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INQUIRY INTO PROVISION AND OPERATION OF RURAL AND REGIONAL AIR SERVICES

BEVAN JAMES COOTE, General Manager, Eastern Austraia Airlines Pty Ltd, sworn and examined:

CHAIRMAN: In what capacity are you appearing before the Committee?
Mr COOTE: As General Manager of Eastern Australia Airlines.

CHAIRMAN: Did you receive a summons issued under my hand in accordance with the provisions of the
Parliamentary Evidence Act?

Mr COOTE: | did.
CHAIRMAN: Are you conversant with the terms of reference of thisinquiry?
Mr COOTE: | am.

CHAIRMAN: You have aready provided the Committee with a submission. Do you wish the entire submission to be
regarded as confidential, or only parts of it?

Mr COOTE: Isit possible for us to decide on the release of that at alater point in time?

CHAIRMAN: Perhaps at this stage if you smply say that the entire submission is confidential, you can then tell us
which parts you are happy to make public.

Mr COOTE: Itisagreed at thistimethat it is confidential.

CHAIRMAN: The Committee will take the submission as part of your sworn evidence but will regard it as confidential.
That ensures that the Committee does not release any of it which might cause you a problem, and that we do not put it
in areport.

Mr COOTE: Yes.

CHAIRMAN: If you should consider at any stage during your evidence that it is in the public interest that certain
evidence or documents you may wish to present to the Committee should be seen or heard only by the Committee, the
Committee would be willing to accede to your request and resolve the Committee into camera for that evidence. Would
you give the Committee a precis of your submission, state your concerns in relation to the terms of reference, and then
Committee members will ask questions.

Mr COOTE: Eastern Australia Airlines submission addresses each of the terms of reference. However, by way of
introduction, this particular aspect—that is, transport as an integrated service that links the vital geographic areas of
communities of New South Wales with the city—has very important economic and socia implications for regional
Australia, apart from the industry connection in the major agricultural and aquacultural areas with industriesthat are
produced by New South Wales.

Within the State something in the order of 1.2 million intrastate passengers per annum now travel between the capital
city and about 42 regiona ports, so it isan important level of carriage for the entire State as a transport mode. For the
outcome of decisions regarding changes to infrastructure for regional aviation and regional transport systems, they are
integral to thelong-term development of the State. Part of that development is not only that of industries associated with
agriculture but those associated with tourism development. Aviation plays an important part, particularly in the
development of New South Wales destinations as part of the international domestic networks for the large carriers.
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From the point of view of Eastern Airlines, which isawholly owned subsidiary of Qantas, part of the development of
the New South Wales tourism and business market is dependent upon that smooth transition and the marketing
capability into the network of New South Wales. We have seen the market grow substantially over the last 10 years, in
terms of transport of passengers within the intrastate markets. If we were to see similar growth in the future to support
the natural growth of the State, careful consideration must be given to any changes that will impact not only the transport
viaair but those associated regional activities such as educational, medical and industry outcomes.

Asfar asregiona aviation within the State is concerned, it isa major employer. Eastern Australia Airlines presently
employs 70 peoplein Tamworth, which is, on average, around a $3 million input into that regional community, or if one
uses a nine-times multiplier it becomes a $27 million contributor to the area. On a broader scale, our estimate is that
somewherein the vicinity of at least 500 people are directly employed by regional airlinesin regional communities. That
aloneis something in the order of a$15 million salary contribution, which extended to multiplier effects is somewhere
in the order of $135 million directly within regional communities.

CHAIRMAN: That number is 500?

Mr COOTE: We believe that 500 people are directly employed by regiona airlinesin regiona communities, excluding
Sydney—those who operate at airports, who operate within the direct employ or contract employ of the airlines. |
mention that because | believe that any dislocation of the regional airlines industry has the effect of dislocating those
employment numbers. We have seen that in Tamworth with the demise of East-West Airlines, and it has had a
continuing impact on Tamworth. That would apply to many other regional centres within the State if, for some reason,
dislocation occurred.

Essentialy, that is the framework within which we have provided our submission. We endorse the issues that have been
raised in the terms of reference as being important ones. If 1 may now walk through each of the terms of referencein
order of their listing. Firstly in relation to landing fees at Sydney airport, there have been some changes in recent times
in the pricing process. Kingsford-Smith Airport has now changed to a different ownership regime. We have seen the
pricing structure change from a $27.50 minimum landing charge with an associated peak-period surcharge of $250 per
movement to aminimum charge of $100 per landing. Whilst the airlines, particularly Eastern Australia Airlines, have
agreed with that pricing regime, we believe that the State should be ever vigilant in the question of this being used as
abasisfor pricing regional airlines out of Kingsford-Smith Airport. Basically, accessis being priced out. | ssues have
been raised as to the basis on which charges to regiona airlines should be levied as against those for other types of
aviation, particularly heavier aviation. Essentialy, our position is that we would not wish to see more than $100 charged
per landing as it would be in excess of what regiona airlines could afford to pay.

The Hon. J. R. JOHNSON: Did you say, "have agreed to pay"?

Mr COOTE: We have agreed to pay the $100. | now move to the second item, which is landing fees at regional
airports. The history to this would be known, | am sure, to your Committee. Previously the Federal Government had
ownership and transferred ownership by a series of arrangements to local organisations, mostly to local councils, taking
up full ownership of each of the regional airports. There are some exceptions, but primarily that is the case.
Development of regional airports has taken place on a one-by-one basis. | guess it could be construed to be largely
unstructured, particularly in the benchmarking of what services of aregional nature are required at an airport, the level
charged, the collection procedure, and then how the revenue is used.

We submit that the State Government, through its relationship with local government, should and could ensure that the
level of fee charged is proportionate to a statewide measurement, that revenues raised from fees should be applied to
airport operations and constrained to that, and that should there be major works at an airport—which there will be from
time to time—it should be subject to acommittee which includes the operator stakeholders who eventualy have to pay.

CHAIRMAN: The Committee wishesto ensure that time is available to ask you questions. If the matters are referred
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to in your submission, would you skim through them, or just tell the Committee the basic premise of the submission,
and then the Committee will flesh out matters later. If you are reading from a confidential document, perhaps the
Committee should resolve into camera.

Mr COOTE: Yes.

CHAIRMAN: Perhaps we should resolve into camerafor this.

Mr COOTE: Yes.

The Hon. Dr B. P. V. PEZZUTTI: Certainly for the questions| would like you to be frank. Y ou cannot do that if you
are giving evidence in public.

CHAIRMAN: Are you happy with that?
Mr COOTE: Yes.

The Hon. Dr B. P. V. PEZZUTTI: Since thisis confidentia material, it should be dealt with in camera

(Evidence continued in camera)
(The witness withdrew)

(Public hearing resumed)
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ANTHONY MICHAEL McGRANE, Hotelier Investor, and
MARK GEOFFREY RILEY, Loca Government Director, Corporate Development, Dubbo City Council, and

GEOFFREY WILLIAM DARBY, Airport Manager, Business Operations, Dubbo City Council, sworn and examined:

CHAIRMAN: Inwhat capacity do you appear before the Committee?
Mr McGRANE: AsMayor of the City of Dubbo.

Mr RILEY: Divisional director of council.

Mr DARBY : Asthe Airport Manager, Dubbo City Council.

CHAIRMAN: Did you receive a summons issued under my hand in accordance with the provisions of the
Parliamentary Evidence Act 19017

Mr McGRANE: Yes.

Mr DARBY:: Yes.

Mr RILEY: Yes.

CHAIRMAN: Are you conversant with the terms of reference of thisinquiry?
Mr McGRANE: Yes.

Mr DARBY: Yes.

Mr RILEY: Yes.

CHAIRMAN: The Mayor has provided the Committee with awritten submission. Would you like it to be taken as part
of your sworn evidence?

Mr McGRANE: Yes.

CHAIRMAN: If you should consider at any stage during your evidence that it is in the public interest that certain
evidence or documents you may wish to present should be heard or seen only by members of the Committee, the
Committee will be willing to accede to your request and resolve in confidential. Would you give the Committee an
overview of the submission rather than read through it, and the Committee members will ask questions.

Mr RILEY: Before the Mayor starts, the submission to which you refer is 21 July, isthat correct?

CHAIRMAN: Yes.

Mr RILEY: The Mayor has an opening statement.

Mr McGRANE: Thismorning | thank the Committee for the opportunity for myself and my officers to meet with you
on this very important matter in regards to regional New South Wales. Firstly | would like to provide the Committee
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with some background on the operations of council's airport function. Dubbo City Council owns and operates Dubbo
City Airport and has done since 1 July 1970 when council accepted the transfer of ownership from the Department of
Civil Aviation under the airport local ownership plan.

Dubbo City Council airport isaviable regiona airport which, during the 12 months period ended 30 June 1998, saw
arecord 108,000 passengers embark and disembark between the routes Dubbo-Sydney and Dubbo-other routes. Under
the present arrangements Eastern airlines and Hazelton air services have been granted licences by the Air Transport
Council to operate on the Dubbo-Sydney routes. Between those two companies Dubbo is served by some 147 flights
per week utilising generally 36- to 38-seat aircraft with the market share ratio being 66:33 in favour of Hazeltons. To
my knowledge that level of service per week isunparalleled in the State of New South Wales.

It isinteresting to note in respect of passenger movements on the Dubbo-Sydney-Dubbo route that 63 per cent of the
passengers are business people, 31 per cent are leisure passengers and the remaining 6 per cent are passengerstravelling
for medical purposes. Of the 108,000 passengers previoudy referred to 10,000 come to Dubbo from the western ports
of New South Wales. They utilise the hub and spoke operation operated by Air Link Pty Ltd based in Dubbo which
brings passengers from Cobar, Bourke, Walgett and Coonamble with flights connecting with operations between
Hazelton and Eastern to and from Sydney. That is atremendous service which provides easy accessto Sydney and allows
businesses to be conducted by western arearesidents within aday within Sydney without the added expense of overnight
stays here in the city of Sydney.

In terms of aircraft charges at Dubbo, the RPT passengers pay aflat rate of $6 per head each time they embark or
disembark at Dubbo airport. That money is collected by the airlinesin conjunction with the sale of air tickets. Council
recognises that that feeis at the lower end of the fee scale, however, such fees will basically need to be doubled in the
next 10 years to fund proposed capital improvements of some $5 million over a period and further provision of funds
must be put away or put in reserve for runway reconstruction. To ensure that the council airport operations remain self-
funding and viable in the future it isimperative that the frequency of the services provided to airline customers within
the city and beyond is maintained at the minimum asit is now.

Accordingly, in respect of the terms of reference of thisinquiry | advise that my council has long held the view that the
existing managed competition scenario best serves the residents of Dubbo and the western areas of New South Wales.
Council maintainsthat areliable regional airline system isimperative to the growth and devel opment of regional New
South Wales. It is submitted that to deregulate intrastate aviation would cause significant damage to the aviation service
infrastructure within the State of New South Wales, which no doubt will undermine the growth potentia of rura
communities throughout New South Wales.

Managed competition in Dubbo, which comprises the presence of two major airline companies, has seen passenger
numbers increase each year since 1990, competition occur between the two companies in respect of air fares, a
significant increase in the reliability of services, and further it provides for Dubbo residents to have access to either
Qantas or Ansett facilitiesin Sydney. Deregulation has not worked on the major interstate route of Sydney-Melbourne
which has millions of passengers per annum. My council and | cannot see how deregulation would work within finite
and much smaller regional markets.

I would contend that deregulation and the entry of further playersinto the market will result in the diminishing market
share for the existing operators which could result in the utilisation of probably smaller aircraft by affected companies
in an attempt to maintain profitability. Smaller aircraft with less than 36 seats are not to the betterment of the travelling
public and, in fact, result in buyer resistance, and cut directly across attempts to ease the congestion at KSA. | further
guestion the ability of KSA to host additional playersin the market in respect of terminal facilities. In addition, my
council ismost concerned at any proposal that would limit access for regiona airlinesto KSA in favour of direct services
to Bankstown.

Moving regiona airlines to Bankstown would be an absolute disaster for regional New South Wales in genera. As
indicated earlier, the mgjority of passengers who travel the Dubbo to Sydney route do so for business purposes. When
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aperson travelsto Sydney that person basically undertakes to do businessin the central business district or surrounding
aress. Likewise, business people coming to Dubbo in the main come from the eastern and northern suburbs of Sydney.
Certainly Bankstown would add significantly to the time travelled for Sydney-based passengers. In terms of the Dubbo-
Sydney interstate and international passenger market, the need to transfer from Bankstown to KSA to catch interstate
or internationd flights would be most inconvenient and more costly in most cases. Council looks forward to completion
of therail link between KSA and the city in terms of improved access to KSA. In conclusion, my council contends that
the existing managed competition scenario best meets the needs of the travelling public both to and from Dubbo and
from Sydney to the regiona parts of New South Wales.

The Hon. 1. M. MACDONALD: Y ou say there has been an increase in the number of passengers since 1990. What
roughly isthe increase and what is the rate of increase per annum?

Mr McGRANE: In 1990-91 the throughput of passengers was 74,900; the following year it was 77,771; 1992-93,
79,000; 1993-94, 87,700; 1994-95, 100,000; 1995-96, 104,000 and 1996-97, 108,000. In regard to the one big year
there was 13,000 but the general increase would level out at about 4,000 per annum.

The Hon. I. M. MACDONALD: About 4 per cent?
Mr RILEY: About 5 per cent.

Mr McGRANE: | think it is the competition with regard to air ticket pricing. At present with the operators into Dubbo
the highest full fare, including $6 each way for the Dubbo airport tax, is $368 and the lowest is $150. That is a $218
differencein ticketing. It depends on the time of the day and how long the ticket is booked prior to collection of the ticket
itself. The average is $256. One can see from that that with the increase in throughput is also an increase in price
structure competition.

The Hon. I. M. MACDONALD: What isthe overal budget per annum of the airport? We can work out the passenger
sidefairly easily but do you have afreight charge?

CHAIRMAN: The Committee might put some questions on notice. | am sure that with such awell-run council asyours
you have a devel opment or management plan for the airport.

Mr McGRANE: We do.
CHAIRMAN: That will show the projections. | ask you to take that on notice.
Mr McGRANE: Yes.

The Hon. I. M. MACDONALD: How do you see this expansion? What do you plan to put in place as part of the $5
million capital improvement program?

Mr RILEY: In Dubbo we have developed a 20-year program and consultants have prepared a facilities area master
plan. The mgjor initiative is extension of the runway to take into account different changing requirements of aircraft in
the future. We have an amount of $2 million in there. Thisinvolves discussing issues with the RPT operatorsto ascertain
their plans. That is how we came up with this plan. We will not spend $2 million if they do not require that. It isamatter
of liaison with those operators.

The Hon. I. M. MACDONALD: So overal you are very happy with the current regime?
Mr McGRANE: Yes.

The Hon. 1. COHEN: Does that include aso the spokes of the hub out of Dubbo to the smaller areas? With
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deregulation do you see those flights under threat? Are we talking about size of plane or actual services being cut down?

Mr McGRANE: | think with deregulation they could be under threat because at present Air Link Airlines ferry
passengers from towns such as Cobar, Bourke, Walgett, Coonamble and Lightning Ridge into Dubbo to catch the early
morning flights and also pick up the afternoon flights. They are basically up to capacity. Those planes are nine-seaters
with some six-segters. It isimperative they meet abigger aircraft, which will then come on to Sydney. With deregulation,
if we have the same size aircraft and another player in there, we would have different times. It is not managed
competition.

The Hon. I. COHEN: Your council is opposed to Bankstown as a viable aternative. Could you foresee a scenario
where Bankstown might work with more frequent flights and therefore greater accessibility and flexibility for
passengers.

Mr McGRANE: No, | do not think that Bankstown should even be in the equation. Only one person | know seemsto
be pushing for Bankstown. Thereis not a person in the country who would want to go to Bankstown to do business and
63 per cent of our passengers are business people. They come to Sydney and other business people go to the country.
Many of those are medical people who basicaly livein the eastern suburbs and who fly out to Dubbo to do professional
work in the morning and fly back at night. The same with the legal profession. It isafact of life that those peoplelive
in certain parts of Sydney.

I would fly to Sydney every week of the year, and sometimes twice. | never go to the western suburbs. It would be
difficult for meto fly into Bankstown; to have to comeinto the city to do my business and then go back to Bankstown
to fly home. | would have to stay overnight or look at alternative methods of transportation. It isnot good for the airline
industry to haveto fly into Bankstown. Also, at present one can put luggage on at Dubbo and with connecting hubs at
Kingsford-Smith airport with Qantas and Ansett we can take our luggage off wherever we aight from that international
flight, be it London, Tokyo or wherever. That would not happen with Bankstown. We would have to bring our luggage
into Bankstown, transfer to Kingsford-Smith airport and then go from there. The inconvenience of not having the
intrastate airlines with the interstate and internationa airlines all hubbing into one would have a detrimental effect on
people who livein regional New South Wales.

The Hon. I. COHEN: It has been suggested that it could be possible to have partial regulation of the mgjor routes, the
big-ticket areas, particularly on the coast. s there a possibility that the Dubbo to Sydney route could in some part be
deregulated but maintain a stricter regime on the smaller spokes such as Dubbo?

Mr McGRANE: | do not follow the whole line of your question. The scenario we have at present isthe right scenario.
Dubbo is the hub of the spoke for the western areas and many people from the mining industry fly to Dubbo and then
on to Cobar and vice versa. The scenario at present workswell. | am sure hub and spoke areasin other parts of the State
work well also. Itisnot viable for 36-seatersto fly into Cobar or places like that but it is viable to have three services
out of Cobar of nine-seaters instead of having two services of 36-seaters, which would not be viable.

The Hon. J. R. JOHNSON: How do your landing fees compare with other council-owned or operated airports?

Mr McGRANE: We are probably one of the lowest in the State at $6 per passenger. We have indicated that there will
be increasesin the future but $6 per passenger islow. We do pay adividend to our general fund. Like all operations of
Dubbo City Council airport operation is run on abusiness plan and has to pay adividend to the general fund similar to
the saleyards, the caravan park and the land devel opment with which we are involved with those types of businesses.
The $50,000 we pay to the general fund has areturn of about 1.4 per cent or 1.5 per cent of our investment in regard
to the airport itself. We have reserves for ongoing expansion and development of the airport. They are kept separately
to the general fund. It is run as abusiness but we pay ourselves a dividend to the general fund and our fees are very low.

The Hon. J. R. JOHNSON: Do Hazelton and Eastern airlines satisfy council with the services they provide?
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Mr McGRANE: Yes. With regard to setting of fees, we meet with al the users of the airport before we actualy set the
feesso it isnot an arbitrary decision by council. We have discussions each year with every user of the airport and we
say to the users what we propose to do and get their concurrence. On the odd occasion there are discussions about
various aspects of our redevelopment but in the main they are satisfied, and so they should be because they pay $6 at
Dubbo whereas in some places they pay up to $13. Therefore, they would be satisfied with Dubbo.

The Hon. J. R. JOHNSON: | takeit that your council is diametrically opposed to deregulation?

Mr McGRANE: Totally opposed to deregulation. We want managed competition and we want to be involved in how
the airline industry for our city and our region is managed. With the present system we have an input and we feel that
we have the knowledge on how to best serve our citizens and the citizens of the region. Managed competition is
regulation but with management input by us.

The Hon. J. R. JOHNSON: What is the total population of your city and the peripheral areas that are serviced by
Dubbo airport?

Mr McGRANE: The city of Dubbo has a population of 38,000 and the region we serve has a further 120,000.
The Hon. J. R. JOHNSON: On top of the 38,000?
Mr McGRANE: Yes.

The Hon. Dr B. P. V. PEZZUTTI: What was the value of the airport and its buildings when it was handed over by
the Federal Government to Dubbo City Council?

Mr DARBY': There was no land content under the Local Government Act; it was reval ued. Comparing the market value
of what it is now to then | would suggest it was about $4 million to $5 million and we vaue the airport now at $8
million.

The Hon. Dr B. P. V. PEZZUTTI: How much have you spent on the airport terminal since you were handed the land
and the airport?

Mr DARBY : Overdl in capital improvements, et cetera, it would be approximately $1 million.

The Hon. Dr B. P. V. PEZZUTT]I: Mayor, you say you are happy with managed competition. That iswhat you have
now. What difference would it make to you if it was deregulated?

Mr McGRANE: We fed that with deregulation, apart from the inconvenience of having three or four operators
operating out of the terminal and it being necessary to provide extra space for those operators, which would be another
capital expenditure for us, we would not be getting better services than what we are getting at the present moment.

The Hon. Dr B. P V. PEZZUTTI: How do you know?

Mr McGRANE: | suppose you could say it is agut feeling, but we know our present service is very good with the
number of services from Dubbo to Sydney and Sydney to Dubbo. As | noted in my preamble, one airline has 75 per cent
of the business and the other has 25 per cent. Thereisalot of competition in fee pricing for both airlines to maintain
their percentage or for one to increase its percentage. A third airline is moving in and there probably will be more
competition, but no-one would make any profit on services out of Dubbo. It isabit like a pack of cards: once the end
card is weakened the whole lot tumbles down.
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The Hon. Dr B. P. V. PEZZUTT]I: Dubbo used to have ajet servicein the past. Is that no longer the case?

Mr McGRANE: No. Thejet service into Dubbo was probably 18 to 20 years ago. We had only about three services
aday and only one airline flying into Dubbo at the time.

The Hon. Dr B. P. V. PEZZUTT]I: How many direct services are there to Sydney at the moment?
Mr McGRANE: Depending on the day of the week, 10 to 11 aday.

The Hon. Dr B. P. V. PEZZUTTI: What isthe flight time?

Mr McGRANE: It ranges from 6.30 to about 8.00 p.m. at night.

Mr RILEY: It isabout 50 minutes.

The Hon. Dr B. P. V. PEZZUTTI: On what do you base your earlier assessment that deregulation has made no
difference to the Sydney-Melbourne route?

Mr McGRANE: We read the papers like everybody else in the State.
The Hon. Dr B. P. V. PEZZUTTI: | am sorry, | thought you had made your own assessment.
Mr McGRANE: My statement was based on the Compass disaster.

The Hon. Dr B. P. V. PEZZUTTI: A question was asked earlier about smaller routes under either managed
competition, which is the same as being regulated, or a deregulated market. We are concerned about the loss of access
for smaller places. Do you believe government has a place to provide community service obligation payments, which
could be madein anumber of ways, in much the same way asit subsidises the train service, such asthe XPT to Dubbo?

Mr McGRANE: We have not had any deliberations on that.
The Hon. Dr B. P. V. PEZZUTTI: Isyour focus entirely on Dubbo?

Mr McGRANE: Our submission talks about Dubbo and the region. Perhaps 30 per cent of New South Wales, and that
is the north-western area, calls Dubbo its city. It isavast area, but not vast in population. People come to Dubbo for
their professional business and to fly to Sydney.

The Hon. Dr B. P. V. PEZZUTT]I: If more government departments moved to regional centres would that improve
the frequency, nature and quality of air services? For example, if awhole department was moved to Dubbo would that
en bloc movement of public servants generally improve the number and quality of servicesto Dubbo?

Mr McGRANE: | would have to take that question on notice because | really cannot say. Many government people
travel to Dubbo from Sydney and vice versa. By having more government officersin the country in lots of waysit could
be said that those officers would not have to fly from Sydney to Dubbo. If more decisions were made in government
departments in regiona areas, | assume those regional officers would not have to go to Sydney so often. In some ways
it could result in fewer people flying from regional New South Walesto Sydney.

The Hon. Dr B. P. V. PEZZUTT]I: Has council undertaken an assessment of the impact of an announcement by Peter
Coallinsthat that is what he would do?

Mr McGRANE: Not regarding the airport. As a council we welcome what the Leader of the Opposition has said about
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regionalising government offices. We have no problem with that at all.

CHAIRMAN: Has he made a promise that he will shift a government department to Dubbo?

The Hon. Dr B. P. V. PEZZUTTI: Yes, that has been announced.

CHAIRMAN: Which one?

The Hon. Dr B. P. V. PEZZUTTI: Not particularly to Dubbo. He has made an announcement about the concept of
movement of large numbers of public service jobs. Dubbo would be one of the few placeswith Ansett and Qantas flying
in. Given that travel time to Dubbo is 50 minutes, 36-seater planes and frequency of flights are probably reasonable,
but what about longer routes to places such as Ballina or Albury where travel times are vastly longer for 36-seater
planes. Do you believe managed competition service would be better or that an open market would be a better
arrangement?

Mr McGRANE: | suppose travel time to Albury is an hour and 30 minutes at the most. Aircraft such as Saab and
Dash-8 with 36 seats are quite comfortable. | do not think anyone would have any problem sitting on that type of aircraft
for that amount of time.

The Hon. Dr B. P. V. PEZZUTTI: Personally | must disagree with you because | come from Ballina, which takes an
hour and 45 minutes, and it is not a comfortable flight.

Mr McGRANE: | supposethe dternativeis ajet service from Ballinato Sydney. Dubbo had jet services 20-odd years
ago and everybody thought that was fantastic, but the economics of a 30-odd minute flight to Sydney on a jet with 50-odd
seats—cost of fudl and everything e se—proved to be unviable for Air New South Wales at that time. They actually went
back to the ordinary prop Fokker aircraft.

The Hon. Dr B. P. V. PEZZUTT]I: They were the same size with 50 seats?

Mr McGRANE: Yes, but they returned to them after the jets because of the economics. We are quite happy with 36-
segters, 19 seaters are too small and with 50-odd seaters we would have fewer services during the day and less flexibility
with flight times. We feel that 36-seater aircraft are the right type for our route.

The Hon. Dr B. P. V. PEZZUTTI: What percentage of passengers are tourists to the Dubbo region?

Mr McGRANE: Itis 31 per cent.

The Hon. Dr B. P. V. PEZZUTTI: And business travel would be?

Mr McGRANE: That is 63 per cent.
The Hon. Dr B. P. V. PEZZUTTI: Isthe remainder just Mum and Dad going to Sydney?

Mr McGRANE: Medical trips. It is 63 per cent for business, 31 per cent for leisure and 6 per cent for medical reasons.
The Hon. Dr B. P. V. PEZZUTTI: Of the 31 per cent leisure passengers| am referring to those who do not originate
in Dubbo and go home to Dubbo; rather that they are from a postcode outside Dubbo, travelling to Dubbo and then back
to Dubbo from Sydney. Have you separated those figures?

Mr McGRANE: No.
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Mr RILEY: We can get that information for you.
The Hon. Dr B. P. V. PEZZUTTI: | would appreciate that.

The Hon. JENNIFER GARDINER: Hazelton Airlines submitted to thisinquiry that deregulation will force airlines
operating in the State to focus on larger regiona markets, presumably that would include Dubbo, and that this would
intensify competition. Hazelton aso said it had some reservations about deregulation. However, you clearly say that from
Dubbo city's point of view deregulation is not the way to go?

Mr McGRANE: Yes.

The Hon. JENNIFER GARDINER: A number of councilsin non-metropolitan New South Wales have submitted
to thisinquiry that routes with, say, greater than 12,000 landings per annum should perhaps be deregulated but smaller
routes should have managed regulation. Obvioudly, from the Dubbo City Council point of view and also from those
communities further to the west, you take a different line?

CHAIRMAN: That suggestion was from a council smaller than the figure quoted. It said, "It might be okay for the
larger ones, but it is not okay for us.”

Mr McGRANE: The perception isthat with deregulation there is a chance to get somebody who will fly and give you
aservice that you have not had in the past and you will have cheaper air fares. We say that the proof isin the pudding.
The proof of the pudding in our caseisthat the full gate rate of $368 return is down to $150 if booked at the right time
and taken not at peak time. That isasaving of $218 on aticket. We are getting competition and we are witnessing the
proof and increase in patronage. People have the benefit. Those who say they want deregulation have not got the proof
we have. None of us has the proof of deregulation. What | say could happen with deregulation is supposition just as
much asit is supposition by those who say they will get a better and cheaper service.

The Hon. JENNIFER GARDINER: Kendell says it has the proof because it operates in other States on regional
routes, for example, in Tasmania and South Australia. It has submitted that there is a better deal for some smaller
communities. Obvioudly, you are sceptical about that?

Mr McGRANE: Inthe areawe serve, which isall the western areas, under the hub and spoke system that operates now
those areas receive afar better service than they did in the past when airlines used to fly in from Dubbo and then from
Dubbo to places like Cobar, amilk run from Lightning Ridge, Coonamble, Coonabarabran, Sydney. Those routes are
gone and they are now getting a better service by hubbing into Dubbo. They are getting a better time factor because it
isin the morning and in the afternoon. On a cost factor that means not being in Sydney overnight or for an extra day.

| had properties up Coonamble way and | would fly out of Coonamble one day at lunchtime and would not be able to
fly back until the next afternoon. It was a compulsory overnight stay in Sydney. Now people can fly into Dubbo in the
morning and be home at night after doing businessin Sydney. Itisalong day but it still can be done. The same applies
for people flying out from Sydney. We always seem to talk about those who fly in from the country to Sydney, but many
people fly from the city to the country. We do not give that enough credence.

The Hon. JENNIFER GARDINER: If it had not been for this Committee establishing thisinquiry Mr Scully would
have proceeded with deregulation. If the Government sticksto its policy, what would Dubbo City Council like to happen
to ensure that services are maintained to Dubbo and the far west?

Mr McGRANE: We have been beating the same beat on the drum right through on this deregulation/managed
competition issue. | have had lots of battlesin lots of areas: Local Government Association, the Shires Association, the
Senate standing committee. We have been consistent and we have been beating the drum long enough that some people
in power, the Minister and this Committee are now examining the matter. We are pleased that we have forced people
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to start thinking more about it. In the past it was just, "Y es, deregulation, we will all get a better service”, but it was
unknown and people are starting to realise that we need managed competition.

CHAIRMAN: Perhaps it has something to do with improved representation in the western area?

Mr McGRANE: Y ou are so modest, Mr Chairman.

CHAIRMAN: Y ou mentioned earlier that the service to Dubbo is unsurpassed. Obvioudly, | am aregular user on the
sameflightsand | hold asimilar view. Are you aware of any other areaiin the State that provides as many flights or better
services per day?

Mr McGRANE: | assume Wagga Wagga and Albury would.

Mr RILEY: Albury has asimilar number.

The Hon. Dr B. P. V. PEZZUTTI: Balinaand Lismore do not.

CHAIRMAN: | am not aware of aregion that has a better service.

The Hon. Dr B. P. V. PEZZUTT]I: The approval process by the Transport Council of routes, which comes out each
year, is subject to acompetitive process, isit not? Do you have asay in the quality and frequency that the council takes
into account?

Mr McGRANE: Yes.

The Hon. Dr B. P. V. PEZZUTT]I: That isaform of competition for routes, but there is no guarantee that if an operator
gets that route he will honour that process and not just walk away, is there?

Mr McGRANE: No, and there has been experience of that in recent times.

The Hon. Dr B. P. V. PEZZUTTI: It has happened at least 14 times in the past triennium.

Mr McGRANE: Yes.

The Hon. Dr B. P. V. PEZZUTTI: The managed competition you talk about is managed competition to get the routes,
which the council hasasay in. Isit effectively the case that the only difference with deregulation would be competition
without your council having a say?

Mr McGRANE: We have had input al the way through, and we think that the system has been very good.

The Hon. Dr B. P. V. PEZZUTTI: | am asking you a direct question. Isit correct that the only difference would be
that at present there is atendering process.

Mr McGRANE: Yes.

The Hon. Dr B. P. V. PEZZUTTI: The Air Transport Council asks your opinion then someone in Sydney makes a
decision about what is going to happen.

Mr McGRANE: Yes.
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CHAIRMAN: It has been suggested to the Committee that some areas will get alicence to run a Saab, for example,
yet within two weeks the airline may decide to service an areawith a Metro and, subsequently, with a Chieftain. Do you
think that the Air Transport Council should say that all bets are off if the conditions are changed from those pertaining
to the origina licence?

Mr McGRANE: Yes.

The Hon. Dr B. P. V. PEZZUTTI: At present that does not happen, which iswhat | am trying to point out. At present
there is a competitive tendering process. The council has an input in that process but the decision is made in Sydney.

Mr McGRANE: Yes.

The Hon. Dr B. P. V. PEZZUTTI: It may be that the operator decides not to service an area, and there is no penalty
for that, and the route is readvertised. It is my understanding, however, that if an airline decides to service an areawith
a 19-seat aeroplane rather than a 36-seat aeroplane nothing can be done about that. The airline merely goesto the air
traffic council, which may decide that such arrangement is satisfactory. There is no requirement on the airline to consult
alocd council. | am saying that the managed competition is not quite so rosy as you may think. It has served Dubbo well
until now, because that area has good loadings, but | wonder whether this is the best system for the future, even for
Dubbo. Perhaps there should be changes to the way in which the air transport council operates, and that is one of the
terms of reference of thisinquiry. | am not saying that | am blown away by the idea of acompletely deregulated market;
| am just seeking information.

Mr McGRANE: Fairly recently the airline had only a 19-seat aeroplane available for our area but promised to provide
aDash 8. Our areahad to put alot of pressure on Eastern Australia Airlinesto it live up to the guarantee it made to me
and my council to service the area with a Dash 8. It took some time, the airline was rather slow. It came back to a
question of the number of passengers. Had the airline not serviced the areawith a Dash 8, it would not have the numbers
it now hasC25 per cent—because people were not satisfied with the choice between a Saab and a 19-seat aeroplane.
As people said, traffic would all go one way unless there was arealistic choice. | agree with what you are saying, Dr
Pezzutti. Unless thereis an extraordinary reason for amassive downturn in traffic in a particular region then the airlines
will have to answer some questions. Of course they cannot be expected to service an area if they get no passengers, but
there isarequirement for consultation.

The Hon. Dr B. P. V. PEZZUTT]I: Y our council alonewould have afair commercia buying power, given the amount
of travel undertaken by its officers. It has the ability to place afair amount of business one way or another if an airline
does not live up to its commitments.

Mr McGRANE: That is probably so. My council tries to maintain a balance; it tries to spread the passenger traffic.
Y ou have referred to airlines not keeping their promises. | know that we did not have the power to make airlines do what
they promised to do. However, in the end, they were forced to keep their promises because of economics. Had they not
lived up to their commitments they would have lost more of their limited share of the market.

CHAIRMAN: | have an unrelated question. This Committee is undertaking two inquiries, one of which isan inquiry
into the future role of government in the competitiveness of agriculturein this State. A few weeks ago the I ndependent
Pricing and Regulatory Tribunal appeared before the Committee. Incidentally, IPART suggested that Dubbo is an area
that may benefit from deregulation. It would seem that all the other areas IPART considered may benefit from
deregulation do not want deregulation either. IPART spoke about its water pricing policy and suggested that irrigators
should pay 90 per cent of the cost of dams. Of course, that suggestion came aweek before part of Dubbo was flooded
and Lake Burrendong went from a 50 per cent to a 124 per cent content.

I would beinterested to hear your comments as to whether you believe the Government has some responsibility to the
communities to build and maintain dams and should consider taking on a share of the cost of dam construction and
maintenance. | ask you that question as your areawas affected by the recent floods and had L ake Burrendong not existed
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then Dubbo may not have existed either.

Mr McGRANE: Dams are not for the irrigators only. Dams serve many purposes and they should be sponsored and
developed by governments. Things have probably gone wrong aong the way with the pricing of water, quotas, over
allocations of water rights from various dams and so on. Certainly dams are ajoint effort and they are a government
responsibility. It is not only the end users who have the responsibility for the building and development of dams.

(The witnesses withdrew)

PARLIAMENT HOUSE, 21 AUGUST 1998 213 Messrs MCGRANE, RILEY AND DARBY



STANDING COMMITTEE ON STATE DEVELOPMENT

PARLIAMENT HOUSE, 21 AUGUST 1998 214 Messrs MCGRANE, RILEY AND DARBY



INQUIRY INTO PROVISION AND OPERATION OF RURAL AND REGIONAL AIR SERVICES

WILLIAM BAWDEN BOTT, Farmer, and
SHAUN CHRISTOPHER McBRIDE, Policy Officer, Local Government and Shires Associations, and

PATRICK BRASSIL, Retired, sworn and examined:

CHAIRMAN: In what capacity are you appearing before the Committee?

Mr BOTT: AsPresident of the New South Wales Shires Association.

Mr McBRIDE: As Policy Officer of the Local Government and Shires Associations.
Mr BRASSIL: Asamember of the Executive of the Local Government Association.

CHAIRMAN: Did you each receive a summons issued under my hand in accordance with the provisions of the
Parliamentary Evidence Act 19017

Mr BOTT: | did.

Mr McBRIDE: | did.

Mr BRASSIL: | did.

CHAIRMAN: Are you each conversant with the terms of reference of thisinquiry?
Mr BOTT: Yes.

Mr McBRIDE: Yes.

Mr BRASSIL: Yes.

CHAIRMAN: Y ou have provided the Committee with a submission. Do you have any documents that you wish to table
or a submission that you wish to provide?

Mr BOTT: Thereisawritten submission, which has been provided.

CHAIRMAN: Do you wish that submission to be taken as part of your sworn evidence?

Mr BOTT: Yes.

CHAIRMAN: If you at any stage during your evidence you consider that in the public interest certain evidence or
documents you may wish to present should be heard or seen only by the Committee, the Committee would be willing
to accede to your request and would resolve into camera. Would you give the Committee a short precis of that

submission and state your concerns, and then Committee members will ask questions.

Mr BOTT: Perhaps | will commence, and at the conclusion of my remarks | will pass over to Councillor Brassil, who
will give more detailed insight into the regional necessity of continued access into Kingsford-Smith airport.

| gave evidence before the Independent Pricing and Regulatory Tribunal inquiry, representing the New South Wales
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Shires Association and the Local Government and Shires Associations. The basis of that evidence was support for
deregulation, which still stands. However, the position isthat that support was quaified in anumber of areas. In regard
to access, we believe it isimperative that regional and rural New South Wales be able to enjoy continued accessinto
Kingsford-Smith airport. There are a number of reasons why that is so. We support the recommendations that came out
of the IPART inquiry in regard to dotting. We believe it has given protection to regiona airlinesto be able to continue
to gain access, because the dotting is based upon the current operations there, that is, the historical basis. It also gives
the opportunity for an increase in operations there; the unallocated dlots are to be distributed between new ventures and
existing airlinesin terms of their operation into Kingsford-Smith airport. So we are quite satisfied with that aspect and
have little difficulty withit.

Our concern relates to pricing and the proposals that came out of the IPART inquiry in relation to the impact upon
smdller airlines. May | refer to the chart shown on page five of the submission. | apologise for the chart being somewhat
difficult to read; in the printing of it the items have not lined up. The chart clearly demonstrates that in terms of the
operation of the larger aircraft there will be a decrease in the fees that will be charged on a passenger basis, or itisa
minimal charge there. The impact will be felt in regard to the smaller aircraft. In relation to regional operations, they
are the ones that we need to give continued protection to in regard to access.

In relation to the operation of Beech aircraft, there is a proposal to increase the charge in the peak period by 32.7 per
cent, as against a Boeing, which will have a decrease of 32.8 per cent. In regard to the Piper aircraft, there is a
considerable increase. When one takes into account the factor that obvioudly those smaller aircraft will be carrying
smaller numbers of passengers, it can be seen that the passenger costs are substantialy to the disadvantage of those
smaller operations. We have contended that there needs to be some protection for the continuation of these servicesinto
Kingsford-Smith airport. The proposal we have put forward in that regard is that, rather than going for the increase that
is being mooted, as shown on page 8 of our submission, we believe that the increase should be capped at 30 per cent.
We believe there should be a 10 per cent increase for each year over athree-year period, rising to the 30 per cent. That,
in turn, gives the sort of response that we believeis essential in order to retain the access of those smaller aircraft into
Kingsford-Smith airport.

Obvioudly, in terms of regional access, it isimportant to be able to gain access to Kingsford-Smith airport. There has
been sometalk about diverting the smaller aircraft to Bankstown. The concern there is that they will obvioudy not link
up with interstate and intrastate services. There will be difficulty in regaining access from Bankstown to the city. | had
to go out to Bankstown last Wednesday. | think it took me an hour to make the journey by train. So it will certainly be
an enormous disincentive in terms of our opportunity to be able to access, in aregional capacity, the central business
areaand government in the way in which we need to. That is a potted view of the submission. Asthelast State to have
aregulated air service, we believe that, on balance, the value will be to deregulate, but protection and consideration must
be given to the impact upon smaller operations having regard to the small capacity of those planes.

Mr BRASSIL: | want to reinforce the view that if we are to remain committed to regiona and rural development we
have to provide easy accessinto Sydney. Sydney is the capital and the centre where most business houses and medical
services are located, particularly specialist services. If we are to encourage regional development, it is essential that the
centres throughout New South Wales have easy access into Sydney.

At the moment accessinto Kingsford-Smith airport is quite good and the associations agree with the dot system and the
type of charging, although with modifications, and in so doing they believe this will ensure continued access into
Kingsford-Smith airport. Thereis no point coming to Sydney if one hasto go to Bankstown first. Even from asfar away
as Wagga Wagga one might be better off driving, if that was the case. The flight from Wagga Waggais 55 minutes. The
total time taken to get from Wagga Wagga to Sydney is probably two hours. The total driving timeis only about five
hours, depending on the time of the day one doesit. If the airport is anywhere el se the access would not be so good and
it would mitigate against attracting people to country aress.

CHAIRMAN: Wewill now proceed with questions. | will commence. Anyone who likes to answer may do so. After
we started our hearings the Minister for Transport received aletter from the honourable member for Tamworth, asa
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result of a country summit looking at a charter of user rights. We were asked to make some inquiries about that. We have
done so. Are any of you on the committeg?

Mr BOTT: | am.
CHAIRMAN: Thisisthetask force that has been set up to look at continued access to Kingsford-Smith airport?

Mr BOTT: With regard to Kingsford-Smith airport, no I am not. | am on the State regional committee under the
Premier's Department, looking at regional development on the broad front, and on which Councillor McGrane and
Councillor Torbay are represented.

CHAIRMAN: But you are not involved in that other committee?
Mr BOTT: Thatisright.

CHAIRMAN: We have been asked to make some inquiries about what should go into that charter of user rights, to
try to get some guarantees that country people can have affordable access to Kingsford-Smith airport. There are two
types of access. They can say one can have access but if they jack up the pricesit becomes irrelevant. Some councils
in country aress have suggested that a charter of user rightsis not enough, that Federal airportslegidation at the moment
guarantees access for international and interstate flights but makes no reference to intrastate or regional flights. Does
the Local Government and Shires Associations have any view on that? If you want to take any of these questions on
notice, you may write back to us with your answers.

Mr BOTT: At thisstage | would haveto say it is not something that has come to my attention. However, | overlooked
two thingsin my presentation that will probably give you an indication where we are coming from. Any potentia there
might be to privatise the operation of Kingsford-Smith airport at any stage needs to be written into aformal agreement,
charter, whatever, to give protection that is essentia to the smaller regional operators. The other thing needed is some
mechanism to monitor the outcome, to ensure continued operation, that what you are saying does not occur, and that we
have reasonable access and the operators are not priced out of the market. So, it isessential that those two things happen.
If acharter is going to give protection—and | presume that isthe thrust of it—to regional and rural accessto Kingsford-
Smith airport, we would be in support of that. | do not have any need to take that away, | can give you that answer.

The fundamental plank of our position is that there must be that continued access, for the reasons Councillor Brassil has
outlined. The view on deregulation is not consistent throughout local government across New South Wales, but on
balance we believe deregulation will be an advantage, with additional competition and the opportunity for packaging
into regiona stuationsthat currently does not exist. As| say, that support for full deregulation is predicated on continued
access and aregime that does not effectively price airlines out of the market.

CHAIRMAN: The other thing we have picked up from anumber of councilsisthat they are generaly happy with the
dot system. They have seen some improvements and they see that as aform of guarantee for regiond airlinesto operate
out of Sydney. However, the complaint is that the slot system allocates slots to regional airlines as opposed to town
centres. Theworry isthat if deregulation comes in perhaps some of the airlines might clamour for the more productive
routes with more passengers, still keep their dots, but instead of going to Griffith, for example, they might go to Wagga
Wagga. Has the Local Government and Shires Associations addressed that point yet?

Mr BOTT: We have not addressed it but it is an issue we need to give some consideration to. We are arguing that
safeguards need to be put in place to protect regional airline operations into Kingsford-Smith airport, but we are al'so
arguing that there needs to be a community service obligation in place to protect the interests of the smaller centres.
Obvioudly the scenario you are outlining would be of concern to us should that eventuate.

The Hon. Dr B. P. V. PEZZUTTI: Perhaps | could ask Mr Brassil whether he believes that one of the ways to
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encourage airlines—during deregulation, or even during aregulated process—to give some equity to peoplein outlying
areas where they might not get the same frequency as the people travelling out of Wagga Wagga, Dubbo, Lismore or
Armidaleisfor the State Government to make a community service obligation payment?

Mr BRASSIL: Yes. | believe there is a community service obligation for everybody in the State to have affordable
accessto Sydney. This hasto vary alittle with one's location. Obviously someone living at Penrith can get to Sydney
easier than someone living at Bourke. It has something to do with centres of population. Someone living in Wagga
Wagga has the option of six flights a day to Sydney whereas someone living at Hay does not have such a frequent
service. As long as some service is available to those people at a reasonable cost, | think the community service
obligation is being fulfilled.

The Hon. Dr B. P. V. PEZZUTTI: Given what the Chairman suggests, given the cost of modern aircraft and the cost
of maintenance, to have a 19-seater aircraft drop into Hay on adaily basis, for example, may require the customer to
be charged a cost per kilometre vastly greater than the cost to someone in Dubbo or in Wagga Wagga. Therefore, the
cost differential for people from Hay would be vastly higher. Under those circumstances, given that the Government
subsidises the railways, do you think some subsidy should be given to people to give them the same equity of access?

Mr BRASSIL: Yes.
The Hon. Dr B. P. V. PEZZUTTI: | am not saying it should be cheaper.

Mr BRASSIL: No. | think when the cost gets to be prohibitive we have to look at community service obligations. |
know "prohibitive" isaniceterm, it is hard to define. | suppose one needsto look at individual cases.

The Hon. Dr B. P. V. PEZZUTT]I: Mr Bott, would you support that view or do you have a different view?

Mr BOTT: | certainly support the continuation or the establishment of the community service obligation to protect those
ports. This comes back to a question of government and it ultimately resides in State Parliament rather than with us. It
does not worry me how that is achieved, whether by some direct form of subsidy—and that istheissue | am wrestling
with—or whether it can be achieved through regulation of the dotting mechanism to ensure that existing dots for those
smaller centres are maintained. break/brown That could be away of providing the access that those communities require
without the direct intervention of a subsidy from the State Government.

| actualy favour the structure. | am not terribly keen on direct subsidy as such. | favour the establishment of aregulatory
regime under the dotting mechanism which gives continued access to the existing services. while you were asking your
question | was trying to think about what centres currently do not have that sort of access. Certainly Broken Hill is one.
The mayor of Broken Hill has expressed his concern to me about that city's direct opportunity under the present regime.
He believesthat deregulation will be to Broken Hill's advantage. | was trying to think of asmaller centre that may have
aneed that is not currently being fulfilled, but | am having difficulty. Deniliquin might fit that category, but, generaly
speaking, | favour the continuation of the existing opportunity. The line put by the chair afew moments ago—that came
from the country councilsin regard to sotting being directed towards centres rather than towards airlines—might be
the regulatory mechanism that would achieve my objective, rather than direct subsidy.

The Hon. Dr B. P. V. PEZZUTTI: It has been suggested that the Committee consider deregulation of the larger routes,
stand-alone routes such as Wagga Wagga, Dubbo, Albury, Armidale, Lismore, Ballina and Coffs Harbour, but leave
the smaller routes regulated.

Mr BOTT: True.

The Hon. Dr B. P. V. PEZZUTTI: Do you have any idea what |oadings would be a stand-alone, open competition
approach versus a more regulated approach, if we go down the partial deregulation path?
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Mr BOTT: | am not sure | understand your question.
The Hon. Dr B. P. V. PEZZUTT]I: People have referred to the larger routes. How big isbig and how small is small?

Mr BOTT: From my perspective | would believe—and this is straight off the top of my head—the Saab service
operating out of Albury and Wagga Wagga, | would regard them as being able to compete quite adequately. | believe
the cut-off line would be Piper, Beech and smaller passenger aircraft. The chart demonstrates that they are the onesin
real danger of being disadvantaged under the present pricing regulation. Unless some mechanismis put in placeto give
them protection, they are going to be priced out of the market. In atotally deregulated situation they will not be ableto
gain access.

The Hon. Dr B. P. V. PEZZUTTI: It may be necessary to have a partially- regulated system.

Mr BOTT: That isapossibility. Asl say, that ultimately comes back to the determination of government. We are saying
itis necessary to have the protection of those less frequented routes, but how it is achieved ultimately comes back to the
determination of government.

The Hon. Dr B. P. V. PEZZUTTI: You may care to take my next question on notice. The Leader of the Opposition
recently announced his intention to move more government jobs to country areas. Would this have an impact, in a
positive or negative way, on air transport needs and servicesin regional New South Wales?

Mr BOTT: My immediate reaction would beto say that it would, but as | think about the number of times| have had
to travel to Sydney on business, there would probably be business people coming to Sydney to meet with government,
I think I would need to take that question on notice.

The Hon. Dr B. P. V. PEZZUTT]I: One might need to travel to Lismore or Dubbo instead of travelling to Sydney.

Mr BOTT: | would say that it would have a positive effect, but we will undertake some research and provide you with
adefinitive answer.

The Hon. JENNIFER GARDINER: With respect to the new minimum charge, which you have suggested be capped,
the Committee has heard evidence from one of the smaller airlines that that could mean that the services become
unviable. That related to the service that operates on the southern slopes, Cootamundra and Temora. Do you know of
any service in other parts of the State that might bein difficulties?

Mr BOTT: Not specifically. May | clarify your question. The question isthat the service to Cootamundra will become
unviable under what is proposed, rather than what our association is proposing?

The Hon. JENNIFER GARDINER: Yes.

Mr BOTT: | have not done the specific exercise but | would say centres such as Griffith and Narranderaand quite a
number of others would have difficulty in being able to maintain the service. | have not done the exercise but | can do
it without any difficulty.

The Hon. JENNIFER GARDINER: Thank you, if you would. Y ou have acknowledged that the association's view
is not a completely consistent view among the constituent councils and the Committee has heard evidence from the
Dubbo City Council opposing deregulation. However, you state that on balance your submission represents the view.
How strong is the view that you have put?

Mr BOTT: The view that was expressed in both executives, that | have put here today, has been carried by both

PARLIAMENT HOUSE, 21 AUGUST 1998 219 Messrs BOTT, MCBRIDE AND BRASSIL



STANDING COMMITTEE ON STATE DEVELOPMENT

executives, which are, if you like, the representative groupings of the councils across New South Wales. That is the
collective view point. | am saying there is going to be divergence from that, depending upon how the particular centres
see the impact upon them in their particular situation. Just as you have found that Dubbo supports the continued
regulation, if you talk to the mayor of Broken Hill you will find that heis equally strong that there should be deregulation.

CHAIRMAN: In regard to the Broken Hill situation, the Committee heard from a company yesterday that is having
negotiations with the council. That particular company did not want deregulation; it wanted managed competition. It
wanted the system to be opened again so they could al submit bids and so that they could have two operators at Broken
Hill, but regulated so that no-one else could come in and those two operators could be viable. He considered that in the
event of deregulation he would not be able to provide aviable service there.

Mr BOTT: It sounds to me like wanting to eat your cake and have it too.

The Hon. JENNIFER GARDINER: In reference to the association's recommendation that there should be a process
whereby intervention may betaken if arural community loses all services, and a determination of the most appropriate
means of obtaining revenue to subsidise unviable routes, | suppose there would have to be some benchmark asto what
was unviable. It could be bad management, for example, so obviously a government would have to work out what
unviable actually means. In the first instance you would be talking about the number of passengers, say, in afive-year
period in and out of that smaller community as a benchmark.

Mr BOTT: Obvioudly that is one way by which you could do it. To commence with | would say that passengers
movements and the size of vehicles is a very, very important consideration. If you do not have the passengers
movements, management is almost irrelevant to the outcome. Y ou will not be able to continue the service. At the same
time | accept the point you are making that management has to be an issue which will impact as well.

The Hon. J. R. JOHNSON: What are your landing or passenger charges at the airport?

Mr BOTT: | have adocument somewhere.

Mr McBRIDE: | will provide the Committee with atable.

The Hon. J. R. JOHNSON: How do those charges compare with airports of comparable size?

Mr BRASSIL: The charges vary according to thistable from $4.75 to $11 per passenger. In the case of Wagga Wagga
thistable states $5.65, but that is no longer true. We have just increased it to $6, but it was true at the time this document
was drawn up. Some airports obvioudly have to charge $10 or $11. Generally those with the lower passenger numbers
have the higher charges, but this is fairly reasonable. The airports are mostly owned by councils and in the case of
WaggaWagga, and | presume other council areas, wetry to run them so that we do not use the ratepayers fundsto prop
up the airport.

On the other hand, we do not try to make an enormous profit. We go for cutting even and we have found that $5.65Cnow
$6Cdoes a number of things: it provides for the relaying of the airstrip, which you would need to do every 20 years. We
put money aside for that; it provides for ordinary maintenance and reasonable capital works for expansion, in the event
of their being not more than two firms operating out of the airport; and it provides norma running expenses. We
consider it to be a reasonable charge, but the situation would be different for different councils. Some councils have to
subsidise their airports very strongly to keep them open. They would generaly be the small centres with very few
passengers.

The Hon. J. R. JOHNSON: Has your council had any difficulty collecting the fees, and how many bad debts have you
incurred?
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Mr BRASSIL: Very, very few. We did have some difficulty earlier, but we pursued them and the system that we have
seems very good. We no longer make some charges, so that our main income is from the regular passenger planes. A
firm operates to provide you with numbers of people when you have a per-passenger charge and the system appearsto
work very well. The airlines co-operate very well and pay their fees promptly.

The Hon. J. R. JOHNSON: How far isyour airport from Canberra?
Mr BRASSIL: It is 150 milesin the old measure.

The Hon. J. R. JOHNSON: Those on the periphery of Wagga Wagga would obviously use Wagga Wagga airport as
distinct from Canberra, would they not?

Mr BRASSIL: Oh, yes. | do not know where the cut-off point would be but | think it would be very closeto Canberra.
Y ass people would probably go to Canberrato catch a plane. If they wanted to come to Sydney they would probably
drive.

The Hon. I. COHEN: Where does Wagga Wagga stand on deregulation or a regulated market?

Mr BRASSIL: The palicy of the Wagga Wagga City Council, decided a couple of years ago, is in favour of
deregulation. As with other decisions on deregulation, it was not a unanimous council decision.

The Hon. 1. COHEN: Y ou may careto take this question on notice. Do you have alist or ageneral assessment of those
councils? Given that you are a statewide association or country areas association, you may have arough idea or could
provide the Committee with the numbers of councilsfor or against deregulation. Y ou mentioned Broken Hill wasin
favour of deregulation. | was under the impression that there was a very strong feeling in country council aressthat there
was a need to maintain regulation and that there was great concern about it. Appreciating that Wagga Wagga has one
view and Broken Hill has another point of view, are you able to provide a balance in that regard?

Mr BOTT: Certainly in terms of those that are operating airports, in other words from where services are running, we
have no difficulty in providing that. The point | made earlier was that the issue of concern is one of continued access and
the potential to be priced out of KSA. The overriding consideration of all councils, which is consistent right acrossthe
board, is that there must be continued access into KSA. The association believes that that can be maintained in a
deregulated environment through the appropriate mechanisms as detailed in the association's submission. We can
certainly give that information relating to councils that operate airports with services terminating at KSA or in Sydney.

The Hon. I. COHEN: In your association's experience, and in your own experience, do you feel comfortable in a
deregulated market that there will be a guarantee of a service for the smaller and less profitable spokes on the system?
Has there been much feedback with local government areas about the guarantee of a service to the community, which
iswhat | am more interested in rather than just measuring profitable routes? The Hon. Dr B. P. V. Pezzutti mentioned
the possibility of a subsidy to maintain those spokes. Can you elaborate on community concerns?

Mr BOTT: Inregard to those that would be subject to spokes?
The Hon. I. COHEN: In regard to the smdller routes, the spoke routes that are not necessarily directly getting to KSA.

Mr BOTT: The concern that has been spoken about before certainly will be evident in those centres. The concernis
probably accentuated in those centres with smaller services. Quite obviously they are the ones that will potentialy be
under the greatest danger of losing the access either through pricing or whatever. Our experienceisin the deregulation
that occurred in the interstate airline services. We believe that the outcome of that deregulation was one of a positive
result rather than a negative result. I know that is open to debate as well.

At the same time the potential for an intrastate deregulation for packaging, say, at off-peak periods and weekends, and
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the opportunity to develop packages in a deregulated market is certainly something that needs to be given consideration,
together with the potential of increased competition and what that will do to the price of air fares. | come from Albury
where we are close to the snow fields and what have you. Currently | pay in the order of $440 return air fare from Sydney
to Albury. | can fly probably Sydney to Melbourne for avery similar fare or if not it would be marginaly different. Under
the present regime pricing is not terribly conducive to flying inside New South Wales. We believe that thereis potential
to address that through opening up the market to competition.

The Hon. I. COHEN: Arethe present routes, hubs, and spokes system deficient? | am thinking of the Parkes airport
plan, even though we are looking mainly at cargo. From your association's point of view is there a turnabout in its
structure?

Mr BOTT: Currently | guesswe are in aregulated situation and we have arrived at the point we have. | suppose one
can aways cast one's eyes about and find some centres that are not being serviced in the way in which their communities
would wish them to be. There hasto be aline drawn at the point at which we are unable as a society to go any further.
With regulation we have the current network. We say it is reasonable that with deregulation there should be the
continuation of that same level of service opportunity. | have aview about Parkes and | will not get into a debate about
it because thisis not the appropriate time to deal withit.

CHAIRMAN: The Committee has not deliberated on what we are likely to do but thereisagenerd view that there are
acouple of issuesinvolved, one of which isthe upcoming Federal and State elections.

Mr BOTT: The election has triggered my thinking about an important point | missed regarding introduction. | would
say from your remarks that a decision will not be made by December 1998 and then the proposed 1999 date would be
reasonable in terms of time frame of adjustment and what have you. We need to push it past the Olympics.

CHAIRMAN: The Committee would like the Shires Association and the Local Government Association to keep a
watching brief on this matter and to keep sending us submissions on it because there is a possibility that after the
elections we will do further or different investigations. The Committee values your continued inpuit.

Mr BOTT: Mr Chairman, could | just say to yourself and to the members of the Committee | have had the ordeal of
appearing before a number of parliamentary inquiries and this has been, if you like, one of the most relaxed and indeed
the easiest to be able to deliver.

(The witnesses withdrew)
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GEORGE RICHARD TORBAY, President and Chairman, Country Mayors Association, care of Armidale City
Council, sworn and examined:

CHAIRMAN: Inwhat capacity do you appear before the Committee?
Mr TORBAY: As Chairman, Country Mayors Association.

CHAIRMAN: Did you receive a summons issued under my hand in accordance with the provisions of the
Parliamentary Evidence Act 19017

Mr TORBAY: Yes, | did.
CHAIRMAN: Are you conversant with the terms of reference of thisinquiry?
Mr TORBAY: Yes| am.

CHAIRMAN: The Country Mayors Association has made a submission. Would you like that submission to be included
as part of your sworn evidence?

Mr TORBAY:: Yesplease.

CHAIRMAN: If you should consider at any stage during your evidence that in the public interest certain evidence or
documents you may wish to present should be heard or seen only by the Committee then the Committee would be willing
to accede to your request and resolve in camera.

Would you like to give the Committee a brief overview of the position of the Country Mayors Association and then the
Committee members will ask questions?

Mr TORBAY: Mogt of the details are in the submission. | will touch very briefly on some of the pointsand | am
obvioudy happy to answer any questions. In relation to landing fees—and it has aready been commented on today—we
would remind the Committee that alarger percentage of the ticket price, obvioudy the effect on short haul flights rather
than the longer flights, has aremarkable effect on the passenger price of tickets. For example, a$10 increasein landing
fees at KSA would mean afiveto eight per cent increase from Armidale to Sydney.

Perhaps the greatest concerns of the Country Mayors Association are in relation to the slot times which have eased
recently given the changes that have occurred. Thereis general support for what has occurred. The proposal to redirect
potential access from KSA to Bankstown airport for some country services was unanimously rejected by the association
for many reasons that have already been given. The association was united in that view. It was felt that it would be very
detrimental to country areas for awide range of reasons that have been commented upon by the submission of the Local
Government Association and indeed by other members.

Deregulation has aso been debated at length. Given that currently the Country Mayors Association has 32 member
councils, there were varying views in relation to that issue. Almost without exception the major concern was the
mechanisms that should be put into place to support smaller regional communities to ensure that they have equitable
access to KSA, and to ensure that deregulation does not result in smaller communities having a large decrease in the
level of service that they enjoy today.

Whilst there were some other views, it was the overwhelming view of the association that full deregulation would have
apotentialy detrimental effect, particularly on smaller communities. There have been terms used about managed or
partly managed or what have you but there was a strong view to support a form of regulation to protect those
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communities. | am happy to take any questions.

The Hon. 1. COHEN: Do we have a clash of learned philosophy and real community needs? It seems as though there
is some inability to say that we want to maintain an old-fashioned regulated activity. Would you comment on that?

Mr TORBAY: Almost without exception the concerns of every community that perhaps does not have what you
consider alarge load or large numbersisthat if the market was deregulated the number of providers would increase but
the level of service would in fact decrease. That is almost a unanimous position by those communities. A lot of itisa
little unknown. A document has not been put before me that accurately analyses the impacts, but that is certainly a
perception that is very strong in the community.

The Hon. I. COHEN: Does your association have a formula that could guarantee those smaller spokes and
communities their rights to access, and at the same time some sort of partial deregulation of the major routes?

Mr TORBAY: The Country Mayors Association has simply been liaising with the Local Government Association in
looking at some of the mechanisms that would be available. We seek to work with the association in putting the view
forward that there are mechanisms and indicators that could be used to protect those communities. | think a considerable
amount of the concern would ease if amodel could be designed to protect those communities. We are not actively
working on amodel other than working with the association in putting forward our views for something that will protect
those communities.

The Hon. I. COHEN: Would that be regulation through fee structure rather than saying X number of airlines are able
to use this route? Is that the way to go?

Mr TORBAY: : | do not think we would exclude anything in the process of looking at amodel. There are so many wide-
ranging views about regulation, deregulation and somewhere in between that we would be happy to leave the doorswide
openin order to arrive at amode that would assist those communities. Tremendous concern has been expressed in every
debate that those communities would be disadvantaged. We would be happy to see al those forces thrown in the melting
pot to see what model could be arrived at to protect them.

The Hon. I. COHEN: It is similar to the closure of banking in post offices. Is this a widespread concern in the
community?

Mr TORBAY: Yes. At amost every meeting of country mayors there has been overwhelming and wide-ranging
concern. The perception is very strong that deregulation will have a detrimental impact on airlines in regiona
communities, particularly smaller communities.

The Hon. J. R. JOHNSON: Do you have many bad debts from airlines that have used your airports?

Mr TORBAY': The feedback that | have received from country mayors is that there have been one or two quite
significant issues but al in all it isnot amajor problem from their point of view.

The Hon. J. R. JOHNSON: | am talking more about your area?

Mr TORBAY : The areaaround the Dumaresq shire, the Armidale airport?
The Hon. J. R. JOHNSON: Armidae, Tamworth?

Mr TORBAY: No, it isnot amajor issue there.

The Hon. J. R. JOHNSON: Tamworth?

PARLIAMENT HOUSE, 21 AUGUST 1998 224 MR TORBAY



INQUIRY INTO PROVISION AND OPERATION OF RURAL AND REGIONAL AIR SERVICES

Mr TORBAY : | am only commenting on what | have read but Tamworth had a difficulty recently given the Tamair
situation. However, | do not believe generally there is a problem other than that issue.

The Hon. JENNIFER GARDINER: Glenn Innesand Inverell?

Mr TORBAY:: Yes, there have been some changes there given the demise of Tamair.

The Hon. J. R. JOHNSON: | am concerned with the bad debts.

Mr TORBAY:: They have not communicated that to me, no.

The Hon. Dr B. P. V. PEZZUTTI: They said that you had taken the matter up with the Premier?
Mr TORBAY:: Inrelation to Tamair?

The Hon. Dr B. P. V. PEZZUTTI: Yes.

Mr TORBAY : | am excluding that particular matter.

The Hon. J. R. JOHNSON: | am nat.

Mr TORBAY: No, asfar as Tamair, there are a number of bad debts around the whole area and those matters have
been taken up.

The Hon. J. R. JOHNSON: But no money on the table?

Mr TORBAY : Not at this stage, but they were fairly recent representations.

The Hon. J. R. JOHNSON: Representations to whom?

Mr TORBAY:: | wrote to the Minister.

The Hon. J. R. JOHNSON: | am not following you. The debts were incurred by the airlines?
Mr TORBAY: Yes.

The Hon. J. R. JOHNSON: And you have written to the Minister?

Mr TORBAY: : | have written to the Minister because the community wanted to make the Minister aware of it. Also,
discussions have been held with the local member there.

The Hon. J. R. JOHNSON: Is Armidale well serviced?
Mr TORBAY: Yes, Armidaeiswell serviced.
The Hon. J. R. JOHNSON: By whom?

Mr TORBAY: The Armidaeto Sydney route that you are referring to is serviced by both Hazelton Airlines and Eastern
Australia Airlines and they both have 36-seat aircraft.

PARLIAMENT HOUSE, 21 AUGUST 1998 225 MR TORBAY



STANDING COMMITTEE ON STATE DEVELOPMENT

The Hon. J. R. JOHNSON: Would the academics and the students be major users of air transport—and | am talking
about students not only from the university but from the good schools in the area?

Mr TORBAY:: Definitely.

The Hon. Dr B. P. V. PEZZUTTI: | am looking at the timetable you provided as part of your submission. Y ou have
Six services aday each way?

Mr TORBAY: Yes.
The Hon. Dr B. P. V. PEZZUTT]I: And on Fridays you have seven services a day each way?
Mr TORBAY: Yes.

The Hon. Dr B. P. V. PEZZUTT]I: How do two airlines operating 36-seaters end up out of making a profit out of a
service that delivers 50,000 people?

Mr TORBAY: As far as profitability, that is up to the airlines, but changes have occurred in aircraft since both
Hazelton and Eastern airlines have been operating it. Hazelton has from time to time reduced the Saab aircraft down
to asmaller aircraft and then switched it back, depending on the demand.

The Hon. Dr B. P. V. PEZZUTTI: The Lismore service, which has only three services aday, ddivers 50,000 people
and the Ballina service, which has four services a day Monday to Friday—I do not know how it operates on the
weekends—has 110,000 people. Under a deregulated market, places like Armidale may be disadvantaged and places
like the north coast may be more advantaged. Do you have aview on that?

Mr TORBAY': When this was debated in our community it was the view of both councils that deregulation would
disadvantage Armidale and that we would have in real terms a declinein our level of service for the reasons that you
have touched on.

The Hon. Dr B. P. V. PEZZUTTI: When you next have negotiations, the airlines may well end up making bidsless
than what is already on the table. If they came back to the regulated process next time, you would end up with exactly
what you have now?

Mr TORBAY: Thelast severd times that these issues have been debated two carriers have always been bidding. They
have been strong bids and the recommendations have obviously gone on. If the structure were to remain the same, we
would expect the same process from the two major airlines bidding again for the services.

The Hon. Dr B. P. V. PEZZUTTI: But you would have no guarantee that would happen under aregulated system?
Mr TORBAY: No.

The Hon. Dr B. P. V. PEZZUTTI: Because they would have to be driven by profit under a regulated system or a
deregulated system?

Mr TORBAY:: Yes, they would be driven by the same.
The Hon. Dr B. P. V. PEZZUTTI: The servicesinto Ballinaand Lismore continue to grow rapidly and now Dubbo

and Armidal e together move 150,000 peoplein and out of Sydney with 16 services each way each day, whereas Lismore
and Ballina have the same number of people with only seven services each way each day. If the Ballina service were
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deregulated and there were more flights into Ballina, there would be pressure on landing times at Sydney airport. Would
Armidale and Dubbo welcome a challenge to the number of dot timesthat they may achieve, given that those dot times
are allocated to the airlines?

Mr TORBAY : No, they most certainly would not, with their support for the dot times that have been put into place
recently since the changes occurred in March. But | have to say that grouping together two communities that are so far
gpart isadifficult example. We are saying that if you believe there should be aregional New South Wales, for example,
resources have to be there to support it. When one islooking at numbers one can aways see a cost-effective or so-called
efficient process that would reduce fixed costs somewhere to a provider or agovernment, but we are saying that people
in these areas, regardless of the population, deserve what is considered to be areasonable level of service.

The Hon. Dr B. P. V. PEZZUTT]I: | understand what you are saying. Because the number of landings and take-offs
at Kingsford-Smith airport are limited, and given that those dot times are alocated to airlines and not communities, how
do you see the Committee best making recommendations to the Parliament to ensure that whilst places like Ballinaand
Lismore might have better access, it does not have to be at the expense of Armidale and Dubbo?

Mr TORBAY: | am not sure. | would have to consider that.

The Hon. Dr B. P. V. PEZZUTT]I: We would welcome any thoughts you have on the matter. It isadirect and open
question.

Mr TORBAY:: Sure. It isagood question.

The Hon. Dr B. P. V. PEZZUTTI: If thereis deregulation and, say, the north coast gets two operators instead of just
Ansett, there might be more frequency with smaller planes but that would put pressure on landing slot times. Eastern
Airlines may want to go into Ballinaand Lismore but it would have to take dot times from somewhere else because at
the moment peak dot times—times when everybody wants to travel—are being fully occupied. Could you turn your
mind to that?

Mr TORBAY: Yes. Itisagood question.

The Hon. Dr B. P. V. PEZZUTT]I: Hasthe Country Mayors Association looked at the policy announced by the L eader
of the Opposition of moving government jobs to regional centres? Will that have an impact on the nature and quality
of air services and a change to the re-jigging of air services? Also, what impact in totality isthat likely to have?

Mr TORBAY: If we were to get an understanding of the departments or the infrastructure proposed to be put into
country areas | would be able to answer the question but, regrettably, the statement that | read was similar to what the
State Government has been saying about locating government areas. No details have been provided to me so | am not
realy in aposition—

The Hon. Dr B. P. V. PEZZUTTI: You can takeit from methat he is planning to move wholesale public service jobs
to the country rather than just one or two, which does not balance what has aready been taken out by the current
Government. Thisiswhat is proposed. Given that proposition, what impact do country mayors believe that would have
on air transport services? In the light of that different scenario is deregulation or regulation the way to go?

Mr TORBAY: If | wereto go to the association and say that given the statement that has been issued, whichis similar
to a previous statement about which we have heard comments, by the Premier about decentralisation and location of
government services—and | am not politicising it—I do not think that the association would accept at face value that
there will somehow be these sorts of changes in country areas. We hear about them but | could not say that it would
affect our submission without seeing something of more substance in the future.
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The Hon. Dr B. P. V. PEZZUTTI: But what if the top big ones, everything over 40,000 or 100,000 even, were
deregulated and the others remained the same? To ensure equity of accessto Sydney for regionally based people, do you
believe there should be a CSO payment by State governments in the same way as there is for railway transport, for
example?

Mr TORBAY : From the point of view of smaller communities certainly that should be considered because the market
forces alone, with deregulation or part deregulation, are not enough to protect those communities.

The Hon. JENNIFER GARDINER: | am trying to get a handle on the amount of consensus. Y ou have said there is
an overwheming view in the association against deregulation yet councillor Brassil supported deregulation. How many
mayors are currently in the association and how many of them would support the view of Councillor Brassil's council?

Mr TORBAY:: Currently there are 32 mayors. It has been as high as 37 and a little lower. They are generaly for
populations of 10,000 or more. | must say that when | use the term "deregulation” it means something different to most
peoplein the room. | must qualify what | am saying by that. A direct answer would be that overwhelming means al but
four or five would not support deregulation. However, once we start breaking it down into what deregulation means and
are we talking about amanaged process with safety mechanisms that would support smaller regiond aress, it startsto
fragment again. When you simply ask the question about deregulation, | have to say there is an overwhelming view
against deregulation and the concern it would raise with services, particularly to smaller communities.

The Hon. JENNIFER GARDINER: Therefore, there would be an overwhelming view against the deregulation that
was introduced to the Parliament and passed through the lower House?

Mr TORBAY: Yes.

The Hon. JENNIFER GARDINER: Would the association agree that there could be a two-tier approach with
deregulation on some routes and managed regulation on others?

Mr TORBAY:: Yes. The Country Mayors Association says that if those protection mechanisms are built in and there
isaprocessthat is equitable, it would be happy to consider those issues. We do not think it is that difficult to look at.

The Hon. Dr B. P. V. PEZZUTTI: | presume country mayors are against landing at Bankstown?
Mr TORBAY : That was unanimously and wholeheartedly rejected.

CHAIRMAN: Y esterday the Committee asked a representative from an international airline company at Bankstown
what problem that company would envisage with shifting to Bankstown. He said, "No passengers.”

Mr TORBAY: We would support that view. The term "hated" would accurately describe peopl€'s views across the
spectrum.

CHAIRMAN: How do landing fees at regional airports affect residents of country New South Wales?

Mr TORBAY : Therangeisenormous.

CHAIRMAN: Why are there differences?

Mr TORBAY:: It boils down to infrastructure issues. Armidal e city services Dumaresq shire and the landing fees are

at the higher ebb of other country areas. Recently a new terminal was established there for several million dollars. Itis
quite a nice upgrade, but it has been suggested that there is a disincentive, given the landing fees on some country
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airlines. Because volume is not substantial in that sense, it creates the old balancing act: isit a user-pay situation? The
Dumaresq Shire Council receives amodest rate of return for that devel opment which has enhanced tremendoudly the
city'sinfrastructure, but it is at the higher end of the scale.

CHAIRMAN: Are the fees based on per passenger or tonnage rate?

Mr TORBAY:: Both.

The Hon. Dr B. P. V. PEZZUTTI: Given that the legidation was introduced into the lower House, did the Country
Mayors Association write to the Minister for Transport, Mr Scully? If so, could you provide a copy of that letter?

Mr TORBAY:: Yes. When was the legislation put through?

The Hon. Dr B. P. V. PEZZUTTI: It was passed through the lower House during the last session just before
Parliament broke for the winter recess. The Independent Pricing and Regulatory Tribuna conducted an inquiry and made
recommendations, but the Government proceeded with deregulation and the abolition of the Air Transport Council.
CHAIRMAN: That might have been after | addressed the Country Mayors Association on that matter.

Mr TORBAY: Yes.

CHAIRMAN: That wasin November. Harry Woods and | addressed the association.

The Hon. Dr B. P. V. PEZZUTTI: No, thelegidation is recent.

CHAIRMAN: Whenever it was, it was at the sametime.

The Hon. Dr B. P. V. PEZZUTT]I: The legislation went ahead after that.

CHAIRMAN: | passed the concerns on to the Minister and that is the reason he gave the Committee the reference.

The Hon. Dr B. P. V. PEZZUTT]I: No. The Committee received the reference from the Legidative Council. It did not
come from the Minister.

CHAIRMAN: No. | received it from the Minister.

The Hon. Dr B. P. V. PEZZUTTI: The reference for thisinquiry by this Committee resulted from a parliamentary
reference. The legidation was passed on 1 April in the lower House. The setting up of thisinquiry resulted from avote
of the Legidative Council, which refused to pass the legislation until it was referred to a committee.

CHAIRMAN: The legidation was due to be returned and after discussions by Australian Labor Party members
following meetings with the Country Mayors Association the Minister gave the Committee the reference. It was not from
the upper House.

Mr TORBAY:: Do you still want meto look for any correspondence?

The Hon. Dr B. P. V. PEZZUTTI: Yes.

CHAIRMAN: What other measures, apart from regulation, could the Government implement to ensure services are
maintained?
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Mr TORBAY: | will take that on notice.

CHAIRMAN: The Minister has also asked that the Committee examine the charter of user rights. Do you think that
is enough or does the association fedl that it should be embedded in legidation to guarantee for ever continued affordable
use of Kingsford-Smith airport?

Mr TORBAY: Yes.

The Hon. Dr B. P. V. PEZZUTTI: On 1 April the Minister said, "I am disappointed with the Opposition. Following
input from the Leader of the House it is appropriate that | commend this bill to the House." In spite of the Opposition
in the lower House, the legislation was passed. As aresult of that did the Country Mayors Association write to the
Minister, and if so, could you provide a copy?

Mr TORBAY: Yes.

(The witness withdrew)
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JOHN GARY REGINALD BEATTIE, Business Provider, Upholsterer, sworn and examined:

CHAIRMAN: In what capacity do you appear before the Committee, Mr Begttie?
Mr BEATTIE: AsMayor of Narrandera Shire Council.

CHAIRMAN: Did you receive asummons issued under my hand to attend the sitting of this Committee in accordance
with the terms of the Parliamentary Evidence Act 1901?

Mr BEATTIE: | did.

CHAIRMAN: Are you conversant with the terms of reference of thisinquiry?

Mr BEATTIE: | am.

CHAIRMAN: Do you have any documents you would like to table before the Committee?
Mr BEATTIE: | have my presentation.

CHAIRMAN: Would you like that included as part of your sworn evidence?

Mr BEATTIE: Yes.

CHAIRMAN: If you should at any stage during your evidence consider that in the public interest certain evidence or
documents you may wish to present should be heard or seen by the Committee only, the Committee would be willing
to accede to such request and resolve itself into camera.

Mr BEATTIE: | understand that.
CHAIRMAN: Perhaps you would like to spesk to your submission before Committee members ask you questions.

Mr BEATTIE: Members of the Standing Committee on State Development, | should like to thank you for the
opportunity to speak today on an issue of great importance to the Narrandera and Leeton shire councils. On behalf of
my shire and the Leeton shire | shall address the impact upon the operation of Narrandera and Leeton airport of recent
decisions emanating from the Federal and State governments and the Federal Airports Corporation. | understand that
sincethe ingtigation of thisinquiry anew fee structure has been announced and isto be introduced later in the year. That
structure removes the $250 peak charge and reduces the minimum landing fee from $140 to $100. Further, the landing
charge for domestic flightsis being reduced from $5.72 to $2.92 per tonne. Council welcomes these changes. Theloca
community hasinvested considerable fundsin the Narrandera and L eeton airport. The total value of the airport and the
infrastructure is $5 million. The airport is owned by our shire and is managed jointly by the Leeton and Narrandera shire
councils. It requires an annual subsidy of $84,000.

The region has been served by larger aircraft since 1940, devolving in recent years to the Saab 340B aircraft operated
by Hazelton Airlines. Passenger numbers for the 12 months ended 30 June 1998 amounted to 11,991, which represents
amarket increase of approximately 20 per cent. The Narrandera Shire Council believes that regional development in
Australia is dependent upon a viable air service between Sydney and regional and rural centres. An important
component of successful air service will be its ability to meet expectations of business, tourists and the general public
with respect to service qudity, safety, price and access to the Sydney (Kingsford-Smith) Airport. Committee members
would be aware that the Riverinais one of thefew areasin this country currently experiencing growth in industry. The
local community certainly does not want any obstaclesin the form of adecreasein air services.
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With respect to the terms of reference of thisinquiry, | should like to address briefly the issues of access to the Sydney
(Kingsford-Smith) Airport, deregulation, dot times because of alikely impact upon anumber of aspects of air services,
and proposalsto limit access to Sydney (Kingsford-Smith) Airport and direct country services to Bankstown Airport.
Itisvita that rural and regional travellers have accessto the main airport of Sydney. The arguments against directing
traffic to Bankstown are well known. Any decision to restrict country services to Bankstown Airport would affect many
travellers, not the least being business representatives who are reliant on single-day access to the Sydney central
business district.

A high percentage of trips from our region are of a business nature. It isthus of great importance that the journey to the
city be achieved as quickly and as efficiently as possible. Flights to Bankstown Airport would add significantly to travel
time and would in many instances require an extra night's accommodation. Business meetings that once could have been
completed in asingle day could well require an overnight's stay. Similarly, people required to catch connecting flights
to other States or other countries could face additional accommodeation expenses. The cab fare from Bankstown Airport
to Sydney city at present amounts to approximately $60, and two such cab fares would add considerably to the cost of

atrip to Sydney.

The impact upon tourism to our region would be disastrous. Internationa and interstate travellers rely on quick
connections and make their travel plans accordingly. The diversion of air services away from Sydney (Kingsford-Smith)
Airport to Bankstown Airport would result in asignificant |oss of patronage on routes such as the Sydney to Narrandera
and Leeton route. In short, Bankstown Airport is not an option for regional passengers as its location and lack of
infrastructure would effectively result in the demise of air services. If thisitem is to include the assessment for limiting
aircraft by size or carrying capacity into Sydney (Kingsford-Smith) Airport, council would be opposed to such a
proposition. This sort of arrangement could introduce the operation of a hub-and-spoke system. Such system has been
tried and has been shown to fail.

Travelling times and cost are the main factors. | believe, for example, the Hay service—now not operationa—was based
on areturn arfare to Griffith of $80. That fare when added to the standard fare from Griffith to Sydney—which in today's
terms amounts to $440Cis a cost beyond the means of most potential users. The same problem has occurred in the
operation of air services from the Murrumbidgee Irrigation Area through Wagga Wagga connections to Melbourne.
Such a system would result in additional travelling time and cost. Potential passengers would consider other optionsto
access Sydney, to the detriment of the airline industry, business development and tourism.

The Narrandera Shire Council is not opposed to the principle of deregulation. However, it has consistently argued that
recognition be given to the vulnerability of air services in margina routes. In council's numerous discussions with
developers and representatives of existing industry it has been evident that air services are critical to the success of
regional development. The 1994 report by McKenzie & Co. to the Federal Government entitled "Lead Local, Compete
Global" identified the critical role of air services for regional communities to achieve their growth potential and the
importance of access to domestic and international airports as considerationsin selecting aregiona centre for abusiness
relocation.

Council believesthat deregulation would on margina routes with established services utilising larger aircraft of 36 seats
plus result in an influx of smaller aircraft by competitors, which would erode the viability of the established service
operating with larger aircraft. Obvioudly, that service would have greater overheads and narrow profit margins. The
history of air services utilising smaller aircraft of five- to 18-seat capacity shows afragile operating environment and
often withdrawal of services. By way of example, | point to Forbesin the 1970s and Hay in the 1980s. The community
isthen left without an air service. Once an established serviceislogt, it is very difficult to re-establish.

It is essentia to the economic development of our community that, as a minimum, it have pressurised aircraft on the
route. That requirement is likely to be protected under licensing than under deregulation. In thin routes managed
competition is considered necessary to preserve not only the service but al so the standard required by the public. The
use of community service obligations is not the answer and would eventually fall victim to budget cuts. It is equally
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important to note that smaller aircraft—aircraft with less than 36 seats—are less able to access Sydney (Kingsford-
Smith) Airport. Council supports the air transport council argument for managed competition for routes of less than
30,000 passengers per annum. Under that arrangement licences are advertised every three years.

For the community the arrangement offers the following advantages. The successful airlineis required to operate within
set standards, with an element of competition. The public can evaluate the licence renewal application on: first,
frequency; second, size of aircraft; third, onboard service and specia provision for the disabled and disadvantaged—and
| add that sizeable number of aged people and disabled people who would not be able to access flights to Sydney if that
meant travelling on asmaller aeroplane; fourth, fare structure; fifth, reservation facilities. For the airline the arrangement
offers the advantage of security for the investment involved on the route over a set period of time.

| turn to the issue of dot times. As noted above, | am pleased that from 1 October arevised charging system isto be
implemented and that the proposed pesk period surcharge has been abandoned. Early indications are that these revisions
should be cost-neutral for Hazelton Airlines, which operates on the Sydney to Narranderaroute. On that basis council
welcomes the revised charging system, given that it is not likely to lead to increased airfares for our community.
However, council asks that consideration be given to introducing some mechanism under which regional passengers
would be protected from indiscriminate price increases in the future. Without such a mechanism there is the distinct
possibility of regional airlines being forced out of business over time as more and more pressure is brought to bear for
access to Sydney (Kingsford-Smith) Airport.

I thank the Committee for the opportunity to make this presentation on behalf of the Narrandera and Leeton shires. In
summary, council urges the Committee to endorse the principle of managed competition. The benefits of deregulation
for regional centres are unproved, and any possible benefits are likely to be offset by the damage to air servicesresulting
from the introduction of smaller aircraft and eventual diversion of services away from Sydney (Kingsford-Smith) Airport
to other airports such as Bankstown Airport. All of those scenarios would have a disastrous impact upon regional
development.

The Hon. J. R. JOHNSON: What does your council charge passengers and/or freight?

Mr BEATTIE: Areyou referring to passenger charges?

The Hon. J. R. JOHNSON: Yes.

Mr BEATTIE: | am not sure of the tonnage rate, but the passenger rate is approximately $5.

The Hon. J. R. JOHNSON: How far is Narrandera from Wagga Wagga?

Mr BEATTIE: It isapproximately 120 kilometres from the Wagga Wagga airport.

The Hon. J. R. JOHNSON: Does Wagga Wagga take many of your clients?

Mr BEATTIE: Yes, depending on the time frame for certain visitsto Sydney and so on.

The Hon. J. R. JOHNSON: Do aeroplanesfly to Sydney only, or to Melbourne also?

Mr BEATTIE: From Narranderaflights go to Sydney only.

The Hon. J. R. JOHNSON: How many flights are there each day?

Mr BEATTIE: Two.
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The Hon. J. R. JOHNSON: Isthat oneflight in and one out?

Mr BEATTIE: No, thereis around flight from Sydney to Narrandera and then Griffith in the morning, and another
flight in the evening.

The Hon. J. R. JOHNSON: Does only one airline operate a service on that route?
Mr BEATTIE: Yes, Hazelton Airlines.

The Hon. J. R. JOHNSON: Do small commuter aeroplanes come to the Narrandera airport to connect with flightsto
Sydney?

Mr BEATTIE: Not that | am aware of. Smaller aeroplanes do use the airport for private use.

The Hon. I. COHEN: You have said that your council isin principle not opposed to deregulation. Have | understood
you correctly, however, that in this circumstance council is strongly in favour of maintaining managed competition,
which isregulation?

Mr BEATTIE: That is correct.

The Hon. 1. COHEN: Why do you fedl the need to mention that council isin principle not opposed to deregulation?
It would seem that there is a strong voice for regulation coming from your council and from other country councillors.
Could you perhaps explain that dilemma?

Mr BEATTIE: We are not opposed to competition, but in our circumstance as a margina airline we are strongly
opposed to it smply because we do not feel we can afford adrop in their services. If competition camein, | think we
would get that. Accessto Sydney (Kingsford-Smith) Airport is high on the agenda, and if we ended up going to smaller
planes we would not necessarily get that. Globally we are not against it, but locally we are very much against it.

The Hon. 1. COHEN: | think it is reasonable to say that thereislocal community concern, which has been reflected
throughout the country areas.

Mr BEATTIE: Yes. | think that any rural community would be feeling much the same aswe are fedling, whereas, with
the bigger communities, coastal areas and larger cities, it isnot really a problem and competition is probably a good
thing.

The Hon. I. COHEN: The Hon. J. R. Johnson raised the matter of the number of flights that comeinto your airport and
those that go to Sydney. At present the route is Sydney-Griffith-Narrandera and return. Do you envisage any
improvement occurring in your local area to facilitate a greater attraction for an airline? Would a different hubbing
system be of advantage, both to the local community and the viability of the airline?

Mr BEATTIE: | do not think so. | think what we have now works extremely well and most people are happy with it.
Probably the only thing we lack is a direct route to Melbourne. Sydney is the city that we mostly use; most of our
businesses and councils use Sydney quite a bit. For that purpose the current system is quite good; it does not need
altering at all.

The Hon. I. COHEN: | wasinterested to hear your view on smaller aircraft, the perception of safety, and the difficulty
that people, particularly those with disabilities, have. Y ou said that the minimum would be a pressurised aircraft. Isthat
amajor factor in terms of people's ability to fly?
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Mr BEATTIE: I think that sizeis probably the main thing. As | mentioned, alot of elderly people need a hostess. If
you go to a smaller plane than the Saab that we are currently using, you will not get that service. It is the same for
disabled people in wheelchairs; they need a hostess as well. | do not think that small planes will accept awheelchair
easly anyway. | think that if we go to asmaller plane we will miss out on that service.

The Hon. I. COHEN: Isthat a bigger issue than the frequency issue?
Mr BEATTIE: | would say s0, yes.

The Hon. I. COHEN: Could you give the Committee a percentage figure as to usage of your aircraft by tourism and
business?

Mr BEATTIE: | do not know those figures, | am sorry.

The Hon. I. COHEN: Would you be able to ascertain the figures as to the percentage use of your aircraft for tourism,
business and medical services?

Mr BEATTIE: Yes, | will do that.

CHAIRMAN: Council may have amanagement plan or a development plan showing statistics of numbers, projection
of costs, and so on. Would you be able to provide the Committee with a copy of such aplan?

Mr BEATTIE: Yes.

The Hon. Dr B. P. V. PEZZUTTI: | have suggested to other witnesses that in order to protect some of the smaller
routes and to keep them at a reasonable price to give people access to the city there may be a need for the State
Government to make a community service obligation payment. Firstly, do you think that would be a good idea, and
secondly, how could it best be applied?

Mr BEATTIE: | do not know that | could answer that.

The Hon. Dr B. P. V. PEZZUTTI: For example, the train that goes to Dubbo does not make a profit, it makes a
considerable loss, which is picked up by the State Government. There are various ways in which the State Government
transfers money to the State Rail Authority. For example, pensioners pay $10 for atrip to Sydney, and State Treasury
gives State Rail the difference in the price for first-classrail travel. Do you think a system like that could operate, which
would help to build the numbers and &l so to make the services more profitable and therefore more attractive for people
to provide quality servicesto isolated areas?

Mr BEATTIE: Yes, | think that something like that would be good. | am not sure what isin place at the moment for
people on pensions. Is any system operating?

The Hon. Dr B. P. V. PEZZUTTI: No, nothing, unlessit is part of the isolated patients transport and accommodation
service—IPTAS. Under that service, if people have to travel more than 200 kilometres to see a doctor or receive a
medical service they can then receive payment from, in your case, the Greater Murray AreaHedlth Serviceto assist with
that travel, either by air or rail.

Mr BEATTIE: | am aware of that. | think anything in that line would certainly be of benefit, particularly to our town.
As| said earlier, we have quite a large percentage of old people, and | would certainly support that sort of amove.

The Hon. Dr B. P. V. PEZZUTT]I: What sort of plane currently operates the service?
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Mr BEATTIE: It isa Saab 340B, which is a 35- or 36-seater.

The Hon. Dr B. P. V. PEZZUTTI: What isthe travel timeto go directly from Narranderato Sydney?

Mr BEATTIE: About an hour.

The Hon. Dr B. P. V. PEZZUTTI: What isthe travel timeif one goes via Griffith?

Mr BEATTIE: It adds about half an hour, so it is about an hour and a half.

The Hon. Dr B. P. V. PEZZUTT]I: Generally speaking, do the flight times give one areasonable timein the city?
Mr BEATTIE: They do. As| mentioned earlier, | found myself with quite abit of time on my hands today because |
got an early flight in and did not have anything else to do but to come here today. For any sort of businessit is excellent,
because you get here early in the morning and the evening flight gives you afull day in Sydney.

The Hon. Dr B. P. V. PEZZUTTI: Given that dot times, which at present are quarantined for regiona travellers, are
currently owned by airline companies, do you think there isaway of ensuring that those airline companies continue to
value services like yours, which have relatively low passenger numbers, that the dot time is not given to a service that

may be more profitable for them, and that your dot timeis not altered so that you would not get awhole day in Sydney?

Mr BEATTIE: | think what is happening at the moment workswell. | cannot see any benefit whatsoever in changing
it.

The Hon. Dr B. P. V. PEZZUTTI: That does not relate to either deregulation or regulation; it isa completely separate
issue which relates to the fact that the airlines own the slot times and your community does not?

Mr BEATTIE: Yes.

CHAIRMAN: The problem is that some of the big companies might decide they will go with the areas that have
150,000 customers a year, instead of Narrandera.

Mr BEATTIE: Currently, if Hazeltons cease their service they can retain the dot times they aready have.
CHAIRMAN: And use them on amore productive route?

The Hon. Dr B. P. V. PEZZUTT]I: Or they can change your dot time to a slot time that lands at 10 o'clock in the
morning?

Mr BEATTIE: Yes, or lunchtime. | would certainly agree to any sort of control that could be put on that.
The Hon. Dr B. P. V. PEZZUTTI: It isaFedera matter; nevertheless, it is amatter that the Committee is concerned
about.

Mr BEATTIE: To tell you thetruth, | had not thought abouit it, but | think it is extremely important. As you say, if
deregulation comesin and we lose the service that we have, we may very well lose our slot time.

The Hon. Dr B. P. V. PEZZUTTI: Regardless of regulation or deregulation, every three years the Air Transport
Council seeks expressions of interest and consults with you; various companies make proposals, and the Air Trangport
Council in Sydney makes a determination asto what is best for you. If we retain regulation, can you suggest anything
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that will improve that process? At the end of the day, you might have input as to what your community thinks. The
airlineswill come along and make their bids, but the Air Transport Council will make the final judgment.

Mr BEATTIE: | would like to see input from us as far as that judgment goes.

The Hon. Dr B. P. V. PEZZUTT]I: Currently, for example, Hazelton may decide to operate a 9-seater plane. That
might be in breach of Hazelton's current licence with the Air Transport Council, but Hazelton will go to the Air
Transport Council and say, "We are not making a quid, so we will pull out altogether.” Currently the Air Transport
Council, without a need to consult with you at all, can approve such an arrangement. Do you think that that is fair, or
that it should beimproved if the regulation is returned?

Mr BEATTIE: | will have to come back to you on that. | do not think that will be fair. I do not see that happening,
though, because Hazeltons are operating extremely well in our area at the moment. It is a hypothetical situation that
probably does need to be pursued.

The Hon. Dr B. P. V. PEZZUTTI: Given that Tamair went belly up recently, that there is nothing certain in the
commercial world, and that Hazelton's licences have gone in the last triennium, under the current arrangements of
regulation what could your community do to force Hazelton, or any other company, to fly to Narrandera?

Mr BEATTIE: Thereis nothing that we could do to force anyone.

The Hon. Dr B. P. V. PEZZUTT]I: Under aderegulated market, what could you do—exactly the same? In commercia
terms, at the end of the day would it make any difference to Narrandera whether it was deregulated or regulated?

Mr BEATTIE: | think it would make a difference in commercial terms. As | said, regulation gives security for an
operator to come in and operate. On the basis of what is happening now, we cannot determine future market needs as
far asthe airport is concerned, but on current levels of usage Hazelton Airlinesis running at a profit and providing an
excellent service. | cannot see any reason why that would change, particularly with the growth of industry in our area.
| really do not see that the question isavalid one.

The Hon. Dr B. P. V. PEZZUTTI: Currently, as part of the bid, the airline company that bids for your service under
the regulation process also hasto give an indication what its prices will be. If it wantsto have apriceriseit hasto give
six months notice. That is then judged by the Air Transport Council, as | understand it, and athough one might have
certainty or some semblance of certainty, one has no control over the price nor, frankly, any input into that decision by
the Air Transport Council. Do you think that should change?

Mr BEATTIE: Yes. | think we should have an input into the control of prices.

The Hon. JENNIFER GARDINER: Firstly, isit fair for the Committee to assume that Leeton council is as one with
Narrandera council in the submission you have made?

Mr BEATTIE: Yes.

The Hon. JENNIFER GARDINER: Y ou have said there is a subsidy from the councils to the extent of about $84,000
for the running of Narrandera airport?

Mr BEATTIE: Yes.
The Hon. JENNIFER GARDINER: Isthat afairly constant proportion of your outgoings?

Mr BEATTIE: Itisfairly constant. It does not vary greatly.
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The Hon. JENNIFER GARDINER: Soit isafairly stable burden on your ratepayers?

The Hon. Dr B. P. V. PEZZUTTI: That is over and above their income?

The Hon. JENNIFER GARDINER: Itisasubsidy.

Mr BEATTIE: We make aloss of $84,000 ayear.

The Hon. JENNIFER GARDINER: Which would be fairly normal for the smaller airports?

Mr BEATTIE: | think it is fairly standard, yes. Leeton does contribute to offset that a little, but Narrandera does
contribute to most of the cost.

The Hon. JENNIFER GARDINER: Do you know of any prospects of the defunct Hay service being revitalised?

Mr BEATTIE: No, | am not aware of anything. Theindications | get from speaking to other people are that it is not
likely to happen at all.

The Hon. JENNIFER GARDINER: | think most of the issues have been covered by other questions, but is there
anything that has not been covered that you would like this Committee to recommend to Parliament?

Mr BEATTIE: No, | think we have put everything we are concerned about in the written submission.
The Hon. J. R. JOHNSON: How many passengers ayear are serviced by your town's airport?

Mr BEATTIE: Inthe past 12 monthsit was 11,991. Before that it was alittle |ess but because Hazelton's changed their
times and did alittle with their pricing structure, the usage isincreasing.

CHAIRMAN: One of the things the Minister has asked usto ook into is the possihility, as suggested by the country
summit, of acharter of user rights to guarantee continued access to Sydney (Kingsford-Smith) Airport. Y ou might have
some comments on that. | do not necessarily expect you to give them to me today but council might write in with some
suggestions of what it would like to see incorporated in a charter of user rights. Some other councils have suggested it
needs to go further and some Federal legidation is needed to guarantee affordable continued use.

Mr BEATTIE: | will get back to the Committee on that. But | can say we do support that initiative, because we have
discussed it. | will send you some information as to what council feels about that.

(The witness withdrew)
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PAUL ROBERT BREDERECK, Company Director, sworn and examined.

CHAIRMAN: In what capacity are you appearing before the Committee?
Mr BREDERECK: As managing director of the Tamair group of companies.

CHAIRMAN: Did you receive a summons issued under my hand in accordance with the provisions of the
Parliamentary Evidence Act 19017

Mr BREDERECK: Yes.
CHAIRMAN: Are you conversant with the terms of reference of thisinquiry?
Mr BREDERECK: Yes.

CHAIRMAN: If you should consider at any stage during your evidence that in the public interest certain evidence or
documents you may wish to present should be heard or seen only by the Committee, the Committee will be willing to
accede to your request and resolve into camera. If you would like to give us a statement and then we will ask you some
questions.

Mr BREDERECK: Most of the issuesin the Committee's terms of reference are issues | am passionate about. | would
like quickly to give you alittle background on me personaly and my company that you may not have. | have 22 years
experience in the aviation industry, having started as an apprentice mechanic/pilot with the old Tamair, which ultimately
grew into what is today Eastern Australia Airlines. Along the way | shared a dual career as an engineer and pilot. In
1985 | bought a basically one-man operation from the old Tamair, which was a small flying school, charter business.
Over a 13-year period | developed that into a highly-respected regiona airline that in recent timesisfacing its demise.

The background to that isthat in 1992 and 1993 we operated scheduled services between Tamworth and Bankstown.
We were one of two companies that tried it. Western Airlines from Wagga Wagga did as well. | have some valuable
experience on that, and | am happy to field questions about Bankstown in due course. Furthermore, we had up to 10
years experience operating up to nine aircraft on freight servicesto and from Bankstown. In 1993 we were awarded the
Sydney-Tamworth route licence as athird licence. At that stage the other two licences were held by Eastern Austraia
Airlines and Ansett Express, and that was following Ansett's acquisition and closure of East West Airlines subsegquent
to the pilots disputein late 1989, 1990 and 1991.

When we took over the Sydney-Tamworth route total passenger numbers were in the order of 52,000 ayear. We put
the 19-seat Metro on the route in a high-frequency configuration, with a different approach to the range of airfares
previoudy being offered. We did not necessarily drop the fares but the discounts were concentrated in the middle of the
day, as opposed to being two seats on one flight and 10 seats on another that other airlines used. It isinteresting to note
that with the control of those cheap seats in the middle of the day we now have atotally different class of people flying
on the route. In the middle of the day we have people in Sloppy joes and track suits, compared to the suits that we have
on the two morning and two evening flights.

Within 18 months of commencing that service the total route traffic had grown back to about 75,000. Going back 15
years, the market was a 75,000 passenger market. In those same years comparable regional centres such as Wagga
Wagga, Albury and Dubbo all had markets of about 65,000. Those markets are now over 100,000. At Tamworth, in
East West airlines days with Fokker Friendships and turbo props, the market was 75,000 and it is now back to 75,000,
although it peaked at amost 90,000 in 1988 when they had jet services. That is a good indication of how jets can
stimulate a market.
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We eventually increased services to Tamworth to seven flights aday. Although it did not increase the overall market,
the frequency did win customers. When we were operating seven services a day we had 58 per cent of the Sydney-
Tamworth market in a 19-seat aircraft competing with Eastern's 36-seat, full cabin service Dash-8, with asimilar net
fare structure. In late 1994 we commenced services in Tasmania on acontract to acompany caled Airlines of Tasmania
In hindsight that was my second worst ever business decision. The first was not to get out as quickly aswas necessary.
That contract involved supplying aMetro 3, a Bandierante and five Piper Chieftains, providing services from Launceston
to Finders Island and King Island; across to Sale and Traralgon in southern Victoria; and services from Haobart to
Wynyard and Devonport. The issueisvery interesting and | will go through some comparisons of which your Committee
should be mindful. In Tasmania at the time the Government controlled airfares and the environment dictated the cost.

CHAIRMAN: At the time you went in?

Mr BREDERECK: Yes, because it was a monopoly situation held by Airlines of Tasmania. They specified the airfares.
At the time we got involved Airlines of Tasmaniawas about $1.8 million the wrong way on the balance sheet. Its aircraft
were old 1950 de Havilland Herons. On the day we took over services one of the aircraft had 1.6 hours to run to its
ultimate fatigue life. The company wasin bad shape but had a good monopoly route structure. Even putting in place the
Metros and the aircraft we had, without going into the money situation, the problem we had was that first of al we
underestimated the operating costs in the environment—gravel runways, short sectors and high fuel pricesin Tasmania,
costs that were beyond our control, and very high landing fees. The landing fees at Flinders Idand and King Idland were
some of the highest in Australia.

The situation we had with the contractor was that our component of the operation ran into marginal viability and made
small losses due to the environment and cost side of it. On the reverse side the company that was paying us was
underrecovering significant revenue due to the fare structures that were imposed by the Government. The Government
believed that by having amonopoly that it should be able to provide fares at alevel that was not sustainable and it took
two years to get the fares from 69 per cent of an equivalent mainland fare to an average of 84 per cent of an equivalent
mainland fare.

In that time my company incurred set-up costs of the order of $700,000, operational |osses of about $1.2 million and
other costs associated with the exit path and so forth, probably the best part of $4 million. It went from being a very
profitable small regional airline in 1994-95, which made about 10 per cent or $800,000 on an $8 million turnover, to
being abasket case. Quite frankly, we have never been able to climb out from under that level of debt. In 1996 we were
awarded the licence to service the Inverdll-Glen Innes route as aresult of changesto that licensing review proposal from
Impulse Airlines. Impulse Airlines met an obligation for the review in 1993 that was awarded to Oxley Airlines, which
won the licence from Eastern Australia Airlines, who won it from East West Airlines.

In 1977 East West Airlines was providing one Fokker Friendship per day and the total route market was of the order
of 22,000 passengers. By 1984 that market had declined to the order of approximately 17,000 passengers, when it was
serviced by two 18-seat Jetstream services per day. Oxley Airlines won the licence, based on the premise that it would
provide a 19-seat Beech 1900D, offering three services aday and arange of discounted fares. What occurred was that
the market did not change: it stayed reasonably static. It stayed at about the 14,000 or 15,000 market. The frequency
did not stimulate that market and neither did the air fares, but it reduced the yield quite dramatically for the operator.
Accordingly, after 12 months, Impulse Airlines reduced to two services per day, and increased the fares.

The Hon. Dr B. P. V. PEZZUTT]I: Wasthat Oxley Airlines or Impulse Airlines?

Mr BREDERECK: Impulse Airlines. Oxley Airlines did not get up and running. It was another victim. When services
were reduced to two aday and air fares were increased, patronage declined to the order of 12,500 or 13,000 passengers.
The cost on Impulse in the subsequent year, | presume, was such that eventually it reduced the services to one aday and
the passenger numbers fell back to 9,000. From the analysis that | have done there were a number of factorsinvolving
the decline in passengers. Initially Impulse Airlines reduced the fares to very low levels, hoping to attract a new market
and new business—that did not occur; there were no extra passengers wanting to fly, to any significant degree—but it
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sensitised the market to the price and when the prices went back up to realistic levels, the market declined quite rapidly.
When we took over the route, we based our projections and assumptions on the lower operating cost of the Metro and
that we would be able to sustain two services aday.

In the first year of operation, with two services per day on that route direct to Sydney, our company |ost approximately
$250,000 on aturnover of the order of $1.9 million. In the second year of operation we reduced the services by two per
week. We cut out Tuesday and Thursday afternoon services and made the morning flight alittle bit later. That decline
in service did not have any appreciable effect on passenger numbers because the people who required the same-day
service could use other days of the week. However, it had an effect on certain key rural services. To my knowledge at
least three speciaist doctors who were visiting Inverell no longer visit there. We lost an oncologist and a heart speciaist
that | know of, and there is anecdotal evidence that a hearing specialist no longer visits Inverell.

Nevertheless, with the revised schedule our operating |osses reduced to only $135,000 and within arecent restructuring
of the company we determined that that could not continue in the future. We had cut al our costs to the bone for the
operation. We applied to put in place a service that had one direct Metro that hubbed with two Chieftain services,
morning and evening on five days per week into Tamworth. Whilst there was a vociferous outcry from Inverell and
Severn Shire councils, the market actually responded positively. We noted that we were running at a 10 per cent to 15
per cent increase in passenger numbers as aresult of the Chieftain services.

CHAIRMAN: From those two towns?

Mr BREDERECK: Yes. We noted that the ability to do that same-day travel was not affected by having to go through
a hub-and-spoke system. That is getting into a nine-seat aircraft when passengers have the choice of flying two hours
later in a19-seet aircraft. That determined to usthat travel timeswere very, very important to that market. Most of you
will have read the reports in the Australian Financial Review and so on, and those reports are, to a degree, fairly
accurate. | will turn now to the key issues. | believe the real issue is about rural communities and | believe five key
elements are involved—transport, communication, health, education, and law and order and they are dl interdependent
to some degree. If we reduce transport servicesit will affect al the other provisions of infrastructure in that community.

| believe it is essential for smaller regiona communities to have the continued right to convenient access to Sydney
airport. That is not to say that if the market is not viably sustainable that it should necessarily operate directly, but it
should have the mechanism whereby it has regional air services that are acceptable to that community, and acceptable
in away that is probably not necessarily apparent to the civic leaders in those communities. | have recently described
the exercise of Inverell and Severn Shire councils. What those councils were saying was at odds with what the market
was saying. Certainly people would much rather have a 36-seat aircraft, but if the market cannot sustain it, it cannot
sustain it. The market forces will dictate the type of service that the community will have.

| believe that fees and charges in themselves, such as the cost increases that were recently proposed by the Sydney
Airports Corporation—nbefore that the Federal Airports Corporation—is not the major issue: it is the rate of increase
of the cost. Over aperiod of time the market can absorb those costs, but when we go from a minimum landing charge
of $43 on the Metro to the $140 that was proposed, it is not the magnitude of the charge as much asthe increasein the
rate of the charge. Certainly the magnitude isimportant, but the increase in the rate of charge will have an effect on the
market. That should also apply to local governments. A number of local councilsin this State have a view that their
airports are profit centres, which they are not.

The charging methodol ogies have been known to change from timeto time. Last year the Tamworth City Council elected
to go from a composite weight-based charge and head tax to a single head tax charge. As a result, they helped
themselves to a significant increase in rates and charges. To quantify that, in the first year it was a $3 increase per
passenger. The $3 increase per passenger that we had to pass on, also came at the time of the fall in the value of the
Australian dollar. That necessitated cost increases of the order of $4 or $5 per passenger. We passed $3 of that on to
our customers. We had rate increases of $6 on a fare of the order of magnitude of $170 one way. We noticed an
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immediate reaction in the marketplace, not the first 28 days but the subsequent months, and it was only after 12 months
we noticed the market starting to react to that change and come back.

Itisthat sengitive at the end of the day. The overal price in many markets can be higher, it isthe rate of changethat is
important. Some proposals are being put forward with the contractors of terminals a Sydney airport, where charges are
set to rise dramatically. They are things that must be kept in mind. If the proposed charges by the FAC, or SAC, for the
$27.50 minimum on the Piper Chieftains or the weight-based minimum charge of approximately $43 on the Metro are
managed to arate of increase of the order of 20 per cent ayear, | do not believe it will have a significant effect on the
overall amount of people using the facility.

Before | move away from the Sydney airport aspect, there is one issue that | believe should be of concern to the
Committee and | would like you to take note of it. The methodology proposed by the Sydney Airports Corporation is
wrong. They have factored into their fixed-cost component of the charge alevel of depreciation that isnot realisticin
the real world or in the business world. They have factored in alevel of return to the owner or return on capital thet is
also not realistic in the business world.

CHAIRMAN: It helpsto sell the airport though, doesit not?

Mr BREDERECK: It certainly does. On any given route the air fare revenue isfinite. It is my opinion that in respect
of asmall marginal regional route that has two services per day, if we were to halve those services the total number of
people using them would drop by 25 per cent. It is my view that if we had two services aday on aregiona route and
wereto increase air fares, over and above normal consumer price index increases, of a magnitude of 20 per cent, there
would aso be a25 per cent declinein the short term. They are only my gut feeling estimates, based on experience | have
gained from small changesin the past five years.

In respect of the dot management scheme at Sydney airport, | believe from the outset, without being too longwinded
about it, that it has to be recognised that the slot management scheme is a community service obligation for the people
that live in Sydney. The fact that we have put an artificial cap on Sydney airport of 80 movements per hour has created
avaue on those dots, particularly during the pesk and high-demand periods. Whilst thereis a processin the legidation
to ring fence regional airline dots, | believe that processisinadequate in that it does not prevent the operator of Sydney
airport from pricing out regional communities.

For example, had the minimum charge risen from $27.50 straight to $140 without the process, it would have had avery,
very serious consequence for many small air services. It ismy view that because of that artificial dot and becauseit is
acommunity service obligation for peoplein Sydney, regional communities should not pay any more per passenger to
operate into Sydney airport than do any other domestic passengersin Australia. A passenger flying on adomestic flight
from Melbourne to Sydney, on a 19-seat Hazelton aircraft from Bathurst, or anine-seet aircraft from Gunnedah should
not be penalised any more than the same per-head rate.

| believe Bankstown is not an option, because it has anumber of limitations. Firstly, we have to be concerned that there
isdemand for servicesto Bankstown. Inthetime| operated Sydney-Tamworth | introduced chesp faresand | ran agood
service twice a day. Ours was a local airline and we marketed it heavily. To quantify, based on gut feeling and
experience, | would say that the level of demand on the Sydney-Tamworth route in 1992 was 4 per cent of the total
market that wanted to fly to Bankstown. It was a business market: people going to Bankstown for various reasons and
some people desired to support the new boy, the local carrier. The atmosphere was quite political after East West
Airlines had only recently been closed up.

Our passengers were travelling to places west and north of Bankstown, to Wetherill Park, Parramatta and so forth. The
main single limitation at Bankstown is access. Access to Parramatta is inadequate and access to the central business
district is inadequate. | believe other witnesses have indicated the cost of getting to the CBD and the time factor
involved. To develop the infrastructure at Bankstown would incur problems that are possibly insurmountable, based
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on the local community. We would have a greater noise lobby at Bankstown than we would have a Sydney airport,
because of the proximity of housesto that airport.

I know from my experience of flying in light aircraft of anight on freight operations in bad wesather the number of times
we had complaints. Above all else | believe that safety at Bankstown Airport should be the prime consideration.
Bankstown Airport has more than twice the number of movements of Sydney airport, mostly general aviation and light
aircraft. They are operating in what is called a GAAP—General Aviation Procedures—environment which is vastly
different to class“AS’ airspace at Sydney airport.

With the high level of traffic at Bankstown | do not believe air services could be operated safely into Bankstown with
the mix of general aviation traffic. There would then be the issue of the number of businesses already existing on
Bankstown Airport and their importance that would be affected. Furthermore on the issue of Bankstown, one important
factor which | dare say has aready been pointed out to you by previous speakers on thelist is on-carriage.

On my airline approximately 20 per cent of passengers for the last five years have connected to another Ansett flight
elsewhere in Australia and we can determine somewhere in the order of about 3 per cent of my passengers have
connected to a Qantas flight elsewhere in Australia. Quite clearly, without the ability to go north or south then it would
not be an option. The issue about which | probably feel most passionately, and | would suggest it is a plan that has been
designed to create noise and to create the most inefficient possible use of Sydney airport, isthe long-term operating plan
(LTOP).

The long-term operating plan would have to be the worst piece of policy that could possibly be designed to hamper the
way an airport operates. The long-term operating plan is a politically motivated system at a Federal level to use the
Sydney airspace and runways, and is designed to share noise. It doesjust that: it shares the noise over more of Sydney.
It also creates more noise. Since the long-term operating plan has come into place the average flight times of my
company to Sydney have increased in the magnitude of around eight minutes.

In the course of the last five years my company's average flight times to Sydney have increased in the magnitude of
around 12 minutes. Our average flight times from Sydney during that five-year period have increased in the order of
about four minutes, with no change since the long-term operating plan going from Sydney. The basic problem, to put
it very smply without going into detail, isthat on approach aircraft go over apoint 50 miles out of Sydney, which isfine
that is exactly how they should operate. From there on, aircraft go directly to Sydney, come down low early and power
up, operating what jet aircraft call adirty configuration—although we are not necessarily in adirty configuration.

Effectively, with aturbo prop or jet aircraft from the top of descent to landing, in an ideal world, as one glidesoneis
not burning fuel. The engine is throttled right back and its profiles are designed to maximise the use of the available
energy with dtitude. Under the long-term operating plan, and particularly operating on runway 3-4 at Sydney coming
in from the north, aircraft get down nice and early, get in closeto the city, turn left, fly out to the north, go out to seato
aconsiderable distance maintaining alevel altitude, power back up to cruise power. But at low dtitudes a turbo prop
aircraft burns alot more fuel than it does at high atitude. We are at an atitude low enough that we are back to making
noise over the city again before turning around and coming in to landing.

To quantify the cost increase since the commencement of the long-term operating plan to date, in an annualised term,
for one 19-seat aircraft operating on the Sydney to Tamworth route the direct costs of fuel and maintenance increased
in the magnitude of about $300,000 per year, in an operation that turns over about $4.5 million ayear. Asan aside, |
would suggest that is one of the fundamental reasonsthat led to the inability of my company to eventually make a profit.
We got loads, yields and revenues up but we could not contain our costs, and that was a very significant cost factor.

| believe the fix for the long-term operating plan is easy but | do not know whether any political party would have the
guts to do it. Quite frankly, take the politics out of it, give the brief to improve the efficiency and to reduce noise at
Sydney airport to a group of air traffic controllers, Australian international pilots, Australian domestic pilots and
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Australian regional pilots. Within avery short period of time those of uswho actualy fly and operate aeroplanesinto
Sydney will come up with avery good plan that will make far better use of the air space. They will reduce noise but
unfortunately they will not see aeroplanes flying over more of Sydney. Aeroplaneswill fly less over Sydney. How that
can be achieved, | do not know.

Quite frankly the long-term operating plan needs to go. It is one of the biggest cost burdens on regional airlines and
regional communities. We are travelling shorter distances and the effect of those delays at the end is a higher percentage
of our operation than it would be for an aircraft, say, coming from Los Angeles with avery small percentage of itsoverall
flight.

CHAIRMAN: Arethe shorter flights delayed more than the longer flights?

Mr BREDERECK: No. In five years holding has improved dramatically; notwithstanding that, whilst we used to get
45 minutes holding on one flight and then all the rest of the flights went straight in, we now get speed reductions, delays,
vectoring and alittle bit of holding. So the average flight time across all flights has increased.

The Hon. Dr B. P. V. PEZZUTTI: Do you get told to take off a bit later?

Mr BREDERECK: Inthelast few yearswhat is called a controlled departure time program has occurred. The night
before we are faxed what the expected delay is, based on forecast, weather, winds and so forth. That has reduced the
amount of holding but it has not necessarily reduced the amount of delays. The controlled departure time program is very
different to the long-term operating plan. That isin anutshell the guts of what | wanted to say. | can probably answer
therest | have by way of questions.

The Hon. Dr B. P. V. PEZZUTT]I: Obvioudy you are a short-term study in a new operator breaking into the market.
Y esterday we heard from an interstate organisation called International Aviation Pty Ltd which is breaking into the
market from Broken Hill to Mildurato Sydney, similar to what you did breaking into the market from Tamworth to
Bankstown. What can be done to improve the opportunities for new airlines that see a business opportunity to break into
aregulated market rather than a deregulated market, whether it isa group of businessmen in Tamworth, Butler airlines
or New England airlines which just happensto start in Tamworth?

Mr BREDERECK: In aregulated market there is no avenue to do so unless one is operating to a route that is not
currently serviced, or if alicence structure is not taken up. | am quite opposed to the current system of regulation in New
South Wales as it has been. It alows for a false level of protection or perception, as is seen by many regiona
communities. Market forces will dictate the air services provided on agiven route.

The Hon. Dr B. P. V. PEZZUTTI: That iswhether it is regulated or deregulated?

Mr BREDERECK: Correct. Theredlity isif thereis no dliance with Ansett or Qantas the pickings are dim on regiona
services. Themgjor airline alliance to a high degree will dictate what will be in the marketplace. It is very important that
oneis hosted in areservation system and one has terminal access, unless one has a particular and unique quality that
can be given. In the case of Tamworth there was a considerable uncertainty in the marketplace.

There had been dramatic changes with the loss of East West Airlineswhen alocal new boy came aong, popped his head
up and heislocal and he will have areal good go. We put avery high level of service back into aroute that was being
serviced poorly. This morning | flew down on Eastern and itslevel of service has dramatically improved from what it
was five years ago as aresult of having vigorous competition.

The Hon. Dr B. P. V. PEZZUTTI: We met this dliance issue before. In aregulated or aderegulated market we have
the ability to land at KSA and end up on that wonderful series of concourses and walk 12 miles. By the same token that
access is needed to allow for people who want to travel to Melbourne or wherever. Although it is 20 per cent of your
company's market, for someit is higher. Do you think that the mgjor players, Ansett and Qantas, give companies such
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asyours afair shake of the whip or do they overcharge you for being part of that reservation system first of al? Are there
reasonable charges for the terminal, security and those sorts of things? Are the charges transparent?

Mr BREDERECK: The chargesto the operator are transparent, yes. The charges are high and expensive.
The Hon. Dr B. P. V. PEZZUTTI: Arethey the same prices that Ansett would charge itself?

Mr BREDERECK: | cannot answer that, but what | can say isthat the size and the magnitude of the charge will be
reflected in the regional carrier'svalue to Ansett. If | were to provide a service from Sydney to Tamworth with 50 per
cent on-carriage, theoretically my charge could be much lower than my charge with 20 per cent on-carriage. If | did not
have any on-carriage whatsoever it would be fairly difficult to bein the terminal.

Obvioudly airlines such as Ansett and Qantas will behave in a manner in keeping with all the appropriate laws in
Australia but the good exampleisthat | tried for three years to commence services at Tamworth to Brisbane. Because
| had an Ansett aliance | wished to operate to the Ansett terminal, but for any additiona regional services the Brisbane
Ansett terminal was far too busy to accommodate my flights. Ansett never denied meto fly; | am welcometo fly there,
but the reality isthere are mechanismsin place.

The way the structure worked for my airline was that Ansett charged me a certain fee and charged for ground handling.
Ansett gave me arebate which put adollar value on what it considered the value of the on-carriage to it was, which
effectively gave me haf price for the turnarounds. Compared with the magnitude of some of the charges by local
councils these days, the charges to use the terminal at Mascot | consider were reasonable. Moving forward, Ansett was
proposing that there were going to be dramatic increases in those charges.

The Hon. Dr B. P. V. PEZZUTTI: Isthat because the Sydney Airports Corporation charged Ansett more for rental
and the like?

Mr BREDERECK: | do not know the reasons. They just said their cost of providing the service hasincreased and they
were proposing to negotiate a higher fee structure. However, Ansett was mindful of the effect it would have on our
operation. Ansett was negotiating with usand | believe it would have been afair resolution. What concerned me most
was hot so much the magnitude of the charge but the rate of increase.

The Hon. Dr B. P. V. PEZZUTT]I: Were you able to hawk yourself from Ansett to Qantas?

Mr BREDERECK: No competition whatsoever.
The Hon. Dr B. P. V. PEZZUTTI: What if you had gone to Qantas and asked "How much will you give me?* They
were not even vaguely interested?

Mr BREDERECK: No.
The Hon. Dr B. P. V. PEZZUTTI: Did Ansett take you on simply because it felt sorry about losing its other operator?

Mr BREDERECK: Basically Ansett wished to preserveits on-carriage; that isthe value of aregiond airline. As| said,
when we took over the Tamworth route we were athird licence—abit of alucky door prize—but no-one really expected
ustotakeit up. Thefact that Ansett was not able to maintain the services with Southern Pacific Airlines, nor wasit able
to hand that service to Hazelton in 1993, it was faced with two licences on the route—Eastern having one and ourselves
having the other. From that moment on the relationship changed from, "L ook fellas, we do not want to talk to you" to,
"Comeinto thefold, son.”

The Hon. Dr B. P. V. PEZZUTTI: Today we have heard that Armidale, Dubbo and Wagga Wagga, and now
Tamworth, have three licences. Y et on the north coast of New South Wales thereis a single operator, either Hazelton,
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Kendal or Ansett, which are dl the same. Why does the Lismore service have 50,000 people on it—more than
Tamworth—uwith one operator, and Ballinawith more than 100,000 people on it with one operator?

Mr BREDERECK: Because the regulatory process with the Air Trangport Council in my view has effectively rubber
stamped what the local governments want on their routes for those towns. Ballinais a good example. Ballina says it
wants jets, Ansett saysit will provide jets provided there is only one licence, because the market is not big enough to
sustain two jet operators. The same is good for the previous speaker, Mr Bedttie, in that the market to Griffith and
Narrandera is not big enough to sustain two carriers providing 30-seat aircraft. Consequently, it is about local
governments having afair degree of say in dictating their services, and certain of those portsin the past, without dwelling
on it too long, quite often have been based on false promises by the operator at the time of the review. Ultimately the
market will dictate what service that operator provides.

The Hon. Dr B. P. V. PEZZUTTI: At theend of the day if an operator, for instance Tamair, saysit will go into Inverell
with two flights aday and that is unsustainable, it has two choices: it either givesit up—isthere a penalty for giving it
up?

Mr BREDERECK: No.

The Hon. Dr B. P. V. PEZZUTT]I: Sl it or go to the Air Transport Council and say, "We want to drop back to 19".
Doesthe Air Transport Council go back to the local government body and say, "We have had an approach from Tamair
to drop from two flights to one", or do they just make a decision?

Mr BREDERECK: Effectively they have made a decision, but there have been numerous occasions in which the
process has not been in the community's best interests and the community has said to the Air Transport Council that it
wants a change.

The Hon. Dr B. P. V. PEZZUTTI: What about your circumstance in which you have gone belly up for reasons other
than the intrastate service in New South Wales; it relates more to your operation in Tasmania.

Mr BREDERECK: The reason we went belly up was not as a result of Tasmania. The reason we went into
administration was, yes, that was one of the magjor factors but the ability to operate 19-seet aircraft in a small operation,
| use an analogy that one cannot run aone-cow dairy. My company wasthe first airlinein Australiato achieve 1SO 9002
quality assurance accreditation. We run a dedicated safety department, our own reservation department, and so forth.
Whether we have one aeroplane or 10, the overheads do not change appreciably.

With two 19-seet aircraft in the fleet, even though | am carrying loads that if | was part of agreater network they would
say "Gee, they are wonderful flights’, the type of equipment | was operating and the cost of operating that equipment
in the environment of operating into Sydney and local government environments were such that the company was not
able to make a profit or areasonable return with its size without the ability to grow.

The Hon. Dr B. P. V. PEZZUTT]I: And in aregulated market you had no ability to grow?

Mr BREDERECK: Correct. | will give an analogy with the benefit of hindsight. At the end of 1995 we made the
decision to acquire a new 19-seat Metro 23 aircraft from the United States. Had we had the ability to operate on any
other route as well as Tamworth, at that stage we would have purchased probably a Saab 340 aircraft. However, in
reality the Tamworth market by itself could not sustain the Saab but if we had the ability to run into any other market,
albeit where we saw opportunities—and we saw several and that is not just taking the cream off another carrier—we
would have expanded at that point in time. Had we continued the expansion, | do not know whether the outcome would
have been the same but | think that was probably the turning point in our company, that is, at the end of 1995 when we
did not continue with the growth that we should have continued with at that point.

PARLIAMENT HOUSE, 21 AUGUST 1998 248 MR BREDERECK



INQUIRY INTO PROVISION AND OPERATION OF RURAL AND REGIONAL AIR SERVICES

The Hon. Dr B. P. V. PEZZUTTI: Given that you have no real axe to grind at the moment, Deniliquin, for instance,
has no service at the moment and has been subject to the issue of alicence by the Air Transport Council, in aregulated
or a deregulated market is there a place for improving the access to Sydney for people resident in Deniliquin by the
payment in various forms of a community service obligation by the State Government—in other words, asubsidy to the
person travelling, the airline operator or airport operator that would reduce the end cost to the consumer by way of that
CSO, asexistsfor trains, Sydney Buses and the like.

Mr BREDERECK: | believe so and there is good precedent for that in Australiain operations in Queensland where
Flight West Airlines western routes in Queensland are subsidised by the Queendand Government. A genuine
community service obligation must be shown, particularly in the more remote, smaller communities in New South
Wales—and Deniliquin and Hay are good examples. | believe there isagood case for acommunity service obligation,
particularly in the remote communities which mainly sustain a very small aircraft. | would suggest that the most
appropriate means of doing to would be into a hub centre.

CHAIRMAN: If you wish to take a question on notice or provide supplementary information, you may do so.

The Hon. JENNIFER GARDINER: If there was an open or unregulated market for the bulk of the routes but if the
smaller and remote communities such as Deniliquin and Hay were protected, do you know what number of passenger
flights would serve as a benchmark for determining where the CSO would come into play?

Mr BREDERECK: There are two issuesin your question and | will have to get through thefirst to answer the second.
The question | would ask is: why would you bother deregulating the smaller routes? Thereis no obligation on a carrier
to service aroute if it is not profitable or viable. I am not familiar with the mechanism of Hay but if such acommunity
feelsit needs an air service and that it would have community benefit—and there would be great community benefit in
getting doctors and other medical people to the town—and that it would assist with potential devel opment opportunities,
it would be up to that community to convince either the State Government or the Federal Government to shell out and
the mechanism would then bein place.

| personally do not feel thereis afuture for the air transport council, but it might well be that its future isin deciding
whether subsidies should be given to places like Hay, Deniliquin and so forth. This area needs to be fully explored. |
do not believe the routes should be regulated. The western Queendand routes are not regulated now and every few years
operators bid for the provision of those services. They are assessed on the merit of the type of equipment and services
appropriate for the community and the operator hasto basically go with an open book and disclose how the operation
will be run because the markets are finite. One can predict fairly accurately what will be the level of demand and what
the markets will be.

The Hon. JENNIFER GARDINER: You were very critical of the long-term operating plan. Has there ever been an
unofficial opportunity for traffic controllers and people who are apolitical but who have expertise in the aviation industry
to come up with a plan that would increase the efficiency of KSA but at the same time have regard to the noise problem,
or has it been disregarded and have politics taken over totally?

Mr BREDERECK: To my knowledge there has been no co-ordinated plan. Representations have been made by
various bodies, including the Regional Airline Association. However, it is fair to say that the political process has
steamrolled what would be good commonsense for Sydney airport, particularly with regard to the long-term operating
plan.

The Hon. JENNIFER GARDINER: We have heard varying accounts of the level of consultation between regional
airlines and relevant local government councils. What sort of consultation did Tamworth City Council have with Tamair
in relation to changing from weight base to head tax, so to speak?

Mr BREDERECK: There was a consultation process which said, "Weintend to change thisto this. Thisiswhat we
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propose. What do you think?* We objected loudly and strongly. We made representations to council saying, "If you bring
it in, we cannot afford this much this quickly. We need to bring it in over alonger period of time". | believeit al fell on
deaf ears. Local government believes that when aregional airline says, "'If you increase the charge this quickly, it will
have a negative effect on the market” you are lying to them. However, we have afair ideawhat effect it will have. All
providers of regional airline services respect that we have to pay our fair share and pay our way, but the redlity is what
the markets will bear from time to time and what the margins are. All regional airlines operate on very fine margins.

The Hon. JENNIFER GARDINER: Safety isnot within the strict terms of our reference but | read a comment by you
this week in the Leader to the effect that there may be some discrimination or extra harshness by the Civil Aviation
Safety Authority—CASA—with respect to regiond airlines than might apply to certain types of incidents if they
occurred with alarger player such as Qantas or Ansett?

Mr BREDERECK: | am glad you asked that question. | believe that the current CASA board and management of the
board have an underlying view that safety is directly linked to the financia performance of aregiona airline. | would
refute that. | believe that safety is aproduct of the commitment of the management of aregiona airline. For thelast two
years my staff will attest to how much we have lived and breathed safety, systems, quality assurance and so forth. |
believe the fate of my company was sealed the day we appointed the voluntary administrator on 10 June, irrespective
of what occurred out of that. | believe that at some point in time CASA was going to get us. Whether that was right or
wrong it is academic. It isin the past.

A good analogy would bethat it isabit like driving around with a policeman in your rear vision mirror the whole time;
you are under intense scrutiny. | have seen the situation develop in my company over the last two or three months where
thelevel of pressure on experienced, qualified, licensed staff has been such that it has put them under alevel of pressure
where they were not doing their job to the degree that they should. Things within our company that would not raise an
eyebrow in alarger airline dramatically affect the operation of aircraft. Every "t* hasto be crossed and every "i* dotted.

Weadll redlisein a perfect world that does not exist. We have human beings operating machines and they will do their
absol ute best to operate strictly in accordance with the regulations and operating procedures—and do—but there are
always times when they need to make ajudgment based upon their experience, their training and within the parameters
of what they have been allowed to with the licences they have been issued either as engineers or pilots. | believe that
the CASA issuein regard to financial performance and safety has been well and truly blown out of all proportion. There
are certainly some very good, safe airlinesin this country that do not have a particularly good financia performance but
safety isnot amatter in question. We could reflect back to the two that started thiswhole ball rolling on safety, Seaview
and Monarch. The financial performance was not an issue in either of those companies.

The Hon. 1. COHEN: Was the safety light issue a beat-up?

Mr BREDERECK: No, it is not a beat-up. There was an incident, that istrue. The incident that occurred on 4 August
was that on approach to Sydney a chip detector light came on for somewhere between three to five seconds in one of
our aircraft. On arrival in Sydney the pilot contacted the shift leader engineering manager, a guy with 35 years
experience and licensed by CASA to certify for that aircraft. He consulted about the situation. The chip detector light
went out immediately; it did not reappear again after that. The aircraft had a history of the chip detector light every now
and again flickering on and off.

The Hon. I. COHEN: That type of aircraft or that particular aircraft?

Mr BREDERECK: Both our aircraft, and the source in the past had aways been corrosion of theterminals. If the light
came on and stayed on the aeroplane certainly would never have flown again, or not until the problem had been rectified,
but the light was not on. In the manual it saysthat if the light illuminates, monitor the parameters, proceed to your next
intended landing point and identify the cause. The light was not on. Subsequently that aircraft returned to Tamworth.
The light did not occur. The pilot again consulted the engineer who released the aircraft. He went back to Sydney, and
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then back to Tamworth. On the subsequent flight back to Tamworth the light came on for a period of somewhere
between five and 10 minutes and again went out.

On arrival in Tamworth the aircraft was taken for engineering inspection. There was some metal contamination in the
oil filter. The system was flushed out, anew filter put in, an oil sample was taken, the engine was ground run, the filter
again dropped with no further sign of contamination. The aircraft was returned to service with the filter again being
pulled after two subsequent flights with no further contamination detected. When the chip detector was removed from
the lower part of the gearbox there was no sign of contamination. There was an incident, we reported it to CASA the
next morning. As aresult, there was an anomaly. The pilot had awarning light come on and off. We took measures,
addressed it and identified it.

Consider that for three months we had an intense level of CASA scrutiny. At least four out of five days we had CASA
officers on our premisesinspecting every aspect of people doing their work. In that four month period they did not detect
any other discrepancy or defect. The only discrepancy and the reason that led to us returning our AOC last Friday
morning resulted from a discrepancy we reported to CASA. We did not hideit. Asaresult, the interpretation of the letter
of thelaw isthat CASA believed there was an issue. When the aircraft was released that night, for example, no lessthan
three experienced engineersinspected it, tested it and certified the aircraft.

The Hon. I. COHEN: Nevertheless, metal contaminant in the oil system or filte—as | understand it, trandating it to
amotor vehicle—has the potential to cause engine failure?

Mr BREDERECK: It certainly can, but having said that, these aircraft engines make a small amount of metal.

CHAIRMAN: Bulldozers and graders are tested all the time and there is always some sort of metal contaminant. It
depends on the quantity.

Mr BREDERECK: At each service we take an oil sample, a spectrographic sample, and send it to Mobil laboratories
in Melbourne. It is called a SOAP test. It monitors the trend of the engine for any signs of wear. Prior to this aircraft
being released the engineer referred to the history of the engine to see if there was any wear pattern developing. A
sample was taken at that time and the day after. There was no history of wear pattern occurring in the engine. The most
likely areas in the engine, to my knowledge, from where metal would come isthe gearbox or the rear scavenge pump.
if the rear scavenge pump was making metal, it would have been evident in other parameters. If there was meta being
made in the gearbox, there would have been far more deposit on the chip detector.

The Garrett engine has abig prop shaft that runsinto a big bearing. We regularly take lightning strikes on the prop. After
known lightning strikes we pull the gearbox apart within 10 hours and change that bearing. It isafour hour job. But
sometimes we get minor lightning strikes that we don't know about and it is quite possible from time to time that the
bearing isworn. In the time | have been operating Metros we have had somewhere in excess of 30,000 flying hours and
we have had quite a number of occasions when we have changed those bearings as aresult of that due process. Itisa
machine and it is normal wear and tear.

CHAIRMAN: What would have happened if those circumstances with the light coming on had occurred with Qantas?
Mr BREDERECK: CASA would never have heard about it. It would have been hushed up.

The Hon. I. COHEN: Does New England Airlines have the same operation asthe Tamair fleet? Does it have the same
route and same planes? | may have missed some headlines but | believe you are out of ajob. Y ou operated that route
and went belly up with asignificant number of creditorsthat wereloca councils, which have not had obligations fulfilled

to them, particularly in relation to landing fees and such like, yet this other route still functions.

Mr BREDERECK: No. No routeis currently operating. We ceased all airline operations. Tamair Pty Ltd went into
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voluntary administration in June. It was separated into the business units, into distinct separate companies. Those
companies went to the administrator and said, "We propose to put in place adeed of company arrangements where the
assets and the profits of that company going forward are beneficia to the creditors of the old company.” We had two
options going forward: to realise those assets by liquidation or sale of the business going concern, which would have
meant a much greater realisation, or the company could continue to trade and all future profits would have gone back
to whatever. It became obvious to usin the course of the last two weeks that the company going forward would not be
able to meet the profit projections, certainly without the Glen Innes-Inverell route. It was not likely we would retain those
services combined with ahigh level of staff attrition.

The Hon. 1. COHEN: Are you saying that the Glen Innes-Inverell route was adrain on your services?

Mr BREDERECK: No. Aswe had restructured it, because we had gone back to one Metro and two Chieftains aday,
it was now a profitable route and it was essential for the level of profits that the creditors of the old company were
expecting to return. What will occur now is that what is |eft out of all this company is that the engineering section is
closed and the airline operation was sold last Friday to Impulse Airlines. However, it is up to Impulse Airlinesto apply
to the Air Transport Council for its licence on that route in the long term. The monetary realisation of the engineering
division and the airline will be distributed, as per the deed of company arrangements, back to creditors of the old
company. Basically, al assets of the company are held beneficia for the old company.

The Hon. 1. COHEN: What would have happened under the scenario you have described in a deregulated situation?
CHAIRMAN: The same.

Mr BREDERECK: The same.

The Hon. Dr B. P. V. PEZZUTT]I: No penalty to the Air Transport Council.

The Hon. 1. COHEN: | am not talking about penalty to the Air Transport Council. Given that you had aregulated rouite,
arelationship with authorities and local council, and landing facilities and such like on aregulated model, what would
the scenario have been if it had been a deregulated model?

Mr BREDERECK: If we had a deregulated model, we would have had additional competition on that route.
Notwithstanding that, we would have potentialy had additional competition on other routes. | looked at my company's
strategy with 19-seaters going into a deregulated environment. | believed that May of this year we were going to have
deregulation. Instead of providing 34 return services, for example, on Tamworth, we probably would have reduced that
to 22 or 23 return services per week, reduced the schedule, but we would have redeployed that aircraft into other
markets. For example, had Hazelton started competing with me on Tamworth, | would have probably gone from five
services aday back to three and redeployed that aircraft to two services aday on, say, Dubbo. At the end of the day no-
one would have been a net winner, but there would have been an increase in competition in the short term and maybe
some changes in community benefit. | do not know. Most operators will need to be convinced that there is aviable
market. Had the routes been deregulated several years ago | would not have just been operating 19-seat aircraft for the
last five years. The company would have had the ahility to grow and expand whereasit has been a significant constraint
for growth.

CHAIRMAN: Y ou have given the Committee some interesting information and the Committee may write to you for

additional information. No doubt it has been a difficult time for you to be involved, but your forthright evidence has been
valuable.

(The witness withdrew)
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(The Committee adjourned)
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