more convenient and loyalty-
rewarding options for flying to New Zealand.

Benefits
e This agreement, unlike most &f the 6nes we deal with, has very small benefits.

e There are small benefits forAin NZ fromithe arrangement which will benefit New
Zealanders.

o Air NZ would benefit from ifcreased load factors on its non-Queenstown trans-
Tasmanqroutes? including, through the possibility of increasing its access to trans-
Tasman distributiomchannels, thereby enhancing its efficiency and sustainability.

o NewZealand would benefit from extra tourism and other (e.g. conference) travel
from Australia-based flyers.

o 8 9(2)(b)(%\‘

from,the proposed agreement, if this involves predominantly high-value travellers
that weuld result in a somewhat larger contribution ® 9(2)(b)(ii)
4

4

o ) The codeshare could make Air NZ a stronger competitor to Qantas & @)

e |t would also enable VA to better gauge whether sufficient profitable demand has emerged
so as to make its re-entry into trans-Tasman routes viable.

Detriments

¢ The main cost, which the airports are really concerned about, is that authorising the
agreement might delay or deter Virgin from re-entry into the non-Queenstown routes.

e New-Zealand-based flyers may face more crowded trans-Tasman flights and international
lounges, and reduced ability to secure seats or upgrade.



Considerations

The trans-Tasman market is still below pre-covid levels in terms of passenger numbers.

There are big challenges in the sector. Engine issues across the main engine suppliers
have meant that most airlines are struggling and do not have enough engines to have all
their aircraft flying.

s 9(2)(b)(ii)
s 9(2)(b)(ii)

The sector is also facing staffing issues, and this is unlikely to change in the short -medium
term.

Conclusion

The trans-Tasman market is still recovering and is below 2019 leyéls. & @O A
we are confidént/that VAwould not

enter the NZ market with its own metal in the next 3 years.
s 9(2)(b)(ii) /\ A 3 r N

Qantas is planning to increaseits presence and has announced
increased seats.

The identified public benefits, being increased touriSm’and incremental passenger growth
on Air New Zealand services, are limited and‘small.

The outlook for the two years after that is ‘Gneertain. We'do.not consider that the uncertainty
in years 4 and 5 to be such that a shorter‘authorisation period would resolve it.

Shorter Authorisation period

Risks

Given the uncertainty in years4 and/b, it isspossible to authorise for a shorter period.

There is no ability under the current Act for.authorising the application for a short period or
with conditions. Therefore, if that option, was to be considered, Air New Zealand and Virgin
Australia would need tolamend the ‘application.
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From: Torrin Crowther

To: Garrick Wood

Cc: Tom Forster

Subject: RE: Air New Zealand and Virgin Australia code share authorisation decision [BG-BELLGULLY.FID1507849]
Date: Thursday, 22 August 2024 8:41:37 pm

Attachments: image001.png

Thank you Garrick.

Confirming receipt. Fine to let Air NZ know directly but unless you have a direct line into VA just let
me know and | can liaise with them.

Thanks
Torrin

From: Garrick Wood <G.Wood@transport.govt.nz>

Sent: Thursday, August 22, 2024 8:35 PM

To: Crowther, Torrin TXC <torrin.crowther@bellgully.com>

Cc: Tom Forster <t.forster@transport.govt.nz>

Subject: Air New Zealand and Virgin Australia code share authorisation decisioh

CAUTION: This email is from outside of the firm.

Kia ora Torrin

Further to my call today, the Associate Minister of Transport has authorised the Air New
Zealand and Virgin Australia codesharesagreement fora.period of five years to 22 August
2029.

Please find attached a letter foefmally confirfming the decision.

I will confirm on Friday,.whether theWMinister’s office intends to issue a press release. I'm
happy to advise théairlinés directlyronce | know.

Please get in"touckif youthave any questions.
Nga mihi

Garrick Wood (he / him / Mr)
SeniorAdviser — Aviation | Kaitohutohu Matua — Rererangi
Ministry of Transport | Te Manatu Waka

M: $9@ | E: g.wood@transport.govt.nz | transport.govt.nz

§lz MINISTRY OF TRANSPORT
4h TE MANATU WAKA

DOC 017


mailto:torrin.crowther@bellgully.com
mailto:G.Wood@transport.govt.nz
mailto:t.forster@transport.govt.nz
mailto:g.wood@transport.govt.nz
https://apc01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fwww.transport.govt.nz%2F&data=05%7C02%7CG.Wood%40transport.govt.nz%7C7bd0778511e24cb0b5e708dcc2863789%7Cff09ef007cd0407ebe0ef00bc475a9ab%7C0%7C0%7C638599128969737423%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=PrQDSFrCJV%2FFU1Cp5lYB2hSF4GlUXnCAXDvVnVG%2FSK8%3D&reserved=0

4» MINISTRY OF TRANSPORT
208 :
4h TE MANATU WAKA





This email, including attachments, may contain information which is confidential or subject to legal privilege or copyright. If you are
not the intended recipient, please notify us immediately and then delete this email from your system. Email communications are not
secure and are not guaranteed by Bell Gully to be free of unauthorised interference, error or virus. Anyone who communicates with
us by email is taken to accept this risk.

Anything in this email which does not relate to the official business of Bell Gully is neither given nor endorsed by Bell Gully.

Please refer to www.bellgully.com for more information or to view our standard terms of engagement.
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22 August 2024

Torrin Crowther
Partner

Bell Gully

Vero Centre

48 Shortland Street
Auckland 1010

By email
torrin.crowther@bellgully.com

Dear Torrin

Air New Zealand and Virgin Australia application for atithorisationt of
codeshare agreement

Following your application dated 17 November 2023, the Associate Minister'of Transport has
authorised pursuant to section 88(2) of the Civil Aviation Act 29907 provisions.of:

e the Commercial Framework Agreement between.Ait Néw Zealand and Virgin Australia dated
17 November 2023; and

e related implementing agreements: Code«Share Agreement.dated 17 November 2023,
Corporate/SME Dealing Agreement dated 24 June’2024;"and Special Prorate Agreement
dated 8 December 2023;

for a period of five years until 22 August 2029.
The authorisation is not subject tofany,other conditiens.

We intend to publish a copy of theseport cantaining our detailed analysis, along with our initial
advice to the Minister of Transport, on aurwebsite (with appropriate redactions in accordance with
the Official Information Act 1982).

If you have any questiofs, please do,net hesitate to contact Garrick Wood on 59(2)(@)

Yours sincerely

Tom Forsgiér

Kaiwhakahaere”| Manager
Rererangi | Aviation

transport.govt.nz | hei-arataki.nz

HEAD OFFICE: PO Box 3175, Wellington 6140, New Zealand. PH: +64 4 439 9000
AUCKLAND OFFICE: NZ Government Auckland Policy Office, PO Box 106483, Auckland 1143, New Zealand. PH: +64 4 439 9000 Page 1 of 1
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	1. Introduction and summary
	1.1 Air New Zealand Limited (“Air New Zealand”) and Virgin Australia Airlines Pty Ltd (“Virgin Australia”) (together, the “parties” or the “Applicants”) provide the following response to the third party submissions received by the Ministry of Transpor...
	1.2 The Applicants note the significant overlap between the Third Party Submissions and those submissions made to the ACCC which the Applicants have separately responded to1F , and the parties have provided a copy of their response to the MOT in respo...
	1.3 This response addresses the key themes from the Third Party submissions insofar as they concern the Proposed Conduct and the test for authorisation specifically.2F  In summary:
	(a) the opposition to the Proposed Conduct is premised on incorrect and flawed assumptions regarding the counterfactual. The Proposed Conduct does not change Virgin Australia’s incentives regarding entry onto the trans-Tasman utilising its own aircraf...
	(b) any concerns about the impact of the Proposed Conduct on competitive dynamics, capacity and fares on trans-Tasman routes are misplaced.

	1.4 In the Applicants’ submission, none of the points raised in Third Party Submissions undermine the fact the Proposed Conduct ultimately satisfies the test for authorisation.
	1.5 The Proposed Conduct will deliver benefits to New Zealand. Furthermore, the Proposed Conduct does not result in any competitive detriment because it does not remove any competition, services or benefits that would be available without the Proposed...
	1.6 The Applicants claim confidentiality for this submission. A Public Version will be provided separately, and information redacted in the Public Version in this Confidential Version is enclosed in square brackets and highlighted green (being informa...

	2. The scope of the Proposed Conduct
	2.1 Some Third Party Submissions are drafted as if the arrangement involves a comprehensive alliance between parties operating their own aircraft on overlapping routes. We discuss the absence of overlapping routes and the absence of any disincentive f...
	2.2 The Applicants do not currently compete on any trans-Tasman routes outside of services to/from Queenstown which are specifically excluded from the Proposed Conduct. Accordingly, the Proposed Conduct does not remove any competition, services or ben...

	3. Third parties acknowledge the availability of benefits under the Proposed Conduct
	3.1 The Proposed Conduct will deliver benefits to New Zealand. As set out in the Application, the Proposed Conduct:4F
	(a) will see enhanced marketing of New Zealand as a tourism destination to Virgin Australia customers, including its almost 12 million Velocity members. This enhanced marketing is expected to result in incremental traffic with corresponding benefits f...
	(b) is expected to result in incremental passengers on Air New Zealand services which improves the operational efficiency and commercial viability of Air New Zealand’s flight operations but which is also a more general benefit to New Zealand given tha...

	3.2 The Third Party Submissions appreciate the importance of Australian visitors for the New Zealand tourism industry5F  and acknowledge the availability of benefits under the Proposed Conduct, albeit a number take the position that any benefits to Ne...

	4. Air New Zealand’s rationale for the Proposed Conduct
	4.1 As set out in the Application, for Air New Zealand, the Proposed Conduct:7F
	(a) drives incremental passenger numbers onto its trans-Tasman services, including behind and beyond connections on Air New Zealand’s domestic services, improving the efficiency and commercial viability of its flight operations; and
	(b) facilitates access to additional distribution channels for its trans-Tasman services, including to Australian customers where Air New Zealand does not have as strong a marketing and sales presence.

	4.2 This rationale is consistent with Air New Zealand’s wider partnership strategy. Air New Zealand enters into airline partnerships for three core reasons:
	(a) to enhance connectivity to destinations beyond Air New Zealand’s own network via another airline’s network; and/or
	(b) to drive incremental passenger traffic onto its own network by utilising the sales and distribution strength of its partners in their home markets where Air New Zealand’s presence is comparatively weaker; and/or
	(c) to enhance the customer experience through bilaterally negotiated benefits (e.g. loyalty benefits, priority check in, baggage allowances, lounge access and boarding).

	4.3 The Proposed Conduct is therefore very much aligned to Air New Zealand’s overall approach to partnering. CIAL’s suggestion that Air New Zealand’s motivation for the Proposed Conduct is instead founded on deterring the (re)entry of Virgin Australia...

	5. Opposition to the Proposed Conduct is premised on an unrealistic counterfactual9F
	5.1 The essence of the opposition to the Proposed Conduct is premised on certain incorrect assumptions about the relevant counterfactual against which the Ministry is to make its assessment.10F
	5.2 More specifically, the opposition assumes that in the counterfactual Virgin Australia would commence independent operations on the trans-Tasman routes it operated pre-COVID and at pre-COVID capacity levels, and that the Proposed Conduct would disi...
	5.3 A scenario in which Virgin Australia independently operates trans-Tasman services is not the correct counterfactual on which to analyse the Proposed Conduct. As set out in the Application, the relevant counterfactual is the status quo.12F
	5.4 Ultimately, the short period in which Virgin Australia independently operated trans-Tasman services, following the dissolution of its broad alliance with Air New Zealand, was characterised by substantial financial losses. Virgin Australia will not...
	5.5 As explained to the Ministry, [CONFIDENTIAL TO VA].13F  If, [CONFIDENTIAL TO VA], Virgin Australia determined that sustainable trans-Tasman services were operationally and commercially viable, it could operate those services notwithstanding the Pr...
	5.6 [CONFIDENTIAL TO VA] the Proposed Conduct does not change Virgin Australia’s incentives regarding entry onto the trans-Tasman utilising its own aircraft and therefore does not have the effect of delaying or disincentivising entry that would otherw...
	5.7 In fact, rather than delaying or disincentivising entry, the Proposed Conduct improves the conditions for re-entry by allowing Virgin Australia presence as a marketing option (building brand awareness and loyalty proposition) and allowing access t...

	6. Concerns about the impact of the Proposed Conduct are misplaced
	6.1 Auckland Airport suggests that one of the key reasons why the application should not be approved is that the “Tasman market is less competitive now then it was pre-Covid”.14F  This sentiment is echoed in other Third Party Submissions.
	6.2 The Proposed Conduct does not negatively impact the competitive dynamics that already exist on the Tasman, or which exist in the counterfactual. As set out above at Section 2, it does not remove any competition, services or benefits that would be ...
	6.3 As at January 2024, there were more carriers operating on the trans-Tasman compared to pre-COVID in January 2020. Based on scheduled capacity for the period January 2024 to October 2024, fifth freedom carriers have maintained seat capacity and mar...
	6.4 NZ Airports explains that the New Zealand tourism industry has been impacted by significantly higher than pre-COVID trans-Tasman airfares.19F  While airfares are currently higher on the Tasman compared to pre-COVID, this is not a consequence or in...
	6.5 Further, both NZ Airports20F  and Auckland Airport21F  submit that increased VA codeshare passengers (including high yield corporate and SME customers) travelling on Air New Zealand trans-Tasman and domestic services would simply displace existing...
	6.6 Concerns regarding capacity constraints on the Tasman are misplaced. There is sufficient capacity available on Air New Zealand’s Tasman services to accommodate the incremental traffic from the Proposed conduct without “displacing” existing passeng...
	6.7 Finally, the assertion that under the Proposed Conduct SME and Corporate travellers would displace lower yielding VFR passengers demonstrates a misunderstanding how airlines manage passenger bookings.
	6.8 [CONFIDENTIAL TO AIR NEW ZEALAND].
	6.9 [CONFIDENTIAL TO AIR NEW ZEALAND].

	7. Capacity commitments are not necessary
	7.1 Both NZ Airports and Auckland Airport note that the Applicants have not made any commitment to increase seat capacity.24F  While commitments may be warranted where an alliance is not otherwise likely to deliver net public benefits, that is not the...
	7.2 [CONFIDENTIAL TO AIR NEW ZEALAND].
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