UNI TED STATES OF AVERI CA

+ + + + +

DEPARTMVENT OF TRANSPORTATI ON

+ + + + +

NATI ONAL COW SSI ON TO ENSURE
CONSUMER | NFORVATI ON AND CHO CE
IN THE Al RLI NE | NDUSTRY

+ + + + +

HEARI NG

+ + + + +

VEDNESDAY,
JUNE 26, 2002

+ + + + +

CH CAGO, ILLINO S

+ + + + +

The Conm ssion met at the Hyatt Regency, 151
East Wacker Drive, Gold Coast Room Chicago, Illinois,
at 10:10 a.m, David L. Wnstead, Chairman, presiding.

PANEL COVWM SSI ONERS:

DAVID L. WNSTEAD, Chairnan
PATRI CK V. MJRPHY, JR
JOYCE ROUGE

DR ANN B. M TCHELL

PAUL M RYDEN

MARYLES CASTO

GERALD J. ROPER

TED R LAVWSON

THOVAS P. DUNNE

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




CONT-EEN-T-S

Ceneral Introduction by Chairman Wnstead.......... 3
I ntroduction of Panel .......... .. ... .. ... ... ..... 8
Gary Doernhaefer, Obitz.......................... 11
QUESTI ONS . . o 27
Scott Yohe, Delta Airlines........................ 79
QUESTI ONS . . o 90
Paul Bl ackney, WorldSpan......................... 117
QUESLI ONS . . o e 119
Beau Brindl er, Consuner Wb VWatch................ 144
Chuck Bell, Consumer Web Watch................... 149
QUESTI ONS . . o e 153
St ephani e Turner, Brentwood Travel ............... 189
Cynthia Tyo, Travel Travel ....................... 204
QUESLI ONS . . o e 211
John Craig, Pathfinder Travel & Cruises.......... 244
James O Malley, Diplomat Travel Agency........... 250
Devi n Hansen, Sunflower Travel ................... 264
QUESLI ONS . . o e 271
Adjourn . ... 309
NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

P-ROGEEDI-NGS
(10:10 a.m)
CHAI RVAN W NSTEAD: Good norni ng. If |

could ask everybody to file in and take a seat? It

would be all right if you all could take a seat, |'d
appreciate it. | also appreciate everybody attending
thi s norning. I"m David W nst ead. I"m the Chairman

of the National Comm ssion to Ensure Consuner
I nformation and Choice in the Airline Industry.

And | welconme everybody to the Chicago
hear i ng. This is the second hearing of our
Comm ssion. W had a couple of weeks ago a hearing in
Washi ngton, DC. And so, this is our second stop on a
hearing schedule that will continue in San Francisco
two weeks from now.

I'd like to just, before | ask all the
Conm ssioners to sort of, brief opening coments that
they mght like to nake. | do want to thank GCerry
Roper for all his help here with the Chicago Chanber
as not only a Conm ssioner but hel ping us sort of nmake
sure that we had a place to house this and had
accommodations for the Conmm ssioners comng from out
of town. So, GCerry, on behalf of all of us, thanks
for all your work.

For those that are not famliar, Bill
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Jackman or Dick Fahey, | think, have gotten both in
the federal register and in the press release the
background of the Comm ssion and our task. But the
Conm ssion was created by the Aviation Investnent in
Reform Act for the 21% Century Air 21 and enacted by
Congress in April of 2000 to really study the market
position and general condition of the retail trave
agencies in today's conpetitive air travel market.

And the Comm ssion, tw weeks ago, we
continued to do so to examne both the financial
condition of travel agencies, the decline that's been
experienced and we certainly heard from our w tnesses
in Washington and the effects of such a decline on
consuners.

We all obviously have heard a | ot and many

of you all are from the industry, travel agency and

travel industry and airlines, we certainly saw a
severe inpact of Septenber 11" on the overall industry
as well as the traveling public. And we certainly

have seen in evidence in our hearing of the decline of
sone ten percent in travel agencies from 2000 to 2001
and sal es down about 20 percent. Airlines since 9/11
have cut over a hundred thousand jobs. So, we really
have seen an enornous econom c inpact recently.

The Comm ssion will also, in its second
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charge from Congress explore whether there are
i npediments to information regarding the service and
products offered by the airline industry, and if so,
what are the effects of these inpedinents and on both
travel agents in a major focus as well as internet-
based distributors of airline information and the
consum ng public. Again, | think in our discussions
two weeks ago, many of the Comm ssioners said we've
really got to focus on the customer and in this as
wel | .

Two weeks ago, we heard from a nunber of
airlines. ASTA had a mmjor presentation, independent
travel agents were present. W heard from Consuner
Reservation System conpanies, and in addition to the
statements on financial condition of travel agents and
airlines, public policy questions were raised
regarding the issues of fares and the offerings of
fares and the limting of fares to certain consuners
in certain uses. | think this week here in this
hearing today, we hope to again hear from airlines,
travel agents and conputer reservation conpanies as
well as consumer unions and people representing the
consumn ng public and i nt ernet - based travel
or gani zati ons.

We are sure that your testinony today wll
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contribute to all of our nore thorough understanding
of this wvery, very conplex industry. I would
certainly nmention that, for nyself, it was appointed
by Secretary Manetta. About a third of the Conm ssion
is appointed by the house, a third by Senate and three
of us by the Secretary of Transportation. | do not
cone with a great deal of background other than being
a consuner of airline services in this issue. So, we
do hope again to gain a nore thorough understanding
from your perspective on our charge.

Qur first witness, before | introduce our
first witness today, | would like to just ask the
Comm ssioners if they had any opening comments they'd
like to make before we get underway. W have a full
agenda today. There have been a few shifts in sone of
the order to accommodate travel plans but al so about
testinony, one of our, a couple of our w tnesses today
got their testinony in this norning. And we do want
to have the tine over the break and lunch to take a
ook at it. So, we mght nmake one or two shifts in
t he schedul e.

But thank you all for participating and I
am sure that your input to this Commssion wll be
t horoughly both evaluated and consi dered. VW are by

charter reporting back to Congress by about Novenber
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15" is when the deadline of the Conmmission sort of
expires. W've got a six-nonth task here so we've all
been working very hard to get underway and to get this

information early in that consideration process.

| would also like to nention that the
Conmmi ssi on has, we have several | oaned federal
enpl oyees that are staffing us out. Dorothea, who is

out the door there, is with us today. But D ck Fahey,
we've brought on as executive director of the
Conmi ssion, is right behind me. Tilly Fahler, who is
a |l aw student but worked on the Aviation Commttees in
the House and Senate, is helping us on testinony and
eval uati on. Bill Jackman, who is contracting for
public rel ati ons, is here as well. Al so,
representatives of the adm nistration, Doug Lister and
others are from Maryl and DOT, the aviation office.

Wth that said, why don't | just turn to

Pat . Do you have any general comments before we get
under way?

MR MJRPHY, JR: Il  mght just get
under way. ["m just, | would just say |I'm glad that

you rem nded us again that we agreed earlier on the

f ocus. This Comm ssion really ought to be on the
consuner. And I'm glad that our first wtness today
is Gry Doernhaefer from Obitz. Several people on
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our first hearing sort of turned into the Conm ssion
on Obitz so we mght as well hear from you today, so
| look forward to the testinony.

M5, ROUGE: | don't really have anything
to add except as we nove across the country, and our
third hearing will be out on the Wst Coast, it's an
opportunity to not only have that focus that Pat was
tal king about on the consunmer but to hear from travel
agents across Anerica and the challenges that they're
faci ng. And | think that's something that the
Conm ssi on needs to be paying attention to.

DR MTCHELL: |It's good to be here today

and we do need to get on with the activities of the

day because we have so much to cover. Again, the
consuner is the key. If the consuner is okay, we'll
be okay.

MR RUDEN: Al | wuld ask or | would
add, excuse ne, is that | agree, this is not a

Conmi ssion to investigate Obitz, but it is about the
owners of Obitz. And so, Obitz nust necessarily be
a focal point but not the only focal point of our
attention. And we wll do our best to get
expeditiously through the good testinony of M.
Doer nhaefer who will deliver in the questions that we

have to ask.
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CHAI RVAN W NSTEAD: Maryl es, wel cone. By

the way, Maryles could not nmake that first hearing, so
thisis --

M5. CASTO So, it's ny first session here
and | had a lot of reading to do and | ast night spent
all of this reading and it's very interesting. And
I'm Jlooking forward to participating 1in this
Conmi ssi on.

MR ROPER I'd just like to give the
official Chanber of Conmerce welconme to Chicago.
Sorry about the little storm last night and the one
this norning but it's all clear and the Gty is sold
out. The airports are working. The hotels are doing
well. And ny job is to see how nmany tinmes Paul Ruden
says O bitz.

MR RUDEN:. Better get a clicker.

MR LAVWSEON: I'd like to welcone all the
Wi t nesses. W appreciate you comng and your
expertise that you are lending on to this hearing. W
think that's wvaluable for the ~consunmer and to
understand this conplex issue. Thank you very nuch.

MR DUNNE: Lastly, I'd like to thank
everybody for their work and hard work and testinony
today that we're about to hear, and wel cone you. And

once again, | amalso in favor of working what's best
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for the consuner.

CHAl RVAN W NSTEAD: G eat. Thank you all.
Let ne go get right underway. Under Ann's advice
here, we have Gary Doernhaefer from Obitz. He's vice
president and general counsel. Govi ously, from both
the coments from sone of the Conm ssioners in the
hearing in Washington, we had a |ot of comments about
your business and its services to the public and to
the airlines and we're very appreciative of you
joining us today. So, why don't we start off?

| would like to, in Washington, we ran a
little bit over and we had sone traveling, sone of the
travel agents here today need to get out reasonably
late this afternoon but we're trying to nove things
along. | would ask, and |'ve been told by many of the
Conm ssioners that they have very extensive questions
and nmuch nore so than maybe the first hearing. So, |
would like to suggest we try to limt, many of you
all, I think all of you at this point have prepared
witten testimony and a lot of it has been very
t horough and wel | done.

| would like to suggest nmaybe we try to
hold presentations to no nore than 15 if we can
because | think the questions will drive, | know you

have about 20-40 pages of testinony but thanks again,
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Gary, for joining us.

MR DOERNHAEFER:  Thank you very nuch for
the opportunity to be here and welcone to all the
Comm ssioners, too, to Orbitz' honetown. W' re based
here in Chicago, just down the road on South Wcker
Avenue. And | appreciate as well, M. Chairnan, your
introduction to focus on the issues that were
addressed by Congress because | think it is inportant
to try and drag the focus of this back to the actua
guestions that were posed in the |legislation that
created the Comm ssion. And with that, "Il junp
right into where | think Obitz comes out on this.

In its final report, this Conm ssion was
asked to make recommendations that would help those
travel agents, especially small travel agents, and
consuners alike. Obitz wuld like the Comm ssion to
focus on two key aspects of the travel distribution
busi ness.

First, the degree to which innovation and
technology has inproved the availability of the
information to the consuner fostered new conpetition
and efficiency and inproved consumer choice. I n many
other industries, technological progress has nade
massive contributions to our nation's productivity.

Let it continue to do so in the travel industry. Let
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free mar ket conpetition wor k I n t he travel
distribution channels where the prices fall and new
t echnol ogi es flouri sh.

Second, the regul ati ons governing conputer
reservation systens or CRS s are desperately in need
of reform The CRS industry is highly concentrated
with one conpany holding nore than 50 percent of the
market, and they tend to nove their prices upward in a
| ockstep because they know there is no viable
alternative to the service they provide, at |east not
yet. Not only has the cost of wusing their service
allonwed them double-digit profit margins while
airlines and travel agents alike suffer vast declines.

But their contracts literally transfer wealth from
smal|l agents to large agents, and lock in travel
agents making any new conpetitive entry nearly
i npossi bl e.

Thus, Obitz offers three principles we
hope will gui de this Conmi ssion's ultimte
reconmendat i ons. First, consunmers should be free to
decide how and where they want to purchase travel
wi t hout regul atory schenes that interfere wth
consuner choice. Second, travel suppliers who are the
consuners of the distribution service provided by

travel agents, CRS's and websites should remain free
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to choose which channels they will use to distribute
their products based on the cost and the quality of
the distribution service they provide.

Third and nmaybe nost inportantly for this
panel, travel agents, and in particular, small trave
agents, need to be given neaningful conpetitive
choi ces anong the conputer systens they use to view
travel suppliers' inventory and book reservations for
their custonmers. New entry and new conpetition in the
conputer reservation systens nmarket wll let the
travel agent choose the nost efficient system Travel
agents need to be free from existing onerous CRS
contracts wthout penalties. In an internet world,
new choi ces should be just a click away for agents as
they already are for consuners.

In the first hearing, M. WIIiam Ml oney,
the executive vice president and chief operating
of ficer of ASTA, offered what | found to be the best
exanple of the financial status of the travel agency
industry. H's data showed clearly that the nunber of
travel agency firns grew from deregulation in 1978
t hrough about 1986 when the growh rate slowed and it
essentially leveled off. Then, in 1995, his data
showed that the reverse, that the trend reversed and

becane a declining trend. The nunber of agencies and
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t he nunber of agency | ocations decreased.

The data showed, nobst inportantly though
M. Mloney's data showed a very interesting and
revealing statistic. And that was that despite the
decline in the nunber of agencies and the nunber of
storefronts, actual Ilocations, the dollar value and
the actual nunber of air tickets sold through the
retail travel agencies distribution chain, the brick
and nortar, continued to increase. It continued to
increase all the way up until September 11" when this
entire industry suffered along with the rest of the
country, the tragedy of the terrorist attacks.

One obvious and inescapable conclusion
fromthis data is that the travel agency industry was
and is undergoing a consolidation beginning in 1995
that is unrelated to the volune of tickets that they
are sel l'ing. What coul d be driving this
consolidation? It is likely two things. First, it is
what the Wall Street Journal recently described in the
airline business as the Wal -Mart phenonenon. Here, it
is occurring in travel distribution where volune w ns
and the snmall retailer loses. This scenario is being
played out across the country in a variety of
i ndustri es.

In travel distribution, however, the way
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travel agents today are conpensated, and the way they
pay for or get paid by the CRS neans that there are
strong, that it strongly favors the large agent from
the small. It is inevitable that |arge agencies would
thrive literally at the expense of small agencies.
And second, and I'll talk about the second one first,
the introduction of paperless ticketing, the e-ticket,
started in 1995 and corresponds directly with M.
Mal oney's data at the beginning of the decline of the
nunber of agenci es needed.

Let me start, go back and tal k about the
conpensation schemes and in particular with the CRS.
Perhaps the nost inportant and in sonme ways insidious
econom ¢ factor that conpels agency consolidation is
the cost of the CRS. The CRS is paid a booking fee by
the airline for every booking made via its system
The CRS has a strong incentive to get and nmaintain the
use of its system by the largest travel agents that
sell the nost tickets; for each ticket, they get paid.

Small agencies with low volunme do not
generate significant booking fees for the CRS. Thus,
the CRS conpels the snmall travel agent to pay for the
servi ce. In contrast, the CRS conpany actually wll
pay the largest travel agents to use their system

The larger the agency, the nore the CRS is willing to
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rebate part of the noney they receive fromthe airline
to that travel agency to ensure a continued flow of
booki ngs. The effect of this is that the small travel
agent pays each nonth for the use of its CRS and it
may as well be witing a check directly to its |argest
conpetitor who is receiving the noney from CRS

W turn back to paperless ticket. The
introduction of paperless tickets also changed the
role of the travel agent, traditional travel agent,
and accelerated this consolidation of the nunber of
agenci es. Prior to 1995, the distribution system
needed a ticketing location, a physical ticket
printer, in as many places as possible in order to get
the ticket to the consuner quickly and easily. Travel
agents were a great and efficient way to do that.
Thr oughout the years, the travel agency industry built
a system of over 34,000 l|locations in order to have the
kind of geographic spread necessary to hand off the
tickets.

When paperless ticketing arrived, having
your travel agent a block away becone |ess inportant
because now the passenger had only to bring to the
airport a record of an electronic ticket that could be
printed off their PC conputer or sonmewhere very

conveni ent . Then, adding to this cane the internet.
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Perhaps the <clearest success story of internet
comerce has been in the distribution of travel.
Today, travel represents the |argest segnment of all
i nternet sales. Travel ocity launched in 1996, and
Expedia later in that sane year, accelerating the
trend away from the need for physical |ocations for
travel agents distributed throughout the United
St at es.

There has been a lot of specul ation about
the internet displacing the traditional travel agent.
W at Obitz believe that the internet is no nore
likely to displace the traditional travel agent than
Amazon.com is to displace all bookstores. There are
sone people for whomthe internet is a preferred tool
and many people for whomit is not. Were the travel
agent adds the nost value and earns the nost in
comm ssions or custoner fees, it is in the nost
conplex trips and the special vacation that requires
an expert knowl edge of a particular area within the
wor | d.

Travel agents will under any circunstances
go on naking a large portion of travel sales and will
in particular nake a disproportionate share of the
hi gh value sales of the conplex transactions. Today,

only about 15 percent of all airline tickets are sold
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at the internet. In short, the low margin, the sinple
ticket out and back to visit relatives will nove in
part to the internet where it could be done very
efficiently. Now, the high-margin business, the
conpl ex business or vacation travel is likely to stay
in large part with the traditional travel agent whose
personal advice will be valued by the consuner and the
consunmer will be willing to pay for that service.

It is actually an attractive business
nodel for travel agents, but it does mean that they
will have to change the way they do business to adapt
to the new technol ogy and changed circunstances. In
air travel as elsewhere, the internet has a val uable
role to play directly for consuners. For those who
want lots of information about anything, books,
clothing, air travel, car rental, it delivers a |ot of
information in a very short tine. If the consuner
wants this volunme of information, Obitz and other
like it are the place to go.

But the fact is sonme people do not want
all of that information. Sonme people would prefer to
have a professional or an expert in the field to help
t hem wade through the volunes in information and help
t hem make the decisions. That will be the ongoing

role of the traditional travel agent.
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The point though is sinple. W believe

the consuners are entitled to the choice. W believe
consuners, not governnent, should decide which works
best for each individual on any given day. In our
view, people will continue to want both, the internet
and traditional travel agents, to be available. They
will use both and both will continue to exist side by
side, and the consunmer will be better off for it.

The second question posed by Congress for
this Commssion to address is inpedinents to
i nformati on about airline products and services. Mich
of this debate is focused on the availability of web
fares, those deeply discounted fares the airlines have
chosen to sell only through low cost distribution
channel s.

For several years before Obitz even
existed, airlines put their own web fares out on their
own web sites. They did not sell them through other
channels, not even wusually through their own call
centers or ticket officers. This reflected a sinple
fact. An airline can sell a ticket through its own
web site at a lower cost than it can through another
channel . In a sense, there was nothing new about
this. Arlines had long had a right to sell fares in

sonme places and not in others. This is represented by
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consolidated fares and other neans that have always
been used by the air travel industry.

But what was new to this was just the
tool, it was the internet. Obitz arrived on the
scene with its low cost and conpetitive consuner-
focused approach that has resulted in making web fares
much nore widely available than they were before we
entered the nmarket. And we did it in the old-
fashioned way, we earned it. Qur critics like to
overl ook the fact that we receive web fares not only
from our airline founders but from 37 other airlines
including foreign carriers.

The point is it nust have been a good
econom ¢ deal from the perspective of the airline if
we were attracting not only our founders but that form
of participation from the rest of the industry as
wel | . Al airlines serving the United States were
of fered the sane sinple bargain. If you wll allow
Obitz to sell all of your fares including the web
fares, in return Obitz will lower the cost of sale on
every ticket we process for you. It's a sinple volune
di scount type deal .

Thus, Obitz took fares that wer e
available only on one airline's website and nade them

available not only on that airline's website but on
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Obitz' as well. And we did it in a way that frankly

any other conpetitor could have done |ong before we
arrived on the scene. Travelocity and Expedia were up
for six years, or for five years before we even
| aunched. Wb fares were available for nost of that
time, but they made no effort to go get them fromthe
airlines' websites.

Once, however, we entered the nmarket,
enticed these fares onto our site, we got the
conpetition started. O her online agents felt they
had to conpete to get those fares, and they did
conpet e. And now, they have web fares, too. After
all, the arrangenent Orbitz has to get those web fares
under our agreenments is strictly non-exclusive.
Obitz gets the web fare but the airline remains free
to also give that very sane fare to any other
di stribution channel it w shes. The first result is
that the other mmjor online agencies |ike Expedia and
Travel ocity have gone into the conpetition to get
those web fares, and they have | argely succeeded.

| brought with ne today a full-page ad
recently taken out by our conpetitor Expedia in which
they boldly announced that, in fact, they have web
fares. There are other exanples of this as well which

we can put up on the screen. These are screen shots
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that we have taken from advertising, either on print
or online that show that Expedia is announcing their
web fares as are, and here's an exanple of
Travelocity, United web fares and nore from $78
dollars round trip.

Qoviously, the point here is that web
fares are not the exclusive province of Obitz today
as suggested by our conpetition. Wy do CRS s not
have web fares as well? Because they have priced
t hensel ves and unfortunately the travel agents who
depend upon them out of the business of selling the
deepest discount web fares. Reforns in the CRS
busi ness and regul ations could go far in hel ping | ower
the cost of travel distribution, making travel agents
pay nore attractive, |lower cost distribution channel
for airlines and renoving the financial obstacles that
travel agents face.

Selling an airfare is a distribution
service in and of itself, and is a business. The
distributor, like Obitz, charges the airline for the
service of selling the airfare and nmay charge the
customer as well. An airline does not sinply make an
airfare available for sale on Saber, for exanple, by
doing so, it agrees to pay Saber a fee every tine one

of those fares are sold. The airline is literally
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buying a distribution service and is the consuner of
t he product we and others offer.

The airlines view the cost of the CRS
today as being so excessive that they cannot afford to
sell their lowest fares through that channel. It's
just that sinple. Deep discount fares have very
little margin for the airline, a margin that would
evaporate conpletely if the cost of selling it is too
hi gh. What this neans is that the agent is not
getting the web fares on their CRS because the CRS has
priced the agent out of the business of selling those
fares.

CHAl RVAN W NSTEAD: Gary, can | ask you?

MR DCERNHAEFER  Sure.

CHAl RVAN W NSTEAD: Can we try to wap up
inthree to five mnutes?

MR, DCERNHAEFER  Yes.

CHAI RVAN WINSTEAD: It's sort of about 20
m nut es now.

MR DCERNHAEFER Ckay. | think that
shoul d be appropri ate.

CHAI RVAN W NSTEAD: | appreciate it. I
know you' re summari zi ng.

MR DCOERNHAEFER: Ri ght . I"'m trying to

nove as quickly as | can.
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CHAl RMAN W NSTEAD: Because | know we have

a ot of questions.

MR,  DOERNHAEFER: Ri ght . It also neans
that the CRS has grabbed really for itself nearly all
of the noney the airlines have been willing to pay to
have a travel agent using the CRS sell a ticket.

The chart 1've now put up is it takes the
data very basically from the green line that slopes
down, drops off sharply, shows the anount of
conm ssions that have been paid to travel agents and
is very consistent with the data that M. Ml oney
presented. And as you can see, from 1995 to 2002, it
dropped precipitously until the recent nove to
el i m nate base conm ssions all together.

The other line, however, that trends
gradual Iy upward throughout the entire period, is the
aver age anmount of the booking fee paid to the CRS s by
the airlines over the sane period. And you can see
that whil e conm ssions have been dropping, basically,
the CRS s have continued to be enriched by their
ability to increase the price.

The total, the nunbers on this chart put
toget her by Fogel Aviation Associates, a Wshington-
based analytical group, but this shows | think the

trend that we're trying to highlight. The CRS booki ng
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fee has becone a major problem obviously for the
travel agents. As |'ve just described, they are no
| onger able to sell the web fares because even though
they're not being paid by the airline, the CRS they
are now obligated to use is charging the airline a
substantial amount of noney for each ticket.

W' ve heard sone suggestions that airlines
should be forced to provide web fares to the CRS s.
This would be a tragic mstake, essentially rewarding
the CRS's for their high costs and inefficiency. | f
the CRS's are to have access to the airlines' |owest
fares, they should have to earn them just like Obitz
did, by lowering the cost of the service they provide.

If the government were to inpose a rule conpelling
the airlines to provide their full inventory to all
channel s regardless of cost, conpetition, innovation
and efficiency wuld be banished from travel
distribution and airfares would have to increase to
cover the added expense.

This leads nme back to the principles |
outlined at the beginning of ny remarks. \Wat we see
in the industry today is the introduction of new
technology and rapid change. The technol ogy
enconpasses everything from paperless ticketing to the

use of the internet. W t hout doubt , t hat new

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

technol ogy has provided trenmendous benefits to the
travel consurrer, fostering efficiency and new
al ternatives.

At the sanme tinme, the travel agency
industry is undergoing changes in consolidation that
are not unique to a travel distribution business. The
primary challenge to the travel agents is to escape
their reliance on the high cost technology of the
CRS's and to benefit from the new technol ogy. Today,
that means wusing access to web fares as they can
through online websites and to encourage the use of

further technology that we can see just on the

hori zon.

The CRS industry in turn rmust find a way
to lower its cost or the travel agent will continue to
suffer. It is an industry that has been insul ated

from conpetitive pressure for too long and regul atory
reformand did increase the likelihood of new entry is
what it -- would do.

| have a little bit nore informati on about
Obitz directly, but | think at this point in ny
testinony that address the concerns really focused on
t he Comm ssion, by the Congress for the Conmm ssion, if
there questions about Obitz, there are sone nore

information |'mhappy to provide.
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CHAl RVAN W NSTEAD: | appreciate it, Gry.

And as | said, | think the witten testinony, we
appreciate getting it early and it was very thorough,
and for nme, particularly hel pful in understanding both
where you are with them

| wanted to, just a couple of quick
conment s. In the beginning of your testinony, you
tal ked about, you know, the position of the snall
agent . And you know, in any distribution schene,
particularly with access to the internet and the CRS s
and websites, why do you feel that certain trends in
Wal -Marts and Hone Depots sort of absorbing the
storefront in small towns? And that's certainly
happeni ng, | happen to do sone real estate work and |
know that that's certainly happening.

But I"'mreally, your statenent about, you
know, there is a future for the big agents but there
isn'"t for the small agents, and one of mnmy concerns is
why you feel that's the case and what you would
reconmend to try to ensure that the playing field,
regardl ess of size of agency, that they can conpete,
that they can have access to all information through
all sources. And | find it just a little bit
concerning that, you know, from your perspective,

you're, you know, sort of suggesting that their tine
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has gone, |ike maybe the storefronts in the old towns.

| f you could respond to that, and then, in
deference, I'd like to et Paul, we sort of start from
right to the left in -- in terns of questions but I'd
like to get some, call Paul up first and then nove to
t he ot her Comm ssi oners.

MR,  DOERNHAEFER: I think this all goes
back to what does the consuner want out of this
i ndustry. And | think snmall travel agents are going
to survive perhaps in a fewer nunber than when we had
34, 000. But the small travel agent who can continue
to provide true value to their custoner, they wll
have know edge of the destinations you may want to fly
to, they will take the tine to search all of the tools

available to them to find you the best fare, best

hotel, best car rental deal. Those snmall travel
agents wll continue to exist, but they need sone
hel p.

Today, they are |ocked into the high cost
CRS and they need another tool. | nean, they have one
tool in the toolbox and it costs the airlines a |ot
when they use it. So, | think what needs to happen to
ensure the success of the small travel agent is
sonehow, we need to get into their hands a | ower cost

but equally efficient tool as the CRS
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That either cones through the CRS s

beginning to recognize that their time has cone and
the double-digit profit margins of the past are gone,
and they are going to have to conpete to provide the
service. O it neans that we provide, we neaning the
internet industry, begin to provide a whole new tool
to the travel agent and get the internet on to the

desktop in a convenient and usable way that gives them

a lower cost distribution channel, | ower  cost
technol ogy tool to place a book at. But one of those
two things has to happen. Qherwise, | think the

small travel agent is in serious problem serious
pr edi canent .

CHAI RVAN W NSTEAD: Vll, | have a few
nore but | think I'Il let sone of the Conm ssioners
ask sone questions first. Paul?

MR RUDEN: Thank you, M. Chairman.
Gary, this chart that's up here, this shows GDS fees
going up and conm ssions going down. You' re not
suggesting that that's causal, are you?

MR, DCOERNHAEFER: No. There's, 1'm not
suggesting there is a relationship in between the two.
It's just an interesting fact that while travel
agents and airlines are losing a lot of noney, CRS

business in the mddle of the tw continues to
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MR RUDEN. Because if you took it back in

time, of course, the X woul d di sappear.
MR, DCERNHAEFER  Correct.
MR, RUDEN: Yes, okay.

MR DCERNHAEFER: That's correct.

Vel |,

actually, Paul, the X would get bigger because the

travel agency comm ssions actually peaked sl

i ghtly

earlier than this and the CRS fees have just been on

one constant increase since 1978.

MR RUDEN. Al right. But ny point was

t hat they're not causal because the agents’
comm ssions were not going down before this chart
starts.

MR DCERNHAEFER It's not causal. That's
right.

MR, RUDEN: Wile the fees nay have been

going up for the GOS s.
MR DOERNHAEFER: | agree with you
They' re not causal .

MR RUDEN. Al right. Actually, I
there's a surprising amount of agreenent between
sone things and one of the points of ny exam
today is going to be to find out where those are.

You did say, | think, during your
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testinony that the one new thing that canme along with
web fares was the internet, but it seens to me that
sonething el se cane along at the sane tine which makes
the web fares internet connection perhaps different
that you characterized it. And that is that while you
had consolidated affairs and things |like that before,
where airlines put special fares out to those groups,
you didn't have airlines telling the public to go see
your | ocal consolidator to buy our tickets. And when
web fares came along, the airlines have started and
i ndeed regularly now do try to incentivize the public
to go by them in preference to all the alternative
sources of purchasing that are out there.

Wul d you agree that that's a difference?

MR DOERNHAEFER:  Well, | certainly agree
that that's happening. | nean, it's the |ogical
reaction of an entity that wants to try and sell as
much as it <can through its least costly channel
itself.

MR RUDEN You nentioned the three
principles at the begi nning about freedom of choice in
your verbal testinony, and it's al so discussed at page
1 of your witten testinony. And one of the
principles was that consuners should be free of

regulatory schenes that interfere with the choice.
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You would al so agree, would you not, that they should
be free of airline schemes that interfere with their
choi ce as a principle?

MR DOERNHAEFER: I"'m not, frankly,
don't know what that really neans.

MR RUDEN. Well, if airlines got together
and had a schene that interfered with the consuner
choice, and |I'm not asking you to agree and |'m not
accusi ng you at the nonent of being that schene --

MR DCERNHAEFER | note the at the noment
qualifier.

MR RUDEN: But you would agree as a
general principle that consuners should be free of
airline schemes that interfere with their choice just
as they should be free in your view of regulatory
schemes?

MR DCERNHAEFER: | think the airline
industry will act in a very rational way to try and
serve the consuner as best they can at the | owest
possi bl e cost. And the problem they have was an
industry that wasn't working well for themto do that.

And they've done a variety of things to try and
repair that. I"m not sure what, | nmean, | guess by
your indication you' re suggesting sone schenme that has

the sense of unlawful and I'"'mcertainly not willing to
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go there with you.

MR RUDEN. Al right. Wll, | don't want
to consume a lot of record time arguing about that.
In the next paragraph of your testinony on page 1
where you're talking about these principles, you say
that suppliers should be free to choose the channels
t hey want based on two things, cost and quality. Wat
do you mean when you use the term quality in this
cont ext ?

MR DOERNHAEFER. Well, let ne give you an
exanpl e fromone of the things that we are quite proud
of at Obitz. And it's quite valuable and val ued at
the airline industry. W are commtted to being
unbiased and the airlines find that to be a
substantial value to them They are assured, snall
carriers, large carriers alike are assured of the fair
shake in the display that you get from Obitz. That
is one aspect of the quality to them

I n addi tion though, of course once we mnake
a sale, we service that custonmer. So, if there is a
problem in the ticket, they need to change it, they
need a refund, they're calling Orbitz not the airline.

And it's inportant to the airline to maintain good
custonmer relationships even through their agencies.

So, there are a lot of aspects to quality. Those are
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j ust two.

MR RUDEN: Do you agree or not that the
price differences through these channels, t hat
consunmers and suppliers have freedom of choice anobng,
that price differences through those channels should
reflect cost differences?

MR DCOERNHAEFER Maybe you have to be a

l[ittle nore specific. I1'mnot sure |I'mfollow ng what
t hat neans. | mean, price normally follows denmand.
So, I"'mnot sure what it neans to follow cost.

MR,  RUDEN: Right. Well, if you had two

channels to choose anong toward distributing a
product, just to keep it sinple, and they had
different costs associated with them to the supplier
whose prices are being posted, do you agree that their
price differences as they post anong those two
channel s shoul d refl ect those costs?

MR DCERNHAEFER It shoul d make --

MR RUDEN:. For those cost differences?

MR DOERNHAEFER: Vell, it wuld be, the
rational thing for the airline to do where it has very
low margin fares, the web fares or any other very
deeply discounted fare, in order to preserve that
margin, they need to try and sell as nuch of that

product through the cheapest distribution channel they
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have available to them So, in that sense, | think
the answer to your question is yes, you would expect
to see the lowst fares available first on the
cheapest distribution channel and not the reverse.

VR, RUDEN: Even if the setting of those
fares had absolutely nothing to do with cost?

MR DCERNHAEFER The setting, it's ny
under st andi ng - -

MR, RUDEN. The choice of the actual price
itself, whatever that |evel m ght be.

MR DCOERNHAEFER R ght.

MR, RUDEN: And has nothing to do wth
airline cost.

MR DOERNHAEFER: It has nothing to do
with airline cost at distribution?

MR RUDEN. Any cost of airline.

VR, DCOERNHAEFER: Vell, | hope they, you
don't sell below your cost and nmake it up on vol une,
not even in the airline business. Al though many have
tried.

MR RUDEN Well, indeed that's ny point.
VW would agree, wouldn't we, that a lot of airline
prices don't cover costs?

MR DCOERNHAEFER: No, | would no, it

depends on what you nean by cost. If you nmean
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variable cost in the anti-trust sense, as you know
it's ny background, | would not agree with that.

MR RUDEN. Wll, if the aggregate of all
the fares they charge produces revenue and is |ess
than the aggregate of all the costs that they incur --

MR DOCERNHAEFER  And they | ose noney.

MR RUDEN. It is fair to conclude, isn't
it, that their prices are not covering costs?

MR DOERNHAEFER: Their total costs.
That's true in the airline industry on an
unfortunately regul ar basis.

MR RUDEN: Now, you note, your third
principal is the travel agents, especially small ones,
shoul d have choices of CRS systenms and you say somne
regul atory change nmay be required. Actually, in order
for that to happen, regulatory change is essential,
isn't it? The rules have to be changed in a very
basi ¢ way, would you agree --

MR DCERNHAEFER: It seens to ne, | can't

think of another way to get there, M. Ruden, w thout

regul atory change. So, yes, | think I'd agree with
you.

MR RUDEN: I thought we would agree on
t hat .

MR DOERNHAEFER: Yes, | think | would
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agree. It was the lawer in nme that nade the --

MR RUDEN: | under st and. And I'm a
| awyer, too, and I'mtrying to prevent us as |awyers
fromgetting into a lot of debate here. So, |'m just
going to go through your testinony pretty nuch in
order.

MR DCERNHAEFER Well, so far, | like the
poi nts we' ve agreed with.

MR RUDEN On page 5, you make this
observation that you reinforced in your verba
testinony, the travel agents, small ones especially,
will be around alnost no matter what, and in here you
say that especially nmaking high value sales. Do you
understand that when a travel agent is about to make
what one could call a high value sale, let's just say
hypot hetically an $800-dollar ticket which is a pretty
good ticket price these days, and the client finds
that sane service on the same day on the same flight
bet ween the sanme pairs of points on an airline website
or perhaps even on Obitz for $200 or $300 dollars,
that that agent's ability to sell high value sales is
materially inpaired? You d agree with that?

MR DOERNHAEFER: By high value sales, M.
Ruden, what | had in mnd is a conplex travel package.

So, when you're going to go for the two-week vacation
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and part of it's on a cruise ship and part of it's on
M konos island, you know, a Geek island, you are
going to use a travel agent to put that direct trip
together for you, and that wll be a high value trip.

MR RUDEN: And the airline, then that
mar ket of fares | was describing which is a portion of
the market that's out there, and | think you and |
agree on that, those situations exist, are docunented
in DOT files, that part of the market probably would
be I ost to travel agents.

MR, DOERNHAEFER: To a good travel agent
who understands and has access to all of the tools
there's no reason why that should be true. Nothing in
the world prevents, as we heard fromthe | ast hearing,
the travel agent from understanding that the internet
is another tool available to them to find the best
fare for their custonmer. And in fact, we had the one
gentleman from a travel agency who just devel oped
technol ogy within his own agency to facilitate that.

So, at the nonent, it's a little clunsy
but the technology is com ng. They can look at the
CRS and at the internet and whatever other resources
they may have available to themin order to best serve
t hei r customer

MR RUDEN. Well, | wouldn't dispute that,
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that they can | ook. But you do understand and the
subject is touched on at page 7 of your testinony
where you say the travel agents can sell web fares, no
pr obl em But of course, there are problens, aren't
there? Don't we agree that they can't do it really
efficiently because right now they don't have the
neans to nove all that information into a P&R record
they can manage in their CRS without doing a |ot of
extra keystrokes and basically doing the work tw ce?
That's for one thing.

MR, DCERNHAEFER: Now, literally, if you
say literally today, that is true, but help is on the
way.

MR RUDEN: Help is on the way.

MR DCERNHAEFER As we heard from the
gentl eman who testified last time. And as Obitz has
explored its opportunities with a conpany called the
AQUA to facilitate precisely that kind of --

MR RUDEN I heard that testinony a
little differently, that it was costing that agency a
| ot of noney and a lot of trouble to do that. But the
record will say whatever it says. There's also the
problem with CRS penalties, we agree on that. The
agent's got a, if he has a penalty provision in his

contract with booking thresholds every tine he does
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one of these readily available bookings on the
internet, he's potentially being punished financially
for doing that because of those penalties.

MR, DCERNHAEFER: W agree conpletely on
t hat one. That is one of the problens that needs to
be addressed.

MR, RUDEN: Yes. And you nake the point
at page 7 of your testinony that the CRS s have priced
t hensel ves out of the business of selling web fares.
But it is not the case that all the web fares differ
from the CRS fares by the anount of those pricing
differences. There are, in fact, many web fares that
are hundreds and hundreds of dollars cheaper than
what's available in the CRS for the sane service, the
sane day, the sane plane, sane seats.

MR DOERNHAEFER: Well, | would agree that
web fares are essentially all over the map today in a
broad range. But the overall point renmains the sane,
that you want to, when you are selling a ticket, you

are trying to preserve your, you're trying to |ower

your distribution cost. You want the opportunity to
sell that through a cheap channel, an inexpensive
channel .

MR, RUDEN: And the overall point also

exi sts though, doesn't it, that you cannot explain
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those price differences of hundreds and hundreds of
dollars on the basis of any cost difference in the
choi ce of channel that you're using to sell through.
CRS booking fees under even the nbst extreme scenario
do not amount to hundreds and hundreds of dollars on
t he average agai nst any ticket.

MR DOERNHAEFER: Vel |, what's happened
here, let's step back a little bit, what's happened
here is a new technology has cone on the scene that
has been able to pull these web fares out of dark
closets of the individual carrier websites and put
them out first broadly on Orbitz and then rapidly on
the websites of our conpetitors. VWhat the airlines
put into that basket certainly does vary. But the
point is to lower the distribution cost for the fares
that the airlines put into that basket and to nake
them nore accessible to the consuner. And that, |
think, is what's happened.

MR RUDEN. Well, | understand that point,
but I'm really asking you a different question, I
think, and I don't want to go on and argue about it.
But the prices that are hundreds of dollars bel ow CRS
prices, hundreds below on the internet are not
expl ai nable, are they, by CRS cost of doing business

differences to the airline? There's nothing about the
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CRS booking fee structure that would explain that.

MR DOERNHAEFER: Ri ght. | doubt very
much that there are many exanples of the type of fare
you' re discussing, you' re hypothesizing here. But if
there were such a thing, it would exceed the anount of
difference in the cost of the CRS.

MR RUDEN. You said at the top of page 8
of your testinony that as with all other services,
airlines don't want to spend noney for services like
CRS's unless they're reasonably priced. Do you agree
that CRS services collectively viewed all the things
that they do for a travel agency in ternms of the
ability to search, book and create a mnanageable
passenger nane record that the agency can nanager on
t he consuner's behal f? That those services exceed the

services that are typically available through the

i nternet?
MR DCOERNHAEFER. Only if you ask mne that
guestion today because we can do everything, | nean --
MR RUDEN: I'm talking, to be clear, |
think, unless | say otherwise, all ny questions are

about today, the world we're living in right now.
MR DOERNHAEFER. But let's step back for
just a second. Wen Obitz launched, we took

essentially two-thirds of what a CRS used to do and
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started doing it ourselves. That was the search and
booki ng capability. The search, |1'm sorry, the
dat abase and search capability, okay? You can find
those fares nore rapidly on Orbitz at |less cost than
you can on CRS.

The next step in the chain is when we roll
out what we call direct connect or supplier [ink.
That's that step that actually takes the conputer
reservation system out of the loop all together and
allows us to place a booking directly into the
airlines system That means that from the supplier
side, we have conpletely elimnated the CRS. And
frankly, the next logical step is to turn our
attention to providing the services the CRS provided
to the travel agent and automate the back end of it as
wel | .

It's an obvious progression:. we're first,
others will follow, and the technology will be there
soon for the travel agents.

MR RUDEN: You know, what strikes ne
about that is that what you just described is Obitz
has becone the CRS You've taken over, if |
understand you correctly, essentially you wll take
over the functions that they perform get them out of

the way and you'll do this and set wup direct

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

44

connections with the mjor airline at Ileast wth
internal reservation systens and you will be the CRS.

MR DCERNHAEFER Wth regul atory change,
we believe we could enter the CRS market and do it
cheaper than the guys that are there today. WII they
go away? | doubt it. They have nassive resources and
a lot of invested technology. They will have to adopt
and conpete, however, sonething they never have been
exposed to for many, nany years. But we're not going
to unseat the CRS s overnight.

MR RUDEN. Well, am | mssing sonething?
W would have then, would we not, a five airline-
owned CRS called Obitz?

MR DCERNHAEFER  And Saber and Galil eo
and --

MR RUDEN: Per haps, but what you
described is a new CRS called Obitz that's owned by
the five nmajor airlines.

MR DCERNHAEFER: And we have Wbrl dSpan
that's owned by three airlines today.

MR RUDEN: | understand.

MR DOERNHAEFER: Yet that scenario is
certainly possible. But it wll be a fifth new
entrant into the nmarket instead of four. How coul d

that be bad from the prospective of the travel agent
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who now gets to choose between five CRS s each
conpeting for their service and to provide it at the
| owest possi bl e cost?

MR RUDEN: How it can be bad is a
question the Commssion wll, [|I'm sure, spend sone
time tal king about. And you say that, on page 9 of
your testinony, you say that as you did verbally, the
travel agents are paying the price for the failure of
the CRS rules to contain CRS booking fees. Then, it's
your view, | take it your being Obitz' here, of
course, this is not personal, that the problem the
travel agents face is really DOI's fault, that they
should have seen this comng and done regulatory
t hi ngs, taken regulatory actions to do sonethi ng about
it.

MR DCERNHAEFER: If the, what's needed
here is the travel agents need to be able to select a
better tool than they had, the one they have in front
of them today, one that wll cost an entire system
| ess. And had the regulations change nore rapidly?
The answer is yes, we may well have been able to avoid
the situation that we have today. But the good news
is, | think, the Department of Transportation is
addressing that problem as we sit here today. Ther e

are proposed rules that, | think, they're going to
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cone out sonetine Decenber.

MR RUDEN: But the Obitz-CRS that we
just talked about wouldn't function under the old
rules. You would require, in order to do what you're
tal king about doing, you would require significant
changes in those rul es?

MR DOERNHAEFER: W woul d need changes to
the rules, whether it's significant or not, | don't
know. But that we can't enter the, we can't put this
out on the desktop directly of the travel agent
wi t hout regul atory change.

MR RUDEN. Can you just in a mnute tel
what those changes m ght be?

MR DCOERNHAEFER:  Sure. |In section, it's
Part 255 of the CRS Rule, 14CFR255, section |'m sure
you know wel | .

MR RUDEN: Yes.

MR DCERNHAEFER: The principal change
that would have to occur is the elimnation of what's
called the participation rule, nmandatory participation
rule which requires an airline, if it owns a system
to participate in all systens to the sane extent
essentially regardless of cost. And that would be a
problem sonething we would want to avoid because it

woul d defeat the whole purpose of trying to get

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

47

conpetition up and running here. If the regulation
required the airlines that owmn us to give all of their
fares to all sources, even those sources that cost
them nore to sell, you defeat the whole purpose of
trying to encourage a |ower cost distribution channel.

If we could get rid of that rule, we could
then put Obitz out on the desktops of the travel
agents, the travel agents could nake the booking
through Orbitz that would cost the airlines |less and
the airless doesn't really, have no reason not to then
allow travel agents to sell all the inventory, even
t he deep di scount.

MR RUDEN: But retaining the ability to
have those low fares, the very low fares available to
Obitz and not to your other conpetitors is a very
i nportant power, a very inportant economc reality for
your conpany, isn't it?

MR DOERNHAEFER: No, | mean, we don't
have that advantage anynore as we have denonstrated
pretty clearly. W had it for about six nonths unti
the conpetition got engaged, got in the gane, got
aggressive, started cutting the sanme sort of bargains
that we cut with the airlines. And now they have the
web fares, too.

MR  RUDEN So, | shouldn't read the
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statement in your S 1 registration statenment to the
Securities and Exchange Commission that if other, if
DOr inplemented a requirenent that the founding
airlines had to provide other GDS' s the inventory
they're giving Obitz, that you say that would have a
material adverse effect on Obitz' business, that's
what the S-1 says. If you're not pulling back from
t hat statenent.

MR, DOERNHAEFER: No, |I'mnot pulling back
from that statenent. These are in the risk factors
that you present to the investors, to potential
investors. If --

MR RUDEN:. But it's a true statenent?

MR DOERNHAEFER: If the regul ati ons went
just in the direction you ve just described, it would
be a disaster not only for Orbitz but for the travel
agency industry as well because once again, there
would be no, you would have avoided the idea of
conpeting for a |owcost channel. I f the governnent
just said everybody gets everything starting today,
then, why would the CRS' s ever lower their cost?
There's no incentive for --

MR, RUDEN: How did you get WorldSpan to
do it?

MR DCOERNHAEFER: They were going to get
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the fares anyway, so why lower the cost for the
airline industry? That line on ny chart continues to
trend upward and Obitz that's locked into | ower cost
deal s doesn't get the margin that ny conpetitors get
even though they all get the sanme fares.

MR RUDEN. Well, Obitz got WrldSpan to
agree to a reduction in the fees wthout those
regul atory changes and w thout Orbitz becomng a CRS
inits owt right under a new set of CRS rules, how did
you do that?

MR DOERNHAEFER: The sane way ny
conpetitors or any |arge travel agent does. Any |large
travel agent, as | nentioned before, has so nuch
volune that it can actually go to the CRS and say you
need to rebate part of the fee you' re collecting from
the airline back to ne. If you want all of ny volune
or all of ny hundreds of travel agents sitting at
t heir desktops booking through your CRS, you have to
actually rebate a part of that fee to ne. That's what
we did with Wrl dSpan.

MR RUDEN. But they already had all those
travel agents out there booking and using Wrl dSpan
and Worl dSpan was getting that business. Wat did you
add to that?

MR DOERNHAEFER: Ve had 20, 000
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transactions a day. That's a lot for a CRS. So, we
are adding --

MR RUDEN. That's Orbitz' share?

MR.  DOERNHAEFER: That's an approxinmate
amount of, you know, of air bookings we nake per day.
That kind of volune and each one of those bookings
are made on sone airline and that airline is forced to
pay WrldSpan the full CRS fee, the full booking fee.
What we said to Wirl dSpan, | ook, we can use Wrl dSpan
or we could use Saber or we could use @Glil eo. You
want us to use you WorldSpan for those 20,000 booki ngs
a day, you need to pay us. You need to rebate a part
of that to us.

And then, we turned around, took that
rebate and said to the airline, okay, we're getting a

rebate of the noney you had to pay to the CRS. W'l

give part of that back to you if you'll ensure us that
we get to sell everything you sell. So, the noney
goes in a big circle. It goes from the airline to

WrldSpan to Obitz and then it goes back to the
airline in order to lower the effective cost of these
transacti ons.

MR RUDEN: And that is the six-mllion-
dollar figure referred to in the registration

st at enent ?
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MR DCERNHAEFER: Correct.

VR, RUDEN: And you had 6,000, 000
transactions according to the registration statenent.

MR DCERNHAEFER  Ckay. | don't renenber
that nunber off the top of ny head.

MR RUDEN: Take it for hypothetically
true as an assunption so that the rebate is a dollar a
transaction to the airline.

MR DOERNHAEFER: |I'll take that from your
nunbers rather than try and make up ny own. Anot her
way of looking at it that | <can tell you is
effectively, it's about a 30 percent discount to the
airline on the booking fee they would have otherw se
paid. That's how we think about it. So, we went to
themand said, we will cost you less as a travel agent
and we will give you 30 percent of your CRS fee back
if youll agree to give us all of your inventory. And
frankly, as | understand it today, that's exactly what
nmy conpetitors have done or nearly so, and the reason
they' re not getting the web fares as well.

CHAI RVAN W NSTEAD: Gary, let nme ask if
any of the Conm ssioners, we'll cone back if Paul's
got sone nore questions, but let nme open it up because
you' ve been very patient here within 50, 45 mnutes --

MR LAWSON: Dd you all earn a profit
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| ast year?

MR DOERNHAEFER: W're a private conpany,
sir, so we're still not reporting those. But the
answer is no, we have not yet earned a profit.

MR LAWEON: So, you're operating at a
| 0ss?

MR, DCERNHAEFER:  Correct, yes.

MR LAWSON:  Substantial |oss?

MR DOERNHAEFER: Gven that I'm in the
mddle of a registration statement with the SEC |
really can't go very far into that other than
reference back to the SS1 with the SEC

MR LAWSON. That's fine. So, Wrl dSpan,
which is a CRS conpany, correct?

MR DCERNHAEFER  Yes.

MR LAWSON. And so, they power your site,
is that correct?

MR DOERNHAEFER: They do today, yes. I
qualify that only because we're about to initiate
technol ogy where we begin to nove bookings off of
Wor |l dSpan and neke, and place them directly with the
airlines.

MR LAWSON. So, the very, the GDS system
that you had, that your, or CRS systens that you're

conpl aining about as far as having --, you're really
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contracted wth the CRS system is that correct?

MR DCERNHAEFER Wen we entered the
busi ness, as | nentioned, there's only one tool in the
t ool box and that's sonme CRS Now, | would neke sure
we're clear about this. Wen we entered the business,
we started doing about two-thirds of what a typical
CRS does. Al we really needed them for is the
connection they have into each airline's internal
reservation system Just that placing the actual
booki ng.

W do all of the database managenent and
search on our own. VW have since we |aunched. And
we're now trying to nove to replace that |ast step.

MR LAWSON. So, just from I'mtrying to
get a perspective and | think I'"'mthere, and just from
ny perspective standpoint, the CRS cost then which are
apparently very simlar, whether it's @Glileo or
WrldSpan to the airlines that actually, that is
what's powering your site, too, and you're really
operating just off of volume |leverage with the CRS, is
that correct?

MR DOERNHAEFER: W use our volume of
sales to convince them to give us a rebate of that
booki ng fee. Exactly.

MR LAVWEON: Ri ght. And WorldSpan is
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owned by the airlines?

MR DCERNHAEFER: Wrl dSpan is owned by
three airlines, yes.

MR LAVWGON: And Obitz is owned by five
airlines?

MR DCERNHAEFER  That's correct.

MR LAWEON: See a paradox there?

MR DOERNHAEFER:  Frankly, | see a paradox
for WorldSpan because Obitz is noving forward to
i npl enent technol ogy that takes the nunber of bookings
we place on them down. And we're noving forward
whet her, you know, with them or wthout them But
frankly, in the long-term they're all going to have
to come along. They're going to have to get into the
gane to conpete.

| think the parallel, actually the nore
interesting parallel is Obitz |launched and provided
head-t o- head conpetition for Expedia and Travel ocity.
And what happened? Six nonths, we had an advant age,
we grew rapidly. They got in the gane. They got
aggr essi ve. They started cutting exactly the sane
bargains that we did. They got the web fares and
frankly we've been tracking at alnost dead-even in
terns of shared change between the three of us for the

entire year.
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What wi Il happen next? The exact sane
thing wth conputer reservation system business.
W' |l get into the business. W' || be aggressive.
W'll be the low price setter and they're going to
have to cone al ong.

MR LAWSON: Just, finally, in
perspective, so, the airlines are currently |osing
noney, nost of them And you're currently |osing
money. That's all | have.

MR DOERNHAEFER: And the CRS business
isn't.

CHAI RVAN W NSTEAD:  Any ot her, Maryl es?

MR MJRPHY: M. Chairnman, are we going to
have a limt on how | ong each Conmm ssi oner --

CHAI RVAN WNSTEAD: | do, | was trying to
exert that. | think with Maryles --

MR MJRPHY: Wth nine Conmm ssioners here,
if each Conm ssioner goes on a half-hour, we're not
goi ng to get done tonight.

CHAl RVAN W NSTEAD: W are going to try to
get around. You have the floor now.

MR MJRPHY: | had several tickets of the
Cubs gane. | was just going to |eave Paul here and
Gary.

MR DOERNHAEFER:  Actually, all of Obitz
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is going to the gane today. Just so you know.

MR MJRPHY: | had basically two lines for
M. Doernhaefer. The first one is I'm trying to
understand a little better the dynamc that we're
seeing in these hearings. I understand why
Travel ocity, Expedia and the CRS systens are critica
of Orbitz. I"m trying to understand why the travel
agents seemto be focusing nore of their ire on Obitz
than on other large internet travel agencies |ike
Expedia, Travelocity and the CRS systens who they are
captive of to a l|arge degree. Could you try to
expl ai n the dynam cs pl ease?

MR, DOERNHAEFER:  Maybe we shoul d just ask
M. Ruden. No, the honest answer, M. Mirphy, is I
can't explain that. W have noved, we entered into
this marketplace years after Travelocity and Expedia
Travelocity and Expedia are still the dom nant
pl ayers. W are a third in size to them and that

segment of the industry continues to grow but we are

still only 15 percent, just only 15 percent of all air
tickets are actually sold --, are sold via the
i nternet.

So, nost of the sales, 70 percent of the
sales are still going through traditional trave

agents. And you know, if you look at this, what's
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really challenging to the travel agent is not only the
third-party websites |like Travelocity and Expedia now,
but the individual airline websites which according to
the latest data are growing faster than the rest of
us.

Wien | started in this business, it was
that 15 percent or so of tickets that were sold online
were split al nost exactly evenly between the
individual sites |like AA com and United.com and so
forth and all the rest of Travelocity, Expedia and
Obitz. And then, in the latest statistics, the split
has now gone to 58-42. So, 58 percent now through
individual sites and 42 percent through the third-
party sites. So, that strikes ne as m splaced concern
as well.

MR MJURPHY: On page 18, you had sone
specific recomendations for the Conmmssion to
consider and your first one is that the travel agent-
CRS contract relationship needs to be |ooked at and
nodi fi ed. Having been at DOT the last tinme around
when that was attenpted, | think you know that is a
very difficult thing to do because as soon as you
cl ose one issue, others pop up al nost inmediately.

Dd you nmake these, you got into very

specific recommendati ons, about half a dozen or so,
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did you nmake these sane specific recommendations to
DOTr during their rule-nmaking that they're conducting
now?

MR, DCERNHAEFER: W have presented nost
of those sane recomendati ons and then we | ook forward
to an opportunity to do that again when they actually
promul gate a proposed rul e.

MR MURPHY: Your first was to prohibit
productivity pri ci ng. Dd you make t hat
recomendati on to DOT?

MR DCERNHAEFER  Yes.

MR MJRPHY: What was the reaction of the
travel agents to that?

MR DOERNHAEFER: M/ sense is that the
travel agents agree that productivity pricing is not a
good thing for them It does have a tendency to
prevent them from changing fromthe one tool they have
chosen first to any other tool because as they try and
nove bookings off the existing CRS and try noving
sonewhere el se, the cost for the remaini ng booki ngs of
the old CRS goes up higher and higher to them So, if
they don't nake certain targets, then they start
having to pay for the system So, it locks themin in
a way that's quite onerous.

MR MJRPHY: And how about the airlines
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what was their reaction to prohibiting productivity
pricing?

MR DCERNHAEFER  The airlines, as far as
| know, are in agreenent with the need to change the
productivity pricing elenents of those contracts.

MR MURPHY: That's all | have. Thank
you.

CHAl RVAN W NSTEAD: Thanks, Pat. Any
ot her questions?

M. CASTO Yes. I just have one
guestion. Gary, is the reason why you can charge | ess
to your suppliers is because of the technology that
you use?

MR DCERNHAEFER  Yes.

M5. CASTO The other CRS systens are so
old they're using the old mainfrane?

MR DOERNHAEFER: That's exactly right.
VW were able to start with a blank sheet of paper and
used today's technol ogy so that the systemthat powers
Obitz and does essentially all of the things that a
CRS does today would fit in this portion of this room
And indeed it does. It's out in a suburban facility
here in Chicago and it uses racks of serial processors
of the latest technology, as opposed to a bunker size

of the Rose Bow that Saber naintains in Tulsa,
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Ckl ahoma to house its conputer systens that are all
the old mai nframe | BM s.

W also are a conpany of 190 enpl oyees as
opposed to literally thousands at Saber or at the
ot her conpani es. W were able to do this in a way
that was nuch nore efficient than they coul d have done
when starting in the 70's as they did.

MR ROPER Let ne go tie it back to the
consuner and to the travel agency. Qur objective is
the Conmm ssion shall study whether the financial
condition of the travel agent is declining. And if
so, the effect this will have on the consuner.

Your comment earlier about escape the

reliance on the CRS's, | want to go back to somewhat
the question that you asked. You believe that the
brick and nortar travel agent wll survive if they

escape their reliance on the CRS's which will then --
MR DOERNHAEFER: That's exactly right.
What has to happen is once the brick and nortar travel
agent has the ability to nove off the high-cost tool
they have, they are then in a position to better serve
both their customer and the supplier, because the
supplier then is happy to give them access to all the
inventory and the cheapest thing, even the cheapest

fares in a very efficient way because it cost them
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little to distribute through the brick and nortar
travel agent. That serves the consumer who can now
choose either between the internet or the brick and
nortar travel agent, and it serves the supply chain
because it's nore efficient.

But sonmehow, we have to figure out how to
allow the small travel agent to be weaned from the
current CRS, either by the CRS getting nore aggressive
and nore conpetitive in lowering its costs or by new
technol ogy that replaces it.

MR ROPER Vel I, Chanbers of Conmerce
woul d just |ove when the big guys, when you bang heads
with each other, we |ove when United and Anerican bang
heads with each other here and Southwest in Chicago
because we win. W |ove when SPC and AT&T bang heads
with each other. So, you know, get in there and keep
fighting.

MR DOERNHAEFER R ght.

CHAI RVAN W NSTEAD: Any ot her? Yes,
Joyce?

M5, ROUGE: Gary, I'mtotally synpathetic
that the airlines have to be able to have a |ow cost
of distribution. And I'd like to probe that a little
further because you were tal king about the, you know,

if the CRS s charge X and Obitz is charging X less 30
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percent, and they have their own websites which woul d
be the | east expensive formof distribution.

MR. DCERNHAEFER:  That's probably correct.
You know, one of the things that I'm not sure the
airlines have all necessarily done very well is figure
out what the actual total cost of operating their
websites really are. But there is, the general
industry assunption is that it is lower cost to
di stribute through your own website.

M5. ROUGE: So that would be a great way
for themto keep their cost |ow

MR, DOERNHAEFER Absolutely, and that's
why | think you see the growh in the industry to go
58 percent on airline websites and 42 percent on to
the third-party sites as the airlines are follow ng
frankly in the Southwest Airlines nodel

M5, ROUGE For the partners that, the
five airline founders, obviously they're |ooking for
| ess cost distribution nodel by, you know, building
Obitz, by founding Obitz. How nuch cost savings
have they realized to date?

MR DOERNHAEFER:. Well, to date with only
one year's operating history, it would be very
difficult for us to estimate that. But it was, there

are two things going on here. One is that | think the
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major airlines found that they needed not only their
own websites but many of their custoners, unlike the
nore faithful Southwest Airlines customers, would not
necessarily cone to each individual website.

So, the thinking was to create nore
conpetition, lower <cost in the whole distribution
channel, and hope as it happened that that conpetition
spr eads. The other airlines, | think in this
industry, are interested in lots of alternative neans
of distribution. It's good for the consunmer, you
capture every kind of consunmer. They can choose brick
and nortar, online, individual carrier website, third-
party website, but the point is to get the cost of the
overal | system down through conpetition

That was not happening when it was just

Expedia and Travelocity. So, they're encouraging a
cost savings that they'll receive on Obitz but that
cost saving will spread to the cost savings as the

channel becones nore conpetitive.

M5. ROUGE: And can you tell nme how the
travel agent is going to benefit? You descri bed
yourself as a travel agent, that you're a little
di fferent because you' re owned by five airlines. And
are you aware of any other travel agency that's owned

by airlines?
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MR DOERNHAEFER: There would be SATA and

there's other but essentially, no.
ROUGE: Right, okay.
LAVWSON:  SATA

DCERNHAEFER:  SATA.

5 » 3 &

ROUGE: SATA, yes.

MR LAWSON: That's not a, well, there are
better exanpl es.

MR DOERNHAEFER: Ri ght . Exactly, vyes.
That's why | sort of dismssed it afterwards.

M5. ROUGE: And your goal is to becone the
new form of the CRS So, how will that benefit the
travel agency from a fee standpoint? | mean, are
they, | nmean, they're already locked in to the old
CRS, and then now there's going to be a new CRS where
they're going to pay fees and --

MR DOERNHAEFER: Wll, that's, ny point
is precisely what you're suggesting here is that
current travel, travel agents today need a way to be
able to get off of the expensive channel. And we hope
to enter that market eventually as a |ower cost CRS.
And if the travel agent, you know, is w se and | ooks
around, they either get their existing CRS to match
t hat cost and cone down or they shift channels.

And they shift because they can then
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presumably cut better deals with the airlines because
they're saving the airlines noney. So, they get
access to web fares, they get access to other things.
If you save the airline industry noney, | nean, you
woul d hel p travel agents that are hel pi ng you.

M5. ROUGE: And then, the travel agents
would be able to book that as a P&R as opposed to
booking it as a consuner.

MR DOERNHAEFER: Correct. Correct,
eventually we hope that that's the case.

M5. ROUGE: That's your plan?

MR DCERNHAEFER  Right.

CHAl RVAN W NSTEAD: Right. Tonf

MR DUNNE:  Ckay. | have just sort of a
two-part question, if | understand this correctly,
where you're heading and what have you and | realize
that you're based on technology and have nade the
advancenents on technol ogy which | conmend anybody on
this day and age. But also, in the present system of
the CRS's, the way | understand it, the snaller agents
are punished because of the fact of a nunber of
tickets they could basically wite and therefore have
to pay a |arger fee.

If you re successful at reaching your

goal, nunber one, wll in effect then the small and
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| arge agency have conpetitive fees or equal fees or
equal access of <charges so that the small's can
eventually grow and the large's can still be |arge?
WIl there be a protection that both of them get equal
fees and that there's not a disproportion or | don't
want to use the word kickback, but a rebate from the
airlines back and forth? WII| there be a protection
in that?

MR DOERNHAEFER. Orbitz' principles today
treat all airlines the sane so that we offer them

exactly the same what we call charter associate deal

And it expressly says the deal wll be the sane
regardless of the volunme of tickets we will sell in
that airline. It's too soon for us to tell, to be
able to answer your question about how we will price

you know, when we are able after regulatory change to
enter the CRS narket. But I think the exanple of how
we entered the travel agency business, treating
obviously all consuners alike but also all travel
suppliers alike regardl ess of the volune of sales they
woul d distribute through us mght be a good indication
that that principle would continue.

MR DUNNE: Cay. M/ second part of the
guestion would be, let's say everything is successful

and it's a perfect world and everything works out
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wel | . Wat is going to keep the new system from
turning exactly what the old system as if in fact
you're a CRS that has got antiquated from what | can
understand from your testinony?

MR DCERNHAEFER The answer should be
that we are the fifth new system or fifth systemto
enter the nmarket, and the answer to your question is
conpetition. It's just, it's inconceivable to believe
that the existing CRS' s are going to just rollover and
go away because of one new conpetitor entered the
market, particularly a CRS the size of Saber today has
over 50 percent of all travel agency |ocations.

So, the answer is we're just the fifth new
entrant. W're not likely to rule the world in any
time soon, anynore than we, you know, we have been
able to do so by entering the travel nmarket as a
travel agent from which we now command sonet hi ng under
two percent of all airline tickets sold in the
donestic US. It's the conpetition we're |ooking for,
but it's not likely to lead to sone dom nant position.

MR. DUNNE: Very good. Thank you, that's

all 1 have.

CHAI RVAN W NSTEAD: Any other pressing
questions? Paul had one or two others that we'll try
to get on the record quickly. | apol ogi ze but to be
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very honest with the, oh, Anne, do you have sonethi ng?
I"m sorry. In Washington, there were a |lot,
obviously a | ot of questions that cane up.

MR DOERNHAEFER  Sure, |1'd be happy to.

CHAIl RVAN W INSTEAD: W're taking a little
| onger than we really can afford to.

MR, DCERNHAEFER: |'m perfectly happy to
stay as long as you like.

DR M TCHELL: Thank you. In | ooking at
the situation that you described and realizing that
you're owned by five largest airlines that control 80
percent of the lift, they're also the sane airlines or
sone of them at |east that developed a very close
relationship with travel agents when it was hel pful to
the airlines. They developed the CRS systens when
they were helpful to the airlines. And then, they
used those elenments as long as it was hel pful and then
they were scrapped in a | arge sense.

And in thinking about the consumer, in the
long term 1 think we nust be aware of what can happen
if five airlines that control 80 percent of the lift
have al nost conplete control of the consumer, wll
that in the long run be best for the consuner? And
how do you view that as sonething that you would be

sure and protect?
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MR. DOERNHAEFER: That's a great question.

| mean, this industry though is really all driven by
the consuner in the sense that the consuner now is
getting an array of choices. And the airline has very
[imted control over which channel the consuner
chooses to purchase the ticket. The consuners used to
be able to purchase it in really only two ways. You
could either call the airline or you can call a
traditional travel agent.

Now, you can go on to the internet and you
can choose from individual airline websites or third-
party sites. Sone third-party sites, one certain
third-party site owned by the airlines and two plus
Trip.com an up and com ng new conpetitor not owned by
the airline.

So, the point here is to just develop a
range of choices, no one of which is likely to becone
domnant in any tine in the future. You can see from
the current nmarket shares it just isn't happening the
way our critics were concerned about before we
| aunched. Al we've done is add one nore player in
the market who is kind of a |owcost, |owprice |eader
and is pushing the others to do that. But the others
aren't going away. So, the consunmer is just

benefitting from choi ce of channel.
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DR M TCHELL: I''m not sure the consuner
woul d be as widely agreeable when the service |levels
for the consuner have gone in a nosedive. And |
certainly think we should be absolutely concerned that
the options for consunmers price-wise don't go in a

nosedi ve once you have themin your control.

MR DOERNHAEFER: Vell, 1 think the
conpetition in the marketplace through all these
different distribution channels wll at |east keep

that aspect really striving for the best interest of
the consuner. | nean, not only did we enter with | ow
cost for the supplier, but we entered with a whol e new
concept of consuner service. I don't know if anyone
here has booked a ticket on Obitz but when you book
on Obitz, you can sign up for care alerts, for
i nst ance.

W have a staff, a fornmer air traffic
control l er who watches the weat her.

DR M TCHELL: That thrills ne to death to
know t hat you do all that.

MR DOERNHAEFER: W watches the
individual airline operations of the day, forecast
del ay. VW run it against our database of custoners.
And if you've given us a way to reach you, we will Ilet

you know about the status of your flight throughout
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t he day.

DR M TCHELL.: You know, | just w sh the
five airlines, the ones that own 80 percent of the
[ift had been as concerned to nove forward wth
technology in a responsible way over the |ast several
years rather than get to this point.

MR DOERNHAEFER: Well, the great news is
that our CEO cane from the airline industry where he
pi oneered a |ot of consuner benefits and a real focus
on the consumer at Swiss Ar. And he has cone here
and brought that focus with him So, at least from
O bitz' perspective, you know, look for wus to be
providing you the best possible custoner service for
the segnent of the business we control. | can't
necessarily promse that the food is going to get
better on the airline when you get there or there'll
be food.

DR M TCHELL: O that there'll be any.
Thank you.

CHAI RVAN W NSTEAD: Al right. Paul , we
got a couple nore and we're going to wap up.

MR RUDEN: Cay. G ven that you've now
essentially come clean about Obitz' anticipated
future as a CRS and given the history that we all know

and shared from the old days when airlines ran and
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owned and controlled the CRS's, |'m assum ng that your
conments to DOT in the upcom ng rule-nmaking that we
all want to have happen soon will say we're back. |Is
that right? You're going to tell themthis plan, that
Obitz is really the new, the born-again CRS
controlled by five airlines?

MR DOERNHAEFER: I think our S1
adequately identifies our intent to enter the direct
connect segnent of the business which essentially puts
us down that path as our business plan with Aqua. I
don't think that this 1is particularly a secret
anynor e.

MR RUDEN. And in that regard, while your
testinony on page 16 talks about new non-airline
investors and the like, it's absolutely clear, isn't
it, from the S-1 statenent that the five founding
airlines who are in conplete control of Obitz today
intend to remain in conplete control into the
foreseeabl e future?

MR DOERNHAEFER: Certainly, post 1PQ
they will continue to control the fate of Obitz. How
far that reaches into the future, | can't tell.

MR RUDEN: You characterized Obitz on
page 10 and following as |'ve heard it characterized

before, it was Jeff Katz in Congress that said, you
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know, we're just another travel agent, you call
yoursel ves a travel agent and somewhere el se you say,
we're just a startup travel agent, just |ike every
ot her agent, and you describe a ot of the things that
O bitz does. But you didn't nmention that Obitz has
an arrangenent with the charter associates for the
paynment of m ninmum transaction fees. And those fees,
in fact, make Obitz very, very different, don't they,

fromall other travel agencies?

MR DCERNHAEFER Not at all. W are a
| arge travel --

MR RUDEN: Vel |, let nme ask you
specifically what 1'm talking about so we don't get

into a phil osophy debat e.

MR DCERNHAEFER  Ckay.

MR,  RUDEN: Wien the airlines elimnated
base comm ssions to travel agents in general, they did
not termnate the m ni mum guarantee transaction fee to
Obitz, did they?

MR DCERNHAEFER: Wen the industry
elimnated base commssions, it imediately turned
around and negotiated overriding other transactions
like that with the larger travel agents. W qualify
as a larger travel agent and we continue to be paid

under our agreenent. Not at all wunlike any other
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| arge travel agent that continues to receive --

MR RUDEN. But isn't it true that you did
not have to negotiate those fees when the airlines,
the major carriers, Southwest excluded, went to zero,
you didn't have to go back and attenpt to renegotiate
wi th anybody? You have a contractual commtnent from
the airlines to pay Obitz mninum transaction fees
that's locked in, done deal, that changes your
situation relative to the other agencies, that's all
| m aski ng.

MR DOERNHAEFER: Yes. Wien we entered
the market, we negotiated a deal with the airlines
that locked in a fee that at the tinme we signed the
contract was |lower than they were paying as a base
conm ssion to any other travel agent. Any ot her
travel agent. And it is promsed to decline every
year into the future.

W were fortunate enough to sign that
contract two years before the unfortunate events of
the Septenber 11", and that contract remains in place
for our owners for sone period of tinme to cone.

MR RUDEN: Al right. Can you explain
briefly what the nmechani sm was by which those m ni num
transaction fees were entered into between Orbitz and

the founders? Was your board of directors involved in
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t hat ?

MR DCERNHAEFER: Actual |y, that precedes
ny time in the job with Obitz. So, | inherited the
charter associate agreenments when | took the job in
Sept enber.

MR RUDEN So, you don't know that
hi story personal | y?

MR DOERNHAEFER No, | do not know that
hi story personally. | should point out though that
you, M. Ruden, that you continue to nake nention to
the charter associate agreenment applying only to the
five founders and that is, of course, not true.

MR RUDEN: No, no. | did not nean to
inmply that. | understand that all of the charter
associate airlines are 43 in total including the five
owner s.

DCERNHAEFER:  Correct.
RUDEN. All signed that sane deal.

DCERNHAEFER:  That's exactly right.

2 % 3 %

RUDEN:. And gave you the benefits of
that sane deal .
MR DOERNHAEFER: And we gave them the
benefits of that deal. That's the way | look at it.
MR  RUDEN You have noted in your

t esti nony, and this kind of waps things up for ne,
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in a couple of places all the problens that travel
agents face because of the CRS contracts and they're
kind of caught on the left and caught on the right.
You talked wearlier about nmaking bookings on the
i nternet. You discussed sone of the problens that
that entails.

QG her than cutting their conpensation to
zero, what have the airlines thenselves done, in your
view, to mtigate the inpact of all these problens on
travel agents, in particular the small ones? Anything
cone to m nd?

MR DCERNHAEFER Vell, | am a travel
agent and |I'm not one of the airlines. You have
probably better w tnesses to answer that question, but
the thrust of what we are, we at Obitz are trying to
do is to try and to inject new conpetition into this
mar ket pl ace and frankly give guidance to conm ssions
like this on how we think we could free up the travel
agents from the burdens and allow them to take
advant age of the new technology. That's the best that
| can offer.

MR RUDEN. Well, then, maybe ny final two
guestions related to the sane subject, the rul e-naking
that you've talked about is going to cone sonetine

this year, we think.
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MR DOERNHAEFER: W t hi nk.

MR RUDEN: And it's going to take, if
history is any guide and it usually is, about a year
to conpl ete.

MR DOCERNHAEFER: |  nmean, we're all
guessi ng here about the DOT's pace.

MR RUDEN. Right.

MR DOERNHAEFER:  But 1'd be surprised if
they don't get it finished before they are obligated
to roll the rule over again which would mean March of
' 03, of 2003.

MR RUDEN: That would be an interesting
phenonenon to w tness. And then, the rules have to
have their effect, work through the rmarketplace,
technology has to change 1in response to it,
rel ati onshi ps have to change and so forth. Al that
w il take tine, too.

MR DOERNHAEFER:  Yes, it will.

MR RUDEN: Have you been apprized by
Obitz' five owers, who as Dr. Mtchell just rem nded
us control nost of the donmestic market, of anything
they intend to do during that tine period to mtigate
the inpact of the losses and the other adversities
that you described travel agents are suffering under?

MR, DCERNHAEFER: | haven't had any
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conversations about that sort of subject one way or
anot her.

MR RUDEN. Ckay. Do you think Obits for
itself would be interested in participating in
coll ective bargaining with the travel agents and the
airlines about those issues?

MR DOERNHAEFER: |'ve never thought about
the issue of participating in a collective bargaining
but it's not sonething that | think is necessarily in
the best interest of the nmarketplace as a whol e.

MR, RUDEN: Al right. M. Chairman, in

the interest of time, I'll stop asking questions.
CHAI RVAN W NSTEAD: Vel |, Paul , I
appreciate it. Gary, we obviously haven't gotten

through all the questions and if you d be willing to
take themin witing and get back to us?

MR. DOERNHAEFER:  Absol utely.

CHAI RVAN W NSTEAD: | appreciate it,
because | don't think we've -- it even though we took
an hour and 15 m nutes. But we thank vyou for

i ndul gence and participation and thanks for being with
us.

W're going to nove on to Scott Yohe of
Delta Airlines. If you could cone up please? United,

we have Geg Taylor, where you are out there and |
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apol ogi ze but a couple of Comm ssioners did request
that we have a chance to break to look at the United
t esti nony. So, we're going to do you all after the
[unch break if we could because we didn't get the
testinmony until this norning.

Scot t, thanks for joining us. I
appreciate it.

MR YOHE: Sure. | was going to say, |'ve
never been to Wigley Field, Gerry, so if we can get
this done intime, I'd love to go with you.

Thank you, M. Chairnan. On behal f of
Delta Arlines, we appreciate the opportunity to be
here this norning to provide our testinony to the
Conmi ssion on this very inportant subject. You have
as been described previously, two very inportant
charges from the Congress. First, to determne
whether the financial condition of travel agents is
declining and if so, what the effect of that decline
iS on consuners. And secondly, | think the enphasis
here this norning is the correct one, whether or not
there are inpedinents to information regarding
services and products offered by the airline industry.

First of all, let me just state right up
front that we certainly think this is an inportant

Conm ssi on. The work is very inportant. There have
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been, needless to say, an awful l|ot of discussion,
conj ecture, debate about the subjects and | think that
this Commssion certainly will help in bringing a |ot
f clarity to these issues. And | think it will be a
very inportant guide to Congress and to the regulatory
agencies, DOI in particular, as they l|ook at these
very inportant questions.

W certainly agree with the Conm ssion
that consuners should have full and conplete access to
information of our services, and that is our goal.
And we think that benefits wus, that benefits our
cust omers. And certainly, we believe the trave
agents are a very inportant part and wll remain a
very inportant part in our distribution network.

Again, Delta's goal, very sinply stated,
is to give consuners what they want at the | owest
possi bl e cost. And we're commtted to extending our
product to all consumers, selling our tickets through
every distribution channel that consuners want to use.

Certainly the information age has dramatically
i nproved consuner access to air travel information.
But nore inportantly, it has also created enornous new
consuner choi ce. Consuners now can choose the way
they want to shop for their travel needs.

It's very critical in that regard in
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keeping that in mnd that this Comm ssion nakes sure
in its report that entails the Departrment of
Transportation that it should avoid any steps that
would stifle the internet or restrict new consuner
choice that the e-comerce revolution has spawned.
It's very inportant to first put our testinmony in
context. By that, | nean, we have to |ook at this and
Delta's role in this in the context of the financia
crisis that we're facing. Not just ourselves but the

entire industry.

Last year, |'m sure you' ve heard this, US
airlines collectively lost $7.7 billion dollars.
Delta alone lost a billion dollars. Two nmaj or

airlines are now seeking government |oans of nearly
three billion dollars to neet their capital needs for
survi val . In the first quarter of this year alone

industry loss has clinbed by an additional $2.4
billion and Delta's losses in the first quarter
total ed nearly $390 mllion.

Airline revenues are now down 20 percent
where they were a year ago. Wuat we're also seeing is
that the average ticket prices continue to decline.
The airlines sinply do not have today any pricing
power in this environment. Qur average donestic

round-trip fare is $45 dollars lower in the first
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quarter of this year as conpared to the sane period
| ast year. What that neans quite sinply is that we
cannot pass new costs on to consunmers. And it neans
that any new costs, whether they're security, taxes

fees or other unfunded nmandates are directly inpacting
our bottomline.

Let me now turn to what Delta is doing in
response to this financial crisis and what it's neant
for distribution of our product. Qoviously, this
crisis has forced us to find ways to cut cost in every
aspect of our operation. No aspect of our business
has been spared. W have |ost over 13,000 jobs at ny
conpany since |ast Septenber. The industry has | ost
over 100, 000 j obs.

Qur flight schedules are down 15 percent.

W cut our orders to Boeing for w de-body aircraft in
this year and next year from 56 to 13. The airlines
have parked 350 airplanes. W still have 40 airpl anes
i dle.

The key point here is that this crisis is
forcing us to find ways to reduce cost and inprove
ef ficiency. And this obviously has to include the
cost of distributing our tickets which is the third
| argest cost variable that we have totaling about $1.7

billion dollars a year. Wthin that context, let ne
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address the specific issues that the Conmssion is
considering beginning wth the question of the
condition of travel agents in the current environnent.

First, | want to nmake it very, very clear
we're commtted to extending our reach to al
cust oners sel ling our tickets t hr ough every
distribution channel that consuners want to use.
Traditional travel agents are part of that network.
Today, traditional travel agents sell 47 percent of
Delta tickets and they generate 64 percent of all
revenue for Delta sales.

Sone have suggested the changes to the
Comm ssion's structure which we recently took, to
suggest that we are banding travel agents, or worse
intentionally driving custoners to | ower cost channels
and that sinply is not true. Delta spends hundreds of
mllion dollars a year to support the sales efforts of
traditional travel agents. Let me review those.
First, CRS booking fees. Delta spent nmore than $350
mllion dollars in CRS booking fees in the year 2001.

These booking fees, by the way, as you've
heard previously, have been increasing to the tune of
four to seven percent every year since 1999. Agai n,
while prices are falling or profits are falling, CRS

booking fees continue to rise. In addition, unlike
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nost merchants, travel agents are not required to
enter into merchant agreenments with major credit card
vendors to sell airline tickets, that airlines, Delta
pays the agencies' mnerchant fees and this is up to
three percent of every transation. For Delta, that
represented approximately a $190 mllion dollars in
t he year 2001.

Finally, while we have elimnated fixed or
base commssions, we still do have hundreds of
incentive commssion contracts from large and small
travel agents who we believe are very inportant in
ternms of driving business and driving nmarket share to
Del t a. W want to reward those travel agents based
upon their sales performance in delivering nore
custonmers and nore revenues to Delta. W think that's
appropri at e.

But not all consuners want the services of
travel agents, and that's very clear. Sonme prefer the
conveni ence and control of online tools, which brings
me to the second question before this Comm ssion. The
information age has <clearly dramatically inproved
consuner choice in their travel in ways that
previously we did not contenpl ate. Bef ore e-comerce
revolution, consuners had to call individual airline

reservations departnments or go to a travel agent to
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get fare information.

Those traditional options are still
avai l able, but they're no l|onger obviously the only
choi ce. The internet gives every consunmer direct
access and control as far as their purchasing choices.

Many consuners want that and that's why we are
continuing to participate in a nore substantial way in
t hat channel. The e-commerce revolution has nade
information about fares and schedules nore readily
avai l able than ever before, and again, has created
unpr ecedent ed choi ce.

Consuners are voting with their wallets by
choosing to buy tickets through online channels.
Delta.com generated $1.1 billion dollars in revenue
for Delta in the year 2001. That's a 45 percent
increase of year 2000. Online travel agencies,
Expedia, Travelocity and Obitz are also flourishing.

Delta sales via Expedia grew 54 percent fromthe year
2000 to 2001. Sales in Travelocity grew 18 percent
during the sanme period. Today, Delta sells
approxi mately 24 percent of its tickets through either
Delta.comor online travel agencies.

Why ? It's quite sinple. These online
channel s save Delta noney because they reduce the high

cost of CRS booking fees. Sal es through Delta.com
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avoid the GS-CRS booking fees all together. It costs

Delta 75 percent less to sell a ticket through
Delta.comthan it does through a CRS conpany. W have
negotiated significant CRS rebates from major online
travel agents.

Qovi ously you heard in great detail about
the relationship with Obitz, but we' ve also done the
sane thing with Travelocity and wth Expedi a. Delta
has agreenents wth Travelocity and Expedia that
provi de those two conpanies with web fares. It costs
Delta roughly 50 percent less to sell a ticket through
these online agencies as through normal travel agent
di stribution channels.

The key point here is that Delta nust find
ways to cut costs to survive. And those costs
certainly, those cost-cutting neasures certainly are
reflected in lower fares to consuners including web
fares. W think that web fares are providing very
i nportant benefits to consuners. But despite the
evidence to the contrary, there continue to be a
nunber of allegations about web fares and whether or
not consumers are receiving the full benefit of web
fares.

Sone travel agents conplain that web fares

are not fair to them and consumers who choose to take
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advantage of the online channels. One allegation
which is totally false is that web fares are not
avai |l able to many, nany consuners. Any travel agent
can sell Delta web fares to its custonmers via Delta's
onl i ne agency service center. W have created a neans
by which travel agents can access Delta web fares and
can sell and purchase those web fares and sell them
The fact that some consuners choose not to shop online
does not nmake it wunfair to offer discounts to those
who do.

Many busi nesses of fer di scount s to
consunmers who shop through | ess expensive distribution
channel s, whether that's an internet website or a
war ehouse superstore or a rural factory outlet.
Airlines are no different. It is no nore and fair to
offer discount airline tickets on the internet than it
is to offer discount commssions for online stock
trades or discount prices for consunmer products in a
war ehouse superstore. The key here is that |ow fares
benefit consuners. And any regulatory attenpts to
interfere wth those distribution channels wll
absolutely result in increase in fares to consuners.

Let me now turn very briefly, and | don't
want to spend a lot of time on it, to Delta's

relationship with Obitz because | think you' ve heard
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enough about Obitz this nmorning from Obitz itself,
and | think Gary in his answers to this question nade
for me frankly, the very conpelling business case that
notivated us to get involved with that particular
vent ure. But it's really quite sinple. Wat we are
trying to do is respond to what consumers want. And
our consuners are telling us that they wanted | ower
cost, unbi ased distribution channel.

That's what Obitz is. And Obitz has
obviously engendered Ilots of conpetition between
itself and other online agencies. And that is
certainly, | think, a conpelling reason why we
recently entered into wb fare agreenents wth
Travel ocity and Expedi a.

Let me just nention a couple of other
things regarding our relationship with Obitz that are
inportant to put into the record. First of all,
Delta's contract with Obitz is not exclusive. You' ve
heard that and | want to reaffirm that. O bitz has,
let me repeat this, Obitz has no unique access to
Delta web fares.

Any travel agent can book any Delta web
fare as | said via the online agency service center
which we've created. Obitz earned the right to sel

web fares on the Obitz website by offering us
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significant rebates to the very expensive CRS booking
f ees. W nmake that sanme offer available to other
sellers online through other channels.

Finally, let nme address one l|ast matter
that relates to travel agents and our decision to
elimnate base comm ssions. W certainly have been
criticized for our decision in March of this year to
no | onger pay a base commi ssion on travel agent ticket
sales in the United States. This change was a very
pai nful one, but one that we had to take in order to
reduce our cost. It also reflected what we see in
terns of the growing conpetition that Delta has wth
low fare carriers such as Sout hwest .

Delta has nore low fare conpetition than
any other major network carriers. Roughly 48 percent
of all of our routes or itineraries have |low fare
conpetition. W have to conpete with the |ower cost
providers of air transportation.

What we think the decision does in terns
of choosing to go this route, it allows consuners to
choose whether they want to pay, and this is very
i mportant, whether they want to pay for the services
of a travel agent. W' ve unbundled, in effect, the
fares that previously were provided through trave

agency community. And we've given consuners a choice
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to decide whether or not they want to pay for those
servi ces. And they nake those choices every single
day. Because they are inportant to us, we continue to
i nvest heavi l y in supporting travel agency
distribution systens, as |'ve nentioned.

Let me sinply conclude by saying that we
hope that the Commssion report wll conclude the
fol | owi ng:

One, that conpetition in the distribution
of airline tickets is fair and is robust.

Secondly, the travel agents will remain an
inmportant part of this process for the foreseeable
future.

Third, that airlines want to distribute
their tickets through all channels that consuners want
to use at the | owest possible cost. Consuners are the
Wi nners in this process.

And nost inportantly, we hope that the
Conm ssion report wll reflect that any attenpt to
stifle conpetition and innovation that the internet
and e-commerce has created would be a terrible
m stake. Thank you and |'l|l answer your questions.

CHAI RVAN W NSTEAD: Thanks, Scott. I
appreciate your testinony and |I'm sure any followp

guestions that we mght have for you. On page 13 of
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your testinony, you talked, there's a lot of, both
with Obitz' testinmony and yours, a |lot of discussion
about what the consunmers want. It says many
consuners, however, do not need or want these
services, and yet the travel agency businesses on this
Commi ssion and data shared with us in our first
hearing shows that 80 percent of ticket sales are
still being done, you know, through travel agencies,
| arge and snal | .

So, clearly, the Dbest majority  of
consuners still want to use the travel agency. So,
" m curious, that disturbs ne. W keep com ng back to
sort of that conclusion and | ask the basic question
if, you know, if an agent |eaves the CRS in booking
and nakes a separate search of obviously Delta's
website, how are they really conpensated for that?

The fact is they're not, you know And
how do you address that? | nean, businesses that, or
in a situation can't continue if they don't find a way
to generate value in service and revenue. It seens to
be, you know, a concern to ne and |I'm sure others. Do
you have any thoughts in that?

MR YCOHE Well, they are conpensated
directly fromthe clients. They are an internediary.

W provide the product, they're the internediary to
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the consuner. The consunmer who is asking themto help
them in the booking buying that product is providing
90 percent, | think, nost travel agencies today, the
fee for that service. W are nmaking that fare
avail able to them And certainly, if they choose to
go through, you know, the CRS systemas | nentioned in
the testinmony, we pay booking fees and if a credit
card is involved, we pay that.

But what we are providing is access to
those low fares and if that's what their custoners
want and they're telling them they want because they
don't want to use the internet or they don't have
access to the internet. Then the travel agents, you
know, can provide that. So, we're still providing and
facilitating the nmeans for them to engage in their
busi ness and their Iivelihood.

What |'m saying is that they have had to
adjust as we've had to adjust to a sort of new
economcal reality out there. And they have done
t hat . And they' ve done that successfully. In
addition, for those travel agents who bring value to
Delta in terns of increased sales, increased revenue,
we have incentive arrangenents. And we provide those
to large and snal | .

Delta is the largest airline in terns of
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passengers. W also serve over 390 cities worl dw de

Ve fly to a lot of snall and nedi umsized
conmuni ti es, you  know, t hr oughout the country.
There's a lot of small travel agencies in Huntsville,
Al abama, in Charleston, South Carolina and Mobile,
Al abama who use Delta, who we do business wth. And
certainly in those cities in those towns, there's a
ot of people who go to them and use their expertise
to buy Delta Arlines which is very inportant to
Delta's system And we reward those travel agents in
those ways that | just referred to.

CHAI RVAN W NSTEAD: | have a few nore but
let me open it up for other Conm ssioners.

M5. CASTO Wuld you consider the travel
agencies as your sales people? They're selling your
pr oduct .

MR YOHE: Absol utely. Absol utely. Ve
absolutely have a partnership with them They are
sal es agents for Delta Airlines, no question.

M5. CASTO Now, if your CRS fees are
| onered because you're saying that the distribution,
the reason you are not paying the travel agency is
because the cost of the CRS is too prohibitive, if the
CRS fees are |owered, would you then consider paying

the travel agencies?
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MR YOHE: You know, if you ultinmately got

to a world where essentially what you're dealing with
is, you know, transactions fees, you know, yes, nmaybe.
But again, the question here is, you know, what is
the cost and what is the value to Delta for selling
Delta's product. And again, you know, we want, it's a
system out there that creates as nuch conpetition as
possi bl e, but obviously one al so that works for us.

And so, you know, we have to sit down just
like we do with consolidators, wth businesses, wth
gover nnent , with all kinds  of pur chasers of
transportation to negoti at e, you know, t hose
arrangenents.

CHAI RVAN W NSTEAD: |''m sure we have sone
others here. Ted?

MR LAWSON: Yes, |'m interested, it's
reported to SATA that, Bob Crandall, the former CEO of
Anerican Airlines, reported one tine that he would
rather have 10,000 travel agents selling one ticket
than one travel agency selling 10,000 tickets. Do you
see the wi sdom from your perspective in that?

MR YOHE: Well, | think fromhis point of
view, from where he was sitting at the time he said
that, that probably nmade a lot of sense. But | don't

necessarily agree with that, and quite frankly, you
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know, we can wish a lot of things about the nmarket,
but what we found out in the airline industry is the
market is going to tell us where it wants to go. And
so, what we try to do is follow the market and follow
demand in the market, whether it's, you know, price
for a product where people want to fly or, you know,
how t hey want to book that particul ar purchase.

MR LAWSON: | guess the reason for the
question is, junping over the fence, looking at it
from your perspective, I"'ma little concerned fromthe
airlines' position that they <create a nmarketing
situation where you have so nmuch | everage agai nst you

If there's a, if consolidation continues, all of a
sudden, you have a distributing area widening the tail
of the airlines. Can you see that possibility?

MR YOHE: No, | really don't because it
is such a large industry, such a diverse industry. As
you' ve heard earlier, needs of consuners are vastly
different in terns of to sinply, you know, taking a
day trip to go see the Cubs play, you know, or flying
to Bangkok for a week business trip. So, again,
consunmer needs and choices are very diverse and |
t hink, you know, that obviously facilitates an awf ul
| ot of conpetition.

And there's conpetition, you know, between
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airlines. | nmean, let's face it, you know. \%Y
objective, mnmy conpany's objective is to win in the
mar ket pl ace in conpetition with all the other airlines
that are in the marketpl ace. So, again, as long as
that conpetition is there and vibrant, you're going to
have conpetition between distributors for that
busi ness.

MR LAWSON. M last thing with it, do you
see, I'"'ma great fan of Delta.

MR YOHE: Thank you.

MR LAWON. In fact, Delta and United are
probably ny favorite airlines but do you see a
di fference between how Delta does business than a | ow
cost carrier may do business in the fact your route
structures are much nore conplex? And it nmay be true
that for a particular |lowcost carrier that a point-
to-point quick sale on the internet nay be the very
best thing, but maybe what you've done is leveled the
playing field for the lowcost carriers to conpete
agai nst.

MR YOHE: Right. Well, we have different
busi ness nodels, and with those different business
nodel s, there are different cost structures associ ated
wth it. Cearly, Southwest or AirTran has a, you

know, a different cost structure than Delta. They
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different distribution system than Delta.

And our cost in distribution because of the nature of

our system and how we participate is much higher. But

the reality is, as | nentioned in ny testinony, that
we have to conpete against those guys. I ncreasingly,
they are becom ng, you know, our nunber  one
conpetitor.

Leon Men said at an annual neeting, |

guess it was even year before last, you know, Delta's

nunber one

we've got t

conpetitor is Southwest Airlines. So,

o figure out a way to conpete against

Sout hwest who has a very different kind of business

nodel than we do, but at the sane tine serve the

Hunt svil | e,

Charl eston's
smal | towns
system So,

do is make

Al abama's and the Mbile's and the
and the hundreds of other nmedium and
who want access to the air transportation
again, you know, what we want to try to

sure that with the evolution of this e-

commerce and the internet business, that we can take

advant age of
that we can

provi ders.

(202) 234-4433

that to the fullest extent possible so

conpete with Southwest and other |ow fare

MR LAVWEON.  Ckay.

CHAI RVAN W NSTEAD: You have a question,
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DR M TCHELL: | have a question. W have

focused so rmuch of our tine on the cost, low cost to
consuners and the |ow cost. But isn't it true that
the business traveler actually is a higher percentage
of your incone from passengers than the | ow cost
passenger ?

MR YOHE: "Il give you the nunbers.
Currently today, about seven percent of our custoners
drive about 30 percent of our business. A year ago
| ast May, ten percent drove 40 percent. So, yes,
those road warriors, frequent flyers of which we have
about 24 mllion in the Delta frequent flyer program
they do drive a disproportionate anount of incone.

DR M TCHELL: W keep tal king about the
| ow cost to the consunmer time and again. But isn't it
true that the business traveler has had an inordinate
increase in the anmount of cost for a ticket over the
years as conpared to any other factors?

MR YCOHE It depends on how you define
busi ness traveler, and that's a very tricky question.

But let nme give you the nunbers, okay? | wll give
you, you know, average fares. What | said was, and if
you look at this in the last 12 years, if you | ook at
airfares in real terns, they' ve declined. They' ve

actually declined relative to the consuner price
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i ndex.

Year over year, first quarter of this
year, we went from like $294 dollars to $258 dollars
on an average round trip. M point is that there are
declining fares out there for business travelers and
every other consuners. But | also point out that of
the 120 mllion people that Delta flew |ast year, 93
percent of those flew on a discount. So, if you will,
with all due respect to your fellow Comm ssioner
Delta is t he | owest fare provi der of air
transportation in the United States.

DR M TCHELL: Afraid our business clients
would differ wth vyour position that fares have
decl i ned for t hem And t hey do seem
di sproportionately high. And we certainly need to be
concerned about our business comunity and our
busi ness consuner to be able to effectively run their
busi nesses. And | know you need to be able to run
yours but you all look like you' re running themall in
the ground with --

MR YOHE: Wll, you know, Dr. Mtchell,
if I do that, if | don't listen to the market, if |
don't listen to what price elasticity of demand is,
t hose val ued custoners which you referred to which are

so inportant to ne, we're going to lose themand we're
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going to lose our business. What we're struggling
with right nowis how do we get those consuners back.

And so, | don't disagree wth your
assertion that we've got to find ways of naking sure
that we keep those people on our airplanes. But |
would submt to you that the conpetition in the
mar ket pl ace, in supply and demand as far as what the
price is, is extraordinarily vigorous, so much so that
overall what we're seeing with our revenue is a
signi ficant decline.

DR MTCHELL: Well, 1've just challenged
all of us to keep that customer in mnd as we | ook at
t hese papers.

MR YOHE: Believe ne, we do. Thank you.

CHAl RVAN W NSTEAD:  Joyce?

M5. ROUGE: | think one of the things that
we're going to end up focusing a lot on once we get
into the deliberations is how this cost breaks out.
And you were very good in your witten testinony and
also today in showing us the breakout of the
di stribution. You have 47 percent through brick and
nortar travel agents and 24 percent online which I'm
assum ng | eaves the other 29 percent for probably your
res centers?

MR YOHE Yes, why don't | give you the
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MR YOHE: This is for April of t
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his year.

Tradi tional travel agencies, 47 percent. Excuse ne.

Ofline and direct, 28 and a half percent.

direct, 13 percent. OQher, 11.5, and that br

Ol i ne

eaks down

as follows. Three percent Expedia, three percent

Travel ocity, three percent O bitz, t wo
Priceline, and then .3 percent other.

MB. ROUGE: G eat. And can

per cent

you, |I'm

assumng, which is why |I'm asking the questions, |

don't want to just assune this, that your website, and

| think you said this, 1is your |east
di stribution?

MR YCHE: Yes, na'am

expensi ve

M5. ROUGE: Can you break out how that, |

mean, | know you said the 100 percent, you know the 50

percent and the 75 percent |ess, but can you
give us a better break on that?

MR YOHE Yes. Let me do it

come and

this way.

Delta.com is by far the lowest, if you take that as

the base, has the |owest cost. Delta Res is about
twi ce that. Online agencies are about 60 percent of
that. And then, travel agencies are another 50 to 60

percent of that. So, if you |look at Delta.com versus

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.

(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

102

a travel agency is what | said was about 75 percent.

M5. ROUGE: Increasing cost to the other
travel agents?

MR YOHE: Right.

MB. ROUGE: Because of all the fees?

MR YOHE: Correct.

M. ROUGE: Geat. Thanks.

CHAl RVAN W NSTEAD:  Pat ?

MR MJRPHY: Yes. Scott, | was very
interested in Delta offering the online agencies
service center for the travel agents, and | had a
coupl e of questions about that. Do you know when t hat
cane online? Wen Delta began that service?

MR YOHE: About a year and a hal f ago.

MR MJRPHY: And do you have any data on
how active it is and whether the, how growth rates off
of that --

MR  YOHE Yes, | don't have those
nunbers, Pat. It's a good question and I'll be happy
to provide that for the record.

MR MJRPHY: Yes, because it would be
hel pful to know that since, you know, we've heard a
ot of testinmony that web fares were not avail able.
And do you know how many - -

MR YOHE: Right. | nean, | think what's
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inportant here is that we recognize that access is

important as a principle. Clearly, technology and

other things cost, you know, are going

to have to

improve to nmake it, you know, a nore robust feature or

channel or offering, if you wll.

But | think, sort of what you've heard in

testinmony in your previous hearing and

this one is

that we're noving very quickly in terns of the e-

commerce and distribution of travel. And

what | think

you're going to find is very rapidly because of the

conpetition that exists out there, that

you' re going

to see big inprovenents in terns of, you know, sales

by those channels for web fares and all kinds of other

| ow f ares.

MR MJRPHY: And do you

know if any

incentive arrangenents are still active when an agent

uses the online website that you have,

agenci es service center?

the online

MR YCOHE Do we have, we just went

through a process of negotiating wth

agents after

March. | suspect that there are. |'msure there has

to be agents out there that we have incentive deals

with who use, you know, who use web fares

and use that

channel . But | don't know what the nunber is, but

"Il see if | can get it.
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CHAl RVAN W NSTEAD: Do you have any ot her

guesti ons?

MR RUDEN |'ve got sone.

CHAI RVAN W NSTEAD:  Ckay, Paul .

MR RUDEN. As you m ght inagine.

CHAl RVAN W NSTEAD:  Sur e.

MR, RUDEN: Al though not so many as this
nor ni ng.

MR YOHE Oh, |'mdi sappoi nted.

MR RUDEN: I know you would be, Scott.
Wiile we're on the subject of Delta.com and the
service center, the service center permts the travel
agency, as | understand it, to go into the Delta fare
array and sell any fare that's there. What ki nd of
managenent tools does it provide other than the
capacity to just book sonebody and put it in a credit
card?

MR YOHE: At this point, | don't believe
that we provide any of those back office tools.

MR RUDEN. So, it's really the functiona
equi valent of the front end of, pick one, Travelocity,
Expedi a?

MR YOHE: Absolutely. Absolutely.

MR RUDEN  Cxay.

MR YCOHE: As |'ve admtted earlier, that
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there are limtations, and enhancenents, | think, are
to cone.

MR RUDEN: Ckay. On the subject of
fairness and fares and the regard that Delta says it
has for travel agencies as a continuing conponent of
their distribution conplex, all of your direct
distribution has a cost associated with it. It may
be, and it varies depending upon whether it's direct
over the tel ephone or direct at your online site. But
there are costs of distribution that Delta incurs when
it sells direct.

And in sonme sense perhaps, you also have
sone costs of distribution associated, internal costs
associated with dealing with external distributors
like the online agencies and certain traditional
agencies. Do you agree with that?

MR YOHE: Correct.

MR RUDEN. Ckay. And all those costs are
reflected in Delta's fares. They have to be.

MR YOHE: As far as variable cost, yes
they're in there.

MR RUDEN Wll, the system that's
devel oped so far, talking about today, |eaves the
travel agent in a situation where you having unbundl ed

him as you described it, you ve unbundled him by
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saying we're not going to pay you any base conm ssion
anynor e. You can still sell everything that we have
to sell, but you now, in order to get paid, are going
to have to mark it up. W may pay you sonething back
for noving sone share to us but in terns of the basic
fundanmental transaction, the only way the agent gets
paid is by adding to that price his distribution
costs, his own internal costs and hopefully sone
return for profit.

So, |I'm asking you the question that |
posed at the first hearing, whether that system well,
an alternative to doing it that way, to putting the
agent in a position of being in the consuner's eyes,
the apparently highest price no matter what because
he's got to add on to the sanme price that you're
offering that consumer over the phone. You could take
your distribution cost, internal distribution cost out
of your price, create a wholesale retail kind of
arrangenent in which you would still, because if your
internal price of distribution was less, you' d stil
have a low price at that distribution point or that
channel if you prefer.

And each channel would then be adding its
owmn cost and whatever return it seeks to make on a

whol esal e type price. Is there a Delta position on
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the question whether that is not a better system in
terns of maintaining all the distribution channels in
a fair chance to conpete based on their own costs?

MR YOHE: Well, first of all, I wouldn't
necessarily agree that that, you know, we are not
payi ng something for that distribution. And we are
hel ping that agent in ternms of, you know, making the
sale and delivering the product to his custoner by
payi ng sone of their fixed cost, i.e., the GS fee, in
sone cases the credit card fee. That's very unusual
for nost retailers.

As to whether or not we would evolve to a

system where down the |ine whatever cost savings are

associated or passed down, | think ultimately, you
could evolve to that. I'mnot going to say here today
that, you know, |I'm going to advocate, you know, that

kind of worl d. But I think what we're finding is and
it's certainly true with nmany, many, mnany CcONSuUmers
reflect about the fact that, you know, travel agents
provide 67 percent of our revenue, there are people
like ne out there who go to a travel agent because
I'm you know, technically challenged and don't use
the internet.

So, they're providing a service just |ike

ny broker who | wused to sell ny stock. He has
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experti se. He has experi ence. He has know edge, and
it's a convenience that | want. And so, I'mwlling
to pay for it. | think the market, as based on what
|'ve seen of the testinony provided, is that they're
going to continue to be a huge market for travel
agents for those kinds of purchasers.

MR RUDEN. You led kind of into where |
was going to start by saying that Delta is paying
travel agents' costs and you're saying you' re paying
their costs by paying their CRS fees. And you' ve said
you're paying their merchant fees, and | agree wth
you that nost retailers are in a different situation.

But isn't it true that nost retailers aren't agents
the way travel agents are? And travel agents don't
have any inventory risk in your inventory.

So, I'm wondering why it is you are so
confortable saying that the nerchant fee is sonehow
their cost that you are, you used the word subsidize
t hr oughout your testinony. And subsidize inplies |
really shouldn't be paying this but I'm doing it to
achi eve sone soci al good.

MR YOHE: No. You know, rmaybe it's a
little pejorative. Sorry if it disturbs you.

MR RUDEN. It just puzzled ne. |'m hard

to disturb these days.
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MR YOHE: But when you as a supplier pay

for the cost associated with sonebody else to deliver
your product to the <consuner, | think that's a
subsidy. And hey, it's an appropriate subsidy in the
system that we have. And |I'm not conplaining about
it. In fact, I'm paying it because | think they're
providing an inportant service to Delta Airlines.

Wuld | rather not pay it? Yes, and I
woul d support some of what you heard earlier in terns
of changes that would enable there to be conpetition
between the CRS vendors so that those costs would go
down and 1'd end up not having to pay that "subsidy"
to the tune of $390 nillion dollars a year.

MR RUDEN: Vell, even if it went down,
you'l'l still be paying something for it.

MR YOHE: Sur e. Just as you, when you
pay a transaction fee in the case of Obitz.

MR RUDEN Ckay. So, in Delta's
corporate mnd, if you will, the view is that all of
those costs are attributable sonehow to travel
agenci es even though they don't create those costs?

MR YOHE: No.

MR RUDEN And that it is in a sense
i nappropriate for you to have to pay then?

MR YOHE: No. They are costs associ ated
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with distributing the product to the consuner fromthe
suppl i er through the internediary. And the
internediary in nobst businesses assunmes those costs.
In our industry, they do not. The supplier assunes

t hose costs.

MR LAWSON: | think the reason that they
assune those costs, if | mght interject, is there's
not a wholesale retail scenario that is at work. In

other words, normally in a retail outlet, the goods or
services are sold at a wholesale to the distributor
who then sells them at whatever efficiency that they
can. So, there is the dramatic difference.

In other words, the credit card charges
woul d be yours whether they call the res center, go to
your city ticket office or go to Obitz or anyone
el se. It's just another way of doing business. I
think probably the question would be, if | mght,
would you entertain then in the distribution system
what mght be the level playing field, if you had a
whol esal e retail, | think Rosenbluth's Travel advanced
that where the airlines put its cost in and said, gee,
our res center costs so much, our retail distribution
because no one wants to be subsi di zed.

MR YOHE: Absolutely. And again, | would

apol ogi ze if that word rubbed the wong way.
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VR, LAWEON: Subsi di ze al ways, t hat

bot hers ne.

MR YOHE: Let's say support, okay. But
yes, absolutely. You enter into those arrangenents,
you do it today where those <costs through the
internediary are picked up or rebated back or whatever
because of the fact that, you know, you want to do
busi ness with that particular entity in that way.

DR M TCHELL: May | ask one follow up?
Regardl ess of who the seller is to the consuner, do
those costs not have to be there ultimately to get to
the consunmer? And if so, does not the consuner absorb
those costs in the cost of the ticket and it's going
to happen at any place whether it comes directly from
a Delta reservation person, though | certainly
understand that there may be sone cost efficiencies
with some inprovenents in the distribution.

MR YCOHE Ri ght . And Dr. Mtchell,
you're absolutely right. Even, you know, wth
Delta.com there are costs associated with that which
are --

DR M TCHELL: And so the customer --

MR YCHE Presumably reflected in the
price which the consuner is paying. And so, the point

here is that we wanted through technology and other
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things, we're driving that price down so that
ultimately to the end use of the consumer, they're
getting the |owest possible price. And that's the
magi ¢ of what's going on right now

DR M TCHELL: Wien the comm ssions were
reduced to zero, do you have any data on how much
savings then went to the custoner in ticket prices?

MR YOHE: No. That took place in March.
| nmean, | can, you know, | can tell you what the
savings were to Delta but as | pointed out, we're --

DR M TCHELL.: I was asking about the
savings to the consuner.

MR YOHE: To the consuner?

DR M TCHELL: Since you all didn't have
to pay us any.

MR YOHE: Vell, the consumer is doing
very well right, if you ve |ooked at the prices of
transportation lately, and you can |ook at our P&L's
and discern that rather quickly. So, | think the
consuner is winning by any stretch of the inmagination.

DR M TCHELL.: And | don't think any
busi ness shoul d | ose.

MR YOHE: Nor do we. W are a publicly
traded conpany. W do have a responsibility to --

DR MTCHELL: |I'ma privately owned and I
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don't want to | ose --
MR YCOHE To make noney and return

sonething to our shareholders. And we're going to get

back there.

CHAI RVAN W NSTEAD: But Scott, you would
get that information from the April cutoff of the
conm ssions, you would get that data? | know in terns
of the --

MR YOHE: Well, because --

CHAl RVAN W NSTEAD: Because savings to the
consuner is hard to count.

MR YOHE  Yes.

CHAI RVAN W NSTEAD: But in terns of the
i mpact to Delta.

MR YOHE: O what the savings to Delta?

CHAl RVAN W NSTEAD:  Yes. Yes.

MR YOHE Vell, | can tell you, we have
said, Wall Street and others, the savings for Delta is
about $150 million dollars a year.

CHAI RVAN W NSTEAD:  Just on the conm ssion
cuts?

MR  YOHE Correct. Point of base
conmi ssi ons system

MR RUDEN. That's net of anything you say

you may be paying back in the formof incentives.
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MR YOHE: That's what we anticipate it's

goi ng to be, yes.
MR RUDEN. The net?
MR YOHE: Correct.
MR RUDEN |'ve only got

| want to ask you, M. Yohe. You s

two ot her things

ay on page 9 of

your testinony that travel agents may choose not to

take advantage of your Delta online

And |'m quoting, "because they prefer

service center.

torely on their

| egacy high-cost GDS conputer systens for booking

tickets."

Wiy would they prefer that given the way

you characterize it?

MR  YOHE: Because the |egacy system may

have other things that we don't provide in ternms of

the of fering.
MR RUDEN: So, as a

usef ul ?

tool, it's nore

MR YOHE: Yes. I mean, we're talking

about web fares here.

MR RUDEN. R ght.

MR YOHE: Cay. And Delta.com that's

really what it does, it provides web

fares. And so,

obviously, the legacy systens are a different tool

that provide different products.
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MR RUDEN. And different capabilities?

MR YCOHE And different capabilities,
absolutely, I've admtted that.

MR RUDEN. Al right. Then, finally, on
page 13 of your testinony, you again, you draw a
paral l el distinction to the cost issue we were talking
about a mnute ago when you say that some of the
things travel agents do are services they render to
their custoner, not to the airlines, such as
researching alternatives, planning, providing travel
managenent services, expertise and all the rest. And
| here that's a lot, that this is a new discovery that
travel agents do these things for custoners and not
for airlines.

Has Delta done a study of the extent to
which the availability of those kinds of services are
decisive in the mnds of consuners choosi ng whether or
not to fly?

MR YOHE: That's a good question. I

don't know the short answer, Paul, if we have any
st udi es. But 1'd be happy to take that one under
advi senment and if we have sonething to offer, 1'Il be

happy to provide it in witing.
MR. RUDEN. Because | think you'd agree to

the extent that there is a connection between this

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

116

availability of all of these types of services which
have been available to consumers for a very long tine
and to which, and if it is true that in sonme cases,
perhaps nmany cases, those availabilities are really
deci si ve. You are running some risk if you were to
danmage the capacity of travel agents to deliver all
that, sone risk that the demand for your basic product
will be inpaired along with the demand for everybody
el se.

MR YOHE: | think that's fair. And |
think that what you just have articulated is the value
proposition for travel agents. Just like in Delta's
pricing schene in the value proposition for that sane
person is that when he calls up at 12:30 and says |
want to fly to Atlanta at 3:00 o'clock, we've got a
seat for him And we're holding the inventory open
and he's going to pay a premum associated with that.
If we don't have it, then obviously we change the
demand curve, sane with travel agents.

MR RUDEN: Ckay. And, all right, 1"l
just stop right there then. Thank you very nuch.

CHAl RVAN W NSTEAD:  Thank you, Paul. Are
there any other questions? For your indulgence, we
would like to take up WrldSpan and then break for

l unch. Scott, thanks again.
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MR YOHE: Sure.

CHAl RVAN W NSTEAD: And |I'm sure there
will be followp questions but we'll get them to you
in witing.

MR YOHE I'd be happy to provide
anything in witing that you m ght need.

CHAl RVAN W NSTEAD:  Thank you very much.

MR YOHE: Thank you. | enjoyed it.

CHAI RVAN W NSTEAD: Paul , could you cone
on up please? Thanks. W're going to just continue
here and plan to break as soon as Wrl dSpan concl udes
and then we'll cone back after [|unch. Paul , thanks
for joining us.

MR, BLACKNEY: Thank you very nmuch. On
behalf of all mnmy colleagues at WrldSpan, | am
delighted to be able to talk to the Conm ssion. My
opening remarks are neither witten nor |ong.

To use a reptilian analogy to either being
the dragon or the dinosaur, | would like to point out
just a couple of uniquenesses about WrldSpan. W're
in the wunique position in the travel distribution
chai n. W provide services to about 20,000 travel
agenci es worl dwi de. W process nore than 50 percent
of t he online transacti ons, t he e- commer ce

transactions in travel on a worldw de basis being the
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engine involved wth Expedia, Obitz and Priceline as
wel | as numerous other web entities.

W provide hosting of web service to
nunerous airlines. But one thing we are not is a
direct-to-consuner entity. W are not involved with
our own presence in selling travel to consuners. W
are not an aggregator of travel products in the
nmer chant nodel as sone of our conpetitors are starting
to be. And we are not a vertical integrator of the
di stribution of travel.

W do not own travel agencies. W do not
conpete with any of the fornms of distribution wth
travel . And that's because we have the unique
perspective as a result of where we are. W focus on
serving custoner choice. W focus on value for price.

VW believe we've been a technol ogi cal innovator over
the years, taking a nunber of risks which has resulted
in the marketplace position change that Wrl dSpan has
enjoyed in the last three years, becom ng the second
largest GDS in the marketplace as the way in which
travel as distributed has changed.

For nore than 30 years, | was a Chicagoan

[''m an Atlantan now. But one of the maxins that we
use at WirldSpan, and this was coined before political

correctness, but it was done by the great nerchandi ser
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urn of the

previous century when he said, "Gve the |ady what she

wants. " And our view of WrldSpan is
facilitate the bringing together of the
sellers of travel through el ectronic neans.

Havi ng said that, we also real

we want to

buyers and

ze that, we

believe that the distribution nodel is broken. The

system is not necessarily broken, but
econom cs behind it are. And as a result
are prepared to take a very strong | ook at
that we do, the value in those servic

provide, to whomthat value -- and is that

per haps the
of that, we

ever yt hi ng
es that we

appropriate

in 2002 and beyond as it nmay have been appropriate in

1985 or 1995 or what ever.

And | think with that, | wll end ny

remar ks. "Il be happy to address any questions the

Comm ssi on wants to ask ne.

CHAl RVAN W NSTEAD: vel |, Paul , I
appreciate it. And we did get your testinony in
advance. | think everybody has had the opportunity to

reviewit.

You nmentioned that, you know, this new

busi ness nodel that you're working on, th

of anticipation in your testinony about

ere's a lot

the current

situation being broke and you' re developing new
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nodel s. How is that going to actually inpact or
change in ternms of booking fees and accessibility to
the travel agent?

MR BLACKNEY: Well, | wish I could answer
that question directly right now, and we are kind of
in a listen node at this nonent in tine talking with
suppliers of travel. That's airlines and all the
ot her services that are sold through the Wrl dSpan &GS
such as «cars, hotels, ~cruises, tours and other
ancillary travel related products. W' re talking to
distributors of all types, the online distributors,
the brick and nortar distributors, traditional trave
agencies, and entities who at this point in tine may
not be distributors of travel but are likely to becone
distributors of travel at sone point in the future.

After we've gone through this |isten node,
I think we wll then apply to a nunber of
possibilities that we're |ooking at. But one of the
things that you hear talked about a lot and if you
listen to a lot of what was said this norning, you
hear a |ot about people talking about changing the
size of the slices of the distribution pie. And |
think that there is a fundanental thing happening
right now where at least on the part of suppliers,

they don't want to change the size of the slices of
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the pie, they want to shrink the pie.

And | think where you have an entity in
the chain of distribution that clearly believes that
price outpaces value, that it is incunbent on us as
WrldSpan and | can't speak for an industry, 1'll
speak for a conpany, but it becones incunbent on us to
make sure that we provide value for the services that
we produce that is comensurate with the price. And
that's what will cone out of this.

CHAI RVAN W NSTEAD:  And when will this be

conpl et ed?

MR BLACKNEY: Wll, we clearly hope to
have it conpleted by late sumer, early fall. But a
ot of that will have to do with what we hear as we

talk to people and do it in an organized way.
Frankly, one of the ones that | failed to nention that
we will talk to is also consuners because there are
ot her nodels, particularly other online nodels for the
purchase of goods in an online environment where the
cost of the distribution of those goods is borne
differently than it's borne in the cost of the
di stribution of goods purchased online in the travel
channel .

CHAI RVAN W NSTEAD: Can | turn to the

panel for questions? Ted?
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MR LAWSON: Yes, Paul . ['"minterested in

your new vision or pricing. What is your makeup of,
how many, what's your percentage of small independent
travel agencies that have Wrl dSpan currently?

MR BLACKNEY: Percentage of then® It
probably, | guess |I'd have to ask the unit of neasure,
but I guess if you looked in terns of volunmes of
transactions, they probably represent 30 percent or so
of our transactional vol une.

MR LAWSON How does that relate to
Expedia, Obitz and Priceline?

MR BLACKNEY: Qur online channels
represent roughly 50 percent of our vol une.

MR LAWEON: Ckay. So, you're really
sl anted towards e-commerce?

MR BLACKNEY: W aren't slanted toward e-
commerce. W're slanted toward the ways in which the
consuner chooses to buy travel. | think, you know,
certainly in WrldSpan's history as a conpany and ny
history in this industry, ny view of the travel agent
and the inportance that they play, have played and
continue to play and will continue to play in the
future in the distribution of travel is totally clear

And | kind of take a, alnost chuckle in sonme respects

when you tal k about small travel agents.
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| don't think this is an issue with snall
and large. | think the issue is what services do the
travel agents provide; and whether you're a snal
travel agent or a large travel agent, what you do is
you are an order taker that takes information over a
tel ephone and just fulfills a sinple order. That is
sonething that is very easily replaced by mechanica
neans.

To the extent that the travel agent
provi des counseling services, they provide expertise

and inportantly they provide confort in what 1is

particul arly in a post-9/11 envi ronnent, not
necessarily the nost confortable environment, | think
there is a real value in that. And they will continue

to have that val ue.

CHAl RVAN W NSTEAD: Al right. Yes,
Joyce?

M5. ROUGE: M. Blackney, 50 percent of

online travel, can you explain that dom nance that you

have? | nean, how did that cone about?
MR BLACKNEY: Sure. W're no one's
conpetitor. Very sinple. If you go back early on,

the first of the online entities that did business
with WrldSpan was Expedia and we were fortunate to

win that business. Priceline was next and we were
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fortunate to win that business. Obitz was next in
terns of the large ones, we won that business as well.

But we don't run at Travelocity. So, we
are not in conpetition with Expedia or Obitz or
Priceline or any other entity that uses WrldSpan as
the engine to work that. Just as we run hosting
systens for multiple conpeting airlines including sone
of our owners, just as we run web systens for nultiple
conpeting entities, so |I think we've gotten into that
position (a) by being clearly positioned as being no
one's conpetitor, and secondly, we got into that
position by proving we can do it.

If you look at the phenonenal experience
of the growh of Obitz over the course of the past
year, on Day One, they were doing zero. Today, by the
testinony | heard, they are at an equivalent wth
Travel ocity and Expedi a. It takes a certain |evel of
expertise to gear up to handling those kinds of itens
and we have a | ot of experience in doing that.

M5. ROUGE: How does it break down within
that 50 percent of |ike Expedia or Obitz or the
online, the airline websites?

MR BLACKNEY: Well, that doesn't include
t he websites.

M5. ROUGE: (kay. That's separate.
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MR. BLACKNEY: The airline websites, we

mark that under a different |line of business. But in
terns of the distribution business, the neutra
distribution business, if you will, the big three are
obviously the larger percentage of our 50 percent.
But we have some 80 websites around the world that are
engi ned by Worl dSpan. And they continue to grow as
t he phenonena of the adoption of the internet and e-
commerce as a way of doing business expands to other
parts of the world.

M5. ROUCE: Can you break down Expedia's

and Priceline's and Obitz'?

MR, BLACKNEY: I"d just go with what have
been said earlier. | like to stay away from specific
custormer information but I think it's fair to

characterize them as being reasonably equal in size.

DR M TCHELL.: How do you view your
current position of being denonized by several other
sources? And how would you respond to that in the
mar ket pl ace in how you fit and how you plan to nove in
the future which you' ve already alluded to?

MR BLACKNEY: | guess |'m used to being
denoni zed, so that's --

DR M TCHELL: Do you think it's fair?

MR BLACKNEY: It doesn't nmtter whether
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it's fair or not, it's real. And you have to deal
with the reality of what's out there and you have to
be practical about it. W have never shied away from
conpetition and by not shying away from conpetition,
think we've been able to positively affect our market
position particularly in the last three or four years.

If there are entities out there be it ones
in the roomor ones that are not in the roomthat want
to get into the GDS business, they're, you know,
they're welconme to do that and we're welconme to
conpete with them Qur technology is dinosaur. Qur
systens are not out of date. W provide a very facile
system across a wide variety of products that serves
t he needs of consumers, of distributors and suppliers.

W may not have done the best job in the
worl d of denonstrating the value in the course of the
|ast years of the industry but | think that wll
change.

CHAl RVAN W NSTEAD:  Any Conmi ssi oners have
any questions?

MR MJURPHY: Yes. Earlier this norning,
we heard Obitz' statenment that their nunber one
suggestion was to change the relationship between the
CRS's and the travel agents through the contracts by

prohi biting productivity pricing, by  shortening
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contract terns, by preventing overlap of multiple
contract termnms, barring |iquidated damages and simlar
nmeasures. Do you have any conmment on that?

MR BLACKNEY: Oh, | guess ny only comment
woul d be, is that in the current rule-making, | think
we've been clear that we believe the best rules are no
rules. And no rules neans no rules, so that if there
are no rules, then we should be free to enter into
contract negotiations with business partners on equal
terns and negotiate the kinds of contracts that we
want to negoti ate. If those are long-term contracts
or those are contracts that have incentives or those
are contracts that have overlaps or whatever, as |ong
as they're entered into freely between the parties, we
ought to be able to do themto the extent that there
are no rul es.

If there are rules, and as | said we're
clearly on record that they should be done away wth
or suspended for two years --

MR MURPHY" I think it's a good
assunption there will be sone rules.

MR BLACKNEY: | suspect there wll be
Then, 1 think you have to be very careful about how
you deal wth the dynamcs of the marketplace by

saying this practice is okay, this practice is not
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okay because they have a way of distorting what the
end result is. | don't think in 1984 when the rules
were first promul gated that anyone would have
envi sioned the discussion that took place today as it
surrounds the pricing policies of the GOS s worl dw de
and the power that theoretically we have and what it's
done to prices.

So, |I'd be very careful what woul d happen
with rules on a forward-going basis. | think the
mar ket has denonstrated, you know, in the 250 years in
the history of this country that a free market system
works pretty well. But that neans it's got to be
free.

MR MJRPHY: And secondly, wth your
announcenent today that you're going to evaluate new
pricing strategies and that the current industry nodel
is broken, do you envision we're going to see nore
conpetition in the future or in the CRS booking fees?

MR BLACKNEY: | think there's always been
conpetition. W have a very responsive, | believe,
pricing system that exists today that results in
varying prices depending on the type of transactions
that take place and the anount of work that Wrl dSpan
has to do in delivering those transactions. I think

that it would be very beneficial to everyone invol ved
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in the chain of distribution including WrldSpan if we
were to be increasingly flexible and able to address
value for service provided to the entity to whom that
val ue accrues.

MR MJRPHY: Well, to the extent that the
re-evaluation led to even nore price conpetition for
CRS booking fees. W saw earlier the graph show ng
the fees, the GDS fees going up while the conm ssions
were going down. Do you think it's possible that the
GS fees will begin to nove downward with the new
prici ng nodel ?

MR, BLACKNEY: It depends on how you
define GDS fees. It's back to ny anal ogy about the
pie and changing the size of the slices of the pie.
In terms of changing the size of the slices, those
slices mght change. | think a fundamental piece of
the discussion is how big is the pie. And as long as
you have one set of entities, in this case the
suppliers in the distribution chain that believe that
the pie is too big largely because the perception is,
whether it's reality or perception, | don't want to
argue, but the perception is that the size of the pie
is determined only by the supplier, and that,
therefore, the slices of that pie, the discussion of

how big they are is not rel evant.
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Then | think we have to |look very
carefully at our sources of revenue and nake sure that
our revenue sources are in line wth the value we
create. And frankly, and |I've said this in interviews
and so forth, we need to deconpose all the things that
we do and |l ook at them from a val ue perspective. And
frankly, if we do things today that no one is wlling
to pay for, we should stop doing it.

MR MJURPHY: Thank you.

CHAl RVAN W NSTEAD: Paul, let ne ask you
you know, this analysis, you re going through this new
business plan and the coment about the industry's
outgrown pricing nmechani sm | nean, as soneone who's
not been in the industry before and the comrents about
the CRS and GDS fees, if you |look at what's happened
since 9/11 and Delta's actions that they just
mentioned in terns of commssion, we certainly have
seen a huge attrition. W started of a hearing in
Washi ngton seeing an 18 percent reduction in travel
agents. And yet they're delivering 70 percent or
t hrough, large and snall.

Do you think that your reconfiguring a
busi ness nodel in pricing of your fees will in fact
bring them wll enable even the smaller ones to cone

back in and be conpetitive on the airline?
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VR BLACKNEY: | t hi nk, agai n, I

personally shy away from the snall and large
conparison because | don't think it's particularly the
valid one. It's what does the travel agent provide in
terns of services. And if the services that they're
providing are basically rote, nechanical, order-taking
type services, | don't see anything that would change
in GS pricing that's really going to change that.

In a previous life, in alnost ten years

ago, | addressed a travel agency group and said you
need to be very careful if you value yourself on
witing tickets because they're going to go away. |If

you value yourself as a gatekeeper of information
because it's going to beconme ubiquitous or iif you
val ue yourself by making reservations because that's
going to becone nechanized. And | think those things
all stand true today.

And so, | don't think that pricing per se
is going to bring or take anybody else in or out of
the market. It's what value that they provide and is
it the way that the consunmer wants to buy travel. I
don't think there's going to be one w nner and eight
losers. | think that you're going to see the size of
the pieces of, or the selection of distribution change

as the consuner decides which way they want to buy
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travel

WrldSpan's goal is to make sure that
we're involved in all those ways.

CHAl RVAN W NSTEAD:  Paul, | think you, do
you have a question?

MR RUDEN: Yes.

MR BLACKNEY: Wy does that not surprise
me?

MR RUDEN: I wll try as wusual, as
al ways, to be brief. The conplaints about CRS narket
power and excessive booking fees are not new, as you
know. They've been around for many, nmany years. And
wi thout getting into the question of how long I|'ve
been around or how |long you've been around which we
di scussed at the last hearing, why did it take so |ong
for CRS decision nmakers to nmake the decision to start
negoti ating about fees with at |east the big agencies?

MR BLACKNEY: Vell, | guess | make two
comments on that. | don't know whether it took so
long is the right answer, but whether it took too |ong
or it didn't take too long, the reality is we are here
today and you can only do change on a forward-going
basi s. Now, in ny 20-20 hindsight mrror, should we
have done this at some point in the past? Wuo knows.

But | can only change what we do from this point
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f orwar d

MR RUDEN: I know you're not going to
tell us today the details of these various pricing
options. But I'msure you know that the press rel ease
you'd put out has struck terror in the hearts of a |ot
of people because it inplies, if it doesn't say, that
CRS booking fees are com ng your way to small business
people who say |'ve already had ny revenue stream
destroyed by the continuous reduction in comm ssions
to the zero | evel today.

I'm out in the marketplace trying to
charge fees, trying to negotiate ny way through this
set of different systens that the airlines have
created, one of which offers the consumer frequently

prices that are hundreds of dollars below the price

that | am being given to sell, even though I'm their
agent. And then, now, they are asking the question,
how can | function recognizing all the talk about

value of service if we are now going to have the next
shoe drop which is travel agents, you get the CRS fees
on your books and you can pass those on to consuners
and try to explain to themwhy it is that the cost of
buyi ng through travel agents keeps going up and up and
up while distribution expenses on airline books go

down.
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Because that's what you're essentially
doing, you're just taking stuff off one set of books
and passing it on to consuners through sonebody else's
set of books. |Is that where we're going in your view?

MR BLACKNEY: Vell, no. | think for
soneone to read into what we said about |ooking at
pricing that the answer was already drawn is in error

And as you know, we are in a listen node and one of
the folks we're going to be listening to is you on
Fri day. And so, you know, we don't have a foregone
conclusion on this other than the fact that the
realization is whether you like this statenent or not,
there is a significant portion of the chain of
di stribution, that being the suppliers.

And |I'm very careful to use the word
suppliers and not the world airlines although I
realize this is a commssion on airline information.
But this level of concern goes beyond the airline
i ndustry, goes to the suppliers. And the concern is
that there is the perception that all the costs of
this are borne by them and all the value isn't
necessarily theirs.

Now, you can read that as that costs are,
you know, booking fees are comng at travel agents,

you can read that they're comng at consuners. You
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can read all kinds of different things about it, or
that we're going to nake the whole system nore
efficient and take cost out of it. | can't give you
the definitive answer to this yet.

MR RUDEN. Let nme run through real quick
just sonme factual things that |I'm not clear about in
your testinmony. On page 4 at the top, you tal k about
that WrldSpan has structured fees according to
specific market segnents. Now, there's a CRS rule
that says no fee discrimnation. You have to charge
the sanme fees for the sane service to each airline.

MR BLACKNEY: That's correct.

MR RUDEN: So, this refers to sonething
el se obvi ously.

MR BLACKNEY: That is absolutely correct.

Ilt's a way in which the system is utilized. The
amount of sharing that takes place, the types of
transactions that takes place, <carriers have or
suppliers have the choice of various |evels of
conmuni cation technologies that they can choose to
enploy in how they communicate with the system and so
forth. And those things can vary prices.

MR RUDEN: Further down the page, you
say, "Gowh has been necessitated,” and this is, |

guess, growh in costs, CRS cost, "necessitated to
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support t he suppliers' sophi sti cat ed revenue
managenent systens."

What is that about?

MR BLACKNEY: Well, roughly, in excess of
40 percent of all the developnent that we do as
WrldSpan is to neet the needs of suppliers, whether
they're industry requirenents, governnent nandates or
what ever it happens to be, sone 40 percent of what we
do. But revenue nanagenent systens have becone very
sophisticated in the last few years and if you were to
go back seven or eight years ago, things like married
segnents didn't exist.

You would sell segnment from A to B and B
to C and the price would be, you know, the A to C
price. But there are carriers that don't want you
taking it Ato B and B to C They only want you to
take it if they want it to be sold that way, and we
have the systens and the sophistication that nake that
happen.

One interesting statistic that | had
pul l ed together for this, one of the nmeasures of what
we do with the conplexity of our transactions is in a
neasure called MPS And MPS is mllions of
instructions per second, and that's the length of the

conputer prograns that we have to go through to
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process a transaction. The path 1links of our
transactions from 1996 through My 15" of this vyear
has gone up by 56.2 percent.

The conplexity of the transactions that we
process in order to facilitate shopping, low fare
searching, availability searching, conmunicating in
real tinme with 20 carriers in order to put up an
availability display and so forth has caused the
compound growh rate to be 56 percent in the
conplexity of transactions. So, welcone to our
busi ness.

MR, RUDEN: Dr. Mtchell said you were
bei ng denoni zed and, not by her but in general. And
from what | hear, Obitz intends to have an exorcism
because they're saying that not too far down the road,
they're going to what they call this direct connect
thing where they're going to cut you, your conpany out
of the picture. How, then, in that environment will
t hose ki nds of functions get perforned and integrated?

MR BLACKNEY: You'd have to ask Obitz
how they plan to perform and integrate those things
And on a general level, this industry tends to talk
about, | nean the travel industry in whole but also
the technical part of it in particular, tends to talk

about very conplicated situations, very conplicated
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transactions in relatively sinplistic terns. And it's
reasonabl e --

MR RUDEN:. Sonetines some of us can only
understand it that way.

MR, BLACKNEY: Vell, sone of us aren't
really technicians but have had to becone that way.
But it's one thing to hook up, you know, direct
connects to five or ten or 15 or 40 or whatever
nunber. It's another thing to do it and to nanage it
and to make it efficient to 520 sonme airlines
worl dwi de who vary in technical sophistication and
capabilities from you know, the space age to
somet hi ng that approaches two cans and a string.

And, you know, we provide a plethora of
integration services in the way we do this across a
nunber of products. |f soneone wants to get into this
mar ket place and conpete with us on that, we're
wel conme to have that happen.

MR RUDEN: In the same paragraph, you
refer to a shift to online bookings, and there is
certainly a lot of data to support the fact that
that's happening, requires nore conmputer resource
i ntensi ve shopping or perhaps that's the result of the
shift.

Is that one of the things that drives
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t hese nessage |inks and these other things that you're
t al ki ng about ?

MR BLACKNEY: It doesn't necessarily
drive the nessage link although it does in sonme extent
but it certainly drives the nunmber of nessages. I
don't think there's any surprise in the statement to
you or to Dr. Mtchell or to M. Lawson that the

travel agent is a nmuch nore efficient wuser of

information technology relative to travel, and |I'm
sorry, Maryles, to you as well, to the wuser of
information of travel than the consuner is. And

general ly speaking, you aren't on the system at 2:00
o' clock in the norning because you can't sleep surfing
for prices across multiple sites. There are a |ot of
consunmers who do exactly that.

MR RUDEN. Well, you go on down this page
and you talk about other types of costs that have to
be covered by sonebody including non-travel e-commerce
conpani es that have entered the online nmarket and so
forth. Are all of those costs that you incur, that
Worl dSpan incurs, being covered by CRS booking fees
t oday?

MR BLACKNEY: No, we have other sources
of revenue. W charge technol ogy service fees in sone

cases. W provide hosting services to carriers that
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are not covered by booking fees and a nunber of other
t hi ngs. The vast mmjority of our revenue does cone
from CRS booking fees but not all.

MR RUDEN. A lot of the things you tal ked
about though are not driven by travel agents, it seens
tonme if I'"'munderstanding this right.

MR BLACKNEY: A lot aren't and a lot are.

MR RUDEN: Yes. But if a significant
portion of those costs that you describe as having
been necessary over tine to keep up with what airlines
are asking for, for exanple, married segnments being
one of them perhaps, nany exanples, those are not
travel agent driven. In a sense, they're not even
consuner driven. They're supplier driven.

MR BLACKNEY: Those particular ones
aren't. Mny of the others are.

MR RUDEN: | understand that there are
ot hers, yes.

MR BLACKNEY: Right.

MR RUDEN That raises a difficult
question though about how you're starting to |ook at
this transparency issue of aligning cost with value
You' ve got to be very precise, don't you, about who is
driving the cost.

MR, BLACKNEY: Ch, we have to be very
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preci se about what the services we provide are, what
the costs of those services are by neking a
determ nation, you know, where the appropriate costs
for those services lie. And as | said earlier, if we
find we do things that nobody wants to pay for, then
maybe we should just stop doing it.

MR RUDEN: Cay. On page 5 of your
testinony about three quarters of the way down, you
address the question of a new entrant and it now turns
out we nmay have one, at least an aspirant to entry
whi ch would be the first one in a long time. Obitz,
they seemto be saying here the exact opposite of what
Worl dSpan is saying. And WrldSpan is Obitz' engine
ri ght now.

Wiy are they, the alter ego of the five
| argest airlines, wong about this?

MR BLACKNEY: Different people have
different views and that's what conpetition does. | f
there is a new entrant in the CRS nmarketplace, then
there will be a new entrant and we will conpete wth
t hem And if there's nore than one new entrant
because |I'm not sure that they're the only ones who
would like to be in this business, and if there are
nore than one, then it's incunbent on us and the

others still have to decide what they want to do but
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it's incunbent on us to conpete with them and to
conpete effectively and innovatively.

And | think we've done that. And | think
we've shown that particularly over the last three or
four years.

MR RUDEN. Do you have a way to solve the
conundrum that M. Yohe and | were talking about of
figuring out who actually gets value of a particular

service, who is it for and what are the stimulative

consequences - -

MR BLACKNEY: Ask me that in about
another 90 days and I'Il tell you whether | can answer
that directly or not or to what extent | can answer

it.

MR RUDEN: Al right. Today, you don't
have the answer to that?

MR, BLACKNEY: Today, | can clearly pick
out sone things that are of value to travel agents and
others that are of value to the suppliers. But it's a
very conplicated system And when | say system |
don't just nmean the conputer system | nmean the way
in which travel is distributed.

MR RUDEN: Al right. Thank you very
much.

MR, BLACKNEY: Thank you.
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MR RUDEN: That's all ny questions.

CHAl RVAN W NSTEAD:  Paul, thank you. Are
there any other pressing questions? Geat. | really
appreci ate you spending --

MR, BLACKNEY: It's always fun to be the
| ast one before lunch. | apol ogi ze.

CHAI RVAN W NSTEAD: If 1 could just have,
there are a bunch of after-lunch, we're going to cone
back at 2:00 o'clock and resune but can | have any of
the travel agents that are signed up for this
afternoon that have travel plans that would be
pressing at 3:00 o'clock or after? Cone up and just
et us know. Now, we'll be back here at 2:00 o'clock
to resune the hearing. Thank you.

(Whereupon, a lunch recess was taken at
1:15 p.m to resune at 2:00 p.m)

CHAI RVAN W NSTEAD: Thank you for com ng
back. I"'m sorry we were a little late in getting
started here. United Airlines has left testinony with
us. Unfortunately, they needed to, the executive
needed to head back, Geg Taylor. And he's going to
participate in a hearing later this nonth in lieu
thereof. But we do have copies of their testinony.

And | did want to get right in this

afternoon because | know we have sone, a nunber of
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peopl e that have flight plans out. But Beau Brindler,
Director of Consumer Web Watch at Consunmer Union and
al so Chuck Bell, Director of Prograns are with us.

So we really appreciate you comng and we
did get your testinony in advance. W appreciate you,
the time you ve taken taking with that and we'd be
happy to summari ze your testinony. |'m sure we had a
| ot of questions.

MR BRINDLER  Sure.

CHAl RVAN W NSTEAD:  Thanks.

MR BRINDLER And just to sort of, | sort
of represent kind of a journalistic function at
Consuner's Union and am here to also speak for Bill
McCGee or you' ve got Bill MGee's testinony. But Bill
is the editor of the Consunmer Reports Travel Letter
and is probably known to sonme of you folks, but he
can't join us today.

So, just briefly, Consumer Reports Travel

Letter is published by Consunmer's Union, a nonprofit,

i ndependent  organi zation founded in 1936. No
Consuner's Uni on publ i cation accepts out si de
advertising or is beholden to any comercial

i nterests. And Consuner Reports Travel Letter does

not engage in marketing relationships of any kind with

outside travel conpanies, accepts no free trips or
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gifts, and nothing published in the Travel Letter can
be used in adverti sing.

O interest, and | think many of you have
copies of it, but of interest, |I think, to you, is the
June, 2002, issue of Consunmer Reports Travel Letter,
which includes the story, "Travel Wbsites You Still
Need to Conpare”, which reflects the extensive testing
that Consuner Reports Travel Letter and Consuner Wb
Watch recently did, anmong the six largest integrated
travel websites. W can get additional copies of
t hose for you who don't have them

It says, "This testing built on the
earlier research that Consunmer Reports Travel Letter
conducted in travel purchasing on-1line. An
exam nation of four integrated travel websites, at
that tinme, which is Cheap Tickets, Expedia, Lowest
Fare and Travelocity."

So, we have that material as well for your
use if you need it.

To our know edge, no other independent and
unbi ased organization has conducted testing of
integrated travel websites or travel agencies that has
been as extensive, in depth and repetitive as the
testing conducted by Consuner Reports Travel Letter.

For the June, 2002 study, Consumer Reports
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Travel Letter and Consumer Web Watch conducted nine
coordinated tests of ten roots at various times of the
day and week. Again, this is of the six ngjors.

Each website was queried 90 tines for a
total of 540 queries. Consuner's Union statistics
staff confirnmed that this was a valid sanpling. And
in addition, Consuner Reports Travel Letter bench
marked all three of its travel di stribution
exam nations by conducting identical and sinmultaneous
tests in a conputer reservation system operated by an
out si de consul tant, New York-based Harrell Associ ates.

At all tinmes, Consunmer Reports Travel
Letter's and Consunmer Wb Witch's interests rests
squarely with the consuner. However, it's clear that
the interest of the consuner is consistent with one of
the twin mandates of this Conmssion, to determne
whether there are inpedinments to the distribution of
schedule and fair information to the traveling public.

Qur exam nations have raised serious
guesti ons about such i npedinents.

In Cctober, 2000, Consuner Reports Trave
Letter cited disturbing evidence of bias in the
integrated travel websites.

In June, 2002, Consuner Reports Travel

Letter stated, "It is fair to say that, even
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overl ooking the issue of ownership, the relationships
between websites and their airline advertising and
marketing partners, have raised reasonable doubts in
both our website studies."

You have copies of the questions that were
raised fromthis research. And just briefly, a couple
of the nore conpelling ones were why did these
integrated travel websites offer such  broadly
different flights and fares as their first offerings
when we submitted identical real tine queries for the
| owest fares on busy, conpetitive, donestic routes?
And why did these integrated travel websites so often
not offer lowest fares that were equal to or |ower
than the fares offered by a regulated conputer
reservation system particularly since nost of these
sites are powered by CRSs?

For exanple, in our June, 2002 study, this
percentage of not neeting or beating the CRS range
from 22 percent for Expedia to 76 percent for One
Travel .

The nore closely we examned integrated
travel websites, the nore perplexed we are by the
quality of the flight and fare information offered by
t hese systens. Clearly, there are great bargains to

be had in these sites. But it's equally clear that
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there is little order in their integrated displays and
that consunmers are not always assured of receiving
conpl ete and honest responses to all queries.

And this is the summary of Bill MGee's
t esti nony.

And let me just very briefly describe what
Consuner Wb Watch is. W are a grant-funded project
of Consunmer's Union, the nonprofit publisher of
Consuner Reports. And we're supported by grants from
a few charitable trusts, John S. & Janes -- Foundation
and the Qpen Society Institute.

Qur roll in this is is that through its
grantors, Consuner Wb Watch funded the Consuner
Reports Travel Letter's latest research in 2002 that
|'ve been talking about. And we also participated in
t hat research, hands on

So, the conclusions reached by the
Consuner Reports Travel Letter are our conclusions as
wel | .

In addition, Consunmer Wb Watch also
comm ssioned a research paper by Harrell Associates, a
leading airline pricing consulting firm in New York
And we' ve provided copies of that to you as well.

You' ve al ready heard many of that reports

concl usi ons. Briefly adding sone additional ones, we
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also think that consunmers can indeed find great
bargains on airline ticket booking sites, but it's
inmportant for themto learn as much as they can about
how the sites work and who their various owners are.

Sites should better separate airline and
ot her advertising from screens of available fares so
the consunmer is not nmanipulated into making a choice
based on strategic placenent of an ad.

Further, fees should be nore clearly
di scl osed earlier in transactions, not at the end.

Concurrent with the publication of the
Travel Letter's research and with the Harrell Report,
we also proposed and published six qguidelines
specifically for airline ticket booking sites.
They're included in the docunents we've provided and

you can also find themat ww. consunerwebwat ch. org.

Thank you for your tine today. "1l now
turn this over to Chuck Bell of Consuner's Union.
He' Il discuss Consuner's Union's position on these

i Ssues.

MR BELL: Qur mssion at Consuner's Union
is to conduct independent tests of products and
services, to inform consuners, their policy nmnakers.
And al so, where necessary, to advocate for consumner

protection.
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And so | conme from the advocacy side of
t he organization. | am the Prograns Director in the
executive office of Consuner's Union.

And we're very pleased that the Conm ssion
is looking into this issue. W think that you have a
maj or opportunity to nake a critical difference in
inmproving the quality of information for consuners in
the traveling public.

And our basic approach to this issue is we
want consunmers to have conplete and unbiased
i nformation in whatever nediumthey choose to shop for
travel services. W think that the integrity and
quality of information on the web and the independence
from conmercial sponsorship is an inportant energing
issue in the 21st century. And we believe, in
general, that nmarkets depend upon the transparent
exchange of accurate information.

And when there is rmanipulation and

distortion and i naccurate infornation, COoNnsuner s
suffer. And the econony, as a whole, may suffer as
wel | .

Beau has just sunmarized the fact that
we've now done two nmmjor studies on integrated air
travel booking sites. W do think there's a lot of

benefits for consuners from these sites and there's
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sonme very good deals out there.

However, we've also reported we' ve seen
di sturbing evidence of bias. In our 2000 study, for
exanple, we found that on Travelocity, advertised
airlines domnated flight |istings. On | owest fare,
many TWA flights wth inconvenient itineraries were
repeatedly listed first. And on all four sites we
| ooked at at that year, certain airlines with viable
itineraries for routes we tested, were not |isted at
all.

And so, we think there's a very inportant
issue relating to the relationships betwen these
integrated travel sites and the airlines and marketing
partners. And that these raise reasonable doubts
whet her consuners are getting a fair, conplete and
unbi ased presentation of fare and schedul e
i nformati on.

W are not alone in this view of being
concerned about display bias. W believe it's widely
shared anong other national, state and |ocal consuner
or gani zati ons. It's shared by nmany independent
researchers, scholars and econom sts. And certainly
shared by many consuners, who by and l|large are not
aware of the extent to which there are

pay-for-placenent arrangenents on search engines and
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ot her shopping tools on the internet.

W have now witten twice to the
Department of Transportation to wurge two things.
We've urged them to regulate the integrated travel
websites using the sane nethodology that was used to
effectively regulate the Conputer Reservation System
CRS systens.

And second, we've urged them to require
travel agencies to disclose to consuners the existence
of conmmi ssion overrides and incentives from airlines
and travel conpanies.

So, we think this is a very inportant
i ssue. W invite you to join us in nmaking the sane
recommendation to the Departnent of Transportation,
and i f necessary, to the Congress.

W think that, you know, a recommendation
of that nature comng from you would be greatly
appreci ated by consunmers and would have a great dea
of weight. And we feel that this is one of the nost
essential issues that needs to be addressed in terns
of inproving the quality of information for consuners.

CHAI RVAN W NSTEAD: W appreciate it.
Beau and Chuck, thanks again for a very conplete and
al so your survey and results.

Just a couple of questions, and |'m sure
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others will have a | ot nore.

At a previous hearing, and you' ve heard
again today, we have a lot of issues about the access
to low fares and particularly as related to Obitz
And they testified this norning.

But in your research, Expedia and
Travel ocity actually have |lower rates than under the
survey. And | was curious how you sort of balance
that to a lot of the testinony we heard in Washi ngton
and agai n today?

MR BRI NDLER: To sone extent, probably
sone nore detailed answers to that can be had from
Bill and we can get you probably nore detail if you
need it.

Real |y, in the testing of the six
websites, the three, you know, the top three, and it
cane out Expedia for lowest fares, Travelocity for,
still for lowest fares but a little better with viable
flights. And then Orbitz, sort of a relatively strong
third. And there's a big gap between those top three
and the bottomthree.

So, it was very, it was very close in
det er m ni ng. But it related to a nunber of factors
having to do with privacy policy and not just fares.

Ease of use and sone other types of factors. And we
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sort of lined themup and it was as if it was kind of
a road race. After, you know, each one passed all of
t he individual parts on the curve.

MR BELL: Yeah. ["d just like to add
t hough also that we didn't say that there was one site
that's the clear standout site that consuners shoul d
use excl usively.

In fact, we canme up with a sort of a
di fferent conclusion, which is you really need to shop
around. And, in fact, the article nentions that, you
know, calling a travel agent is also a nethod of
shopping for air fares that, you know, we think is
i nportant.

So, | think the policy inplication that's
raised by our study is why do consuners get such
different results by using tools that are supposedly
their agent? You know, this is, in effect, their
agent trying to get themthe best or the | owest-priced
air fares. And yet there's a significant variation
bet ween these different tools.

And we think that it should be -- if there
are various marketing tie ins and transaction fee
arrangenents, those shortcom ngs ought to be discl osed
up front to consuners so that they can evaluate the

integrity of that tool when they're using it.
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CHAI RVAN W NSTEAD: Chuck, one of your

| ast statenments before you concluded was, again, the

request for our consideration of potentially | ooking

at regulation of the websites. And | would be
curious, |I'm sure others wll have questions in that
ar ea. Wiere have -- can you give us exanples of

per haps ot her industries where you all are on the sane
charge? And what's happened? Has any of them gone
anywher e?

MR BELL: Vell, in our project, our
Consuner Wb Watch project, we're also |ooking at
other types of on-line shopping tools such as tools
that purport to get you the best price for electronic
goods or insurance quotes, search engines --

MR BRINDLER  Ceneral search engines.

MR BELL: Search engines. W'd like to
see greater delineation between conmercially sponsored
listings and, or just to make it clear that there is a
pay-for-placenent arrangenent so that your search
results are not just the best, the information that's
the nost salient to your request. It mght have sone
sort of a commercial sponsorship.

And then sort of the agency issues. As
you know, in the real estate industry, it's been a

maj or issue for many years to inform consuners that
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real estate agents actually generally work for the
sel ler. O if there's issues of dual agency, that
that's been a very inportant issue.

W have a simlar issue we're working on
in the financial services area right now, where many
brokers do not disclose that they are investnent banks
or underwiting issues that they're actually urging
i nvestors and consuners to buy.

So, we see this issue of mar ket
transparency and conflicts of interest as one that
does cut across many different types of industries.
And we think it's very inportant in the travel area as
wel | .

CHAI RVAN W NSTEAD: G eat. Vell, 1 am
sure that it's generated sonme questions, so | wll
turn to ny colleagues in the Comnm ssion here and --

MR LAWEON: I'm interested in your
perspective that, ny view of air transportation is
that it's a public transportation system that the
econony depends on. So, it's a little bit different
than just a business out there conpeting.

What is your view? Because | think the
other thing is, I've always had this voice in the back
of ny mnd that perhaps the airlines are operating on

a system of where there's confusion, there's profit.

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

157

And, but from that standpoint, shouldn't
there be a conparison for public transportation that
you could rely on that you either fulfilled the
requirenents of a particular fare and you were able to
achieve that fare wthout going to five or six
different channels in order to cone up with that?

What's your all's perspective on that?

MR BELL: Well, | think that we feel that
the problem that arose in the early 80's, possibly
earlier, with the Conputer Reservation Systens, was
not just a problem for consuners. It was also a
problem for airlines and travel agents as well, that
the issue of display bias was investigated by the
Depart ment of Transportation and t he Gener al
Accounting O fice. And, you know, and found really to
be a major problem given that many of the flights
were getting booked based on the first, first line of
results that were returned.

And so, | think there is -- and also
travel is sonething and it's a larger ticket item for
consuners. Alr travel, you know, is expensive. I
nmean, it's, of course, it's a good bargain in many
respects. But it's nore expensive than many other
goods and services that consuners buy.

We think that people ought to be able to
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use these tools effectively. And | think we're a
little frustrated by not being able to say, you know,
they're all roughly equivalent. You'll find a good
fare on all of them

A lot of consuners will go to one of these
tools and think they've really cone away wth a
bar gai n.

So, we think, for many different reasons,
that there's a very inportant reason to standardize
the provision of information across these tools or
else to promnently informthe consuners in what ways
t hey m ght have shortcom ngs.

MR. BRI NDLER: Yeah. D sclosure, in its
sort of purest sense, is inportant, we think. Not
necessarily for any reason other than the anount of
sort of consuner confusion that you point to or that
you asked about. And that, you know, knowi ng from a
site that a fare was a web-only fare, when it actually
is a web-only fare or an exclusive fare.

Sone of the other concerns that we've, you
know, heard from consuners just sort of range through
the use of different kinds of words throughout the
industry. Wat is a connection versus a direct flight
versus a -- you know?

And there's not, it's not that we're sort
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of advocating for standardization anmong websites in
the sense that it would, you know, limt the nunber of
options for consuners. But we just are seeking really
sone consistency of term use and sonme consistency of
technol ogy and sone consistency of disclosure as to
how your i ndustry  works. Because it's very
conplicated from one end to the other as you' ve sort
of seen in the Harrell Report that we did.

| mean, that was really an intent to try
to help consuners |learn as nuch about the industry as
they mght learn listening to a hearing like this.
And it's a pretty conplicated report as you' ve seen
Sso.

MR LAVWEON: In the perfect world, how
woul d you like to see fares di ssem nated?

MR BRINDLER That's, as far as websites,
which is really what, what, is really what 1'm only
gqualified to speak to. Just that there would, that
again, that they're clearly, you' re clearly disclosed
that when you're being offered a lowest fare, that it
is, indeed, the |owest fare.

That, you know, that concerns about
marketing agreenments with airlines do not necessarily
interfere in the consumer experience of trying to buy

a ticket.
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Consuners  shouldn't be hoodw nked or
steered or pushed in a different direction based on
the way the technology of a particular website is set
up. If they want to cone in and get the |lowest fare
on Continental, they should be able to do that even if
the website has some sort of marketing agreenent with

another airline that pushes pages at it that say, "Qur

featured airline is this. Qur featured airline is
this."

It's still a very new nmedium and it's
still very difficult for people to get used to working
wit h. And, you know, it's amazing to us how few

peopl e who use the web regularly even understand what
a banner ad is, let alone how to find, you know, a
fare in a conplicated grid.

So, | guess just sinplicity and disclosure
of terns would be a big help to answer your question.

MR BELL: | think also from the advocacy
perspective, we believe that public oversight is also
necessary. | nmean, this is a very conplicated market.
There are big incentives for various players to try
to gane the systemas was seen in the 1980's.

And so, we'd like to be able to trust all
the actors, you know, to having good faith and good

i ntentions. But I think we also need to verify. And
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so there needs to be oversight by appropriate federa
agenci es.

MR ROPER Since we are focused on the
consunmer, do you think that, perhaps, is there a
possibility that this Comm ssion could take a | ook at
your raw data. Because there are a lot of variables
in doing this type of research. And | think it would
be very helpful to us since you are focused on the
consuner.

And Bill, did |l see you on T.V.?

MR BELL: Yeah. | have been.

MR. ROPER  And Chuck, so you know, | cane
out based on you allowing the press to cone in and do
the spin, that Travelocity was the nunber one site
that you were recomending. | nean, that's what
happens when you allow the press to cone in and do
that, sir.

What you tried to acconplish, you didn't.

Because | wal ked away saying to ny wife, "Travelocity
isS -- it's in our hone town, but it's not even on the
screen.

MR BELL: Vell, | think | would urge
people to read the report that we published. Because
we take a lot of care in characterizing results. It's

al ways an i ssue. And when the findings are reported
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in the trade press and the popular press, they tend to
seize on the nost, you know, the nunbers or whatever
finding entices them the nost. And so you don't
al ways get the nost bal anced presentation.

And in terms, | nean, |I'm sure we could
provide additional background and briefing. It's
really a question for our editor in ternms of what,
what additional data. | nmean, | think we've put nost,
nost of the background in the public domain through
the Harrell Associates Report and what we published.

MR ROPER Wll, just so we could cone
back to you in case we have any --

MR BELL: Certainly.

MR ROPER -- additional questions.

MR BELL: Certainly.

MR ROPER And | thought Bill | ooked
great on T.V. | nean, he was --

MR BELL: Thank you.

M5. ROUGE: Yes. Wen you were doi ng your
study, you know, we had so much discussion back in
Washi ngton and then today on the new technol ogy and
where it's taking us. Wre you, did you also |ook at
the search engines that the different airline sites
were using and did you have any thought as to whether

one was better than the other? O are they conpared
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to each other?

MR BRINDLER W didn't conpare, really,
at that level. | nean, at the, we just really sort of
conpared the consuner end of it.

So, in ternms of sort of, you know taking
a |look at whether, you know, Amadeus had a better
technol ogy than another type of CRS or whatever. e
didn't look at it that way. W just really |ooked at
it interns of the front-end results.

M5. ROUGE: Because the on-line sites go
out and advertise a lot about their, you know, our
search engine is better. | mean, a lot of times they,
or even in their press releases, they put forth that.
And so | was just curious if that was --

MR BELL: W do have sone analysis of the
different features that are available on the different
sites. So, for exanple, how many people can you book
for?

M5. ROUCE: Um hum

MR BELL: What happens if you're taking
children or seniors with you?

There was, you know, we noted sone
variation. W found, and there was two sites, |
think, in particular. W said the custoner service

appeared to be significantly stronger than others.
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So, we'd, if, 1'd be happy to | eave a copy

with you. It mght go to sonme of those issues.

M5. ROUCGE: Thank you.

MR BELL: W don't have subpoena power,
you know. W're sort of approaching this from the
consuner perspective as an ordi nary consuner woul d.

M5. ROUCGE: Thank you.

MR ROPER What are your distribution
nunbers, on a nonthly basis, you publish?

MR BRI NDLER The Travel Letter has a
circulation of over 125, 000.

MR ROPER  (xay.

MR BRI NDLER Consuner Wb Watch is a
relatively new website. W just launched in April, so
we are building an audi ence.

MR ROPER  (xay.

MR BELL: And then Consuner Reports
magazine is approximately at four mllion subscribers
and our on-line website is about 850,000. It's one of
the | arger, paid-content websites.

DOCTOR M TCHELL: The internet has been
sonewhat of a sacred cow with it's recent energence
and inportance in providing information. And there's
been a great reluctance to provide any kind of

controls on internet business.
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What is your view on that and what woul d
be your recommendati ons?

MR BELL: Vell, | think it is a new
industry. And often tinmes, when you have new infant
or energing industries, there is sort of a sense that
you want to give that industry tine to get started and
to find its noorings and so on.

And so, vyes. | think that's absolutely
right.

VW have, through Consuner Wb Watch, we've
proposed a nunber of voluntary guidelines for travel
websites that are available today. You know, if a
site wants to adopt those guidelines, we think that
woul d be a significant benefit for the consurmer.

However, we don't think that the, at a
mnimm that the internet should be allowed to get
around existing consuner protections that we have in
the off-line world. And so, this exanple of how we
have sort of a lower standard of protection for the
integrated travel websites, visa vie the conputer
reservation systens, is an inportant issue for us.

And there are many other issues relating
to fraud or quality of health care information, where,
you know, we think it's, we have to scrutinize the

internet very carefully and provide appropriate
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nmeasur es t hr ough public pol i cy or vol untary
initiatives to protect consuners.

So, we don't, you know, we're
appropriately cautious about wanting to regulate the
internet. W enjoy it. W like it. W want to use
it like everyone else. But where consuner interests
are being hurt, where people are being steered to
overpay or if there's sins of practices, we think that
appropri ate governnment action nmay be warranted.

MR, BRI NDLER: And the guidelines that |
alluded to earlier will, in essence, form the basis
for doing ratings. So eventually, as we're
publicizing the guidelines that we've tal ked about for
airline ticket booking sites and independent sites.
Those will sort of formcriteria that we'll actually
use to do consuner reports dial ratings down the road.

So, the Consunmer Wb Watch part of it does
not want, you know, does not stand for government
regul ation of the internet.

DOCTOR M TCHELL: Thank you.

MR MJRPHY: Yeah. | appreciate your
conments about this as a new nedium just energing.
And a bit of a WId Wst out there on the internet.
And that's why it concerns ne, your proposal

Wen | go on the internet, alnost any
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search engine, even to look up a fact or find sonme bit
of information, alnost every search engine will bring
things up differently. And, in fact, the sane search
engine will bring it up differently one hour |later
than it did one hour earlier. And so it concerns ne
very much that we begin to get on the slippery slope
of regulating the internet.

So, with that, I'd like to first
under stand your position, because | think |I've heard a
little bit of difference in your position in your
di scussi on.

First | heard, we should regulate the
screen displays. So what cones up on our screen wll
be regul ated by the federal governnent.

And then | also heard there should be full
di scl osure. And then |'ve heard an and and an or. Do
you want both or either/or of those two outcones?

MR BRINDLER | understand the confusion.

Actually, the GConsuner Wb Watch is a project of
Consuner's Union but is independent of it. And we
worked with the Travel Letter to do this nost recent
st udy.

What we support is the system that | was
sort of talking about there with Dr. Mtchell, which

is publicizing sort of guidelines for the industry to,
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you know, inprove areas where we think there's
consuner concern. And then sort of using those
guidelines down the road to be the substance of
ratings.

But there s understandable confusion
because Consuner's Union, which is the nonprofit
publ i sher of Consuner Reports also has an advocacy arm
and an advocacy function that seeks additional, seeks
additional action in this area, so.

MR MURPHY: So, Consuner's Union is the
regul ators? They want to regulate the internet?

MR BELL: Wll, for this aspect of
comerce, we feel that it should neet the sane
standard that the CRS's are required to neet.

MR MJRPHY: Wuld you regulate the
airlines' own individual websites?

MR BELL: Actually, we don't, | don't
think we see the need to do that at this point because
those sites are understood by consuners to be
essentially dealerships for the airlines that own
t hem

But when you have an integrated travel
website that holds itself out there as a neutral
shopping tool and tells consuners it's going to find

them a low fare or perhaps the |owest fare. It's
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making a claimthat is too inportant to not have sone
oversi ght over it.

MR MJRPHY: And so you've done a test on
hotel fees on the internet or car rentals? Do they
al ways cone up identical fromsite to site?

MR BELL: W're actually |ooking at that.

MR. BRI NDLER: Yeah. Pl anni ng on doi ng,
doi ng that --

VMR BELL: | don't believe that they do.
But one thing that we have done is, the Consuner Wb
Watch recently did an opinion survey, a phone poll of
1,500 consuners across the country. And | Dbelieve
that we found that 60 percent of consuners were not
aware that search engines take fees for placenment of
results. And when they were infornmed that, yes, sone
search engines do do this, 85 percent said they would
like to have that fact disclosed to them

So, | think our position would be in the
breach of having a uniform regulation of conputer
reservation systens in integrated travel sites. W do
want nore di scl osure.

But if we were able get a uniform
standard, the need for disclosure would recede
sonewhat because you would be pretty assured by the

tool that you're wusing that you're getting all the
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viable itineraries and all the |ow fares.

MR MJURPHY: So, would you recomend the
governnment then regulate the screen display on hotels
and car rentals if they turn out to be wunevenly
di spl ayed?

MR BELL: | think we have, we have not
cone to that point. W haven't taken a position on
that issue. W're going to do the research first and
then see what findings we --

MR MJRPHY: The last question | have then
is if, is your sense, if a consumer were to go to an
airline website and then go to several of the
i ndependent websites and conduct a search over several
of those sites, that they would cone up with a decent
fare that way by doing a search through several sites?

Is that, is that the preferred approach?

MR. BRI NDLER In fact, in sonme of the
interviews we've done, and there's been a |lot of press
interest in this story. W' ve sort of said that our
general recomrendation would be to do either way or
look at the, look at the integrated sites first,
per haps, and shop. But then nake sure that you also
ook at the airline sites as well because you may find
sonething there that's of equal price that nmay not

have the fees that the integrated sites have or that
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may be an internet-only fare.

MR BELL: O that there's some carriers
that are not in those databases al so.

MR MJRPHY: | guess that leads nme to if
t he consuner was nade aware of, that's the best way to
obtain the best fare, is to go to several sites and do
sone conparison shopping is a nore superior approach
to having the federal governnment step in and regul ate

what conmes up on the screen when you call up every

websi t e.

MR BELL: Well, | think our judgenent is
that under the -- Fair Method, that a |ot of consuners
will end up not getting the best deal. | nmean, the

proposition of doing that |evel of consumer education
and also the anount of shopping tine and transaction
costs involved for consuners, is considerable. And we
think it's a better program or proposal to standardize
it across the marketpl ace.

MR MJURPHY: Thank you.

MR RYDEN M turn?

CHAI RVAN W NSTEAD:  Paul ?

MR RYDEN: | guess so. "Il start by
saying you all are the last people in the world I want
to fight with. So, I'mnot going to.

But | am puzzled. I'm and especially
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after hearing your <colloquy with M. Lawson about
whether this industry, in effect, has sonething
special about it that nakes us nore concerned about
what goes on here than we are about what goes on
el sewhere, including hotels, which are at |[east
related to travel, or selling CDs, or selling garden
rakes or tennis rackets.

Do you think this industry is vested with
a public interest that takes it out of the ordinary
run-of -the-m || product s t hat t he mar ket pl ace
supposedly delivers to us? 1Is it special?

MR BELL: This is a very inportant sector
for consuners, absolutely. It has may specia
gualities. Il mean, we can only look at what's
happened since Septenber 1l1th to see that there are
many public characteristics of travel.

And | also just want to clarify, we're not
saying the hotels and car rentals are not inportant.
Wat we're saying is we haven't cone to them yet.
W're trying to be even-handed and deal wth each
i ndustry as we see it.

MR RYDEN: The reason |'m focusing on
this is that in a lot of industries, we see people
saying -- and they say it on the internet and they

also say it a lot of other places. |'ve got the best
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deal in town. | have the best prices in this state.
| have the best values in the world.

And we don't concern ourselves about
consuners having to figure out whether that's true
because, typically, | qguess it's because, typically
those things occur in narketplaces where there are
| ots of choices of people to buy from

And to sone extent, that's also true in
travel . So I'm | wonder a little bit about why we
would want to bring the government to bear on a
statenment like |I've got the | owest fares.

MR BELL: You know, | think our feeling
is that if you are operating wth substantial
sponsorship from airlines or a particular, you know,
particular carriers, they have particular incentives.
You are not just a neutral shopping tool anynore.
You're functioning nore as a dealership for a
particul ar set of conpani es.

And we think consuners are entitled to
know that. So, at a mninmnum we think there should be
di scl osure of those types of rel ationships.

But we also think that there's just too
much potential for abuse in overchargi ng of consuners.
You know, if there's another way to address it, you

know, | would appreciate if the industry would bring
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it forward. But right now, this seens to be the thing
that would rmake the nobst sense, that we should neet
the comon standard that's already been established
for the CRSs.

MR RYDEN. \Well, sone people at |east, at
the nonent, are arguing that those standards,
t hensel ves, are conpletely out of date precisely
because of the advent of the internet.

| was really interested to hear you
suggest that for a lot of consumers, it's hard to use
and difficult to understand. The commonly accepted
view, in the nedia at least is, and often stated in
our industry, that in fact the internet is the easiest
thing in the world to use and the weasiest to
understand. And new information is just a click away.

And so we don't need to be concerned. And yet, you
are. And your opinion is one | respect and | think
everyone respects because of the objectivity and
neutrality that you do bring to the table.

But I'm just kind of reeling wth the
notion of, you know, where this goes. Because as you
nove further down the narketplace, away from the
internet, you have people in business who are
typically small businesses. Wul d these sane rules

apply to them and separate them out from other snal
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busi nesses who are not affected by these kinds of
requi renents?

It's sonewhat I|ike putting a skull and
crossbones on those people when you have to start
talking about all of your business arrangenents.
Wiere do you draw the |ine between bonus conpensation
and regul ar conpensation and other kinds of marketing
deals and advertising sharing arrangenents in the
infinite variety of stuff that goes on?

| don't know how we deal with that.

MR BELL: It's sonething we have to dea

with all the tine. | mean, it's a serious, it's a
serious issue. It's not sinple. W don't think it's
si npl e.

| think what we're real calling here is a
relatively limted thing is if we want nmarkets to
function nore efficiently, we need to provide greater
t ransparency.

And now, with the advent of the internet,
we actually have the nmeans to do that nuch nore
efficiently and economcally than we've ever had. And
our goal would really be to help consuners nake
appl es- to-apples conparisons when they' re shopping
for air travel and mnimze the hassle and the

difficulty, the confusion and the deception
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MR BRI NDLER: And, to go back to

sonething you said earlier. | mean, | guess you can
say that, you know, there's a certain concept that the
internet is easy to use. But, | nean, in our first
research study, when we were kind of comng up wth
sone of the defining principles for what we were going
to | ook at on the web.

It did surprise us that people who were,
you know, and that this study was done using social
sci ence nethods. It was a survey of 1,500 adult
i nternet wusers. Wen a group of folks I|ike that,
that's a pretty, you know, good sanple. Wen 60
percent of them don't understand how search engines
wor K.

| mean, | guess it's probably easy to use
the internet but we seemto see in consuners that they
may not necessarily understand exactly how it can be
| oaded from one particular end or another to direct
themin a way that they may not necessarily want to go
or that they are | ooking to go.

MR. RYDEN. Have you all done any control
studies to ascertain how those types of consuners
understand things |ike placenent of stuff in grocery
stores or placenment of electronics in electronic

stores? Wen you go in and say | need a radio that
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does this, this and this. Whi ch do you recommend?
Then one store says it's the Sony RX20 and anot her one
-- 1 hope there is no such thing. And anot her one
says, "Ch, Panasonic, hands down."

And you don't know what deals they've got
or what kind of inventory situation they have or what
mar ket i ng arrangenents have been nade.

MR BELL: Ri ght. | think -- no. e
haven't done that type of study. | think, by and
| arge though, you would find that nobst consuners are
not aware of those type of arrangenents. And we've
reported on them in our nmagazine, particularly the
super mar ket shel f - space i ssue.

| think it'd be great if there was a
retailer that wanted to get out there and explain to
consuners how those arrangenents really work.

W have to work on each industry and each
opportunity as we cone to it. And we think there is a
maj or opportunity in the travel industry to nake the
results rmnmuch better and nore transparent for
consuners.

And so that's what we're focused on here.

MR RYDEN. Ckay. Before |I ask you just a
few questions to clarify your, the recomendations

that appear in M. Brindler's witten version of your
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testinony, | want to ask one question that arises out
of the Harrell Associates study.

On page 43, it nmakes a reference to
flights and fares of an airline suddenly disappearing
from screens as commssions are cut and other
mar ket i ng arrangenents remai n unconsunmmat ed.

In nost mar ket pl aces t hat aren't
regul ated, when soneone does sonething that -- if A
does sonething that damages B, B can retaliate and
often does. And this suggests that that's what
happened in our marketplace, distribution nmarketplace.

Does that bother you if that's the kind of
thing that goes on, that firns respond to adverse
treatnment by other firms? Wuld you regulate that or
stop it? | mean, what do they do if they are affected
by sonmething other than witing nasty letters to the
presi dent ?

MR BRINDLER Is the question -- |'m not
sure | understand what the question is.

MR RYDEN. | didn't ask it very well, so
' mnot surprised. Let ne try again.

The statement in the report suggests that
sonet hi ng untoward happened. A nmar ket pl ace nove was
made. Sonebody took unbrage at it and responded to it

by retaliating, in effect. Renovi ng information from
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a display saying, "If you do that to nme, this is the
consequence. "

That goes on in mnmarkets all the tineg,
every day. Wiere firms are pushing and shoving and
negotiating and cutting deals and retaliating in
various ways. Sonetimes directly, sonetinmes by going,
cutting a deal wi th soneone el se.

Wuld you, in this industry, would your
recoomendations go into that behavior and say to
peopl e, "You cannot respond."?

MR BELL: Vell, | think at a mninum
actually, we'd like themto put a note on their site
saying, "W've purged United from our system So if
you're interested in flying on United today, please
consult one of the other sites.”

You know, there is an issue of disclosure
to the user, who may well think that United is stil
in the database on that particul ar day.

MR. BRINDLER  Yeah. | nean, | would say
the sane thing. It's nore a matter of, as far as
Consuner Wb Watch is concerned on the web, it's
di sclosure of a particular situation. | nean, we
would not advocate, we would not advocate for
regulation, but -- | nmean, actually Chuck put it

perfectly.
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MR BELL: W want nore transparency in
the information practices. You know, tell us, tell us
what's, what your database contains.

MR RYDEN Al right. Then returning, to
wap up, to the six guidelines that are suggested in
M. Brindler's statenent. The third one says that
sites should tell <consuners if a given fare 1is
exclusive to that site, exclusive to a particular
carrier or affiliated carrier, or exclusive to the
i nternet.

How woul d each given site necessarily know
that? | understand they m ght have an agreenent that
covered it. But if they didn't have an agreenent, how
would they know? O would this only apply to cases
where they had an agreenent, which they're, in effect,
di scl osi ng?

MR BRINDLER  Exactly. This would apply
to sites that used internet-only fares or sites that
were talking about internet-only fares as a marketing
tool or as a sales tool or as a consunmer tool. Just,
you know, this is an internet-only fare. W wanted to
et you know that you won't find this fare anywhere
el se.

MR,  RYDEN: So, if I went into Obitz,

let's say. Not that | would. But if I did, if |I went
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into Obitz and put in a query and up cones 400
options. And each one of those have to say Orbitz has
an agreenent of exclusivity, if they did, for this

fare? And then the next one, there would be no

footnotes, and so on. |Is that howit would work?
MR BRI NDLER Sonething like Obitz'
exclusive web fare could possibly work. I mean, |'m

not necessarily sure, given the, you know, mnassive
amount of scheduling material you get from Obitz,
whet her there would be roomto do that. But sonething
on the order of, you know, an Obitz exclusive web
fare as a sort of logo to differentiate the fare from
the others or to let the consuner know that they're
only going to find that particular fare there.

MR RYDEN And if they -- not that they
woul d. But if they nade a representation, |ike
happens in other industries. W've got it right here.

One and only, the best, the |owest, the finest.

If they said that and it wasn't true, what
woul d happen?

MR BRINDLER Wll, we, you know, as |'ve
sort of said, we don't seek to penalize. I mean,
certainly, you know, stating the guidelines as we sort
of say, here, we're saying to sites, these are the

things that we think based on research and so forth
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that consuners believe are inportant. Down the road
we're going to rate your sites based on these
criteria. So, you know, it's kind of a cunulative
t hi ng.

| nean, if sonmebody nakes a m stake. But
what we're really asking for, what we're really
pushing for, is that, you know, if the site says,
"This is the best." You know, if Obitz says on a
particular fare, "This is the best fare you' re going
to find anywhere on the internet, exclusive to us."

That's a good thing for the consuner if
it's true. If it's true, you know, we support the
consuner buying the | owest fare.

MR RYDEN. Al right. These definitions
that you nentioned. CGetting some kind of common
t erm nol ogy about what a connecting flight is and so
on.

And it says -- and | understand now these
are, these are |ike recomended practices. These are
not, and your, your reconmmendation is not that these
be enacted into law. These are --

MR BRINDLER Yes. You're correct.

MR RYDEN Ckay. It says, "Sites
shouldn't nmake clains of offering the |lowest fare if

|ater fees and so forth added to the price are such
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that a conpetitor's price or sone airlines own branded
site beats that fare."

I'm | don't wunderstand how that would
wor K. How woul d you ever know that w thout yourself
goi ng and havi ng sone subsequent search done?

MR BRI NDLER It's a disclosure issue
From the consuner end, what we are pushing for there
and what we are hoping for is that there is sone
i nconsi stency anong the sites. And not just the top
six that we tested that | was talking about earlier.
But really anong the ngjors.

You get through your transaction. You
book your flight and all that. And then you encounter
different ranges of fares for whether you want a
printed paper ticket or not or whether you want it
overni ghted to you.

W had seen sone exanples of low fares
that were the sanme as other sites' advertised |ow
fares, but then once you sort of conpleted the
transaction and got all the way to the end, the stuff
that you had to pay at the end resulted in what you
had to pay to being nore than what you'd get at
another sites' advertised low fare, if that makes
sense.

MR RYDEN. Would your concern be the sane
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about airline fuel surcharges on airline websites,
where you don't find out about that until the end and
it turns out the fare is actually nore expensive than
sonmewher e el se?

MR BRI NDLER  Yes.

MR RYDEN. Wuld that be the sane probl em
t hen?

MR BRI NDLER Yes. And we think that
should be disclosed. |If I'"mgoing to, you know, book
a ticket and at the end of the transaction, a fee is
going to be added, we support those kinds of things
being said nore upfront, so that the consuner doesn't
suddenly find his or herself in a position where
they' re paying nore than they thought they woul d.

MR RYDEN: Ckay.

MR. BRI NDLER: Not that they should stop
charging them but just get it up front.

MR RYDEN: Ri ght . My last question on
this page, these, this topic and then there wll be
one nore and |' m done.

Nunber five says, "The better sites wll
provide a 24-hour a day, toll-free help desk", and so
on. | didn't understand the use of the word "will"
t here. You nean, should or is there sone other

statement you're maki ng?
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MR BRI NDLER: Yeah. It's really -- and
actually, | appreciate you pointing that out to ne.
nean, it's sort of not like, it's not an inperative
saying you will do this. That was, that was nore of

our way of saying we realize that not every site,
especially the smaller ones, is going to have the, you
know, the noney or the wherewithal or the business
plan to provide a 24-hour help |line or whatever.

You know, so we were sort of saying the
better sites will do that. But at the bare m ninum
we expect XYZ.

MR RYDEN: Finally, you have, if |
understand your testinony right, used the existing CRS
rules as a bench mark that you would apply to the on-
line, at least the on-line distributors of air trave
servi ces. You all were here when Obitz described
this norning, its plans or its aspirations to becone a
CRS under no rules or very limted rules. And you
know that they're owned by the five largest airlines
on the pl anet.

Does that scenario cause you any concerns
at all? O is that neutral as far as you're
concer ned?

MR. BRI NDLER | guess the easy way out

for Consuner Wb Watch is to say if it becane a CRS
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then we woul dn't have to worry about it. But, no. W
woul d be, | nean, we woul d be concerned.

MR BELL: No. Absolutely. | think, you
know, we have to watch marketplace devel opnents wth
cauti on. W' ve been concerned about the size and
scale and large anount of airline involvenment in
Obitz and have wurged the DOr to conduct an
investigation of that.

So, yes. It is something and we woul d be
concerned about what rules wll apply under that
scenari o.

| think maybe al so another way to | ook at
it is that not every site that sells air trave
services needs to be the large integrated travel
website, such as Obitz, Expedia or Travelocity. But
those that are, are the ones that, you know, we think
t hey shoul d neet a common st andard.

If there are other sites that want to just
enphasi ze a few carriers, you know, | think as |ong as
they're making that clear to the consuner, we would
have nmuch | ess of a concern

But the concern now is you ve got these
three very large sites, at least three, that purport
to provide the sane type of unbiased service. And

consuners are not aware of the potential commercial
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rel ationships that could bias or skew that service
And we think they deserve a greater |evel of
pr ot ecti on.

MR RYDEN. Thank you very nuch

VR, W NSTEAD:. Thank  you. O her
guesti ons?

MR ROPER | just had, the last one. You
focused on this, obviously the travel industry,
because you thought, | heard you say it's a big ticket
item W heard the gentleman from Delta say that
their average ticket fare is $258. A Plasma

television is $5, 899.

MR BELL: Well, okay. | think also it's
a very significant industry in that it's inportant for
life events of consuners. You know, when you trave

pl aces, sonetines for enmergency purposes, to be wth

your famly, to go on vacation. I mean, | think
travel, as a service, has great salience for
consuners.

This is also one of the largest on-line
segnents of e-conmerce. And so, therefore, from a
consuner perspective, the rules that govern the sector
are very inportant for the consuners that we serve.

MR BRINDLER  Actually, it's the |argest

now, | think
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VR ROPER: Do you know what the
percentage of -- and | don't know this, so |I'm not as
good as sone of our other Conm ssioners. It's not a
| eadi ng question whatsoever. It's do you know how

many people are actually flying, how many, how many
peopl e are actually flying?

MR BELL: I"m sure we can provide the
answer in witing. | don't know off the top of ny
head.

MR ROPER  When you think about how many
people are in the United States of Anerica.

MR MJRPHY: It's about 500 mllion
passengers a year.

MR LAWSON: Is it your recomendation
then that your recomendation is that the CRS rules
should apply to the on-line travel rules? I's that
what you' re sayi ng?

MR BELL: Yes.

MR LAWSON From a consuner standpoint,
that is your reconmendati on?

MR BELL: Yes. And we've asked the
Department of Transportation for that tw ce. And we
woul d appreciate if you would ask themas well or take
your, do your own investigation into this question and

try to get sonme good results for consuners.
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CHAIl RVAN W NSTEAD: G eat. Wre there any

ot her questions?

(No response.)

CHAI RVAN W NSTEAD: G eat. Beau and
Chuck, thank you all very nuch for taking your tine
and staying this late. And 1'd like to call up, if I
coul d, Stephanie Turner and Cynthia Tyo. | know that
you all have to catch flights and we're going to take
you all first if we could.

Thanks for sti cking with us and
testifying.

MR TURNER | was afraid you all were
going to fall asleep.

|*' m St ephani e Turner. I''m from Brentwood
Travel in St. Louis, Mssouri. And just to tell you a
little bit about ny background, 1'd -- first I'd like
to thank the Comm ssion for giving a wee little travel
agency opportunity to speak to you.

| often say I'"'mjust a travel agent, but I
guess sonetines | look at and | run a business that's

worth several mllion dollars, 12 mllion dollars in

gross revenues. And | think about the nagnitude of
t hat . And there are certainly conpanies that are
| arger and snaller. But | think we have had a very

inportant place to play in the travel industry.
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Brentwood Travel is a 45-year-old travel
conpany. It was the eighth travel agency in St.
Louis, Mssouri. And at the tinme it was started, just
a little bit of trivia, we couldn't open in C ayton,
M ssouri, which is, as M. Dunne would know because
he's fromSt. Louis. |Is the county seat of St. Louis.

We couldn't open in O ayton because there
was already another travel agency in Cayton,
M ssouri. There were need clauses at that tinme. And

fromthe very beginning, our destiny was controlled by

airlines.

And so, ny parents opened their business.
And | joined the conpany 28 years ago. | was just a
little kid. And 25 years ago, we opened our second
of fice. W're now consolidated back to one office
agai n. Really we did it not because of what's
happening in the travel industry. It actually

happened when the econony was so good, we couldn't
find enough enployees to staff two offices. And so it
becane a managenent i ssue.

W've been, | think, a very successful
agency over the years. W've grown. W' ve adjusted.
W' ve gone through deregul ation. | often appear on
television and radio in St. Louis.

During the days of TWA | was often a
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person who spoke for the carrier in the sense that
because | realized how inportant this airline was to
our city. That w thout having the hub and a nmgjor
carrier for

St. Louis, the city itself would be in nuch nore
difficult circunstances. So, when Anerican Airlines
stepped in last year to take over, | was not an
unhappy canper.

|"ve dealt with Anerican before. They're
not the easiest carrier to deal with all the tine, but
they certainly were a strong, viable carrier in the
i ndustry.

W're pretty much a brick and nortar
agency with 23 enpl oyees now. However, we do have a
websi te. And we're constantly working it, trying to
keep up wth it. W' re on WrldSpan, so it was
interesting to hear Wrl dSpan speaking here. |1've net
M. Bl ackney before. And we have been on Sabre so |'ve
had that experience. And we've just been involved
really in a lot of segnents of the industry.

So that's pretty much a little bit about
our background, who we are. W're, | think, a pretty
wel | -known, proactive travel agency in the travel
i ndustry.

| apologize that | don't have a witten
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text for you, although you will have it. But | really
wanted you to not read, but to hear what | think sone
of ny colleagues are kind of feeling the sane way. W
want you to listen to us and to hear what we have to
say. Because |I think the travel agents are, first of
all, we're here to stay. You're not going to get rid
of us that easily.

But, | have to say that without the travel
agent, the travel industry would not be where it is
t oday. W travel agents built this industry, one
passenger at a tinme, over the years.

There were people flying, but we came out
there. W dealt with these people. W narketed. And
in spite of what the airlines have said over the years
about us not being able to shift market share. Wen I
listen to the nunbers from the gentleman from Delta
airlines, | realize that we've done a really good job
of shifting market share.

Because if we're doing 70 to 80 percent of
the business on airlines, and their nunbers with us
are 40 percent of the passengers and 60 percent of the
revenue, then sonewhere, we have shifted sone of that
busi ness away fromDelta A rlines.

And | didn't know that before today, but I

think a little logic on those nunbers will tell wus
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t hat .

But we have worked hard to grow this
busi ness over the years. And | think we have been the
one entity in the travel industry that has really
represented the consuner.

Are we in business to make noney? You
bet. | got 23 people who just won't work for nothing.
Don't know what's wong with them but they just
won't. But they work for a whole lot less than a | ot
of people with their capability and intelligence in
ot her industries. And for those of you who are not in
the travel industry, you probably don't have a |ot of
peopl e who woul d work at the salaries these peopl e do.

But they're dedicated. They care about
their custoner and they realize that by good customner
service and taking good care of the custoner, they
will get soneone to cone back to them And that's the
mai n goal .

And | know sonmebody's going to ask about
our override situations. And yes, sonme of us have
them and sonme of us don't. But that's never been the
dictating force behind what we sell to the consurmer.
The interest for the consunmer is who does a good job
for us? Who nakes |ife easy for the custonmer and

doesn't create a lot of hassle? And who's going to
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make that custoner want to come back and travel again?

So, that's sort of ny prerequisite
remar ks. | do have sone witten remarks. [''m not
good at reading things. I'm really better at just
ki nd of tal king, but.

You want to know how the current situation
has affected us financially and how it's affected the
customer and how the changes the airlines have nade
hurt the custoner.

One thing is true for many of us. W
really can't get out of the airline business, even
t hough | know there are agencies that would like to.
W took a long hard look at it and we nmade a deci sion
that that's how our people get to where they're going.

Whet her they're going on a cruise, whether they're
going on a |eisure vacation, whether they're visiting,
you know, Aunt Tilly and they need to pick up a car,
whet her they're going on a business trip, nost of the
time, they need to fly to get there.

W've all been greatly affected by the
changes that have occurred starting in February of
1995 and culmnating with zero comm ssions earlier
this year.

| nstead of benefiting the consumer in the

long run, is this going to cause prices to increase?
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In spite of the low fares that you're hearing about,
eventually prices are going to go up. Don't be fool ed
by the low fares we're now seeing, due to a large
extent to the current economc situation. These were
further exacerbated by the situation that took place
on Septenber 11th, and the pure hassle encountered in
today's travel environnent.

The nost obvious cost, of course, has been
the fees that we travel agents are now charging. But
there are sone | ess obvious costs.

The consuner often thinks that he or she
is getting the best fares on the internet. But | can
tell you that we often find better routings and fares
and save noney at the same tine. So there are tines
where, when we have the ability to |look and dig, the
| owest fare is not always the cheapest priced.

The attitude, though, of the airlines is

to discourage the client from using us. | have to
tell you. | don't even object to zero conm ssions.
I'm not telling you I love it, but, you know, it's
her e. As much as the attitude purveyed by the
airlines.

Since they no |longer have to pay us
comm ssions, why would airlines want to discourage the

consuner from using our services other than the fact
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that travel agents are the best at finding consuners
the best routings at the | owest fares?

Once consuners are weaned from travel
agents, they will then be free to sell the traveler
much higher fares. And eventually, this is what woul d
happen.

Many of today's travelers are savvy
shoppers. But unless they do the sane routings over
and over, they would have to spend nmuch tine to find
what is best.

Travel agents also have the ability to
probl em solve for custoners when there are schedul e
changes, which occur wth great regularity. When
schedul e changes cause conflict with other parts of a
business trip, a vacation or a vacation, such as |ater
arrivals, which may cause mssing a neeting, a cruise
ship or a tour, the custoner generally turns to an
agent for help or else comes away with very negative
feelings about travel, in general.

And this is when they decide it just isn't
worth it anynore. Wien we can intervene on behal f of
the custoner, this really does help to assuage nuch of
the stress and hostility the customer experiences. W
do wuse web fares, but the present system is

cumber sone.
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And to Delta's comments, that they would
have to pass along the charge of the credit card as
Paul so aptly stated, this is a fee they would have
anyway. And they're not doing us a favor by absorbing
credit card charges. They're getting all of the
revenue on an airline ticket. VW, in effect, would
now be paying themfor their business.

The airlines are nmasters at playing ganes.

I"ve noticed that many airfares go down after 5:00
p.m Central Tine or 6:00 p.m Eastern Tinme. One day
it's Northwest. The next day it's United. Far es
increase by norning and this happens every day. [|'ll
gi ve you an exanpl e.

| booked ny own daughter to New York.
Each, she's a working girl, you know She's a
teacher, small budget. Every evening when | was
working late, which is every evening, | would check
the fares. The fares from St. Louis to LaGuardia
nonstop on Anerican, were 256.50, up $20 from the
previous week because | had bought a ticket the
previ ous week.

| found a brand new fare of 174.50 on
Nort hwest connecting in Detroit. | set it up for
ticketing the next norning. And by norning, the fare

was 263.
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That evening, United had a fare of 216.50.

| booked it and set it up for ticketing the next
nmorning. | don't run tickets. | do still know how to
book them but | don't run them

By norning, the fare was up and | booked
Anerican again for 256.50. And this time, | had
sonebody run the ticket.

By Monday evening, the Northwest fare was,
again, 174.50. | had ny office void the American
Airlines ticket and rebook the Northwest ticket. It
was gone agai n.

Later in the week, ny corporate supervisor
found the fare again at 5:18 p.m, Central Daylight
Ti me. V¢ booked. W ran the ticket. And now, the
Anerican ticket was 236.50. | did call Anmerican to
match the fare because sonetines they tell us we
should let them know. But they wouldn't because it
was a connection. But many tines they do have the
|owest fare in the market. Go figure it.

By the way, once you push a button on an
internet site, the ticket's yours. So we do have a
little nore flexibility sonetimnes.

Changes to fares and flights occur all day
| ong. Changes even occur in the mddle of a

reservation. The cost to airlines in underpricing the
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mar ket far exceeds any comm ssion they have paid us.
They often reduce fares by 50 to $200 on a whim W
know they want to fill their planes and we could help
themif we could work together

Al of us have a place in the future of
travel. | have known for nany years that soneday, we
woul d be at net fares. | just naively thought that we
woul d have a wholesale price, just as other retail
busi nesses do.

| never dreamed ny price would be higher
or nonconpetitive wth the one the consunmer can

purchase by going directly to airline websites.

Though many have predicted our demse, |I'm
here to tell you the need for travel agents is
gr owi ng. The travel industry continues to expand.

And nore and nore people will be traveling in the next
25 years. If we disappear, who is going to be the
voi ce of the consumer?

W are anong the lowest paid industries
but are definitely one of the nost dedicated. The
need for good qualified agents continues to grow. But
the airlines want the consumer to believe that we are
di nosaurs.

| can tell you that we are very busy and

are charging fees for our services. But we are

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

200

generally small to md size conpanies. It's difficult
to fight the conpanies that we are trying to pronote
and sell. Al of these little ploys the airlines use
has caused us, has caused cost to increase for
consuners, whether in noney or tine.

The airlines are acting as if we are the
eneny. Let ne give you anot her exanple.

| purchased an Anmerican Airlines ticket
for a trip to Europe. | called regarding ny upgrade

| am a platinum card holder with Anerican. American
informed ne that if | purchase ny ticket directly from
them they could take care of the ticketing and the
upgr ade. But if | purchase the ticket from ny trave
agent, | would have to be inconvenienced and go to the
airport to get ny upgrade.

Wen | expressed ny desire to use ny
excel l ent travel agent, they remnded ne again of the
i nconvenience to ne and how nuch better they could
serve ne.

Here, |1, as the agent, sold the ticket on
that particular carrier and they were trying to shove
the travel agency out of the picture. W are the only
maj or industry where the owner of the product we sell
is bad nouthing its sales force.

When we need assistance to correct or have
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help with a problem we're often treated w th disdain.
This industry has no regard for its custoner unless
you're in the top three percent.

The airlines, 1in general, treat their
custoners badly. I fly all the tine. And custoners
are spoken to in a rude nmanner and with little concern
for people's needs or feelings. Wen there is a delay
or cancellations, ~custoners do not get a good
expl anati on of the problem

As an agent, | am often defending the
situations the <carriers may be in, whether it's
weat her, nmechanical or security related. After we
take the tine to explain things to the custoner, he or
she is usually nollified, if at |east tenporarily.

There are many fine people who work for
our nation's airlines. But the attitude fromthe top
dowmn is generally one of disdain for travel agents
As | said, it is the travel agents who built this
i ndustry, one passenger at a tine. W took the
prograns the airlines devel oped. W marketed these to
our clients, often at our own expense. W' ve worked
through strikes, airline strikes, weather situations
and terrorismat no extra conpensati on.

You can say that those things were in the

past and we nust now work in the future. And | do

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

202

agree that tonorrow is a different day. The airlines
are still using us when it suits them And you heard
that today. And disregarding our inportance the rest
of the tine.

W are the voice of the consuner. W do
rely on repeat business. And that's our utnost
concern, that people are satisfied with our service
It is inperative to us that our custoners return,

To the airline, custoners are only revenue

for their stockhol ders. They do not see them as
people who require personal service. As trave
agents, we are concerned about custoner service. It's

what we're about and that creates a thorn in the side
of nmost airlines. W do bring value to the equation
as we encourage people to travel.

The airlines claim we don't shift market

share or grow the business, but I'm here to tell you

that's not true. M/ agency is two thirds leisure
travel . And we're working every day to encourage
people to travel. W encourage themto see the world

we live in for leisure pleasure, for |eisure pleasure,
education and a better understanding of other people
in the world.

W' ve worked hard to grow the industry and

the airlines have nade travel hard work for the
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consuner, even well before Septenber 11th.

The travel industry is having a hard tine
recovering because it's shortsighted. In today's
environnment, between fears of terrorism and even nore,
the econony, the airlines would be smart to utilize
the travel agent to help them grow their business.

W can, we do shift market share. And the
airlines know it or there wouldn't be back end deals
rewardi ng those who can and do. But the airlines nust
treat us all with respect. W do put bodies on their
airplanes and account for a large portion of the
passengers.

| think our revenues have decreased by 35
to 50 percent since conmssions were |lowered or
elimnated, starting in February of 1995. W need to
have access, equal access to web fares, particularly
sites like Obitz. Obitz has becone a way for the
airlines to collaborate wthout being accused of
antitrust. But travel agents can't do the sane thing.

As fares are not, what difference does it
make to these entities if we have access to sell and
market these internet fares? |In other areas such as
debit nmenos, the airlines erect barriers to a
sol uti on. There are many tinmes that airlines wll

refund a nonrefundable ticket to an irate custoner and
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then debit our comm ssion. Though they woul d not have
al l owed us to refund.

In talking to their finance departnents,
we're again, treated with contenpt. Sorry. They have
a cavalier ny way or the highway attitude.

Wien Septenber 11th occurred, Brentwood
Travel had clients all over the world. At our own
expense, we stayed with all of our clients until they
were hone, working with them each step of the way.
Wiet her by train, plane, car rental, car purchase or
what ever neans we could find, we made sure they knew
soneone out there was concerned and cared about them

W travel agents may be the little guy,
but we do nmake a difference.

| thank you for the opportunity to allow
us to represent ny fellow travel agents and col | eagues
here today. As they say, this could only happen in
Aneri ca.

CHAI RVAN W NSTEAD: Thank you, Stephanie.

Cynt hi a?

M5. TYO Ckay. W nane is Cndy and I'm
the General Manager of Travel Travel in Fargo, North
Dakota. And yes, |'ve seen the novie.

W are a privately-owned travel agency

that opened its doors in 1986 and currently has eight
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enpl oyees. And our owner's nane is Dave --

| have been in the travel industry for 23
years, in which tinme |'ve been a travel agent, nanaged
| arge corporate accounts, done the accounting, opened
a new of fi ce and nanaged an agency.

|'m here to speak openly and honestly of
i ssues that happened to ne, as a manger, and to issues
t hat happened to coll eagues. And hopefully, with no
repercussions fromthe airlines or CRS vendors towards
t he agency | now nanage.

| believe nowis the tine we need to speak
up. Prior to this date, we, as managers and owners,
were restricted and/or frightened by guidelines set by
ARC, airline contracts and GDS contracts, which were
basically all owned by one in the same. Wich scares
me to think that the cycle is starting over again with
Obitz owming a CRS because we could spend a mllion
dollars on a software program and they would sonmehow
force nme to come back to them

And | know that happens because it
happened to ne. | was on a Sabre agency in a
northwest city. And w thout being on WrldSpan, they
basically forced me saying | couldn't have any
incentives. | couldn't have sales support. And they

offered different incentives to other agencies that

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

206

could conpete for the large corporate accounts or any
type of accounts.

So, |'ve been in that. So it scares ne
when | heard them say that Orbitz now, being airline-
owned, that this whole cycle is going to cone right
around again. Because that's where | amstill at, is
still being owned by airlines and the CRS vendor.

So, now definitely is the tinme to speak
up. As you wll note, through ny testinony, we spent
a lot of tinme disputing with the airlines. ARC debit
nmenos and service fees. It is unfortunate that our
agency, along with other agencies, have to spend so
much research tine proving the legitimcy of each fee
that we sonetines cone close to forgetting the nost
important part of our job. Taking care of the
customer by making sure they receive proper and
unbi ased i nformation.

Based on avail abl e evi dence, Travel Travel
believes the following to be true. ARC, which is the
Airline Reporting Corporation, has the right today to
share our information with each and every airline that
is part of ARC And inmagine what could happen in
ot her types of businesses that the sane would apply.
Not only do they know our nmarket share, they work it

against us and share it wth other travel agencies
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down the street.

M/ col | eague, who has managed and now owns
a travel agency, was able to obtain information from
her sales representative regarding her conpetitors'
sales. Could you call that insider trading?

Travel agents have received debit nenos
from airlines with the reason stating conm ssion

deducted on the exchange transaction exceeds the

anmount al | owed. After researching the neno, it was
evident it was unwarranted. The tickets were
exchanges. The original ticket was issued prior to

the zero conm ssion. However, the passenger cancel ed,
leaving a credit towards another purchase wth the
airline.

Prior to zero commssion, we would have
exchanged the ticket and taken commssion only on
additional nonies that were collected. After zero
conm ssion, we would do the exchange and take not hi ng.
The airlines are now asking for the conm ssion taken
on the original ticket that was issued prior to zero
comm ssions to be returned back to them

Travel agencies are also receiving debit
menos after 911, in which they refunded partial
tickets. As the airlines received the nonies from

each and every taxpayer, they also recall the sane
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nmoni es consi dered | ost.

Turni ng per Northwest ARC Addendum Number
2, section 3B, per Northwest clainmed that we received
a debit nmeno for turning in canceled rebooking. In
research, we found it was due to all the schedule
changes that Northwest had done after Septenber 11th
and per their verbal instructions.

Qur necessary research began by pulling
PNR history through our GCDS. And we were able to
determne that we were not at fault. Again, Northwest
charged a $50 fee to me for all the work that they had
to do.

Anerican announced on June 24th, it would
stop issuing paper tickets for donmestic flights by
next March, and for international service by Decenber
2003. In the interim as of July 2nd, Anerican is
doubling the anount it charges custoners for

requesting a paper ticket, when an e-ticket s

avail abl e. The fee will increase to $20.
The announcenent canme through as | was
working on ny testinony. Is it American feels that

t hey shoul d be conpensated for their own work?
W had a call fromone of our clients the
other day stating they couldn't understand why the

airlines state how they are losing so nuch noney and
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couldn't pay travel agencies anynore. They had to cut
di stribution costs.

Whien she went on UAL.com she was finding
her ticket at half price that we had quoted her.
Later that day, | <called ny United Airlines sales
representative and told him what our client had said.

Hs answer, | don't know why. UAL.com is ny
conpetition.

Wth that, the airline sets ny price. W
have no choice what fare we have to sell. And when
it's as nuch as half price, does our custoner really
have a choice to cone through us when they're | ooking
at a half price ticket? | would go.

In the year 1998, our gross airline sales
were 2,532,362.64. And conm ssions, with revenues, of
175, 192. 64. In 1999, was 2,759,624.73, with revenue
at 173,574.36. 2000 was 2,377,694.61, with revenue at
107,020. And at 2001, was 2,537,799.38, with revenue
at 107, 034. 89. And starting from the year, Janaury
1st to June 20th, 2002, our sales were 1,157,254, wth
revenue at 22, 709. 20.

Based on our ARC s gross sales, you'll see
we have solidly maintained our custoner base and
confidence with our expertise. W work hard for our

custoners and they've been loyal to us. However, in
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the last several nonths, they have been questioning
prices that we quote them versus offered on airline
websites, Obitz and etcetera.

They feel that they don't have a choice
Even if they choose to conme to us and pay us a service
fee for what we do for them they can't justify it in
their budgets when they see such different prices.
Even though the hassles of them having with accounting
i ssues, nmaintenance and trying to figure out where
their budgets are at.

And I'd also like you to note the
conti nued decrease in revenue conpared to the increase
of the amount of work required.

An airline cannot expect us or expect to
ask agents to enter into legal, binding contract, then
set the change the | evel of capital an agent nust have
in the business. In -- rules covering accounting,
selling tickets, premses, security, staffing and
staff training and have open irrevocable access to
agent's bank account for weekly ARC paynent.

And for all of this, not expect to pay the
agent for the work to be done on the carrier's behal f.

If an airline wants cost recovery for this item then
the cost recovery rightly belongs in the fares set by

the airline for passage carri age.
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| believe we have earned the right and
deserve to be treated fairly. Wuat we're asking here
and what I"masking for is a fair playing field.

So, basi cal | vy, to concl ude, do the
custoners really have a choice?

And | really want to thank you, too.

CHAI RVAN W NSTEAD: Cynthia, thank you.
You too, Stephanie. It was very, very informative.
Not only about the history of paynents and revenues,
but, you know, what you're experiencing now and
obvi ously you both do a great job with your clients.

And that's why you're still with us.

| would, | would like to turn it over to
the panel because | think there are probably sone
guesti ons.

MR ROPER  Are you both nmenbers of ASTA?

M5. TURNER  Yes.

M5. TYOQ  Yes.

MR ROPER Ckay. And you're sort of here
representing the, individually and also the industry.
Do you both have a CRS and who is it?

M5. TURNER  Wor | dSpan.

M. TYO Worl dSpan.

MR ROPER And if you were to change that

CRS, what would it, does it cost you any noney to

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

212

change fromone CRS to the other?

M5. TURNER [''m under contract. Thi s
July will be three years. | have two years to go.
Wth WorldSpan, obviously I"'min St. Louis now, which
was a TWA city, is now an Anerican Airlines city.

| will tell you that | had one office on
Sabre and one office on WrldSpan. And when | finally
was able to nerge them together, the back end costs,
which | negotiated ny way out of to a |large degree
still ended up <costing nme about $11,000. And
Wr| dSpan did help to cover some of it.

But it's not easy to get out of these
contracts. You know, we have two years to go. They
would renew it for ne, |I'm sure, in a heartbeat and
make nme a deal. But if | suddenly wanted to go, get
out of it, go with another CRS, you know, go strictly
through the internet, | can't do it for at least two
nore years.

And when you let a contract run down, it
seens to get nore and nore expensive. Ve,
fortunately, have been able to maintain our segnents.

That's very inportant to us. Because | went through
a period three years ago, where all the sudden from
paying nothing on two CRSs in two offices, we were

payi ng $25,000 a year. That's another enployee plus.
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You know, | nean, that's just expensive.

And so getting out of these contracts,
it's alnost self-perpetuating. It's alnost ike
getting out of your car |ease sonetines. I mean, it
just goes on and on. So it is hard to get out of.

MR RCOPER  And do you get a rebate from

t he CRSs?

M5. TURNER: If we achieve the nunber of
segnents that is required in our contract, |'m sure
everybody has, there's different deals out there. It

may, for us we use the overage that we have to pay any
bills that we have. | nean, we do have sone bills
associ ated with our CRS.

You can, sonetimes you can take noney,
which is at a |ower value. O you can take travel
credits, which are at a higher value. So, there is an
incentive to book a lot through the CRS. | mean,
every tine you book through the internet site, it
costs you noney in that sense. And we do a lot of
booki ng on the internet now

MR RCPER Do you believe what our, the
wi t nesses before you, are claimng that you should be
telling each one of your clients that you re getting a
rebate fromthe CRS?

M5. TURNER  You know, | just don't think
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it's realistic. | nean, | don't. And it's not that I
have anything to hide. What difference does it make
tony, really to ny custoner? That's a tool. And the
nore we use it, the better off. But it doesn't keep
us from going to other places. | nmean, why would ny
custoner really care?

Wth the CRS, now if I'mgetting a rebate
or a back end or override on sonething else, maybe
t hey woul d care.

And you know, and |'m honest wth people.
| say to them we have preferred conpanies that we
use. And it's a two-way street. When you have a
relationship wth a conpany, it also helps you get
nore back for the custoner. Where as when you use
sonebody only once in a great while, you don't have a
relationship. And if there's a problem and one out
of three bookings has a problem it's a ot easier to
get it resolved with a conmpany you have relationship
with than the one you don't.

So, we're pretty straight on wth our
custoners about that.

MR ROPER | would think that both of you
being here it would be that way. But as we all know,
not all travel agents. I nmean, we read about it in

the newspapers all the time, you know, the issues
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t aki ng pl ace.

| just had a last question and it's
probably a follow up to the hearing that we had in
Washington, D.C. You know, |'ve been in this industry
for a nunber of years, hotels and convention bureaus,
et cetera. To see the sort of disdain that's taking
pl ace between the travel agencies. And | don't know
if it's driven by ASTA or it's driven by vyour
i ndi vidual experiences with the airlines. And vyou
agree that the node of transportation for nost of your

custonmers is by the airlines.

Wuldn't it nake sense -- and | know
you're probably trying this but | have to hear your
answer to this. Wuldn't it nmake sense that you

people try to get together again because the consuner
-- if the airlines are tal king about you on the inside
or to you, | can only imagine. If | heard that from
ny boss all the tine, | can imagine what they're
saying to the consumer about the airlines. And boy,
it just doesn't, it doesn't bode well for the future
of travel in Anerica.

M5. TURNER  You just hit the nail on the
head.

| have to tell you. | have a very good

relationship with American Airlines. | nmean, | have
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to live with them and | have a sales manager who's
much |ike her United sales manager. She's on ny side.
Unfortunately, her conpetition is at her own conpany.
So, | nmean, we do overall coexist.
However, you know, it's like, it's like Cynthia said.
Everything's a battle. And everything -- they nade a
m st ake but charged her $50 for the research. So, you
know, it's got to be a two-way street.
The airlines would l|like to see us,

think, generally out of the picture. This has nothing

to do with ASTA. | run a business. | have to | ook at
the costs of running the business. And ny costs
continue to go up. And so | have to look at, you

know, what's going to be the nost cost effective thing
for ne.

And | have to just take issue with one
t hi ng. W all know that there are people in any
industry that are not good as other people. And sone
of those people w |l disappear. But the majority of
travel agents who are successful and will survive do a
really incredible job. And you only get the news of
the ones where there's a problem But that's true
ever ywher e.

So, |'ve come across, in 28 years, a |ot

of different travel agents and |I have a |ot of respect
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for the majority of them There's sone that don't
deserve to be in business.
MR ROPER | just think that, ny closing

coment is that it's like being in a famly where the

not her and father are fighting all the tine. | don't,
| just, from what |'ve heard, | don't want to be a
part of the famly. | don't want to be a child in

this relationship between the travel agents and the
airlines. | think it's really sad. | nean --

M5. TURNER But it's been this way
actually for a very long tine. And Cynthia, nmaybe you
want to add.

MR ROPER It's very sad. For the
consuner, | think that it's very sad.

M5. TURNER It is.

MR ROPER  Yeah.

M5. TURNER Do you want to add sonet hi ng?

MB. TYO No.
MR LAWSON: | would be interested. Do
you pay agai n your net ? Because Obitz

representative was saying that he wants to set you
free.

M5. TURNER  The day has conme. | hope he
can.

MR LAWSGON: From all the CRS contracts

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

218
and what not . Are you currently paying for your CRS

systens? |Is that the net?

M5. TURNER M ne costs nme nothing right

NOWw.

MB. TYO And for mne, mne's set up a
little bit different. Qite a few years ago, we went
ahead and bought our own hardware. So, in our

contract, we do, after a certain anount of segnents,
we get noney back. And it goes basically because |
have to hire sonebody el se for a maintenance agreenent
and to buy all ny hardware.

MR LAWSON: But the net effect? Because
Obitz' charge was that all small travel agencies are
having to pay for the CRS system

M5. TURNER That's not true. But, you
know, | also, we own part of our equipnent.

MR LAVWSON. So, what we're saying is that
statenment is not true --

M5. TURNER Not totally true. The
agenci es that produce enough segnents for their CRSs
don't have to pay for it. However, it is again
becoming a challenge as our business decreases and
we're under contracts from |like for ne, it's three
years ago.

W do all have segnment counts we need to
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neet .

MR LAVWSON.  Well, | just wanted to nake
clarify that. Because Obitz was intimating that --

M5. TURNER  There are, I'msure there are
pl enty of agencies that do have that probl em

MR LAWSON: That they were here to save
you.

M5. TURNER | have a feeling they wll
cause sone people to get on their toes and nmake sone
changes.

DOCTOR M TCHELL: | had a letter from an
agent who had read that | was on the Comm ssion, who
was conpl ai ning about CRS contracts saying that since
the change had occurred in the industry and that we,
the agencies were no |onger being conpensated by the
airlines, then the CRS contract should be null and
voi d.

Her statenent, | believe, was that this
should, there's a law against slave |abor. And
listening to sone of your testinony, it sounds |ike we
al nost are sonewhat nasochistic to even be in the
busi ness. But did you have any coment from your
relationship with other agents that mght have had
sone of the simlar problens?

VB. TURNER: Vel |, when t he | ast
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Comm ssion caps hit, we did decrease our nunber of
lines. Not our nunber of pieces of hardware, but we
reduced the nunber of lines |eading in. V¢ have a
shared system in our office. W found a way kind of
ar ound. So, everybody has access. Being largely
| ei sure, we don't, every agent doesn't need to have
the airline systemin front of them But we do need
to be able to use the system

Actually, we're beginning to work our way
around even the invoicing side of it through other

means. But there are agencies that |I'm sure this has

greatly affected and yeah. | think when they went to
zero commssions -- and | told M. Blackney he needed
to call ne. But | really think the time has cone to

gi ve agents that option when the rul es changed agai n.

| nean, going to zero commSSsion was
really sort of the nail in the coffin for a lot of
agencies. You know, just as a side note. I'min the
process of |ooking to absorb sone other agencies at
this point in tine because we noved to |larger quarters
and signed the | ease on Septenber O9th.

But, it's okay. But there are, in ny
honetown, five major agencies that have been strong
conpetitors of mne that are now either on or |ooking

to be purchased. They're either on the auction bl ock,
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so to speak, or |ooking to be purchased.

And that, to me, | don't think you' ve
begun to see yet what the effect of all this is going
to be. I think a lot nore agencies are going to go
down the tubes. Just because, you know, you have to
be able to nake a living at it. | nean, we're not in
this, it's not Hobby Lobby as ny nother used to say.
It's truly a business.

| raised three children and supported a
famly on this business. So, it's pretty serious
stuff. And it nakes nme sad when sone of ny strongest
conpetitors are thinking about getting out.

M5. CASTO St ephani e, are they charging
f ees?

M5. TURNER Ch,  yeah. Everybody' s
chargi ng fees. But you know what? Fees don't begin
to make up what we've lost. And there's only so nuch
you can charge a consuner. | think CGndy handled it
really well when, you know, she tal ked about how rmuch
can you charge the custoner?

They can handl e whatever is the going rate
in your hometown, but when it gets really way out of
line and when you hit sone of those deals where it's
three, four hundred doll ars. | nmean, ny own agents

will go shopping on the internet for a fare for their
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famlies.

| nean, that's just way out of line. It's
just way out of line. And no, no airline is going to
convince nme that their costs are that far apart from
travel agent to website.

And what they didn't talk about are what
are their costs? Sonmebody brought that up. Maybe it
was you, Paul. Brought up what are the costs that are
included in their airline ticket? That's why |
nai vel y thought that someday, if we went to net fares,
we would have truly a net fare. They would add their
markup on to theirs. W would add our markup onto
ours.

But, so this is about controlling the
mar ket pl ace. And, you know, 1'd like us all to neet
again in five years and see where we're --

VR, DUNNE: I have a question for you.
Being from St. Louis and being a hub city. Could you
explain why, being a hub city, costs us so much nore,
like 30 to 40 percent nore?

M5. TURNER  Um hum

MR DUNNE: What, what is that, what is
t hat cost factor?

M5. TURNER | used to defend the airlines

on this one.
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As ny sales nmanager said the other day

when | called about that Northwest connection versus
the Anerican, she said, "WlIlIl, nonstop service, you
know, is nore. You pay a premum for that because

it's nore convenient."

You get on the plane here. You get off
the plane there. It also probably boils down to a
thing called | ess conpetition.

We do have Sout hwest Airlines in our city.

And you'll noti ce, anytime that they're in
conpetition on a routing with Southwest, the fares are
very conpetitive.

So, not all fares are 30 to 40 percent
hi gher. I mean, right now, fares are very |low right
now. | mean, they truly are very |ow But that's
ri ght now W're in a different situation right now
because of the econony and the whole -- it's not even
terrorism that people are afraid of. Peopl e are
afraid of getting stranded, nunber one, if there would
be another terrorist situation.

And nunber two, they don't want the

hassle. | nean, | went through the airport yesterday
and I, 1I'm always pulled out of Iine. | mean, there
nmust be sonething really suspicious about ne. But
it's, you know, it's not that | have anything to hide
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but I, like everybody else, want to get on and put ny
stuff in the overhead conpartnent. And so |'ve
| earned not to be first in line. Now | was third in
['ine. | still got pulled out of Iine. Don't wear
navy blue bl azer. Don't wear khaki pants. |'"ve got
it all down.

But | think part of it is that St. Louis,
there's no conpetition. And Anmerican Airlines truly
controls probably 70 to 75 percent of the Ilift. So
when you don't have conpetition, you know, it's easy
to charge whatever you want.

MR DUNNE: And then following up wth
that question. You really can't blame a consuner then
for going to the net or internet to find a |ower
price.

M5. TURNER | don't Dblane the consuner.
That's not been our argunent. I nean, we're a

consuner too.

MR DUNNE: Ri ght . | understand that.
Ri ght.

M5. TURNER Al though, | don't want
airlines to tell ny, | don't want airlines to tell ny

customer, "Don't use a travel agency."
| nmean, that's what's happening when

you're on the phone. [If you' re ever of the phone with
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sone of these people. And | want equal access to
t hose fares.

MR DUNNE: Well, this norning, |'m sure,
and | believe you were sitting here when the gentl eman
from Obitz made his testinony that they would be, if
they' re successful because of their new technol ogy,
that they would be able to, to somewhat -- the
guestion | asked him was what, how they would regul ate
their fees? And they said that they would equalize
their fee between the |arge and snall agenci es.

Do you think that's a reality or is that

just a --

M5. TURNER: | think they're going to be
forced into it. | think, depending a |ot on what you
all do as well. | really, truly believe that down the
road -- | don't know how this thing ever canme to be
| nmean, | just don't understand it. | nean, what do |
know? |'mjust a travel agent.

But all | can tell you is that the five of

us who are here today couldn't sit and have the
di scussions that I'm sure nust go on at an Obitz
board neeti ng.

You know, wll this bring about sone
positive changes? You know, everything that happens

like this had a good side and a bad side.
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So, because of it comng into the
spotlight, | personally feel it could have sone
benefit to us. And maybe it will be able to finally

push us, with all of us getting together, to have sone
accessibility to sone of this information.

| don't fault any custoner for going on

the internet. I don't think people have all the
i nf ormati on. If there's a schedule change on the
i nternet, ei t her sonetimes they don't get t he

information. And we get that information all day.

If it's a msconnect. And you should see
how these schedul e changes cone over. | f sonebody's
going on a connection, sonetinmes the schedul e change
doesn't match up anynore. And, you know, try getting
t hat resol ved.

Sonetinmes they're going on a cruise and it
doesn't match up to the, to getting to the ship on
tinme.

So, you know, it's educating the consumer
as well. And that's part of what we need to do is
educating the consunmer to what we bring to the table.

But, you know, we're the little business
peopl e overall. And it's different than the big
corporate travel agencies. W handle all the leisure

travel for Meritt's Travels corporate accounts.
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They're in a whole different ball gane. And | talk to

the president of Meritts, periodically, through

e-mails.

They're in a different ball ganme. They're
dealing wth a «corporate traveler. They're on
management contracts. W're dealing generally wth

t he day-to-day consunmer and snaller corporate accounts
as a whol e.

So, it's, you  know, t hat const ant
conmuni cat i on. But the nessage is going out there
from the airlines, from the websites, that we're
di nosaurs. And |'mhere to tell you, we're not.

MR ROPER W' ve heard through sone of
the testinmony from Bill Maloney, etcetera, that the
travel agents still control 75 percent of the tickets
on, you know, which | think is great. So, that's why
| don't think you' re going away because, you know,
there's, they obviously still need to work with you
and probably fear you nore than, nore than you, than
you t hi nk.

But, what |'ve been hearing over the | ast
couple of testinmony, that the travel agencies are,
your revenues have declined. The airlines' revenues
have declined. But we saw today that the CRS s keeps

goi ng up. Tell nme about that. Wiy do you accept
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that, | guess, is the, why do you accept --
M5. TURNER | have to tell you that's the
first time I've, 1've seen that.

MR ROPER  But why would you accept that
type of an annual increase from the CRS when your

revenues are goi ng down?

M5. TURNER But it doesn't, but it
doesn't cone from us. | nean, that's an issue the
airlines created the CRS. | mean, they created the

nonster, if you will.

And all of a sudden now, you know, these
are the bad guys out there. They' ve created
actually, every situation that has occurred. And then
when it doesn't work anynore, they want to take their
mar bl es and go hone.

MR ROPER So, shouldn't you and all of
us be looking for a system and |I don't know what that

is, that nmakes it easier on you and easier on the

consuner ?

M5. TURNER  You know -- go ahead.

MR. ROPER  Cost w se?

MB. TYO Basically, for -- costs to the
travel agencies today, | think are less to us than
t hey' ve ever Dbeen. Because nost of the trave

agencies, if not, or at |least sone of them and people
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are, they're buying their own equipnment, which they
used to supply all the tine.
They used to supply the maintenance

agreenments that would cone into your office and do it.

So on behalf of the travel agency side, | nean, we
noved away from | nean, that was a huge cost for
t hem | mean, | know $30,000 of a conputer | put in

ny office. And they don't have to do that anynore.

But they still state that, you know, the
travel agencies, they're doing all this stuff for the
travel agencies. They're really not. | mean, we're
taking on nore and nore.

MR ROPER Yeah. And the last thing,
Ted, and | heard two different things this norning.
| heard that a vast majority of the smaller agencies

are still paying for the CRS.

M5. TURNER: | think there are sone that
probably are. | could not tell you at all what those
figures are.

But, you know, | want to say the CRS are

probably the nost conpetitive part of our industry
because there are three, four conpanies, forgetting
Obitz at this point, who's really not a CRS.

You' ve got Worl dSpan, Sabre, Gllileo and

Amadeus. And they all conme in and they all conpete
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for your business. You know, if you' ve got any type
of vol une. Even in St. Louis, Amadeus was in there.
So, you know, it does give us sonme negotiating power.
And when we buy our equipnent, it |lowers
our segnment counts. | nean, all of that, all those
segnments translate to dollars. W've |owered costs in
sone areas. W certainly have |lowered their costs.
But that's an issue, | think, that the, that the, |

just think the CRS and the airlines, that's their

battle. | think we've been dragged into that battle.
But that's really their battle. But, you Kknow,
that's --

MR LAWSON:. Wyuld you say that if the, on
web fares, if you had access to web fares -- and for
the sake of argunent, the airlines charged you a
surcharge for accessing those particular web fares in
your CGDS systemin order to nake up the distribution,
what they claimis the higher cost of the CRS system
Wul d you say that would be a good solution, if you
coul d pay $10 hi gher on a web fare?

M5. TURNER | take the Fifth.

| don't know. | nean, | really don't
know. | think it would depend on what kind of fares
we were getting.

MR LAWEON: Vell, if your fare is $200
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less. This is what | can't reconcile. |If your fare is
$200 less and the charge for the CRS is 10 to $15,
there's a discrepancy here between the low web fares
and the CRS charges. Wiat I'msaying is if they would
charge an additional surcharge for that for $15, but
you could access this $200 less fare, would that be,
is that sonething that you feel confortable w th?

M5. TYO As long as they would let us
have ownership of the PNR the reservation, because --

MR LAWSON Yes. It would be through
your CRS system

M5. TURNER It's a possibility. | nmean,
| wouldn't want to say a blanket yes or no at this
poi nt . But it certainly would be something worth
| ooki ng at and di scussi ng.

DOCTOR M TCHELL.: Wuld you want to
guarantee or have sone kind of provision in that
agreenent that it would have to be fares that were X
amount | ower because as soon as all of those would
then be nmade available to the travel agency industry,
they m ght not be that good anynore?

M5. TURNER That's why |'m saying, |
nmean, |'d have to really --

M5. TYO Look at the whole picture.

M5. TURNER: And that's, that's like a --
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it is sonething that I think we need to |ook at. I
think we do need to find a way to have access to those
so that we can incorporate theminto our system so we
can take ownership of our custoner.

| nmean, those are the things that concern
nme is these big conpanies. What they're interested in
is your custoner. And they're devel opi ng prograns,
t hey have so nuch information about us now  But, you
know, the ability to scrape, get all that information,
know the phone nunber, know the address, know what
conpany. And go narket directly to ny consuner.

Do they do a certain anount of this now?
Yes. But, you know, with e-mails today and direct
access. | just don't want to be the one that's
constantly providing this and getting no benefit back
fromit.

But, yeah. I would certainly consider
|l ooking at, at a way to create a relationship that
we -- actually WrldSpan, and | don't work under it
all the tinme, but WrldSpan does have sone of that
capability. They're working on prograns for us to be
able to go in and book internet fares.

M5. CASTO There are sone software
products that's already out that you can use. And I

can tell you that. Because | amusing it now. | can
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book web fares. So, | nean, those are avail abl e.

M5. TURNER: Yeah. They gat her them and
search and --

M5. CASTRO And it's very easy and it's
very fast. That's available to us. W can sell web

fares. So maybe that's something you could | ook at.

MR MURPHY: If | could ask. First of
all, both of you, pretty nuch appreciate your
st at enent s. Very forceful and from the heart and I

appreciate that.

But if you had to nmke one or two
recommendations to the Congress -- and we have to make
sonme recommendati ons. Wat is it that each of you
woul d suggest? Do you have anything you could call
fromthat long |ist of issues that you brought up?

M. TYO Well, first of all, Obitz. And
| think we went over that. | just don't think, I
don't think it's right that they should be able to do
what they're doing or be around.

And to have access to all the sane fares.

VW need to have access.

MR MJRPHY: Thank you.

M5. TURNER And | would say | think
again, if we're going to be in a wholesale or net

situation, it should be, I'm going to use the word
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| evel playing field. | don't think life is often a
| evel playing field. But | certainly think that we
ought to have access to a wholesale type of
distribution systemso that we can take that price and
mark it up just as the airlines would take that price
and mark it up.

And, | nean, they're playing games wth
our fares, wth the fares generally. And, yes.
Sonebody said before about stirring it up and m xing
it up for the consunmer to keep them off bal ance. And
that's been going on for years. And that's okay.
That has nade us a necessary part of the equation. |
think it's gotten kind of out of hand.

But | think that's the one thing | would
like to suggest is that airlines need to be able to

provide all of their distribution system whether it's

the internet, which is here to stay. Their travel
agents, their own sites, whatever. A realistic net
pri cing.

MR MJURPHY: Thank you.

M5. TURNER  Thank you.

MR DUNNE: I"ve got one question to
Cynthia. Something you just said there about Obitz.
They seem to be like public eneny nunber one, except

there's three or four people doing it. Wiy are they
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catching the nost heat? Because there's five airlines
i nvol ved with thenf

M5. TYO And because they're airline-
owned. And they are able to discuss. They're able to
do, | nean, they're able to set the fares, not only
for their own travel agency, they're setting it for us
as well.

MR DUNNE: But what about Travelocity?
Wio owns t henf?

M5. TURNER  Actually, American Airlines -
- Sabre, yeah. It's actually -- I'msorry. | should
separate them

MB. TYO Sabre owns them or Sabre owns
them not the airlines.

M5. TURNER And Expedia is Northwest
Continental. | nean, there's ownership.

MR ROPER So, if we were to ask the
guestion again, you really want themto all go away?

MR TURNER No. | nean, that' not really
-- well, there's a big difference. No, there's a big
di fference because, because Northwest and Continental,
first of all, do have a relationship. | nean, when
this started, they were doing code sharing and, you
know, they were working together.

But these are five airlines representing
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80 percent of the marketplace, who own and control the
di stribution system

MR DUNNE: | understand it. But what |
heard this norning, unless | heard sonething wong, is
that this conpany called Obitz started under the
premse of producing a higher grade technol ogy
platform to where they could distribute information,
dissemnate information, at a faster rate of speed or
what ever they were doing. And solicit it. And then
went and solicited the airlines.

Isn't that what | heard this norning or is
it --

M5. TURNER It's owned by the airlines.

MR DUNNE: |'m saying, where are the
originations? I"m tal king about the origination of
the idea. |In other words, what you're saying is five

airlines got together and they created Orbitz?

M5. TURNER Actual ly, three. Thr ee?
Four airlines started it and then American Airlines
came on. | nmean, it didn't start with five. It
started with three or four.

MR DUNNE: But then, okay. So there's,
let's say five.

M5. TURNER There are five who own it.

MR DUNNE: Vell, what difference if
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there's five or there's two? If two can get together
and nmake a sweetheart deal, why can't five get
toget her and nake a sweetheart deal? Wy can't three
get together and nmake a sweetheart deal? Because
that's the allegations | keep hearing is what, how
terrible they are because there's five people
t oget her.

M5. TURNER \Well, first of all --

MR DUNNE: It sounds to ne like all of
them that are together ought to get away from one
anot her, including the CRSs, and start over.

IVB. TURNER: Probabl y. It's ny
understanding that Travelocity and Expedia have,
there's sone ownership with the other conpanies, but
they' re not solely owned by those conmpanies. And --

M5. ROUGE: There's no airline ownership
of Expedia or Travelocity.

M5. TURNER They just have a nmarketing
rel ati onshi p.

MB. ROUGE: Right.

M5. TURNER  They've cut a deal. \Wereas

Obitz is -- well, that's different than | own the
site. Obitz is | own the site. I'm five airlines
and | own the site. | control the site.

MR DUNNE: Well, can sonebody --
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M5. TURNER Wiy, when the travel agents

years and years ago, wanted to put together a neutra
CRS system we weren't allowed to do it? | mean, we
weren't allowed to do that years ago, before --

MR DUNNE: No. | under st and. ["m not
trying to say anything agai nst travel agencies --

M5. TURNER No. No. | understand that.

VR DUNNE: I"'m just trying to say maybe
we need to know the percentage of ownership of each
one of these things. Because if there's a direct
percentage of ownership, that'd be some different
t hi ng.

There's a |lot of allegations and sort of
i ke you say snoke screens and mrrors being presented
to us as a, at least to ne as a Conm ssioner. |'m not
very bright. ['m not in the industry. But | am an
industry that's regulated by the Departnent of
Transportation and the Departnment of Justi ce.

And sonme of these veiled allegations, |
get just a little bit concerned about, sitting up here
as a Comm ssioner as to comment about sonething when,
in fact, we don't really have naybe the true story of
what percentage owned, too. And how this whole thing
Spi ns. And how, by the sanme token, that the travel

agenci es al so get back rebates because based on their
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services and stuff. That is sort of glossed over.
Especially with regards to CRSs. If you do so much,
you pay. |If you don't do so nuch, you pay a fee. |If
you do exceptionally good, you get a rebate.

So, you know, there's sonme things in here
that are not quite clear to ne. | mean, it's just
what I'm as | say, don't understand the industry.
But | really get, you know, is | sort of, all I'm
saying is if we're going to nake the statenent in the
testinmony, let's get rid of Obitz. Then nmaybe we

ought to give it all up and start over again. That's

all 1'"m saying, that maybe that's basis which we need
to be --

MR ROPER Vell, | would ask for ASTA
you know, which you're part of. | mean, 1'm not a

menber shi p organi zation, so |'mout there representing
ny organi zation. And every one of ny nenbers would
know who owns a certain part of it, especially if
you're going to cone and testify on behalf of all

travel agents.

M5. TURNER Cay. | will agree wth
t hat .

CHAl RVAN W NSTEAD: Wl l, 1|, you know, and
if Paul was here, |I'm sure he would -- he was here,
but, you know, | nean, | was a little, as confused as
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he was. And that was, you know - -

MB. TYO And one of the reasons | said

it, he said if | could recommend it. And | guess,
just by looking and -- | didn't put it in ny testinony
that | wanted to get rid of them | just wanted a

fair playing field.

But as an, as airlines together, it would
be like saying all the car conpanies got together and
di scussed and tal ked about and set these, set one site
that everything was sold. And they could sell it
hundreds of dollars cheaper.

And that's why |I'm nore against them
Because you get a collective -- , sitting in one area
and being able to discuss and set the prices and go
fromthere.

CHAI RVAN W NSTEAD: VW have one nore
panel . Stephanie, thank you very much. I think your
answers were very, extrenely hel pful, too.

M5. TURNER And they may be able to
answer better than, they may be able to answer --

CHAI RVAN W NSTEAD: No. | think vyour
testinmony was very, very helpful to us and best of
l uck -- business.

M5. TURNER W'l be around --

CHAl RVAN W NSTEAD: G eat. I'"'m sure.
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Devin Hansen, Janes O Malley and John Craig. Can you

all join us up front here? | apol ogi ze. It's a
little after four, so thank you for sticking with us.

MR CRAIG The only thing we -- to answer
your question about Orbitz.

CHAl RVAN W NSTEAD:  Yeah. Junp right in.
You' ve been hearing the debate all day. I do
apol ogi ze for keeping you.

MR CRAIG Obitz is controlled by the
five major carriers. The five major carriers control
80 percent of the lift. There's a Board of Directors
at Obitz. Those are the Vice Presidents of the five
major carriers. That's a bit troubling, that they can
nmeet behi nd cl osed doors and di scuss pricing issues.

-- Shell and Sinclair and Phillips 66 and

do sone gas deal, open sone filling stations together.
That's the only issue. | mean, that's sonme of ny
t esti nony. It's troubling about Obitz, how they're

put together, being owned by the major carriers.
| have the sane trouble with -- Travel.

There was a travel agency owned and funded by the

maj or airlines. | have trouble with Obitz. WI I
they go away? | don't Kknow. | personally, --
testinony, | didn't think they should have ever been
allonwed to open. It's a «clear-cut antitrust
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vi ol ation. But they scooted through Justice and
Transportation. And here they are.

MR ROPER  But John -- and you're hel ping
us here. But the only thing we've heard, and the old
man i s com ng back.

MR CRAIG Yeah.

MR ROPER Vell, we've heard Obitz,
Obitz, Obitz. But what he, what Tom just brought up
earlier was that there are other airlines involved in
these other CRSs and we need to know whether there's,
in nmy mnd, whether there's a contrived focus on
getting rid of Obitz and not the others. | nean, as
a Comm ssioner, | have to understand that.

MR CRAIG Travelocity is owned by Sabre
and Sabre's a publicly traded conpany. Anerican, |
believe totally diversed away from Sabre. | thought
Expedi a was purchased by U S. A Network. Am1l right?

M5. ROUCE: It was. Correct.

MR CRAIG So, it is publicly traded,
US A Network is. So, those three nmajor sites we're
tal king about, Expedia and Travelocity, has nothing to
do with the nmajor carriers except they have marketing
deals and they're getting web fares just |ike everyone
el se is.

Obitz is owed by the five nmajor
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carriers. And they're neeting behind closed doors
tal king about pricing. Wat else do you want to know?

MR ROPER Now, do you know -- is that
factual ? Because | don't know that. |s that factual ?

MR CRAIG Yeah. That's pretty factual.

MR ROPER (Ckay. Gkay. Good.

MR CRAIG See, it's anticonpetitive.
Sherman Antitrust Act. | learned about it in eighth
grade, ninth grade, tenth grade.

MR ROPER No, no. | know the Act. I
know the Act, but I'm saying is that, because that's

obviously it's against the |aw

MR CRAIG | thought it was. But they're
her e.

MR ROPER  But that takes place?

MR CRAIG It did. They're here.
They're --

MR ROPER  Setting prices. No, you said
setting prices.

MR CRAIG | assune they're setting
prices.

CHAl RVAN W NSTEAD: Jerry, | don't want to
-- let me step in here for just a second. I
appreciate you all waiting and I"'m sorry it's so late

in the day. But John, you want to start off and then
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| know you all have sone opening --
MR CRAIG Sur e. "Il get started with
ny testinony.

CHAl RVAN W NSTEAD: And then we'll back in

MR CRAIG | get fired up about Obitz
and stuff. | just --

CHAI RVAN W NSTEAD: Then we'll get back
into the debate. But we want to make sure you all
have the time.

MR CRAIG Is that -- can you hear ne
fine?

CHAI RVAN W NSTEAD:  Yeah.

MR CRAIG Cay. Thanks for having ne
t oday. M/ nane is John Craig and | own Pathfinder
Travel & Cruises in Oathe, Kansas. |It's a suburb of
100,000, 20 mles southwest of +the Kansas Gty
netropol i tan area.

| opened ny agency in 1989 wth three
enpl oyees, including nyself, with zero sales. Started
from scratch. |"m present 13 years later. | enpl oy
five full-tinme enployees. W have two outside
i ndependent contractors. And | was forced to lay off
one full-tine enployee due to the -- drop in sales

after the Septenber 11th tragedy.
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My agency is a brick and nortar agency
that does business in a vibrant strip mall in the
southern part of ny city.

As | sit before you, | believe I'm a
fairly seasoned travel agent and a small Dbusiness
owner. | amalso a dammed good sal es person and not a
robotic order taker, that the airlines Ilike to
percei ve nost travel agents as being.

In ny 13 years in the Kansas Gty area,
|'ve seen four airlines go belly up, -- I, -- 111,
Eastern and Mdway Airlines. |"ve seen six airline
| abor strikes that have caused great inconvenience and
heartache for ny traveling custoner and 1|'ve seen
airfare wars that have bordered on the bizarre wth
respect to price our airline vendors were charging.

Now that 1've introduced nyself and ny
agency, |'d like to get to the main reason why |'m
her e, to discuss the selling and distribution
practices of our airline vendors wth respect to
retail travel agencies and the traveling public.

| will discuss three nmain points. Trave
agency access to airline fares, the |ack of meaningful
comuni cation wth the airlines and the airlines and
internet distribution.

First, | don't want any handouts. Al
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want, and | think nost travel agencies want and what
was discussed earlier is a level playing field.
Internet-only fares, I'mstill baffled by this. Wen
the airlines went to zero commssions in March, the
facts, as they just sent to our office, they stated

especially Delta, they stated, in their press rel ease,
that they still wvalue our contribution to their
success. Then why do they not include the over 27,000
retail travel agencies that still exist out there --

each one, this is on average, of five sales people,

sal es people, mnd you -- in the selling process?
If I was a supplier, if | was in the
supplier side of this industry, | would sure try to

utilize these many thousands of already established
travel agent sal es people. But instead, they exclude
us by not offering these fares through our
di stribution channels, mainly the CRS.

In nmy agency alone, airline ticket sales
are down 20 percent so far from |last year. And the
pi cture doesn't get any rosier.

Second, there seens to be a lack of
conmuni cati on between the travel agent industry and
the major airlines. | would safely say now that nost
travel agencies now charge for sonme form of service or

transaction fee for airline ticketing and other
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servi ces providing.

Yet, for sone reason, the airlines can't
or won't get an additional box on the airline ticket
to show our fees within the total ticket price.

Do you guys understand what |'m talking
about. | believe it was discussed in D.C

This is probably our biggest conplaint
from our custoners. They don't mnd paying the fee
They would |ike just one charge on their credit card,
base fare, tax, service fee, total price, all on the
char ge. | don't believe this is too much to ask of
our airline vendors. If they truly value our
contribution to the sale of their product.

If they wanted to do this, they could.
What | nmean by that |ast statenent is we' ve have nmany
new taxes. And |I've always been baffled. Several new
taxes, from security fees, PFCs, XFs, ZPs. And ARC
and the airlines seemto figure out a way to get it in
t he box on the ticket.

If they wanted to, and we've asked for
many years, since February of '95, when they dropped,
started cutting our comm ssion. They've been clipping
away at it ever since "95. Al we ask is for a box so
we could put our service fee in one price. And they -

- 1 don't know why. But they say they can't do it,
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won't do it. It's going to be a cold day in HE
doubl e hockey sticks before it happens.

So, that's nunber two.

Third, airlines and internet distribution.

Not a week goes by that one of ny agents in ny agency
is contacted by a consuner that had a less than
desirable experience wth an internet airline
purchase, in which we are asked if we can help fix,
start over or just plain purchase a new ticket wth
the correct tine, date or whatever problem has been
caused by their purchase.

My opinion, the airline, the airline
internet distribution channels, minly Obitz, in
their own websites, has done the following: Alienated
their custoner base, alienated the distribution
channels, created sone of the |owest average ticket
prices in the history of commercial aviation and has
contributed sone of the nbst mnd-boggling |osses in
airline, ever in the history.

| guess ny point on that is, and |I've told
my sales rep and |'ve talked to ny consuner, or ny

clients about it, is the internet is a viable product

that's here to stay. It does breed a budget-m nded
shopper when it cones to travel sales. | ask
custonmers that | have lost, who buy on the internet
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now, | say, "You purchased your tickets on the
i nternet? How much do you pay to go to Denver?”
Because that's a big market, Kansas Gty, Denver, out
of my -- I go, | usually get it for 154. | go do you
ever pay nore? |If | don't get ny 54, | don't go.

Wat |'m saying is that it's breeding a
different type of consuner. And that's why | pride
nyself as being a sales person and not a, not a order
taker. | feel we do, we have a worth there. W are
pretty darn good sales people. And | think the najor

airlines are forgetting that.

In closing, | would like to bring three
qui ck points. | won't say it just with Obitz. I
al ready discussed it and how | feel about it. | just
think they're an illegal entity and |I'm surprised they

were even open with that airline ownership. The fact
that they're selling their own product and they're
owned by the five nmajor airlines.
M/ second, ny second point is a question

Do you find it alnost obscene that Congress is
considering a bill, HRL734, called the Passenger Bill
of Rights, which has 49 co-sponsors. To anong ot her
things, force the airlines to provide better service
and be held accountable when they make mstakes in

selling their product.
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As a business person, | find it appalling
that the federal governnent mght have to pass a |aw
to nake sure the carriers service their custonmer in a
proper way.

My last and closing point is a statenent
to ny airline vendor partners, or ex-partners now, as
it pertains to shifting distribution channels fromthe
travel agent to their internet sites or Obitz. It is
a quote from ny grandma, who said, "Be careful what
you ask for. You just mght get it."

CHAl RVAN W NSTEAD:  Thank you, John.

MR CRAIG Um hum

MR O MALLEY: It started wth good
norning, but not it's going --

CHAI RVAN W NSTEAD: Now it's --

MR O MALLEY: M/ name is Janmes O Malley
and I'd like to thank ASTA for inviting ne to testify
today at the the National Conmssion to Ensure
Consuner Information and Choice in the Airline
| ndustry.

I'"'m a partner, along with ny brother,
M ke, in the D plomat Travel Agency. W're |ocated at
6835 West Hi ggins, right here in Chicago, which is on
t he northwest side, near O Hare Airport.

D plomat Travel has been in business for
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39 years. I"ve worked at Diplomat since | was ten
years old. | turned 49 in January.

M/ parents started the business in 1963,
at the urging of ny uncle, who, at the tine, worked
for American Airlines.

W are, what you call, a ma and pa agency.
In 1973, after serving two years in the United States
Arny during the Viet Nam Conflict, ny parents asked ne
to join themon a full-tinme basis. That sanme year, ny
ol der brother, after serving five years with the Ar
Force, came into the business full tine.

In 1974, ny father had a nassive stroke
and couldn't work anynore. My younger brother, M ke,
started working part-time in the business while he
finished school at Loyola University. Jack left the
busi ness and Mke started working full tinme when he
gr aduat ed.

M ke and | purchased the business from ny
nother in 1985. Presently, we have eight full-tine
enpl oyees, one part-tine, one outside agent.

Wiile we are no | onger considered a na and
pa agency, we consider ourselves a famly business.
D plomat Travel is a strictly brick and nortar agency.
And at this time, we do not have a website.

From the very start, D plomat travel has
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al wvays been a | eisure agency. W pride ourselves on
our expertise in vacation travel. And our business is
70 percent l|eisure, 15 percent business, 15 percent
group travel .

On Septenber 11th, 2001, it hit us very
hard just |ike everyone else. The enpl oyees were
scared of what was going to happen to them M ke and
| believe that our enployees are like famly, so we
made the decision not to lay anybody off or cut any
hour s.

These people needed their jobs and
paychecks to survive. W needed the help so we could
accommodat e stranded passengers, process refunds and
rebook canceled trips. D pl omat Travel was avail able
24 hours a day, seven days a week to help, not only
our custoners, but other conpanies' custoners, people
who booked on the internet.

W lost a lot of noney in the year 2001.
Wil e business was |o0sing revenue, our expenses such
as health insurance premuns, real estate taxes, all
utilities went up.

2002 started as a great year. Sales were
up. The phones were ringing and people were booking
trips. Then Delta announced zero conm ssions and |

knew the other airlines would follow I just didn't
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know how qui ckly.

There was a doom and gloom in the agency
by the enpl oyees again. It was, once again, tine to
gi ve everybody a pep tal k, how we were survivors.

The internet and Orbitz are two of our
bi ggest probl ens. My conpetition used to be the
agency down the street or across town. |t was easy to
conpete. We were all on a level playing field. But
the gane has changed. The rul es have changed. And
the field is no longer a field, but a hill. And we're
standing at the bottomof it.

The airlines are their own worst eneny.
They | ook at market share w thout |ooking at profit
potential. The airlines believe their problens are in
the distribution system not in how they do business.
They believe that Orbitz and the internet are the way
to do busi ness.

The airlines believe they need to offer
extremely low airfares to get people to travel. The
airlines have convinced the public that the airlines
shoul d either be free through ml eage plus prograns or
cheap, that you can't stay at horme.

Last January, | had six people who were
interested in going to Italy. W sat down, went over

ideas and cane up with an itinerary. The airfare was
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about $790 round trip. They thought 790 was a good

price and they were ready to buy.

Oh the way hone, they had heard a
comercial on the radio about airfares and they shoul d
check the internet. So, after spending three hours on
the conputer, they finally found a cheaper fare on
Anerican's website. It was ten percent cheaper than
the one | offered them

So, they quickly bought the ticket over
the internet. They saved roughly $69 per person tines
six people. That was a lot of noney. American still
paid for ny segnent fees for the reservation that |
had made.

The point here is that custonmer was
willing to pay $790. Anerican would have received a
hi gher revenue for the transaction. And this is not
an isol ated case.

Just yesterday, | had a client interested
in going to Tucson. | mnade the reservation, quoted a
price of 328.50, plus the $25 service fee. The client
checked Obitz and their price was 236, plus a $5
service fee. The total difference without service fee
was $92. 50. Once again, American paid segment fees
and sold the ticket for a lesser price. And this is

where they're getting into the segnent fee.
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Whether we end up witing the ticket or
not, they get charged segnent fees. And when you take
a look at how they are buying the business on the web
fares, where their yields on the fares are not there.

They may have 20 percent of the business, but they
don't have the high yields that we're giving them on
the fares.

| was talking to a friend of m ne who owns
a car deal ershinp. He asked ne how the airlines were
able to sell tickets at a cheaper rate through Obitz
than through a travel agency. | didn't have an
answer .

Then he told nme about the Robi nson-Packnman
Act. He told nme that because of the Robi nson-Packnan
Act, that the auto manufactures, such as GCeneral
Motors and Ford, had to sell a car at the same price
to every deal ership. That way, every dealership
worked with the sane pricing structure and it was on a
| evel playing field.

The deal ership could choose if it wanted
to, to make noney or to |ose noney on a transaction
He asked, "If Obitz was a travel agency" -- and it
is. He said, "How conme they don't have to abide by
this particular law? How are they allowed to work in

an antitrust environnent?"
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He said, "It looked to him that the

airlines were trying to nake Obitz into a nonopoly,
restraining the trade of the travel agent.”

And then | have an enclosure in there for
you to | ook at about the Robi nson-Packman Act.

In an interesting side note, if the
customer does not a conputer or a credit card, then
that custonmer cannot book at ticket on the internet.
Is this a discrimnatory pricing? Are the people who
have no credit or bad credit forced to pay higher
price tickets because of their situation?

| have a long-tine client who is going to
Las Vegas for a bachelor party. He booked his airfare

and paid 290, round trip. H's brother, an accountant,

also wanted to go. They thought 290 was too much
noney. They were going to get it cheaper on the
i nternet.

As a side note, these two individuals are
doing very well financially. And they were going to
Vegas, but they wanted it to be cheap.

So, once a week, Jack would call to check
the fares and telling ne how he had been checking five
websites everyday, trying to find a cheaper fare,
alnost like a gane. Because of the airlines’

advertising, he believed that the airfare should be
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cheap.

Vel |, one day Jack calls in a panic. He
was checking the internet and the airfares were well
over $600. How could this be? Airfares are to be
cheap. He ended up booking a FunJet charter flight
because he needed to be in Vegas for the bachel or
party.

The point here is, he would have paid the
290 if the airlines didn't keep promsing, through
their advertisenents, that airfares are cheaper on the
i nternet.

The other point is, he wasted a lot of
time and the airlines' conputer tine, checking these
fares on a daily basis. Search time has to cost the
airline sonething. That adds to the cost of
di stribution.

Three weeks ago, | had a client who booked
a Caribbean cruise. The price of the airline ticket,
$279. Not bad for a price, round trip, to Fort
Lauder dal e. She said she was going to check with a
corporate travel agent to see if she could get a
cheaper fare because she gets a discount, both on
Anerican and United Airlines.

She called back and said the corporate

agency was able to give her fare for $149, round trip,
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not a web fare. This was a regular airfare
di scounted because of their situation wth their
cor porati on.

| think it's great that |arge conpanies
get volunme discounts, but | think a 45 percent
di scount is pretty ridicul ous.

The point here is that maybe the airlines
should stop giving the tickets away at a cheap price.

She woul d have to have paid 279 if that were the only
fare in the market. The airlines lost $130 dollars a
ticket, times four. This is an ongoing problem And
we see, with United, yesterday, asking for two billion
dol | ars of guaranteed | oans.

Large corporations get |arge discounts.
Smal | conpani es get not hing. They're forced to find
ways to be creative so they can conpete in a gl obal
econony. They are willing to stay over a Saturday
night in order to get a cheaper price on a ticket.
They al so know about back-to-back tickets as a way to
save noney.

Two weeks ago, D plomat Travel received a
stern warning from United Airlines about back-to-back
ticketing. This was a standard form letter. The
letter stated that United now has the technology to

track back-to-back tickets, and debit nenos wll be

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

259

issued for the full fare.

After reading the letter, | realized this
was another way to push the custoner into using the
internet for airline tickets. That custoner could
book a round trip ticket on American and then a round
trip, let's say, on United Airlines over the internet.

The custoner now has done a back-to-back ticket.

The custoner, on a trip to Los Angeles
from Chi cago, could save $2,000 by doing this. [If an
agency got caught doing this, they'd be liable for the
full cost of both tickets in the formof a debit neno.

To the custoner on the internet, nothing.

According to the airlines, you nust either
pay or |ose your plates, no ands, ifs or buts. The
point here is the rules are not applied fairly. There
is no level playing field.

Since I'mon the topic of debit nenos, |
need to tell you this story. Last Novenber, we had a
client going from Madison to sonewhere in Texas on
Aneri can. The cost of the ticket was around 600.
American canceled the flight out of WMdison. The
client needed to drive to Chicago to board the flight.

An Anerican reservation agent told us we
needed to refund the original ticket and issue a new

ticket. So that is what we did. Total conpensation

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

260

for both tickets to us was $35. W received a $200
debit neno.

The reservation agent said to refund, we
t hought, through the AR  No one said this had to be
mailed into Arerican Airlines. And the client needed
to pay for another $600 ticket, while he waited six to
ten weeks for American to mail him the refund. Thi s
was a cash transacti on.

The point here is, even if you think
you' re doing sonething correctly, you're probably not.
And the airlines, especially American, is going to
send you a $200 debit nmeno. | think this is
American's new revenue source to nake up for the noney
they're losing for the tickets on the internet. | f
Anerican mnakes a mstake, they just shrug their
shoul ders.

Last year, we had sone debit nenbs wth
Anerican that were in dispute. Two of the debit nenos
were because of an incorrect fare quote in the Apollo
system This is what we call an autofare system W
put it in. W hit a button. The conputer does it
automatically. W have no way of changing this.

Anerican sent us a debit nmeno. It was
sent to Apollo, who said they were responsible for it.

Don't pay these until we are told to by Apollo. W
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are working it out wth Anerican because Apollo
doesn't want to give noney to Anmerican because they
won't get it back.

Anrerican decided they wanted their noney
or they'd pull our plates. A check was sent because
we were scared. It was received by Anerican Airlines,
in cash. Two weeks later, Anerican turned off our
ability to make reservations. This was done w thout
war ni ng.

At first, we thought we had a problemwth
our Apollo system Only after seven frustrated hours,
did Arerican tell us they had a nmade a m stake and
would correct it the following day. Al the
reservations that were booked and ticketed that day,
they would not honor. W had to start from scratch
t he next norning when our system was working. |If the
inventory wasn't there for those tickets, oh well.
You paid the higher fare.

The point here is the airlines have all of
the power. And if they choose to, they can nake your
life mserable as an agent.

During the June 12th hearing, bot h
Anerican and Northwest testified government should
| eave matters to a free market. |If they want matters

to be left to a free market, why did they accept noney
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from the federal governnent and now seeking | ow cost

| oans?

Yesterday, United asked for two billion
dol | ars. If this is a free market, then the airlines
should sink or swim on their own. If the airlines

want financial help from the governnent, then the
airline industry is saying we can't do it on our own.
VW need hel p.

As a taxpayer, baling out the airline
i ndustry, I demand a regulated industry, where
government assures everyone is on a l|evel playing
field.

| would like to rem nd everyone that the
airline distribution system known as GS, was built
by different airlines under different brand nanes.
System One, Sabre, Apollo, --

United Airlines sold off Apollo. Duri ng
their ten year of ownership, United nmade a l|ot of
nmoney fromthe Apollo system They also nade a | ot of
noney when they sold it.

Anerican still has ownership in Sabre and
also in Wrl dSpan. They are still naking noney off
segment fees.

Once again, the airlines have created

their own probl em
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As | said before, | have been in the
travel business a long tine. An interesting point,
Walt Disney Wrld never paid a conmssion to travel
agents. Then one day, D sney realized that travel
agents were a great source of unbiased information, a
great distribution channel. They started to pay us
conm ssion. As we know, Disney can nmake noney wor ki ng
with travel agenci es.

| have two points left to make. I know
everybody is tired about hearing about Obitz. Kat hy
Kup brought wup some interesting information on the
cost of booking fees through Obitz as opposed to
Gllileo. | have to believe Kathy.

Enclosed is a copy of an article fromthe
Chi cago Tribune about Orbitz IPO It nakes you wonder
how their cost to book travel is so |ow when they are
losing so nuch noney. Are the airlines trying to
bring the custoner into the Obitz website so they can
show an increase in ticket sales to nmake the stock
worth nore?

After the partners in Obitz get their
noney from the I1PQ wll the stockholders suffer?
WIl the airlines still price tickets lower? Maybe
Obitz is trying to justify their existence by

incorrectly stating their costs. W all know what
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Enron did. And there's an enclosure with the Chicago
Tri bune.

The travel industry is changing. And we,
as travel agents, need to change with it. |'ve seen
many changes in the past 30 years. M prediction is,
while there are sone agencies that wll go out of
busi ness, 20 years from now, D plomat Travel wll
still be doing business on H ggins Avenue and we will
be a vi abl e busi ness.

| ask your help in doing this by naking
sure that there is level playing field. Wth a |evel
playing field, the customer will be the w nner.

Thank you.

CHAlI RVAN W NSTEAD: Thanks, Jim
Appreciate it. Devin?

MR HANSEN. H . Good afternoon. M/ nane
is Devin Hansen. |'mthe Vice President of Qperations
at Sunflower Travel. | have a nother and | also have
a tour whol esaling conpany called A & D Tours.

| began ny travel career in 1986, even
t hough basically | grew up in the industry because ny
nmomgot into it when I was born in 1965.

Qur business mxture is basically 50
percent leisure, 25 percent groups and 25 percent

corporate travel. W have 11 enpl oyees. W are a
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brick and nortar agency. And we also have a website
that allows us, or allows our custoners to book fare,
hotel and car reservations.

| appreciate the opportunity to appear
before the Commssion today to discuss severa
critical issues relating to the travel agency
distribution system And Sunflower Travel's inability
to access and sell some of the nost econom cal
airfares.

Over the last two years, ny office has
seen a significant decline in air sales and the incone
generated from those sales. W feel that the decline
of sales is primarily due to the fact that we are not
able to access all fares to offer our clients. Ve
hear it pretty nuch every day.

W also feel that consuners perceive the
airline fares we sell are higher when purchased
through our agency because of the fees we charge.
This is wunfortunate because over the vyears, our
clients have cone to rely on us for unbiased airfare
i nf ormati on. QG herwise we wouldn't have been in
business for the 33 years that we' ve been, well,
Sunfl ower' s exi stence anyway.

Since we are not able to offer this

information to them lately, they have been booking
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el sewhere. A quick glance at our nunbers over the
last two and a half years wll prove this. And if
airlines are allowed to continue keeping us from
obtaining these fares, we wll continue to |lose the
busi ness.

| had submtted some witten testinony
that | guess you all will be receiving. And basically
| outlined the chart that shows in the year 2000, we
had 3.2 mllion in donestic ARC sales, wth revenues
of 179, 000. 2001, it dropped to 2.1 mllion, wth
117,000 in income. And year-to-date, through My 31,
we've only $700,000 worth of sales. And our incone
fromthose sales is 33, 000.

Since the airlines have gone to zero, we
can pretty nmuch assunme that that revenue figure is not
going to change. 1'd just like to point out that it's
about $140,000 drop in two years. That's a lot for a
smal | busi ness.

W are, sonetines, given the opportunity
to book tickets outside of our GDS system over the
internet with the different carrier's websites. But
at that point, we lose control of the records. W do
do it, but we have had instances where there's been
schedul e changes. W weren't notified. And t hat

creates a very unhappy client.
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If the airlines were to put these internet
fares into the GDS system we probably wouldn't have
this problem because we would be notified of these
changes.

Also keep in mnd that it costs our agency
noney each and every tine the airlines decide to
change a flight tine or a flight nunber. And we are

not conpensated for this extra work that they create

for us.

So, ultimately, we're asking for your help
so that the entire industry will have free and fair
access to all published fares by all nethods of

distribution. |It's that sinple.

It says today, as I'mwiting this
testinmony -- well, it's been a week, but -- America
West notified us that they were introducing the
ability to view nost of their web fares through our
GDS. Not all of them but nost. W welcone this
opportunity and thank America Wst for being so bold
to offer this as a way to enhance our capability to
offer the | owest fares to our custoners.

W can only hope that the other airlines
take notice of this and do the sane. This is a very
good initial step and we chall enge each and every one

of the airlines to do the sane.
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Basically, they dunp their fares in on a
Tuesday and you have to ticket them by a Thursday.
But however, they are there. W can view them and we
can ticket them

Another issue we'd |like to bring to your
attention, which you don't want to hear about, is the
unfair practices of the airlines within the guise of
Obitz. | know you're sick and tired of hearing about
it, but it's a good reason that it's brought up over
and over.

In nmy opinion, any conpany that's allowed
to control both the content and the carriage of that
content will abuse the power by not allowng
conpetition to foster. Airlines have been accused,
time and time again, of predatory pricing and
anti conpetitive behavior.

Wiat's to stop Obitz, or should we say
the owners of Obitz, from raising fares once all
their conpetition has been destroyed?

| don't know if you ve ever traveled in
and out of Wchita, Kansas, but we have had sone of
the highest airfares in the nation. As a matter of
fact, | think we ranked nunmber seven for awhile.

Two nonths ago, Ar Tran entered our

mar ket . Prices fell anywhere from 75 to 80 percent.
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Wiat was once a $1,200 ticket to New York is now $210.

Matter of fact, prices to Chicago on United were
about 880. | was able to get one for $195.

The reasons we have these |lower fares is
because of conpetition. The point | want to try to
make is that Obitz, which is actually the carriers,
will ultimately raise fare levels to what they deem
the market will bear. In the end, consunmers wll |ose
big tinme because there will be no one else to conpete
agai nst them And there will be nowhere to go for
unbi ased travel information.

The carriers will own it all fromthe top
to the bottom The fares, the access to the fares.

|'ve submtted nore detailed information
to you in witten form regarding the other critical
issues ny agency is facing and | urge you to read what
they are. | won't get into detail with themtoday.

This Commission was created to evaluate
the financial condition of small travel agencies and
investigate the marketing practices of airlines that
now, or may in the future, inpair consunmer access to
conparative information that consuners need to
opti m ze choi ces when buying air travel.

W believe our conpany was an ideal

candidate for reporting this information to you
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considering the length of tinme we've been operating
and the qualifications as a small travel agency. Even
though we are small, we are extrenely active within
our ASTA affiliation as well as our l|ocal conmunity.
W feel that we have the first-hand know edge of what
our clients want in regards to choices wthin our
i ndustry. And that's, once again, why we' ve been
chosen to appear before you today.

We do care about this industry and we care
about our ability to conpete fairly.

In conclusion, 1'd Ilike to say that
there's no better work force than Anerica' s travel
agents for the systemthat is currently in place. W
advocate fairness and give out unbiased information.
If we go away, all consuners wll suffer --
Airlines have proven, tinme and tine again, they wll
not keep their word when it cones to |owering
airfares. And it's time that Congress steps up to
protect us all fromtheir unfair practices.

Pl ease use your power to help create a
Wi nning situation for all airlines, consuners and
travel agenci es.

Thank you.

CHAI RVAN W NSTEAD: Thank you all. I

appreciate it. John, Jim and Devin, you certainly, I
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think your businesses have a lot of history and
fam |y-owned and obviously you' ve done a great job in
growi ng them

I'm a little disturbed because what 1've
been hearing about the no commssion or post no
conm ssion, is that everybody -- and not everybody.
But everybody is trying to nove in these other
segnments, you know, with Disney trips or cruise trips.
But what you've set out in your chart and in the
data, it certainly seens that that's a huge gap to try
to pick up. And | would, | -- maybe you could
comment, Paul. But it seens, you all are probably on
the larger scale, are you not, of ASTA nenbers, or --

MR CRAIG You nean size of our agencies
or --

CHAl RVAN W NSTEAD: Yeah. In terns of
enpl oyees.

| guess ny question, ny question again,
all of you all seem to be, you know, very engaged,
| ooking at marketing niches, developing your client
base, servicing them through them through the problens
of travel in the last seven, eight nonths. But there
still doesn't appear, unless you can, you can find a
way to access the fares, that your clients are now

picking up the phone for the website, to get right
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after they | eave your office.

It's going to be very, very hard to pick

up those other segnents of business. | nmean, you
know, it's just so much -- is that an accurate
st at enent ?

MR HANSEN | think it is.

CHAIl RVAN WNSTEAD: | nean, it's certainly
reflected in those nunbers. | mean, you know, the

gaps of where the 100,000 | ess revenue --

MR HANSEN  Well, it's true. Before the
ast Commission net in Washington, Obitz put out a
press rel ease and they actually quoted an article that
was in the Wall Street Journal that was done about our
agency. And basically, it said, "In the brick and
nortar world, many travel agents, Ilike Sunflower
Travel, recently cited as a success story by the Wal
Street Jour nal , are adapting and thriving by
delivering value to <consuners in the form of
i nnovati ve niche services and high touch care.”

It says, "The journal, according to the
Journal, Sunflower Travel experience shows that new
t echnol ogi es can open doors for entrepreneurs with the
courage to wal k through them™

And what they're getting at to, is nore of

our tour whol esaling conpany that we have now on-line,
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that people can access and book. And |eave the
conm ssioned travel agents for that.

But, they're kind of sidestepping the
issue, in ny opinion, once again, in that, you know,
they're not, we're talking about airfares here and
access and for consumers. And they're tal king about
what |'m doing in a tour whol esaling business, which
really is irrel evant.

CHAIl RVAN W NSTEAD: Right. Jim the other
thing that | was, | found sonmewhat amazing in your
testinony was the whole, you know, the cases that you
kept listing about what was happeni ng because of the

zero comm ssion and what it was forcing your clients

to do.

And then, in vyour, you know how the
busi ness has been in your famly for 30 years. You
have good enpl oyees. You're obviously a good team

| eader. But, the debit menp issue, to nme, just seened
to be absolutely abom nabl e. | mean, what, how can,
how can --

MR O MALLEY: D d you have to use ny nane
when you talked about debit nenos? Because the
airline is vindictive about that.

CHAI RVAN W NSTEAD: | know, but ny point

is -- | wunderstand that. But how can an agency of
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your relative size deal with those kind of
adm ni strative chall enges constantly?

MR HANSEN.  You either pay or --

CHAI RVAN W NSTEAD: And still, and still

end up doing business and bringing clients in and

servicing them | mean, | nmean you, it should --
MR HANSEN | have another one in ny
witten that you'll see. It's a copy of a neno from

Nort hwest Airlines for $118. W booked four people on
a record. The lady that purchased it was going to
take three of her friends. And so, stupidly, we used
her first name, |ast name and then TBA, to be decided,
to be announced, tines three.

VWll, that is considered fictitious and
specul ati ve. And so, the booking was cancel ed. And
so now Northwest has sent ne a meno for $17, per |eg,
for each one of the four people plus a $50
adm nistrative fee. They're saying that they' ve been
har med $118.

When | speak with Sabre about it, they say
that credits are issued once segnents are cancel ed,
unless it's like the day of.

So, therefore, the net effect on it is
about 15 cents. They wouldn't give ne the exact

nunber because that's somewhat proprietary
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i nformation.

However, Northwest Airlines was not harned
$118. And keep in mnd, | didn't get the booking.
And | wouldn't have nade a damm dinme on it anyway. So
here I am paying $118 or lose ny ticketing ability.
And | have not paid the neno at this point. | haven't
decided what |'m going to do. Because at this point,
| really have nothing to lose in a zero environnent.
It's just one less, you know, airline for me to sel
and one | ess headache.

CHAl RVAN W NSTEAD: Wl |, you know, | find
not only the data and the stories you ve laid out
extremely challenging. M hat is off to you. | nean,
but I"msure that it's generated a | ot of questions of
the Conm ssion so I'Il open it up.

MR LAWSON: Do you all pay for your CRSs?

MR HANSEN: | don't.

MR O MALLEY: Well, we have a contract.

MR LAWSON: But do you have a nonthly
paynment that you have to pay the CRSs?

MR CRAIG | do. | pay for, in
WrldSpan, I"'min a contract where | get ny CRS free,
but | have to pay $20 per set for an enhancenent
called Bargain -- what do you call it? Powershopper

So | pay $120 a nonth.
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MR LAWSON. Do you all pay for yours?

MR HANSEN. Well, yes and no. | do have
a $600 a nmonth charge associated with ny systens.
However, | create enough bookings to offset that.

MR LAWSON: So the net affect is none of
you really pay for your CRS systenf

(Chorus of "corrects".)

MR LAWSON. I'mstill going back to that
comment that everyone --

MR CRAIG That was a pretty wld bl anket
statenent. You know, if you're asking our opinion
about that statenment, it was a little bit out there.

MR LAWSON: Do you all view that you
represent the consunmer and therefore, if you all go
away, the consuner would be harned? Is that vyour
posi tion?

MR O MALLEY: Most definitely.

MR HANSEN. Actually there would be |ess
choi ces for the consuner.

MR LAVWGON: | guess ny real question is
do you represent the airlines or do you represent the
consuner ?

MR  CRAIG My custoner, first and
forenost, 110 percent of the tinme, w thout blinking an

eye. Because if they don't cone back, |'m done.
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MR LAVWSON: So you're really a consuner

advocate in the marketpl ace?

MR CRAIG I have been since | opened.
|'ve been to Washington, D.C., 11 years in a row, for
the -- with ASTA and | have not, | have not been a
self-serving travel agent on the clock for. As
curious as it may sound, in the early years, in the
90s, | fought for lower fuel taxes for the airlines
and busted ny tail for them Paul knows this. I
nean, we were one for all and all for one in those
early years. And we were partners, pre February,
1995.

So, no. | can sit here and sit with a
straight face and say |'ve fought for mny consuners.
And |"ve fought for the airlines, cruise lines to open
up nore ports to help themsell their product and give
nore unique itineraries. So, | have no problem with
t hat .

But ny custoner cones first.

MR LAVWEON: And | do renenber D plomat

Travel . Wen | was in Chicago, working for the
airlines, | used to call on you, a long, long tinme
ago.

MR. HANSEN: M. Lawson, |'d like to add

to that, too, in that we are definitely consuner
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advocates because if a consuner calls us, we can give
t hem choi ces on several airlines versus just one. And
obvi ously, you know, they're searching for the | owest
fare. And we can give that to them-- to our systens
t hat we have.

MR CRAIG And there's still a lot of
people there that |ook on the internet. Do all the
work on the internet and come in, print out the
i nternet schedule and have ne book it. So | guess |
woul d be an order taker there. But they just don't
trust it for sonme reason

MR LAWSON: Wasn't Topaz the audit firnf

Ddn't they conme out wth an article that said that
the mpjority of the time, the traditional trave
agents were comng out with better airfares, though?

MR CRAIG Sure, yes. Several studies

have cone out where they've done tests and things. |

bel i eve Travel -- seens to do one of those every year
al so. And the travel, retail travel -- seenms to win
every tinme.

MR LAWSON If you could help the
airlines, the airlines have lost a |ot of noney. | f

you <could help the airlines, what would your
recomendat i on be?

MR O MALLEY: They've got to get away
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from market share thinking and get to profitability.
And when you go with that and you conpete head on wth
a Southwest Airlines and you keep driving your prices
| ower and so Sout hwest has to go lower. If you try to
not have anybody nmake any noney, the big guys feel
they can outlast the snmall guys.

W have to get back to a point where if
you want a bargain basenent airline, you pay for that.
If you want a little bit of service, you'll pay for
t hat .

And we have seen, in the travel business,
that people do pay for service. W have to stop the
public from thinking that everything that has to do
with a trip has to do the noney. There's a value on
the service and getting there unfrazzl ed.

MR LAWSON:  Ckay.

MR CRAl G | would try, for the airlines
real quick, I'd try to have an open mind and sit down
with retail travel agents and listen to our idea about
putting the service fee within the ticket, utilizing
the 27,000 locations that are out there. | nean, |
tell, ny custonmers |look at me and go, "Wy would the
airlines go to zero comm ssi ons?"

| nmean, in essence, it's like firing

27,000 sal es people, or location. How many -- that's
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a 150,000 travel agents. They're saying, ah, we
don't, | mean, to zero conm Ssions.

MR LAWSON: Could that possibly have
opened the door for their very conpetition, their |ow
cost conpetition, that they were fearing the nost, by
getting rid of their, their traditional sources?

MR O MALLEY: | think so. | nean, |
think they've opened the door to their own dem se.
And we, I'm just hoping we don't guarantee the
t axpayers' noney while they' re going down the tubes.

MR  CRAIG Yeah, that was tough to
st omach.

MR HANSEN:  You know, | think, too, that
like, agencies like mne that have |ost significant
amount of revenue fromairline ticket sales. W have
been concentrating in other areas to make up for it,
not necessarily service fees, but cruises and tours
i ke everybody el se.

CHAI RVAN W NSTEAD: Devin, could you give
the percentage? 1'd just like to, for your business,
how t hat breaks down between cruises, tours, airline.

MR HANSEN.  Ckay.

CHAI RVAN W NSTEAD: | think you, when you
gave, you gave business versus pleasure.

MR HANSEN: Ri ght. | think -- well,
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obviously, over the last five years, we've been
purposely trying to get away from airfares. And
that's also bad for consuners, too. Because we are
advocates of it but at the sanme tine, if we're not
getting paid for it, why do we want to do it. So that
kind of, I don't know, it's kind of a self-serving
i nterest. But hey, we want to be paid, all right?
Just |ike everybody el se.

But, I'mtrying to think, that the nunbers
t hrough the year 2000, or 2001, we've managed to cone
from well, in years past, from about 80 percent ARC
to 20 percent non ARC, to a point now where we are
about 42 percent ARC

So, we have nade the sw ng. And | can
tell you it is, and it's a lot nore fun to sell a
vacation package and a dream to people than it is a
point-to-point airline ticket.

| can tell vyou that nine out of ten
problens that we have are with airline tickets. The

whol e experience has just becone an extreme hassle.

And | don't have an answer for it, but | do think,
too, that the carriers are very shortsighted. And
then, like John said, they basically fired all of us

because, you know, at this point, it's bad for us to

be up here trying to talk about what we're doing for
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consuners and at the sanme tinme, we don't care what
these airlines do because they' ve alienated us so
much.

W need to get that focus back together
and work together again. And that way, everybody wll
W n.

MR ROPER  Well, Devin. [|'msort of the
Comm ssi oner of |ove, peace and harnony as Stephanie
has found out.

You're all nenbers of ASTA and, again,
with nmy background in the business, but again, not a
| eadi ng question because | don't know Aren't the
airlines nmenbers of ASTA?

MR O MALLEY: Not anynore.

MR ROPER  They're not?

MR HANSEN: One of them was kicked out
and the rest of them just basically | think dropped
out. | don't know. Paul?

MR RYDEN Most of them are not nenbers
anynore. Sone are, but --

MR, ROPER  Their choice or your choice?

MR RYDEN It varies. A couple of them
were thrown out for acting in the, not in the best
interest of travel agents. And others have chosen

sinply to go away.
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MR, ROPER So, I'm comng back to this,

being a part of this famly that | don't really want
to be a child in this famly any l|onger, very
dysfuncti onal .

So, how in the world can a organization
like ASTA represent you if the airlines have been
kicked out of it? | don't think that this is a, this
doesn't sound like to be a federal regulation issue.
This sounds like -- as you said, Devin. W ought to
get together and work this out.

MR HANSEN Ri ght.

MR ROPER But | think what we're w shing
for, as sonebody's relative said, you' re going to be
wishing for nore regulation that's going to tell the
airlines that they have to cooperate with you. And
the airlines are going to come back and say, "No.
They have to cooperate with us."

| don't know whether that's our issue.

MR CRAIG They want free narket, but
they want free noney. They want governnent-backed
| oans.

MR ROPER  Yeah, but you're not --

MR CRAIG W've got bills in the House
telling themhow to treat their custoners.

MR ROPER And | understand that. But
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|'"m tal king about, you know, things like the debit
nmenos and the, you know, all these kind of things just
sound |i ke, you know, day-to-day operation things.

MR O MALLEY: | don't think we're asking
you to take care of our debit nenos as nmuch as we
wanted to get back on a level playing field. That at
| east we can go ahead and have -- you know, we're
fighting for our existence on one side and then
fighting again for our existence on the other side.
W' ve never had to do it fromboth sides before.

MR, ROPER I, as | say, Jim you're the
one that kept bringing up debit nenbs. You don't want
to be known as that, but | nean | just kept hearing
that. And, you know, | go right to sinplify that and
say, "Ckay. You know, you want to call nme as the

nmenber of the Chanber, who has a couple airlines. I

mean, |'Il be glad to represent you.
MR O MALLEY: | guess |'m saying, go
ahead and enforce debit nmenos equally. If you're

going to hit me for them--

MR ROPER | see.

MR O MALLEY: -- then hit your enployees
for themand Obitz for them and hit the custoner for
t hem Say if you do sonething that | don't |Iike,

we're going to have to send you a debit neno, too.
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MR RYDEN Jerry, would you indulge ne

for one mnute on the subject of debit nenos. Because
| don't want there to be a msunderstanding about
this.

The subj ect of debit nenos keeps comi ng up
because it is a synptom of nmarket power being
exercised by large firns against very small firns.
Just look at the one case of American Airlines $200
debit nmenos for the m stake of processing a conceded
r ef und. There was never a dispute about these
r ef unds. In fact, many of them were effectively
ordered by Anmerican Airlines because they cancel ed the
flights.

Anerican's policy was that those refunds
had to be processed directly back to American, not
through the normal ARC process that every other
airline uses.

A nunber of agents, having talked to
Anerican personnel on the phone, in sone cases not,
made the terrible mstake of just routinely processing
t hose conceded refunds back through ARC

Anerican Airlines was never going to nmake
any noney on those tickets because the flights were
cancel ed. The agent wasn't going to probably end up

maki ng any noney because Anerican was and did recal
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t he comm ssi ons.

The punishment neted out unilaterally,
wi t hout discussion and without relent, after repeated
requests from us, was $200 a ticket. At the then
comm ssion rate, it would have taken ten nmaxi num sal es
at the CAP commission rate to recover the debit neno
price for just one those. And we know of agenci es who
had five, six, seven, eight of them $200 a piece.

It's not about this Commssion or the
government of the United States getting in and
regul ating debit nenos. It's the Ianguage that
activity exenplifies the abuse of market power. And
that's what the Obitz thing is about and that's what
all the rest of this stuff is about. And it's market
power that ultimately abuses consuners. And that's
why it's so promnent in all the witnesses' testinony.
It's ultimately about consuners.

MR MJRPHY: M. Chairman, could I, could
| junp in only because | have to run to the airport.
| just wanted to make one statenent before | left.

| spoke to United Airlines, as | know you
di d. And they just want it on the record the fact
that they were very disappointed, and for a lot of
reasons, they were unable to testify. And today,

al though they were here all norning. And they're
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hoping they mght be able to cone back before the
Conm ssion at one of our future hearings and they
asked --

CHAI RVAN W NSTEAD: W talked to them
about the two days.

MR MJRPHY: And they appreciate your
comments. And thank you. And | want to thank you for
your statenents. And | have to run off to the
airport.

CHAl RVAN W NSTEAD: Thanks, Pat. Ve' |

mss you. | hope you don't circle like you did com ng
in.

MR MJRPHY: W' Il see you in San
Franci sco.

CHAI RVAN W NSTEAD: Al right.

Let nme ask you, just before we go to other
guesti ons. You said 42 percent of your revenues was
still ARC

MR HANSEN: 42 percent of our gross
sal es, not revenues.

CHAI RVAN W NSTEAD: Goss sales, I'm
sorry. How about the simlar figure for --

MR O MALLEY: W're about 55 on our, our
peopl e.

MR CRAIG 50, about 50.
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I"d Ii ke to nake one qui ck statenent, too,
about | was arused that Delta was talking. | noticed
t he Sout hwest person is |eaving, but --

M5. ROUCGE: She's com ng back.

MR CRAIG Delta was nmaking coments that
their conpetition is Southwest and they were putting
the reason for their Jlosses is because of the
distribution cost of us. And |I'msorry, but any ngjor
airline out there, going head-to-head w th Southwest
on any ticket or route. It's like going to a gunfight
with a knife. They're not going to wn.

CHAI RVAN W NSTEAD: And since the, since
the March decision on the Conmm ssions. You know, |
know you get the segnent. Are you, how successful
have you been on convincing your custoners to go with
a new service approach adding on instead of --

MR CRAI G Cor por at e-w se, pretty
successful . There's been sone |eisure tendencies
because we have to CAP our service fees, usually at
three people. You know, | can't a famly of five,
going to Olando, on a $170 fares, to pay, you know,
30 bucks a head tines five. That's $150 extra on top
of the airfare. | usually cap it at three people or
four peopl e.

And there has been sonme hesitance there
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for leisure clients. Corporate still wants our
managenent .

CHAI RVAN W NSTEAD: Ri ght. And the
| eisure client, you know, when that's happening, they

certainly are aware of it because it's showi ng on your

bill.
MR CRAIG Yeah. It's aline on a bill
CHAI RVAN W NSTEAD: And so they see that
and ultimately, | nean, they're willing to pay because

you got a great service and you have a good client
rel ati onshi p. But ultimately, that's going to drive
them again, |ooking at the websites. And they go --

MR, HANSEN. That's what's happened to ne.
Yeah. Get their credit card bill and they |ook at
it. Then they think about it the next tine they go.
O herwi se, you know, | wouldn't have lost a mllion
dollars of sales in a year. You know, we don't treat
everybody that bad.

CHAl RVAN W NSTEAD: Let nme, |'m sure
there's sonme ot her questions.

MB. CASTO Just a question. Were you
charging a service fee before the zero conm ssi on?

MR CRAIG Ten bucks. Had to go to $25
to stay in business when -- ticket.

M5. CASTO  Ckay.
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MR DUNNE: You had to go fromten from 25

after?

MR HANSEN: In some cases, mines even a
little higher.

CHAl RVAN W NSTEAD:  Tonf?

MR DUNNE: | had a question and | guess
you can help ne with this a little bit.

|'ve heard about Obitz and the unfair
practicing of what they're doing. And you brought it
out earlier. Everything that they do, they end up
lowering prices. (kay? Considerably lower. And so,
| guess that's where, you know, | have a little
heartburn with that. But they do lower their prices.

Yet, M. O Milley, you said that the, you
think the prices should have been higher and to
O Malley or to -- excuse ne. Should have been higher.
What did you base that on?

MR O MALLEY: Vell, that the airlines
aren't nmaking any noney or turning a profit. So,
ultimately, either the airline goes out of business
and we Jlose another airline that we don't have
conpetition.

| rmean, conpetition is fine to a point.
But when you're selling it for less than it costs them

to fly the passenger, it doesn't nmake sense to do
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t hat . You're conpeting wth a denon. And you can''t
do that.

So, at some point, you have say it cost us
$225 to fly sonmebody to Ol ando. And this is the
price we're going to charge. And we're going to give
you good service. And we're not going to |ock you on
the planes or not tell you about why you re being
del ayed.

You -- it the 175 and you stop nmaking
noney, it doesn't nake sense to fly the passenger.

MR DUNNE: Ckay. | see your point. Now,
then let ne ask this. Wth regards to the other, the
other conglonerates, Travelocity, Expedia and what
have you. Do they do the sanme thing? Have their
prices generally been |ower than what you quote, can
quot e?

MR O MALLEY: On sone things. |  mean,
the thing you have to look at is when we | ook at, when
Expedia first cane out, they were buying the business.

Losi ng noney. That's the big thing about Obitz.
They haven't nade any noney either.

So, they've gone one full year without
maki ng nmoney. They're now in anot her year, not naking
noney. They're going to go into |IPQO And their big

thing is is we buy the business. And this is the five
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big airlines talking. If we buy the business, we'l
be able to sell this IPO turn around and regain the
127 mllion dollars we have invested into this thing.

MR DUNNE: By jacking the prices up later
on.

MR O MALLEY: R ght. They have to do it.

Sooner or |ater, you have to pay the piper.

MR, DUNNE: Ckay. | was trying to get,
get a full handle on this whol e thing.

There's another industry that sort of
parallels this and it's called the gas industry. And
do you think they get together and -- on their
pri ci ng. Wen all of a sudden, you wake up in the
norning and the punp price goes up eight to ten, or
twelve or fifteen cents? How do they nanage to do
that? They don't, there are not any cross ownerships
there, aside of sonme nergers that went together. Do
you think, do they get together sonehow or do you
think that's the free narket. That one raises --

MR CRAIG I don't know what you're
tal ki ng about. You nean, like Shell or | go into a
Texaco station?

MR DUNNE: Exactly.

MR CRAIG That's one, ny point about the

anti conpetitive part is it's Texaco. So | suppose if
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they're going to, whatever the nmarket wll Dbear,
that's what they're going to get for gas, depending on
what they're paying for their supplier or what it
costs to produce the gas fromcrude to gasoline.

Obitz is owed by the five ngjor
carriers, and the control 80 percent of the lift in
this country. | know | keep repeating that, but --

Texaco and Shell and St. dairs are
getting together and doing a little joint venture and
openi ng up sone gas stations and selling gas. But the
maj or carriers aren't.

MR DUNNE: Well, the gas carriers --

MR O MALLEY: Excuse, M. Dunne, before
you go on. There's a very good exanple with the gas
conpany. And that is, 20 years ago, every gas station
had sonebody to come out and fill your tank with gas.

Every gas station would fill your air with tires and
you could get a flat fixed.

Now, you can't get anything done. You
could get a candy bar. Ri ght. You can get water.
But you can't get any service.

MR DUNNE: You're right.

MR O MALLEY: And there is a perfect
anal ogy of the airline industry. W're going to go to

just the ticket. That's all there is to it. There's
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no service. Take it or leave it. And that's what
they do wth gas, coming up to Fourth of July.
They' ve already broadcast it's going to raise six or
ei ght cents. Every station is going to do it. You
don't like it, don't travel. Don't buy gas.

MR DUNNE: Vel l, | understand. That's
why | say | say, the analogy, that's why you use the
gas conpany. You have no service whatsoever left.

MR O MALLEY: No service.

MR DUNNE: But the only thing I'd say is
that it's not just Obitz. It looks to ne like it's
the whole system that needs to be redone or
renegotiated or retal ked to. | nmean, you people get
t oget her.

MR O MALLEY: But we laws to stop that.
W have laws that don't allow nonopolies. But it
doesn't seemto help. Sonebody has to enforce them

CHAl RVAN W NSTEAD: Let nme ask a question.
| know ASTA has been very active on your behalf in
Washi ngton for decades. And certainly, Paul and your
ot her nmenbers in the Comm ssion have done a great job
in hel ping us address this issue.

| ask, | had a practical experience. I
was head of Maryland Departnent of Transportation for

a term and was responsible for the highways in
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Maryl and. And | was always Triple AAA is supposed to

be representing the interest of the notoring public.
And they usually have netropolitan chapters. And |I'm
sure Chicago has one. W had one in Washington,
Bal ti nore area.

And | was always very frustrated because
the issues of highway capacity have very extensive
legal -- review processes and signed of by state and
federal agenci es. It's a very, six, seven year
process, to get a new highway or additional capacity.

And yet, | saw the issue of nobility and
congestion go from naybe being a concern to the
public, ten percent, to being 38 percent last tine
they were poll ed. 38 percent of the people in the
Washi ngton netropolitan area are nore concerned about
congestion than they are about taxes or anything el se.

And what we always had a really rough tine
doi ng, because we couldn't, we couldn't do it. Triple
AAA could do it. Is converting the know edge of the
concern and how you address it. Be it access to |ow
fares and level playing field to the people that were
benefiting fromit, the custoner, your custoners.

And | just ask the question, you know, you
represent a lot of people. | nean, 70 percent of air

travel goes through travel agencies. And yet, the
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frustrations that you're reflecting and the concerns
you're reflecting, you know, it was like ny
frustration of trying to get all the conmmuters in
Washi ngton to show up for a hearing about a new road
that was desperately needed. Wien all | would get
woul d be, you know, three environnental groups in the
nei ghbor hood where the alignnent went through.

And it's kind of, you' re sonewhat in the
sane situation, aren't you? You're dealing wth a
public that is dependent upon you and you know what's
com ng. You see these problenms and you see the
nunbers. But it's very hard to convert the consum ng
public and leverage theminto this issue because it's
-- is that not the case?

| mean, you' ve got ASTA and you go to the
HIll every year and you speak about your business. To
how successful have you been conveying these concerns
t hr ough your customner?

MR CRAIG It's simlar to people on the
HIl unless it affects themdirectly.

CHAl RVAN W NSTEAD: Yeah, they really
don't get engaged.

MR CRA G You're not going to get
soneone at your hearing unless it's going through

t hei r nei ghbor hood.
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CHAI RVAN W NSTEAD: Yeah. So, you've

encountered the sane.

MR CRAIG Sure.

CHAI RVAN W NSTEAD: It's the sane issue.
And yet, you all look at it as interested parties.
You're up there with, you know --

MR RYDEN. M. Chairman, not w thstanding
Consumer Union, which periodically shows up with an
issue of one sort or another. These are the consuner
advocates right here, in this industry.

CHAIl RVAN W NSTEAD: Right. R ght.

MR RYDEN: Because the traveling public,
if you Ilooked at hotel taxes, you would see
dramatically the capacity of |local governnents to
i npose |ocal taxes on people who don't vote in their
comunities.

And air travel has had the sanme thing
happen to it, which is one reason why John was in
Washi ngt on. And we were in Washington, saying,
"Pl ease don't overtax this product anynore."

The traveling public has no ot her
advocat es, besides these folks.

MR HANSEN. | have a question for Paul.

Several years ago, sonething major was

going on and they asked all the ASTA agents to do a
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grass roots canpaign and hand out letters, preprinted
letters, and have our client sign them and turn them
in.

How many letters did you all end up wth?

Do you renenber?

MR RYDEN. A few thousand.

MR HANSEN. Ch, is that all? Ckay.

MR O MALLEY: But | find it hard to ask a
client when they're comng in on an upbeat, to buy a
trip. To talk about sonething downbeat. Well, | may
not be in business here unless you sign this letter.
Huh. | better go to another agency that's going to be
i n busi ness.

You know, you can't, you can't go ahead

and ask the same person you're trying to convey that

you're doing well in your business and you're going to
be around for years, to say, "WlIl, unless you wite
to your Congressman, |'mnot going to be around.”

DOCTOR M TCHELL: On that same subject,
we've heard many tines and we all, being in the
busi ness, know it and the airlines know it to. That
we sell anywhere from 65 to 75 percent of the airline
tickets. Wen conm ssions began dropping in '95, the
percentage of tickets sold by agents didn't go down.

It went up. And even in today's environnment, we stil
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sell a huge percentage of the tickets.

If we all went away, the airlines could
not accommodate the distribution.

In your opinion, do you think that they
not only don't think we're going to go away, they know
we're not? So, it really provides them or do you
think it does, provides them cover to do what they're
doing that may not be in their own best interest?

You know, certainly the internet should be
t aken advantage of in any way possible. And consuners
shoul d be as active as possible. But in your opinion,
do you think that the airlines are acting in their own
best interest?

MR HANSEN: Wll, they know we're not
going to go away. So, it's been proven every tine
it's cut, been cut or capped. You know, we continue
to sell nore. And, you know, but that's why we're
here is for the consuners and the traveling public.

So, you know, they know it and they know
they can get away with it. And they do it because
t hey can.

MR O MALLEY: In any retail business, if
you went ahead and you named a Wal mart or, you know, a
drug conpany. If they could distribute their product

for ten percent or less of the value of that product,
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t hey woul d have a phenonenal distribution system And
we do do it wth that product for less than ten
percent consistently.

MR CRAIG Even with CRC

MR O MALLEY: Even with $179 airfare we

do that. Wien once you had a $400 airfare, we're
sitting dowmn at 2.5 percent distribution. That's
unheard of in any industry. Yet it's too high for

them And they keep talking about Orbitz is going to
lower their distribution costs by 75 percent. 75
percent of what?

MR CRAIG You forgot to nention that by
t he way.

MR O MALLEY: Gve ne a figure that you
can honestly tell nme, well, as he said, well, you can
pay up to three percent for credit card transactions.
Wen was the last tine Delta Airlines paid anything
nore than one percent for a credit card transaction?
It doesn't happen.

DOCTOR M TCHELL: And in your business, if
there is a charge back, does the airline pick up that
cost or do they send it back to you?

MR O MALLEY: No, not in ny lifetine.

MR HANSEN:  No.

MR O MALLEY: So, | look at, | |ook at we
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have to -- when the next tine you ask the airlines
don't tell them to give you percentages. Ask for
actual prices and ask after their rebates. Just as
you asked us about our CRS system | pay $86,000 a
year for ny CRS systemin ny office. How nuch do |
pay extra? Nothing. Ckay. Well, it sounds like I'm
goi ng under, paying $86, 000. But that's what ny
contract says.

So they're giving ne $86, 0007 Real | y?
No. | don't think so. Maybe it's worth half of that.

But that's their inflated price that they then give

me nmoney off of, an inflated anount.

MR CRAI G And -- oh, I'm sorry. I was
just going to say M. Lawson, where you were talking
about rebates from the CRS a little bit and stuff.

And, you know, really we need to talk about it or tell

it. An analogy of that is like any tine you go to
VWAl mart or K-Mart or any retail establishment, | don't
think they have to put up a wall what they're -- is

for their products they buy. Because that's all about
retail. | was in retail ten years before | got in the
travel business. And 1'1l tell you, it is what you
charge for your product and what you nake. But it's
the turn. You got to turn the product. And it's what

you get on -- , how long you can use their noney to
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sell your retail product.
So, | mean, whether | nake naybe a doll ar

a segnent, or sonmething like that, extra, you know.

That's fine. | need all the revenue | can get in a
zero conm ssion environnent. So, if I'm making two
dollars a segnent, fine. | earn it in the system

t hey' ve given ne.

This CRS thing that everyone's whining
about was started, produced, invented and stuffed down
our throat by the airlines. | didn't ask for this.
This is the system|'ve been given. And |I'm operating

the best | can init.

MR RYDEN: If | could ask a question
about something that I'm not even sure who nentioned
it at this point. But two or three people did refer
to a nunber of what 1'll call problem situations that

ari se when you sell airplane tickets and that you have
to deal with to get it fixed.

And, | think it was Stephanie tal ked about
the value of preferred supplier relationshinp. That
it's not just an extra conm ssion. It's also a
rel ationship that enables these problens to be sol ved.

But what |I'm thinking is if the ratio of problem
tickets to other tickets is one out of three, one out

of four even. And you were not solving those
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probl ens. Soneone else wll have to. And it would

have to be the airlines, thensel ves, who would have to

do it.

So that when we |ook at the question of
what does a travel agent cost. There's an out-of -
pocket cost and there's also, | guess it's called by

econom sts, a reverse opportunity cost or sonething.
| don't have to spend a lot of tine hiring people and
nmoney, hiring people. And having them spend their
time doing this because |'ve got sonebody else to do
it.

And that's a value that has, it's
difficult to put a dollar figure on it. But it is a
val ue.

MR HANSEN. It's just like their schedul e
changes as wel | .

MR RYDEN. That's --

MR HANSEN: You know, they create them
They happen every single day. W' ve worked, you know,
50 to 100 of them But they expect us to do it. You
know, we didn't create that change. They did. And if
we don't let the consuner know about it, they nmay show
up and the flight left a half hour before.

And that's what happens with sone of the

i nternet bookings, too. | think one of the Obitz
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sites made reference to their custoner care. But they
said only the people that sign up for it. Well, that
shoul d be automatic, shouldn't it? Because obviously,
if sonebody can access a conputer and buy a ticket,
then they have the ability to communi cate.

And why should a consunmer have to sign up
for custoner care just to know if there's a schedul e
change?

MR RYDEN. If they' re one of those people
who has to do it down at the library.

MR HANSEN. It's our turn

MR O MALLEY: The other question that
needs to be asked of United Airlines or any of the
other reservation systenms is they're getting an
unprecedented nunber of calls to their call centers.
Even though we do have the internet.

So, people who are booking on the internet
are still calling for other things. So, you can't
look at an exact cost. They're saying the
distribution system of the internet ticket is X  But
if they're calling the airlines to ask a question once
or twice, they can't factor that in. Al of those
calls to United Airlines direct are put their regular
ticketing calls.

It's inmpossible. So, when you ask themto
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break it down, how do they assign those extra calls?
CHAI RVAN W NSTEAD: Do we have any ot her
pendi ng questions?
MR ROPER I guess the bottom line is

what do you really want?

MR O MALLEY: I1'dlike toretire.
MR CRAIG I'd like a place for our
service fees on the box, where it's in one deal. That

woul d be ni ce.

Sonewhat |evel playing field, net fares
that are true, wholesale net fares, | suppose. Those
would be ny two big wish list in a zero comm ssion
environnent when |'m conpeting wth all t hese
particular internet sites. | think I'd guess, that'd
be nmy two biggest wi sh-list things.

MR DUNNE: Wiat does sonewhat nean? A
| evel playing field?

MR CRAIG Wll, | suppose just let ne
have 80 percent of the internet fares. Not maybe all
of them but just a few Gve ne a few bones. |I'ma
pretty good sal es person.

MR DUNNE: No, | understand that. ' m
just trying to figure what sonewhat neans in respect
to a level playing field?

MR CRAIG |'ve asked for less and gotten
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| ess. So, | guess I'mjust not trying to be greedy.
I'mjust trying to ask for alittle, a few deals.

MR  CASTO But John, do you want it on
your CRS systen? |s that what you' re here --

MR CRAIG In nmy current environnent,
it'd have to be, yes. That's what, that's the program

-- I'msorry. That's what |'ve been, that's the tool

that | have now on ny desk. ["m in within that
contract and that's what | have to sell the product
on.

MR LAWSON. So, what you're saying is you
all could be satisfied then if the quote web fares,
and that's becomng a little nystique within itself.

MR CRAIG Right.

MR LAWSON: If you had access to those
fares, even if the, in your CRS system And agai n,
this is the same question |'ve had before. |s because
the airlines are saying it's your a nore expensive
di stribution channel, which in ny estimation, it's ten
to 15 dollars maximum | don't even think it's that.

But, if they had a surcharge for you to
have web fares on your CRS system of ten or 15
dollars, do you think that would be a I|evel enough
playing field for it to work?

MR CRAIG Wll, it'd probably have to be
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a case-by-case basis, depending on what ny |owest CRS,
lowest CRS fare in a market is to what the | owest
internet fare is. | would guess that would be --

MR LAVWSON. Wl l, what you would do, and
just hypothetically, is that if it's a web fare and

designated a web fare and it would have a slight

surcharge --

MR CRAIG If it was sold through the
CRS?

MR LAWSON:  Yeah.

MR CRAIG | suppose. Yeah. That would
be a step in the right direction. | mean, | don't
prefer an extra surcharge. But, I nean, if it would

get ne sone form of access to those deeply discounted
internet fares, it at least gets nme on the right track
to conpete.

MR HANSEN: I'd probably echo John's
statenment, too, about a box on the ticket. And maybe
to just reiterate, because obviously we've offended
sone Orbitz people here. If we don't understand it, |
guess that is our problem What | would like to see
is probably the airlines get rid of their ownership
within that conpany. Because if it a neans to
distribute the product at a |lower cost, that's great.

Al right. And that shoul d happen.
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But | just think it's really, it's scary
to ne to know that the airlines have the majority
ownership in this. And whether it does or does not
happen, you know, people can think and do what they
want. But, ny thoughts are that, you know, | envision
this table where these old guys are sitting around,
you know, deciding what fares they want to charge.
And that may not be the case.

But the only way for us to, you know, to
know that that's not happening, is for themto give up
their ownership init.

MR LAWSON:  But you have no problem w th
their own sites. Because after all, that's their --

MR HANSEN: That's correct. Yeah.
That's their own stuff.

MR CRAI G That's their own site. They
can do anything they want.

MR HANSEN. | think, you know, if they do
go public and it's, you know, owned by stockholders
and they do not have majority shares in it and can't
control the day-to-day operations. Wien they let the,
you know, the people that they hire do that and they
do it better and cheaper, that's great. But | just
think that the ownership interest is just really what

scares ne. And | think that's what a | ot of people --
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MR LAWSON:. | think in their PO | think
they're stating that they will still exercise conplete
managi ng - -

MR CRAIG That's for sure. And if I'm
wong about the antitrust stuff, | apologize. I

didn't nean to offend anyone back there from Obitz.
I'm just confused about the whole makeup of the
ownership. And from what |'ve |learned in school and
col |l ege and everything, it seens a bit funny.

M5. CASTO No. | think I just included
on the service fee included in the ticket.

CHAI RVAN W NSTEAD: Alrighty. vel |,
listen. Thank you all very much. W're close to 5:30
her e. You were great to stick with us. | know you
were here this norning through the afternoon. But we
thank you for vyour testinony and wll continue to
digest it and consider your recomendati ons.

(Whereupon the neeting concluded at 5:30

p.m)
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