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(9:37 a.m)
CHAl RVAN W NSTEAD: Good nor ni ng. I'm David
Wnstead, and |'m the Chairman of the Comm ssion to Ensure

Consuner Information and Choice in the Aviation Industry, Airline
| ndustry.

I welcone you to San Francisco, those of you to
cone fromout of town. And we really appreciate you taking your
tine to join us today.

This is the third hearing that the Conm ssion's had
since it started officially on sort of My 15th. And San
Francisco is the third stop on our hearing schedule. W started
in Washington about a nonth ago, and we'll continue and return
back to D.C. on July the 31st for a hearing in Washi ngt on agai n.

Again, we appreciate you comng and we | ook forward
to hearing from you today, as well as anybody else that you're
aware of in the industry that mght want to testify. W still
have the July 31st hearing schedul ed.

The Commission was created by the Aviation
I nvestnent and Reform Act, 21st Century. And it was enacted in
April of 2000. And our charge was basically to study the narket
conditions and position of the retail travel agencies in today's
conpetitive travel narket.

And the Commission was sort of charged wth

examining the financial condition of travel agencies and their
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decline and, if so, what has been the effect of that decline on
t he consuner.

And | wll tell you that over the first two
hearings we've had a lot of testinmony. W've tried to steer in
our questions to that point, that is, trying to nake sure that we
understand, from the input we received in these hearings, what
inpact of it's having on the consumers, the primary objective of
our hearings.

As | nentioned, our two prior hearings have
supplied a lot of substantial testinony on the current conditions
of travel agents. And we will hear nore about that today, as
well as airlines. And we've had nmany website travel conpanies
testify as well.

The second major focus of the Commission by its
statute was to explore whether there are inpedinents to
information regarding the services and products offered by the
airline industry and, if so, the effect of these inpedinents on
travel agents, internet-based distributors in the distribution
chain of airline information, as well as and, again, ultimtely
on the consuner. I think we're trying again to understand it
fromboth the travel agency standpoint, but the traveling public.

I mentioned that in our hearings in Chicago and
Washington we did have a lot of airlines represented. W had
organi zations representing travel agents, as we do here today

agai n. W had a nunber of conpanies that are in the conputer
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And in addition to statenents on the financial
conditions of travel agents and airlines there were a lot of
public policy questions that were raised and we dealt w th about
the offering of fares on the websites and whether there are
limtations or issues dealing with excluding fares to certain
nmenbers of the travel industry and the consumer. And so we have
heard a lot of that in our prior two hearings.

Today we will hear again from a nunber of travel
agenci es, sonme of which have cone a long way to join us and we
very much appreciate that; also fromnajor travel conpanies, such
as our first witness; companies that provide booking engi nes and
software services to the travel industry.

I would, just in introducing nyself, I'm an
attorney in Washington D.C. and spent four years running an
internodal transportation agency, the Maryland Departnent of
Transportati on, which includes BW Airport.

But | had ny first real experience, thanks to
Maryl es yesterday, going to Casto Travel here in San Francisco
and sitting at a conputer termnal and really seeing how the
systenms in travel agencies around the country visually |ook and
how t hey operate. So | found that very instructive.

| think that we want to nake sure that in both your
testimony and questions that we solicit, and we wll do that,

responses to issues that we are now facing. And | think what we
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ought to continue to do in this hearing today is to try to focus
in on conditions, inpedinents, and inpact on consuners, but also
what your reconmendations are in ways that those issues can be
dealt with and ways that consuner information on travel and
airline services can be nmade nore easily and nore conpletely
avai l abl e and nore transparent, if you will, to the consuner.

| like to, before we can, go around the desk here
and ask each of the Commissioners to kind of introduced
thenselves, | would like to publicly thank Maryles for not only
her service on the Comm ssion but her hosting us out here. She's
gotten this wonderful room that was at no cost, which |
under stand, which | very much appreciate, and also providing and
working with our staff, the Comm ssion, in getting acconmpdati ons
for everybody here.

| would rmention, before |I ask the Comm ssioners for
coments, | would nmention that we have a very good staff. Ve
are, as | nentioned in the beginning, a six-nonth Conm ssion. At
the end of six nmonths we will be issuing a report and respondi ng
to the charges that we were asked and the ones that | nentioned
earlier that are in the statute.

W're very pleased and | think of very appreciative
of having D ck Fahy, behind nme, who is Executive Director of the
Commi ssi on. And he has many, nmany years, three decades of
experience as a |awer, both with airlines and in the

distribution systenms that we're dealing with here today on the
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subject, as well as the travel industry. So we very nmich
appreciate his ability to work full tine over the next six nonths
with us.

As | said, before we get into our first wtness,
I'd like to start on ny far right with our host of this great
heari ng.

Maryl es, are there any coments? | thought it
would be helpful for all of you to wunderstand who the
Conmmi ssioners are and where they're coming fromin terns of their
prof essions and interests. So, Maryles, maybe you could start
out .

M5,  CASTO Vell, 1 was very glad that the
Conmm ssion decided to have our neeting here in San Franci sco and
really thank you for the Fairnont because they really cane out
and, you know, nade this available for us, the room And it's a
beautiful room it's a newroom So it's given us an opportunity
to see it.

And | am very involved in our Conmssion, of
course, and very glad that |'m participating as a travel agent.
There's a lot of issues, | think, that we are listening to and we
are very open to all the witnesses that have been testifying.

CHAl RMVAN W NSTEAD:  Thanks, Maryl es.

Ann?
M5. M TCHELL: ['m Ann Mtchell from Starkville,
M ssi ssi ppi . And |I'm the small agency representative on the
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Comm ssion and have benefited greatly fromthe earlier testinony.
And if ny eyes wll hold out, I'Il Kkeep reading and keep
st udyi ng.

And it will be a challenge and an opportunity for
us to go through all of the data that we have received, and
informati on, recommendations, and come up with a product that
will produce sonmething that is good for the entire travel agency
comunity, the airline industry, the CRS comunity and, nost of
all, the consuner.

CHAl RVAN W NSTEAD:  Paul ?

MR RUDEN I''m Paul Ruden. I work for the
Anerican Society of Travel Agents. And | guess that explains
where I'mcomng fromhere. | would observe that in keeping with
what the Chairnman said about Maryles getting us this room that
it's a small exanple of what a good travel agent can do.

(Laughter.)

MS. CASTO  Thank you, Paul.

MR RUDEN. The other thing | would say, referring
again to David' s conments about our experience yesterday at Casto
Travel, one of the things we saw was a product that searches the
web for webfares and enables a working agent to see those up
fares against what the CRS produced, and then to go back to the
CRS to see those fares, in fact, can be found.

And it was interesting. The webfares in some cases

appeared to be cheaper at first look. But in | think every case
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that we found, and there was no systenatic approach to do this so
the results | think have to replicate what would nornally occur,
in nost cases the so-called lower webfare was actually for a
di fferent product. It was for a different service. Either the
return trip was different, the tines of day were radically
different, maybe there were connections, and so forth.

And it's instructive, as we keep accepting this
often repeated but to sone extent false assertion that the
webfares are always cheaper. If they are for a different
service, they may be |ess. But it's not the sane. You' re not
conparing apples to apples in each case. And | thought that was
really an interesting thing to see in practice.

Thank you.

CHAI RVAN W NSTEAD:  Thanks, Paul .

Joyce?

M5, ROGGE: I"m Joyce Rogge. And |'m the Senior
Vice President of Marketing at Southwest Airlines. And |'m very
pl eased to be able to serve on this Conm ssion. At Sout hwest one
of our big focuses is keeping our costs |ow And | think that
t hroughout the testinony we have heard that the costs for travel
have been a big burden and fromevery place down the chain.

And | think that that's one of the things that we
needed to keep focused on and hopefully learn a lot today from
the witnesses that we have on how that is working in the web

environment. So | look forward to hearing some good testinony on
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t hat .

CHAl RVAN W NSTEAD:  Pat ?

MR MJURPHY: M/ nanme is Patrick Mirphy. ['"m an
avi ati on consul t ant in Washi ngt on DC, havi ng spent

approximately 30 years in the US. Departnent of Transportation
and Gvil Aeronautics Board working on airline issues. | also
represent sonme airports. And |I'mvery pleased to be here in San
Franci sco, since one of our clients is San Francisco
International Airport. W're delighted to be here.

David, | would just nention the two things with
regards to the substance.

First, since our last hearing or just about the
sane tine as our last hearing, the Departnment of Transportation
put out a report to Congress on their efforts to nonitor Obitz.
And | think that's a superb docunent. For me it's been
extremely helpful since we've heard so nuch testinony about
O bitz. For ne this was helpful, and | encourage all of the
Conmi ssioners to review that.

Secondly, | understand and encourage the Depart nent
to get out of OVB soon their proposed revisions to the CRS rules,
whi ch have not been revised in 10 years. And understand those
proposals are in the Ofice of the Minagenment and Budget. And
when they come out, they'|ll be available for public comrent. But
I think how the Department plans to deal with the CRS systens in

the future will affect our report.
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Thanks.

CHAl RVAN W NSTEAD:  Thanks, Pat, for that comment.
And |'m sure that you will have a lot of questions during the
day with our witnesses.

W do have copies of the Obitz report. | think we
can probably nmake that available to everybody here. And | know
certainly copies fromDOT are avail able, as well.

| wanted to nention what we wanted to try to do,

we've had sone pretty full hearings to date, the one in
Washi ngton, one in Chicago. The one in Chicago was very
extensive and |asted nost of the day. Wat we did it was break
for lunch, but it was a little later than | think we want to.
And so what I'd like to do, and if you all have copies of the
agenda, is to go through four wtnesses this norning, maybe take
a quick break after the second, and then cone back and try to
conclude, if we can, about 12:00, 12:15. And then break for
lunch and come back for afternoon wtnesses. So that's sort of
t he protocol.

I will tell you that nany of the Conm ssioners, as
you' ve heard, have had many decades of experience on different
aspects of this industry, fromthe DOT perspective, to the travel
agents, to the airlines, and others.

So we really do want to give you all an opportunity

to have enough tine, not only to deliver your testinony, but

answer a lot of questions that | think the Commissioners will
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have. And certainly one thing that |'ve erred as chairman, at
least on the last hearing, was that we really tried to provide
enough time for everybody. And that even in sone cases we went
over 30 minutes in terns of testimony and some questioning from
the desk here. It went quite a bit |onger than that.

So | think we're fine today in ternms of the people
who were signed up. Please, if there's anybody else, let D ck
know, that m ght want to comment.

But that's sort of the protocol. And if we could
keep maybe the presentations to 15 or 20 minutes, allowing for
maybe half an hour for both testinony and Q%A, | think we will be

pretty much on track.

Getting right under way, and |I'm sure the
Conmi ssioners  will be asking questions, during and after
testimony, if sonmething comes up. | hope you would be willing to

respond and then we can go through all the four wtnesses this
nor ni ng.

M chael Milvagh is Vice President of Industry
Affairs and Communi cations for Anmerican Express. And, like all
the witnesses, we very much appreciate it, he did submt in
advance copies of this testinmony. | know they're available here
today for anybody in the audience that would |ike a copy.

But, Mke, we really appreciate you conmng to spend
tine with us. You ve got a great conpany, provide a lot of vital

services to the traveling public and to businesses. So we
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appreci ate you com ng.

Wy don't you just go ahead and proceed on
testinony? And then we'll get into questions.

MR MILVAGH Thank you, very nuch.

On behal f of Anmerican Express | would Iike to thank
you for asking ne here today, and for the opportunity to address
the «critical issues that Secretary Mneta has asked this
Commi ssion to examne. W commend the Secretary and Congress for
creating this forum and we would like to recogni ze the nenbers
of the Commission for the tine and effort they are devoting to
these very inportant issues.

Anerican Express is a Fortune 100 gl obal services
conpany with a diverse portfolio of products and services. e
operate the world' s largest travel managenent conpany and, as
such, are typically knowmn for working with some of the world's
| argest multinational corporations.

However, American Express also specializes in
servicing a nunber of other custoner segnents, including over
5,000 snmall businesses wth less than 100 enployees and
travel ers.

In addition, we have a wde-ranging gl obal
franchi se net wor k conposed of hundr eds of smal |,
i ndependent | y-owned travel agencies. And we also operate an
extensi ve network of consuner-oriented |eisure travel |ocations.

And so we are here today to | end our perspective to
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the issues at hand from the vantage point of a Ilarge
nmul tinational corporation who provides travel nanagenent services
to small businesses and individuals.

To begin, it may be helpful if |I tell you who were
not. W are not a GDS; we are not an airline or airline website
owner; we are not an association; and we're not a small business.

You have heard from each one of these industry
partners in previous hearings, and they have all presented their
own points of view, sone of which Anerican Express agrees with
and some which it does not.

Qur intent here is to not come and engage in what
the nedia has called the "Washington food fight" to put Obitz of
business or to squelch the benefits of the internet to the
consuner.

Quite the contrary; Anerican Express wel cones fair
and equitable conpetition where there is clear consumer benefit.

Qur intent in being here today is to convey our
thoughts regarding the travel agency financial condition and the
guestion of consuner choi ce.

W also are here today to ask two for things: W
want the ability to offer all airline inventory and fares to our
busi ness and leisure travelers in an efficient and neani ngful way
and we want the existing DOI GDS rules to be applied to any
airline-owned distribution system

The industry is abuzz with talk of distribution
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cost elimnation. From comm ssion cuts, to airline perfornmance
incentives, to the notion of airlines subsidizing credit card
service fees, no one, certainly not American Express, disagrees
that distribution cost elimnation is a bad thing.

By now you've heard many points of view regarding
agency conpensation elimnation and reductions that inpact agency
financi al s. The recently-elimnated airline conmmissions were
payments for ticket issuance, exchanges, voids, and refunds as
laid out in ARC and | ATA regul ations. Nothing nore.

So with the transferring of the conm ssion cost to
the consuner, the airlines now have a free ticket distribution
system and have been successful at getting their core product
into the hands of over 70 percent of their custonmers at no cost.

Let's be clear: That is not to say there is no cost associated
wi th product distribution.

There are associ ated marketing, pronotion and sal es
costs, such as volune incentives to nove share, simlar to the
distribution costs that are built into every other industry.

However, as the entire industry strives to return
to solvency by lowering costs, an inbalance has been created in
terms of consuner choice when it cones to information and access
to all inventory and fares.

Busi ness and leisure travelers who choose to work
with Anerican Express cannot easily and efficiently get

information and access to |lowest fares needed to run their
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busi nesses or to visit friends and famly.

Econony-consci ous travel ers nust now book outside
their preferred booking programs and | ocations, and book directly
on an airline-owned distribution system such as Obitz, if they
are to be sure they have researched all avenues pertaining to
| owest airfares.

Because of this trend, agencies that have serviced
individuals such as these in the past wll see reduced or
negative custoner growh and their earnings will decline further.

In turn, the nunber of agency l|ocations wll be
reduced and the traveler will have fewer options when it comes to
booking their travel. Wen the nunber of choices a consuner has
is reduced, it is typical that the cost to the consuner rises.

In the past, Anerican Express and other entities
have made attenmpts to gain full inventory and airfare access for
the consurmer and there have been a nunber of different reactions
fromairlines:

Airline Position 1. Whbfare access should not be
an issue, as there is such limted inventory and it is very
restricted.

The Counterpoint is: If that is the case, then
opening full access to travel agencies and hence their custoners
wi Il not erode revenues due to the | ow nunber of avail able seats.

Airline Position 2: These fares are leisure fares

and do not fit the typical needs of business travelers.
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The Counterpoint is: As we all well know today's
financial pressures have forced business travelers to behave I|ike
leisure travelers, so access to these fares would be very hel pful
for small business travelers trying to lower their travel and
entertai nnent costs.

Airline Position 3: Certain airfares cannot be
of fered through the GDS due to the high associated fees.

The Counterpoint is: On a recent price quote
conparing the sane itinerary between an airline website, Obitz
and through a @GS, the GDS fare was higher by $98 than both the
airline website and Obitz. This difference is not solely
attributable to the GDS fee.

The entire industry, including Arerican Express, is
struggling with how to help custoners get access to and benefit
from the lowest fares in the marketplace. Anerican Express has
and continues to work through a nunber of different proposals and
options, and we will continue to do so on behal f of our custoners
until we have reached a neani ngful resol ution.

Technol ogy sol utions have been just one approach
Anerican Express has taken. It is a fallacy to believe that a
technol ogy patch is a viable long-termfare access sol ution.

I ndeed, an entire industry is being built and huge
costs are being borne by agencies and custoners around a problem
that does not need to exist if only the airlines and airline

website owners would give full airfare access.
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Costly technology fixes are not the solution, as
the industry goal is to reduce cost, not to keep adding cost.
Airlines can and do change the ability of these technology
patches to access their information in the flip of a switch. And
today's technol ogy solution is obsol ete tonorrow.

On a second point regarding technol ogy, there has
been previous hearing testinony that the success of Orbitz is due
to its superior search engine capabilities. Obitz does have a
good site, but its search engine technology is not unique and has
been widely available to anyone on the narket. It is also
powered by an existing @GS that is famliar throughout the
i ndustry.

Anerican Express is of the opinion that it is not
the search engine that nakes ventures such as Obitz successful,
but rather that it has a protected position with respect to
| owest fares.

From a financial perspective, while American
Express is not a snall business, we too have had some significant
economi ¢ challenges in our recent past. Qur business was
dramatically affected by the weakened econony in 2001 and by the
events of Septenber 11th.

As a result, we saw a decline in revenues and
vol ume by sonme 20 to 25 percent. In the fourth quarter of 2001,
we downsi zed our workforce by over 5,000 people. W had to make

sone extrenely hard deci si ons.
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In the end our costs were brought into line wth
our lower sales volume; we stabilized our business and are now on
a solid footing.

However, this was not an easy process, and we
continue to see an erosion of custonmers who are forced to book on
sites that will not provide Anerican Express with full access.
This trend continues to provide extreme challenges to the
industry, especially to the small agency or franchi se owners that
we work with.

Prior to conmmi ssion elimnation, over 70 percent of
Anerican Express revenues were derived from airline conpensation
and less than 30 percent from customers. |In only two years this
nodel has been conpletely reversed and today the opposite is
true.

Because of the dramatic changes in airline
conpensation, Anerican Express has had to derisk its business and
quickly transition our entire travel unit through a new economc
nodel and change our focus entirely.

Today, the bulk of our revenues are derived from
our paying custonmers. And as an agent for our custoners that is
why we are here testifying today. W are faring well under this
new nodel . But American Express had the ability to reengi neer

our business as a result of our size and our custoner and product

Qur snaller conpetitors and our franchise partners
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did not and do not have that | uxury. According to the Airline
Reporting Corporation, the nunber of retail travel locations in
the United States decreased by 14 percent in May 2002 year over
year. This trend will no doubt continue and over tine it is
inevitable that travel agencies without large breadth and scope
of a nega-agency and without the resources or ability to provide
customers with the lowest fares in the marketplace wll not
survive.

Anerican Express strongly believes that both snall
busi nesses and individual consumers are the backbone that creates
the economic growh that powers and stabilizes the U S. econony.

These groups contribute heavily to the econony and
should have the ability to choose and do business how they
pl ease. Wthout widespread fair and neaningful inventory and
airfare access, snall businesses and consuners are ending up the
losers as the benefits gained from consolidating, tracking, and
nmanagi ng their total costs are dil uted.

Smal l er travel agencies and franchises seeking to

reinvest in efficiencies to help their small business customners

centralize and manage their spending will be forced to close
their doors, and custonmers wll have less choice of where to
fulfill their business and personal travel needs in the future.

Wth respect to airline marketing practices and
their inmpact on consuner choice, the American Express point of

view is very clear: Obitz is an airline-owned distribution
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system marketing their services to individuals and businesses and
shoul d be regul ated by the existing GDS rul es.

@GS rules were originally created to ensure there
was fairness of pricing anongst all airline-owed distribution
systenms and to curb the possibility of anti-consuner behavior.

In its beginning stages, Obitz was narketed as a
consumer travel agency with low restricted airfares suitable for
| eisure travelers. Over time Obitz advanced its product
offering to include hotels, cars, package tours, and cruises.

And nost recently Qbitz and its airline owners
have begun marketing the fact that businesses can now load in
their negotiated corporate airfares. Obitz has evolved into an
airline-owned inventory distribution system offering nmultiple
products and services to both consuners and businesses, and
should be governed and treated in the same manner as existing
Ss.

Many have |ikened the Orbitz nodel to the follow ng
scenari o: If the five Ilargest conputer nanufacturers got
together, created a vertical product distribution system offered
pricing through that system that no other consumer outlets would
not have access to, and loaded in all their proprietary custoner
pricing rates, there would be reason for concern. This does not
appear to be the case when the sanme scenario is applied to the
airlines and Obitz.

One of the main questions the Commssion is trying
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to answer is, "lIs the consuner inpacted by not having neani ngful
conparative information they need to nake an educated choice?"

The answer as of today is yes. Smal | busi ness
owners and consumers |looking to nake a decision on airfare
purchases are typically faced with the foll owi ng questions

“I'f | book through an online or traditional agency,
will they be able to get me the lowest fares in the narket,
i ncludi ng internet fares?"

“If | book on Obitz or another airline-owned
website, will | be getting all information on all information on
all carriers and be able to nake the best purchasing decision?"

"How many sites will | have to visit to find the
best fare?"

Wil e each question poses its own unique set of
problems, the truth is that as of today the questions above are
still wvalid. No existing airline-owed website has all the
donestic and international carriers and fares. Factual |y
speaking, all GDSs do not either.

However, CGDSs are still the largest repository of
neutral inventory and fare data in the world and still used by
virtually every travel agency and airline around the world except
for | owcost carriers.

@GDSs include both donestic and international fares
and are thus the best source consuners have today of conparative

informati on for maki ng deci si ons when purchasing airline travel.
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So it appears that for now, @Ss are in the best
interest of the consumner. But we are still faced with the
argunent of high GDS costs when conpared to the airline-owned
di stribution channel.

If the main issue at hand to solving the fare
access problemis GDS cost, then cost issues can al ways be sol ved
by mutual business agreenents that should not be a barrier to
progr ess.

However, if the main issue surrounding inventory
and fare access is not cost, but rather custonmer ownership,
traveler loyalty, and marketing aspirations, then this issue is
not easily solved and will continue to exist in our industry
today, and the travel consuner wll end up being negatively
inmpacted in the long run as the industry works to find a
sol ution.

The EU Conmission investigating OPODO, t he
Eur opean-owned airline distribution system and website, have
recogni zed that it poses serious risk to consumer choice should
it not be fully consuner-proofed. | am optinistic that this
comittee can help the DOT cone to the sane concl usion regarding
Obitz.

So in closing, Amrerican Express believes that what
is in the best interests of the traveling consuner is for travel
agencies to be given full access to all airline inventory and

fares, and that @GS rules be applied consistently and fairly to
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any airline-owned inventory and fare distribution system

I would like to thank each of you for this
opportunity to speak here today, and | would be happy to answer
any questions that you nmay have.

CHAI RVAN W NSTEAD: M ke, thank you very muich. I
think your testinmony was extrenely hel pful in both the questions
that it posed and the answers that you responded to, as well as
the airline position, the counterpoint of the airline position,
sone of the issues that Anerican Express is concerned about.

You tal ked about sone |ayoffs since Septenber the
11t h. Wiat's happened on the franchise side in terns of the
nunbers and what's happened over the last two years in terns of
any decrease in franchi se nunbers?

MR MILVAGH | think this is on. Yes.

CHAl RVAN W NSTEAD: W can hear you.

MR MILVAGH | represent the corporate travel side
of Anmerican Express.

CHAl RVAN W NSTEAD:  Ri ght .

MR MILVAGH So |I'm not the best person to speak
on our franchise operation. But what | can do is speak about our
consuner travel organization.

W made a busi ness decision to change our focus and
to move our nodel of consumer travel to now be focused on our
card nenbers. It was not economically feasible for wus to

continue to do business the way that we were doing it in a
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wi despread fashion and to focus on the individual consuner
wi t hout another value proposition. So we have changed our focus
and we are now focusing our consunmer initiatives on our existing
card menbers.

Again, with respect to our franchise operations, |
can only tell you that they are feeling the pressure of not being
able to conpete with fares that are not available to them And
this is a very difficult position for them to be in. | don't
have the nunbers that would tell you the nunber of the franchises
we have increased or |lost over the last while.

CHAl RMVAN W NSTEAD:  Coul d you get that for us?

MR MILLVAGH  Sure.

CHAl RVAN W NSTEAD: That woul d be great.

In one of the drafts, I'mnot sure, | think there
were sone changes that you had in the draft distributed today.
But in an earlier draft you nentioned you had approached airlines
on this issue of gaining access to their webfares, but that you
were refused in some discussions, even though you offered
absorbing cost to do that. And those costs, did they talk at all
about or a discussion about booking fee expenses in that approach
when you offered to cover the costs?

MR MULVAGH W talked with the nunber of our
supplier partners about a nunber of different options for gaining
access to webfares. Sonme of those included subsidization of the

@S fee; sone of those included the outright full absorption of
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the GDOS fee. Each time we did that we were told no, we would
still not have access to the fares.

So our inpression is that the GDS fee is not really
the cost here. So we're trying to grapple with how to understand
what is the true cost and what is the true reason for not being
able to get access to these fares if the <cost issue is
el i m nat ed.

CHAI RVAN W NSTEAD: I think Paul commented, M ke,
and | nentioned in nmy opening of ny experience yesterday at the
Casto Travel. On page 9 at the bottom you talk about to the
i ssue of consuner access. And | rnust say that | know that the
engi nes and the software support for travel agents is constantly
changi ng.

I nmean, | think one thing |I've l|learned over the
last month or so is just how vibrant this industry is from the
standpoint of providers of software services, and engines, and
ot her technol ogy. Yesterday, one of the questions | had was just
the amount of tine it would take to actually be able to access
both CRS and the websites. And |'m wondering how you view that
difficulty in terms of what it takes now to do it versus what
m ght be devel oping for the future that we get.

MR MULLVAGH Sure. Like a lot of travel
management conpanies we are a very transactionally-driven
busi ness. And most of our pricing is based on transactions,

neani ng a booki ng.
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So to maintain our profitability and the integrity
of our pricing, everything we do is around transactional
processing efficiency. Because there's a plethora of different
technol ogy solutions out there, |I can talk to a couple of them

The first set we would call sort of off-line, you
know, search engine-type for abilities. And what that entails is
a travel agent, perhaps working on a GDS, will look for a fare in
that system And then they would have to switch off of that
system whether it be in the sane termnal, or go to another
location in their office.

In our case it's basically the same terminal. Log
on to an internet site so that they can either access the fare
directly from a airline website, or from Obitz, or sone other
location. Then see if that traveler wants to have that fare and
then build a record that way.

So in that case they're having to go out live and
look for the fare and cone back to the traveler with options.
That takes a lot of time to come out of a native system if you
will, nmove on to an internet-based system and then nove back.
And, again, there are technol ogy solutions that are com ng up now
that will do that behind the scenes.

The other one, which is nore costly and nore
prevalent, is actually where we do a fare search. It's called
WebBot technol ogy, where you nake a booking, you search after the

call is finished for a |owest fare. It does a nunber of
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different checks at a nunber of different |ocations, and then
cones back with an option

And if that option is lower than the price that
you' ve booked, then the travel counselor nust get back in touch
with the traveler. Mst likely it's on a different carrier, a
different time, what-have-you. Make that offer available to
them and either rebook or continue on with the search

So in a business that's very transactionally driven
this adds an enornobus anmount of process tinme on to our
transactional |l y-driven business. As such, our profitability goes
down, the time it takes goes down, and the efficiencies are |ost.

So again, you know, as | nmentioned in ny testinony,
the technology solutions are really not the best option, but we
really have at this point no choice.

CHAI RVAN W NSTEAD: Mke, I've got a few nore
guesti ons. Wen | talked in the first question about your
approach to the airlines, which ones did you approach and what
was the rationale that they responded in terns of not being able
to --

MR MULVAGH: Yes. W're under a confidentiality
agreenent and can't discuss that.

CHAI RMVAN W NSTEAD:  Ckay. Fair enough.

Al right. Let ne opened it up for some of the
other Conmi ssioners in ternms of questions that |'m sure they

have.
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Take it from Pat.

MR MURPHY: Thank you. | also appreciate the
t esti nony. It was really very helpful. | had about a half a
dozen questions. I'Il try to get through them quickly.

On page 4 you talked about if a customer wants
access to all inventory and fares. Today that situation is
i mbal anced, | think is your term Wen a custoner comes to you
and wants to fly on what are now the nost successful airlines in
the industry, let's say Sout hwest and Jet Bl ue.

MR MILVAGH  Yes.

MR MJRPHY: They use different outlets as they try
to reduce their costs. How would you deal with that if they cane

to you and wanted to fly on one of those two airlines?

MR MULVAGH Sure. I'lI'l speak to the Southwest
nodel .

For Anerican Express it actually is not a perfect,
but it's a good solution. Right now we can view Southwest
information in one particular CRS that we use, Sabre. The

counsel or does not have to go off of their booking system unless
there is a web-only fare. Then it results in a telephone call to
Sout hwest .

And the PNR, the booking record, is naintained and
held within our systems. W retain the information in ternms of,
you know, custoner information, future negotiating infornation,

what - have- you.
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So with respect to Southwest, although it's not a

perfect nodel, it works well and we've integrated our systens as
best we can. Wiere we'd like to go further is to, you know,
elimnate the telephone call aspect. But for now it's working
fine.

Wth respect to Jet Blue, you know, they're a very
new carrier. And we are obviously anxious to work with themto
devel op sone efficiencies, as well. So we don't have the sane
opportunity there just as of yet, but we're hopeful that we can
mmc the sanme systemw th Sout hwest .

MR MJURPHY: kay. On page 5 you tal ked about, as
your third counterpoint or your bottom counterpoint, that sone
nodel s suggest it's now cheaper to distribute tickets through an
agency rather than through Obitz. Can you just elaborate on
that a little bit?

MR MILVAGH Yes. Unfortunately, you have an old
testi nmony copy.

MR MJRPHY: (kay.

MR MJULVAGH The new one says GDS fees, but | can
comment on that.

MR MJRPHY: (kay.

MR MJILVAGH There have been a nunber of different
-- | wouldn't say studies -- | would say positions that show,
since the costs of commssion have been elimnated, that it's

feasible that on a apples-to-apples basis the travel agency
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comunity could be considered a lower cost option that Obitz,
because Orbitz has a GS fee associated with it and they pay a
per - booki ng fee on top of that.

So in terms of the total conpensation it's
different. It's actually lower when you're just looking at the
appl es-to-apples conparison of the @GS and the conmm ssion,
conpared side to side.

MR MJURPHY: Ckay. On page 6 you talk about how
the airlines, if they would only give full access to their
airfares, which is all we hear over and over again. Wat do you
think the notives are? Wy do the airlines not give full access
to their airfares?

MR MILVAGH As | said, | think that we're trying
to understand the real core issue. If it's cost, we want to
address the cost issues and we want to renove that barrier. |If
it's other than that, if it's a marketing situation, or if it's a
custoner ownership situation, then we don't know how to conpete
with that. You know, that's a whole different business case. So
| don't want to speculate. But we're hoping that it's cost based
as opposed to a different situation.

MR MJURPHY: Cay. And on page 8 you tal k about
it's inevitable that travel agencies without large breadth will
not survive. Wiat is your vision of the future of the travel
agency industry? What will it ook Iike?

MR MILVAGH If | use our Small Business Travel
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Division as a starting point, we service a nunber of different
i ndi vidual travelers and small businesses. And we have seen an
erosion of that business because we just cannot conpete to get
the lowest fare. And that portion of our business is falling in
terns of our profitability, in terns of our vol une.

So, you know, our vision for the future is that
unless we can carve out a unique value proposition for that
customer segment that's going to be a tough one to stay in and
remai n profitable.

If I was personally to speculate what the future
would be, | would say that unless a travel agency does have a
wi de product offering, the wi de scope of customers that we have,
the ability to cross-sell other products and services, |'m not
sure why soneone would be in this industry because of the margins
that woul d be invol ved and because of their inability to conpete,
if not just for pure location convenience for the traveler.

Perhaps there will be, as in the airline industry,
a few najor, nmajor players and sone snaller ancillary players

because they have the financial resources and the ability to do

so0.

MR MJRPHY: And | guess the $64 question then for
this Commssion is: Ckay, if the travel agency industry
restructures to a larger nodel, |arger-sized business nodel, how

is the consuner affected? |Is the consuner well served with the

internet and a different structure in the travel agency industry,
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or not?

MR MILVAGH | would like to think they woul d be.
As in American Express, we have different resources focusing on
different segnents. W poured a lot of time, effort, noney,
nmarketing into our Small Business Travel and Consuner Travel
Division. And we'd like to continue to do so because it is less
vol atile than a corporate environnent.

So to answer the $64 question, you know, we feel
that, given the ability to conpete for that business in a fair
and equitable way, the consuner would benefit because of the
honest brokerage, the one-stop shopping, the things that we can
bring to themthat one shop could not.

MR MJRPHY:  kay. If I could ask the Chairman's
i ndul gence, one nore question, and |I'm taking nore than ny share
of time.

CHAl RMAN W NSTEAD:  Sure. Thanks, Pat.

MR MJRPHY: But one |last question. You do
recommend that Obitz as an airline-owned system be subject to
the GDS rules. Wi ch aspect of those rules; what you have in
mnd? Wat is it that they're not having to conply with that you
woul d li ke to see themconply w th?

MR MILVAGH  Yes. Basically one thing, that is,
that all fares be made available, as in the &GS, that are there.
They would go through the normal process of listing their fares

through AT Pico and through the @GS, and that there is no
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conpetitive advantage to not getting access to all the fares that
are avail abl e.
MURPHY: Fare availability?

MJULVAGH  Yes.

3 % 3

MURPHY:  Thank you, very nmuch.

MR MILLVAGH And actually, beyond that point, and
inventory as well. It's not just fare availability. It's the
actual ability to book that fare.

MR MJRPHY: Thank you, M ke.

Joyce, did you have a question?

M5. ROGGE: Yes. |'Ill just followup on that. And
thank you for being here today. W appreciate it.

| f you could clarify for me that your
recommendation is that in following the @GS rules, or applying
those rules to Obitz or other travel sites, do you nake a
distinction between sites that are jointly owned or that have
nmultiple airline fares on them as opposed to as, for exanple, an
i ndependent airline site?

MR MULVACH Sure. | don't nean to give the
impression that we think that all airline sites should be
regul ated and that they should follow the @GS rul es.

When you have five-nmenber owners of a distribution
system of their product, that sounds like an airline distribution
system a jointly-owned integrated airline distribution system

and shoul d be regul at ed.
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An individual airline consumer site or one that
represents a certain percentage of the market that is |ess than
the rules -- and | can't renenber exactly what the figure is --
we don't feel has the sanme consuner inpact than a large
mul ti-airline-owed site.

Does that answer your question?

M5. ROGGE: It does. Thank you.

And then going back to another part of vyour
testimony when you're talking about -- I'msure I'mnot going to
say this right -- but OPCDO?

MR MIULVAGH  Yes.

M5. ROGEGE: Can you describe that a little bit nore
for nme, and what action has the EU taken exactly?

MR MULLVAGH  Sure. OPODQ OPODO as they call it
in Britain, --

M5, ROGGE: OPCDO

MR MJULVAGH -- is a very simlar structure to
Obitz, where it's owned by a majority of the major players in
Eur ope. And the EC Conmi ssion has given them the go-ahead, but
the main features of, or the main differences is that there is no
M-N clause in OPODO. And so it's basically a travel agency that
has a great website and offers the sane sort of products and
services that any other travel agency will offer.

Now EUCDO, which is equivalent to -- you know, it's

a very large travel agency association in Europe -- have noticed
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that there is the odd thing creeping in here and there that | ooks
like a fare that's only available through OPCDO and not through
any other channel. And so they are asking the EC to launch an
i nvestigation into that.

But the main difference is that any fare difference
is actually being explained by the fact that the agency has
chosen to lower their margin to offer that |ower fare. And
that's fine. That's a business decision. That's sonething that,
you know, anybody who operates a travel agency can do at any
tine. And that's a conpetitive decision that they nake.

However, it seenms that it's not based on any
advantage in terns of getting a lowr fare and having it
exclusively, as opposed to just deciding to nmke a business
decision to cut their profit.

M5. ROGGE: Al right, thanks.

MR MILLVAGH  Sure.

CHAl RVAN W NSTEAD: Ckay. That's fine. Paul?

MR RUDEN: I think it's very significant that
Anerican Express is here, because you occupy, it seens to ne, a
sonewhat unique -- if that's not an oxynoron -- a unique position
in the nmarketplace having, as you point out, a significant owned
set of outlets and also a very substantial franchise set of
agencies that you refer to as "partners." Most  of those
franchise entities are pretty small travel agencies, aren't they?

MR MILVAGH Correct.
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MR RUDEN. And they're franchisees so you have a
contractual relationship with them that enables them to use the
Anerican Express nane, and so forth, but you don't guarantee
their profitability?

MR MIULVAGH  No.

MR RUDEN. Wien you opened up your testinony, M.
Mul vagh, you early on tal ked about the function that conm ssions
performed as been paynents for ticket issuances and essentially
ticketing transactions of one sort or another and nothing nore
than that.

But would you agree that the distribution system
that those commissions paid for, which was nationally ubiquitous,
has sonething to do with the demand for air travel? In other
words, the existence of a nationally-ubiquitous system of | ocal
distributors helps stinulate the purchase of the product for
whi ch they exist in the marketpl ace.

MR MILVAGH Can you paraphrase the question? |I'm
not following you on that.

MR RUDEN:. Yes. Let nme try to speak English.

(Laughter.)

MR RUDEN: If you didn't have any travel agents,
if it were nore difficult to acquire travel because there were
travel agents everywhere, --

MR MIULVAGH  Yes.

MR RUDEN -- as they tend to be today throughout
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the country in snmall commnities, large, all over the place. If
you didn't have that, it would be nore difficult to buy it and
therefore the search costs and the other consequences of trying
to buy travel would be higher and | ess travel would be purchased;
woul d you agree with that?

MR MILLVAGH | would agree with you that the cost
woul d be higher. As | said, in ny testinony, that when the
nunber of locations or players in a certain nmarket is reduced,
it's typical that the cost to the consunmer will go up. And then
to follow your line of thinking, it's reasonable, if the cost is
going up, then the average consumer would have less ability to
pur chase that.

MR RUDEN: In line with the questions that the
Chairman was asking about your negotiations with the airlines
that nysteriously to some extent, produced no, no good results,
we now hear -- and it's cited in the Orbitz report to -- or the
DOT report to Congress on Orbitz that some of the online agencies
have succeeded in acquiring sone |ow fares, |ow webfares.

There is no real description of just what
percentage of them they're getting or any real details about it.

But your understanding is also, | take it, that that is
happeni ng in the narketpl ace now?

MR MULVACGH Yes. | also read previous hearing
testimony from a couple of carriers that suggested that that

opportunity is open for negotiation. So, as | said, we wll go
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back and continue to go back and a chip away until we are able to
get access to the fares that we would like to do and are working
with carriers on an ongoi ng basis to do so.

MR RUDEN. Wiat accounts for that change of heart,

do you think, if that's what is?

MR MILVAGH This is speculation on ny part, but |

woul d say that over tine if you |look at the amount of focus and

attention, nmedi a, pressure from custoners, pressure from

associations, the notivation for sonething like Obitz to

withhold their IPQ | think the volune of pressure that is out in

the nmarket for this to happen has taken shape and really
contributed to that novenent.

MR RUDEN. Very interesting.

Wth respect to your discussion of technol ogy

pat ches, your testinony

that the industry's goal

rejects those in part because you say

is to reduce costs rather than to keep

addi ng costs. The industry you're referring to there is the

di stributor industry, the

the airline part?

MR MULVAGH: I

f ocused on cost reduction.

MR RUDEN

that they should help travel

t oday?

travel agency part of the industry, not

would say the entire industry

Do you believe it's the airlines' view

agents reduce travel agent costs

MR MILVAGH No.
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MR RUDEN. Ckay. The small agencies who nake up
your franchi ses, franchisees, they have a particularly difficult
tine, don't they, wth these patches that you described as a
sonewhat epheneral? They can't afford to keep investing in the
software de jour to stay in tune with whatever the airline
mani pul ati ons are of access to those fares and how you get then?

MR MILVAGH If you -- sorry.

MR RUDEN. And ny ultinmate question is: Take that
as a given, because | think it really can't be denied. M/ real
qguestion is: Anerican Express is no position -- and this is
again why | think it's so inportant that you are here, you are
the biggest and in sonme sense the nost diverse of all the travel
retailers in the country -- but you're not in a position to do
that for all those snall businesses, and keep doing it as things
keep changi ng and new software energes and repl aces the old, just
to get access to these fares.

MR MULVAGH W're not even able to do that for
our own business. When you look at the various tools that are
out there and the conpanies who represents those sol utions, sone
of which you'll hear from today, there are reports and findings
that certain airlines or sites will switch access and wll not
allow that technology solution to search its site and cone back
with information avail abl e.

So we've had to design our own system for our

travelers. And we've had to have a nunber of different options
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for them Sone of them are from a nmanual process. Sonme of them
are a very technol ogi cal | y-based process that does the things we
spoke about.

But if all of a sudden that were to be regul ated
and there would be a ruling that said you cannot -- intellectual
property, what-have-you -- cannot access an airline's website
because that's not feasible to do so, we would have a lot of cost
for sonething that didn't work. And that's for our own network.

If you think about all of our franchisees who are
not part of our MS system necessarily, they don't have perhaps
the same CRS that we use; they have different back office
processing systems, it's imnpossible. It's inpossible for us to
provi de a those services on an ongoi ng basis.

MR RUDEN: Finally, there's a lot of stuff here
that | could go on about, but | won't Kkeep on, given ny
reputation for asking too many questions.

CHAI RVAN W NSTEAD: Mke, 1 don't think -- you
wouldn't -- if we have questions, there are a |lot of questions,
probably nore than we can ask. Can you respond to then? Can we
submt themin witing?

MR MIVAGH Certainly.

CHAl RVAN W NSTEAD: G eat .

MR RUDEN I have just two things. And
unfortunately they relate to the infanmus "O' word.

When you were asked earlier about the @S cost of
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transacting business versus the Obitz cost, there's another
factor at work in an analysis, isn't there, and that is that
Obitz has a guaranty of these transaction fees that no one in
the industry has, including the giant Amrerican Express, a
guaranty that no matter what happens to commssions Obitz still
gets paid?

MR MIVAGH That is ny understanding, yes.

MR RUDEN  And so that value, would you agree, it
not be sonething that you would put in a financial statenent per
se, but it certainly has relevance. There are 43 airlines naking
that guaranty to your conpetitor that you don't get or no one
el se gets, and that that should be factored into the question of
who' s got what costs, because that is an inportant value to have
that assurance that the matter what happens you're going to get
pai d sonet hi ng.

MR MILVAGH  Agreed.

MR RUDEN. Finally, you somewhat genteelly -- and
| understand why, | think, at the end of your testinony -- talk
about whether the issue here is really GDS costs, or somnething
el se. And you nentioned three things: Cust omer owner shi p,
travel loyalty, and nmarketing aspirations.

Your testinony pretty strongly suggests that it's
not GDS costs that really explain what's going on. These ot her
things really translate into the question, don't they, of who

controls the narketplace, who controls the custoner, whether it's
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through Orbitz,

meone else will control it, as they have the past.

MR MULVAGH If you look at all

the conpetition

omer today, factored in the desire to reduce the

cost, if that can be done in a one-to-one narketing

arrangenent with a custormer, no matter who it is,

reduced, then you're gol den.

to your repe

and the cost is

You have the opportunity to hold on

at custoner. You don't have the associated costs

that are required to have a wi despread sales network and

di stribution

net wor k.

So, again, if it's not costs, as

we've offered to pay the cost. If it's not that

we' ve supposed,

, then it seens

likely that then the second next question we would ask is, "Wll,

what is it?"

i ssue.

of the market

It seens to be a nmarketing customer ownership

MR RUDEN. If it's something to do

wi th dom nation

, or control of the market, that's not likely to be

sonething you're going to negotiate your way to

sol ution on,

t esti nony.

(202) 234-4433

isit?

a satisfactory

MR MILVAGH It does not seemlikely.

MR RUDEN. Thank you very mnuch.
CHAl RVAN W NSTEAD:  Thanks Paul .
Ann?

M5. M TCHELL: Thank you so

It was very thoughtfully presented.
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nentioned, you certainly represent a vari ed market pl ace.

When you were tal king about negotiating paying the
&S fees, if that was their problem what kind of fee |level were
you willing to go to, because it's been suggested in previous
testinmony, particularly by Obitz and sone of the others, that
the GDS costs are very out of line. But you're saying you woul d
have been willing to pay that. And, if so, could you explain
t hat ?

MR MULVAGH You know, the GDS costs obviously
vary from GS to airline, as well. It's a conplex arrangenent
bet ween the Agency, and you all know that. But again we offered
to subsidize, to either bring down the cost of distribution,
because we believe that there is always a cost of distribution of
your product. And in sonme cases we offered to pay the whole
t hi ng. And | don't know if you're looking for specific dollar
amounts or what that entails, but --

MB. M TCHELL: Well, we have asked several of our
peopl e who have presented to us costs fromthe airlines and the
@S peopl e. And the answers that we get are all across the
boar d.

MR MIULVAGH  Yes.

M5. MTCHELL: So it's a little bit confusing and
puzzling to try to determine who's telling what, and what does it
really mean in the rmarketplace and whether or not the

di stribution cost of a product should be expected to be zero?
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MR MULVAGH If I could indulge you, I'd like to
cone back with that answer in terns of a GDS cost nodel, because
it takes into account a nunber of different things that | don't
think I could spend time here today. And, plus, | don't think I
have all the know edge and the details. But what that would
entail is basically the circuitous cycle of how that woul d work.

May | do that?

M TCHELL: Yes.
MULVAGH  Yes.

M TCHELL: Thank you.

2 ® 3 B

MULVAGH  Thank you.

M5. M TCHELL: Thank you.

It's been suggested to us through sone of the
previous testinony that there should not be any reconmmendations
or decisions nmade based on what mght happen, particularly in
regard to Orbitz and others.

What would be your view on that as representative
of a large organization? Should we wait until it's several years
down the road, travel agencies have fallen by the way right and
left, and the consuner is conpronised in its ability to get
airline arrangenents?

MR MILVAGH As | stated in ny opening, we're not
here to suggest we regulate internet, or that we regulate
opportunity, or the ability for new products and new entrants and

new services to cone to the marketpl ace.
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But if | could take a sidestep and conpare what
happens when choice is taken away to the pricing of a market |ike
M nneapolis, or Rochester, or Detroit, or what-have-you. When
there is less opportunity, the price goes up. And so to answer
your question, we believe that market forces should be allowed to
deci de what happens.

However, we think it's very prudent to | ook at what
does happen when a domnant market force comes into play,
elimnates conpetition because of a favorable opportunity that
they have that no one el se has, and then becomes a sole player in
a narket. And that's the position that |I'm coming from Does
that --

M5. MTCHELL: So you think it would be much nore
difficult to reverse it after happens than to address it now when
we can take information and |l ook at what is likely to happen --

MR MIVAGH Yes, | do.

M5. M TCHELL: -- based on history?

| was particularly anused at your acronyns in EU
ar ena. | had said to the Conmittee early on that | thought we
m ght be less successful if we don't cone up with a catchy

acronym for our Conmssion. And so far we haven't conme up with

one, so if you'll help us we'll appreciate it.
Thank you.
MR MILVAGH 1'Il look at the nam ng convention on

the way hone.
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(Laughter.)

CHAI RVAN W NSTEAD:  Maryl es?

M5. CASTQO Being at the end everybody's asked the
guestions that | was going to ask.

CHAl RVAN W NSTEAD:  Ckay.

M5. CASTO But just a question.

On page 4 you had said, "Business and |eisure
travel ers who choose to work with American Express cannot easily
and efficiently get information and access to the |owest fare..."

To what level of ease and efficiency should the
systenms be to be in the consumer's best interest?

MR MILVAGH If | understand your question, it is
what is the answer for the consunmer, is that what you're -- |I'm
sorry.

M5. CASTO You're saying that you "cannot easily
and efficiently get informati on and access..."

MR MILVAGH  Yes.

M5. CASTO  And ny question is: To what |evel of
ease and efficiency should do the systembe to be in the interest
of the consuner?

MR MILVAGH Ckay. Yes. And, again, | don't want
to come off as sounding like the GDS is the sol ution.

M5. CASTO  Yes.

MR MILVAGH If there's an econom c way to manage

this process that's efficient for everyone where there is
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consuner benefit but everyone also is not disadvantaged, then we
think that that is the solution. And what that solution would be
is again spreading the wealth, the full access to the consuner of
the | owest fares in the market pl ace.

And |I'm hoping |I'm answering your question. But
really we're looking for that it's a level playing field, that
there is the opportunity for Anerican Express and other agencies
to conpete fairly and to have access to these fares that our
custoners are asking us for.

M5. CASTO (kay. D d you object to Orbitz when it
was focused on leisure travelers or only when it begun [oading
negoti ated corporate fares?

MR MILVAGH No. From the very beginning,

Aneri can Express has been concerned with the MFN clause and with

the in-kind narketing agreenents. So, no, this is not a new
position. It has been that way since prior to Obitz' |aunch.
M5. CASTO (kay. That's about all | had.

CHAl RMAN W NSTEAD:  Thanks, Maryl es.

G ven questions that have been asked, is there any
ot her pressing?

Mke, | really appreciate your -- we all do --
great testinmony, great response to the questions. And, with
i ndul gence, Dick mght have some other questions that we haven't
covered that he mght submt to you.

MR MLVAGH Ckay.
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CHAI RVAN W NSTEAD: If you could provide sone
witten response, that would be great.

MR MULVAGH Sur e. Just to recap, |I'mgoing to
cone back to you with the franchise view in terms of how that's
been inpacted, the nunber of |ocations that we've -- I'msorry --
the nunber of participants we have versus last year, as well as
clarifying the GS cost nodel that we work within. And | will
cone back to you with that.

CHAl RVAN W NSTEAD: G eat .

MR MILVAGH  Yes.

CHAl RVAN W NSTEAD: Wl |, thank you very nuch.

M5. CASTO  Thank you.

CHAI RVAN W NSTEAD: | appreciate you joining us,
and it was very constructive and infornative. Thank you very
much.

M5. M TCHELL: Yes, thank you.

CHAI RVAN W NSTEAD: Let me ask if we could take
just a ten-mnute break here. W have three witnesses, and I'm
instructed that it probably would be best that we set up all
three here. And then we'll go through individual presentations.

The restroons are right back here on the left. And
why don't we take like a ten-mnute break while we set up for the
remai ni ng three witnesses for this norning.

Thanks.

(Recess taken from10:44 a.m to 10:59 a.m)
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CHAl RVAN WNSTEAD: |If we mght start back in, 1'd
appreci ate your indul gence. W have three wtnesses that we've
asked to sort of sit up together, even though we'll take them
i ndi vi dual l'y.

Brian Barth is CEO of SideStep and has joined us
just off of vacation he tells me. This is a vacation for nost of
us, comng to San Franci sco.

Vll, why don't we go ahead, Brian, while |
introduce the other ones. Wy don't you introduce yourself, your
conpany, and then get into your testinony.

MR BARTH Well, actually 1've included sonme of
that in the thing | wote here.

CHAl RVAN W NSTEAD:  CGood.

MR BARTH I'"'m Brian Barth, the CEO of SideStep.
W're a local conmpany here. W're down in Santa dara about 30
mles south of here, glad to be here.

CHAl RVAN W NSTEAD:  Thank you.

MR BARTH. So good norni ng, everybody.

| thought 1'd start by giving you sone background
information on SideStep, the technology conpany that we founded
back in 1999.

From the start our vision has been to build a
special kind of search engine that makes it easy for users to
i nst ant aneously access rapidly-changing information from across

the internet. As our technology matured we discovered that it
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wor ked extraordinarily well for accessing travel. Since travel
is a very sizable and dynami c nmarket, SideStep has focused all of
its efforts on providing access to the largest and nost useful
assortment of travel options online.

SideStep currently connects to nore than 130
di fferent i nternet-connected systens, including traditional
publ i shed inventory, web-only fares, and special negotiated
rates.

SideStep makes it easy to book directly on a
variety of websites which are typically a very |owcost
di stribution channel. Once the buyer has nade their selection,
SideStep streaniines the purchasing process by navigating the
buyer directly to the point-of-purchase webpage w th brands that
they can trust.

Since SideStep introduces buyers directly to our
travel partners, we give them the opportunity to build richer,
closer relationships with their custoners.

The standard version of SideStep is available for
free from our website and a nunber of our airline, hotel, and
rental car partners. Qur system provides access to one of the
broadest selections of fares and rates available online,
including nore than 45,000 hotel ©properties, 585 different
donestic and international airlines, and over 2800 rental car
| ocati ons.

Si deSt ep has won nunerous awards, including Forbes'
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Best the Wb, and C O Magazine's WbBusiness 50 Award, and is
frequently nentioned in the consuner press.

W regularly receive accolades from travel agents
who find our system useful. Furthermore, conpanies that sell
travel have enbraced us nearly across the board. W continue to
be encouraged by the nunmber of quality travel conpanies that are
asking to participate in our system

Wth the strong support of the travel industry, and
from travel buyers of all types, the SideStep service which
formally launched a year and half ago has grown to becone one of
the nmost popular online travel systens for both I|eisure and
busi ness travel .

This growh to nearly two mllion users has been
driven primarily by word-of-nmouth from satisfied users.

SideStep is currently facilitating annualized gross
booki ngs in excess of $200 mllion and is growing organically at
a rate in excess of 30 percent quarter over quarter. SideStep is
both cash flow positive and profitable.

The SideStep system is based on the latest
distributed internet architectures and technol ogies which result
in increased system performance at a dramatically |ower cost.
For exanple, rather than wusing large nunbers of dedicated
proprietary communication links to each of our partners, SideStep
utilizes | ow cost internet bandw dth.

Simlarly, rather than relying on a few large
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conputers to run the system SideStep architectural allows us to
run across nany small inexpensive conputers working together.
And we can add these conputers one at a time whenever nore
capacity is needed. Most inportantly, taking advantage of the
| atest technology's lower cost ultinmately enables |ow prices for
CONSUNErs.

Across the internet SideStep has a nunber of
comuni cation technol ogies that nmake it easy and inexpensive for

systenms to communi cate. The nbst exciting era of devel opnent is

called, "Wb Services." Al the major conputer software
conpani es, such as Mcrosoft, IBM and Sun M crosystemnms support
Wb Servi ces.

For exanple, SideStep has been searching for fares
and booki ng transactions using XML Web Services with Dollar Rent-
a-Car for sone time now.

SideStep is also a nmenber of Cpen Travel Alliance,
which will nmake it even easier for travel distribution systens to
speak the sane | anguage over the internet.

Not all of SideStep's partners have these |atest
capabilities yet. Fortunately, our systemis extrenely flexible
in that we have been able to connect to any internet-connected
systemwith no work on the part of our partners.

Sonme of these communication nethods are based on
ol der techniques, such as ED, while others are based on

technol ogy that enul ates user interaction on a website.
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In working together with our partners we've been
steadily inproving internet distribution systens and further
reduci ng costs. The benefits of SideStep's distribution nodel
are so dramatic and clear we believe that only a conpany with
ulterior notives would ultimately decline to participate.

SideStep has al so produced a nunber of custom zed
versions of our system for many of our partners. For exanpl e,
Carlson Wagonlit Travel has licensed a custom zed version of
SideStep for their travel agents that fully integrates special
nonpublic travel inventory in addition to displaying webfares and
publ i shed fares.

Additionally CM's edition of SideStep has a
custom zed to display with additional information of interest to
their travel agents. As long as webfares are available to
systens like SideStep, all types of users will be ensured access
to the widest range of inventory at the |owest possible cost.
Whet her using our free standard version or a custom zed |icensed
version, SideStep nekes it easy for consuners and travel agents
to access the broadest variety of inventory, including webfares.

Thank you very rmuch for your time and attention.

CHAI RMVAN W NSTEAD:  Brian, thank you.

I'm sure the other Conmissioners have got
guesti ons.

Can you explain a little bit under your business

nodel on the revenue and profit side in terms of how you're
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earning noney and sort of where the paynents are conming fromin
terms of your custoners. And then also tell us a little bit
about the -- if you're willing to -- fee structures.

MR BARTH Yes. Wll, actually it's probably a
long discussion, and there's a lot of -- let ne just kind of
broadly categorize it for you, --

CHAl RVAN W NSTEAD:  Sure.

MR BARTH -- which is that generally we are paid
by the conpanies that we search and sell travel services for.
And, for exanple, for our consuner nodel it has to be that case,
because it is free for the consuner.

For our licensed versions, |like for exanple Carlson
Wagonlit, you know, they paid for a custonized system which is
actually really slick and they've been having really good
netrics, that it's saving their travel agents a lot of tine and
productivity overall. And, of course, in that case there's a
nunber of sources of inventory that are private to them It is
internet connected. That's the common thene.

But those systens, of course, we, you know,
woul dn't be paid. These would be private systenms of various
sorts for their purposes. So it's kind of the general flavor of
it. You got to renenber that, you know, when we have 130
different suppliers in our system and adding all the tine, and
we have quite a few different custom zed versions of our system

there's an awful |ot of arrangenents out there. But, you know,
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the majority of our revenues are generated by referral fees to
the conpanies that we sell travel with.

CHAI RMAN W NSTEAD: Ckay. There's been sone
comment in prior hearings about the web search systens that
you're using, and you understand this perhaps better than | do,
the screen scraping technol ogy that inposes, sone have comrented,
a resource burden on the airlines and the CRS systens. |s that
sonet hing that has been applied in the past, or...?

MR BARTH  Yes, you know what? That actually is
really dependent upon the partner and their particular systens.
The trend going forward is that that is probably a very
short-term sort of problem in that if you kind of go and I ook
what's happening across the industry there's all of these systens
called off-host faring systens, where it's, you know, essentially
what | TA has done where they're doing all of the searching
conpl etel y i ndependent of the booking process.

| nmean, there's nore projects, if you go talk to
people, underway for off-host faring systens than you can
probably count easily. And, you know, it's mainly because the
need has arisen because people are generally searching a ot nore
than they used to. And so the problemis being solved. But it
doesn't nean that there haven't been sone justified concerns.

For exanmple, if you had a website and you foolishly
signed an agreenent to pay sonebody a nickel a search, you know,

just because that was sort of the old way of thinking, well, it
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was justified that, you know, until you renegotiate and kind of
get with the new way of doing things, you probably have a
legitimate claim

Coing forward with that that's really not going to
be a valid claim If you look at -- you know, the cost of these
systenms is incredibly low They are very scalable. They're all
based on very | ow cost hardware.

For exanple, you know, Intel is busy, you know,
down the Peninsula building cheaper and cheaper processors all
the tine. | nean, search is going to becone alnost free, froma
cost perspective.

CHAl RVAN W NSTEAD: I n American Express' testinony
they talked about the airlines that, you know, can change the
ability of your technology to access fares in really the flip of
a switch. And has that actually happened in your case?

MR BARTH  Say that again?

CHAI RVAN WNSTEAD: |In terns of the ability of the
technology to access the fares, in terms of the airlines being
able to basically cut off that technology; is that a concern that
you have?

MR BARTH: Vell, | think one of the things that
would be interesting to conpare, because our nodel mght be a
little bit different than a | ot of these guys.

For exanple, for us the bigger issue, you know,

we're not sort of out there trying to take fares that we don't
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get paid on. So we have a little bit of a less of an issue with
that where we're -- you know, for exanple so the nodels are that
you take the fares and you add your own mark up to them

For us, you know, there's sort of a whole series of
technol ogy issues where, you know, you can shut people out. And
then there's ways around that. And there's this continual
cat - and- nouse.

Wiere that ends, | don't know from a technical
perspective. Froma practical perspective for us, since we're in
business and trying to get paid, you know, clearly that's our
primry issue.

CHAl RVAN W NSTEAD:  Thank you. | appreciate it.

Let me turn to the other Comm ssioners.

M5. ROGGE: | have one. W en you the focus on the
consumer nodel, which is one of the things that the Conmmission is
very focused on, is the consumer information and choice. And,
you know, I'mfamliar with your product. And how many users do
you have that are SideStep custoners, | guess?

MR BARTH  Yes. W have about two mllion people
who have cone and found SideStep and installed it. And we
consider about half of themreally active travel shoppers. So we
have a pretty good nunber of people who are using it.

M5, ROGGE And really just kind of the record,
because I'm not sure how faniliar everyone is, you night take us

through the process for what a custoner does as far as
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downloading it to their own conputer at hone.

MR BARTH. Yes. |It's actually -- nost people -- |
would say that there's probably a large portion of people who
don't even realize that it's not just a website because we've
tried to nake it extraordinarily easy to use.

But you sinply go to SideStep or there's a lot of
other airlines, and rental car conpanies, and hotels that have
been sending it out on our behalf just because they like the
system

And you click on a button. It actually installs in
the side panel of your web browser. And what it does is it goes
and it pulls together a summary of all of this information from
all over the internet.

And the thing that's very different about us is
that we don't actually -- we're not the merchant of record. W
don't take the booking ourselves. W actually just help navigate
the person to a convenient point to nmake the purchase. So that
is sonething that's a pretty big difference between the way our
systemworks than a I ot of the ones you might be famliar with.

M5. ROGGE: And does the consumer know -- yes, that
answers ny question -- and does the consuner know, you know,
sitting at your desk at hone, are they aware of the fact that
you' re searching through sone of what is out there as the supply,
but perhaps not all?

And the reason |I'm asking that question is that
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there's been a lot of testinony and di scussion about the consuner

having access to everything all at once. And is that really
feasible, or wll consunmers need to, you know, check nore than
one thing?

MR BARTH Yes. And | think from a practical
perspective at the nonment we think we have, and we can't really
find anything that isn't just sone very, very small niche thing,
or that isn't sort of already in our pipeline that we feel like
we' re mssing. Al though, you know, it's hard to say what the
future has in store. But right now | think we believe you can --
I nean, | don't know of anything that you can't get through our
system

M5. ROGGE: kay. And then one |ast question.

Wen you were talking about the travel agency
product, how many travel agencies do you -- beyond the custom zed
product for Carlson, how many do you have, |ike independent
agenci es, small agencies that have access to your product?

MR BARTH.  Well, we know, and this is a |lot nore

hearsay than any statistical neasurenment that we take in, is that

there's a lot of travel agencies. Essentially it's, you know,
we've heard -- they send fan mail fromtine to tinme saying, "W
| ove your system It seens to work -- you know, it works really
wel | ."

As a matter fact, just |last week sonebody sent ne

sonething off sone travel agency bulletin board that was posted.
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They said they really like it and they are using it. And nost
people as -- | think the snaller agencies are feeling like the
free version that's essentially the sane as what consumers use is
meeting their needs. And, of course, we're open as time goes
forward if there's, you know, features or things that we need.

And essentially what we did is we -- you know,
we're really technol ogy people by background rather than travel
people. And we try to step back and build, you know, kind of the
best system we could think of. And, you know, we're actually
finding a lot of different are people using it. And we're really
happy. And it's really remarkable, the fact that since we
haven't really done any marketing, the fact it is, you know, in
this age of all of this marketing noise, that as nany peopl e have
found us as they have.

M5. ROGGE: So part of that two million subscriber
group that you tal ked about, nmany of those are actual businesses
that just use it as a consuner woul d?

MR BARTH  Um hum

M5. ROGGE: Thank you. Thanks.

MR BARTH Hey, you're wel cone.

CHAI RVAN W NSTEAD:  Thanks, Bri an.

Pat .

MR MURPHY: As | wunderstand then, you're not a
travel agent, internet travel agent? You're --

MR BARTH. No.
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MR MJRPHY: (kay.

MR BARTH  Um hum

MR MJRPHY: So do you have -- because you nerely
connect the user with the provider you do not, for exanple, have
tel ephone, people do not call you and ask questions about the
product, do they? You just hook them up with the ultimate
provi der ?

MR BARTH  Exactly.

MR MURPHY: Cay. And with the kind of growth
you' re experiencing, congratulations on that, and the popularity
of your site. | nean, do you have a vision for where all this
takes the snall travel agencies? Do you have any sense of how
they're going to adapt, adjust to all of this technology com ng
their way?

MR BARTH. Yes. Wll, | was afraid | was going to
bore everybody with that little Wb Services to conment. But |
think perhaps a lot of people in the travel industry don't fully
realize and appreci ate what's happening there.

There is a massive novenent happening in -- you
know, essentially the first generation of the internet was
getting, you know, content out to people. And this next
generation that's happening is getting conputers talking directly
to conputers that are spread out all over the place.

And the reason why this is going to work so well is

that even software conpanies which tend not to want to be
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cooperative together, you know, for exanple, you know, Iisting
out a conpany like Sun M crosystens and Mcrosoft. | nean, there
are really inportant elenents of this that everybody is in
agreenment with.

As a matter of fact, you know when | nentioned the
Dol l ar Rent-a-Car connection that we've been running for a while,
that actually -- they use a conpletely different operating
system They use a different type of application server than we
do. Their entire system is different, yet there's a
standar di zati on happening in this |anguage of comrunication that
isreally going to, | believe, change everything fundanmentally.

And | think, you know, quite frankly, there's a | ot
of people, you know, on the technology side of the industry that
see this comng. So they're really are some very, very big
things afoot that are going to have a big inpact on distribution
costs and how all the capabilities of all these systens.

MR MJRPHY: That's hel pful and nakes our job way
nore conplicated, but thank you.

MR BARTH. |'msorry about that.

(Laughter.)

MR MJRPHY: Do you have any recommendations for
the role of the federal governnent here, or do we just step back
and let all this evolve? What are your thoughts?

MR BARTH Wll, it's very hard to say really

because from our perspective, you know, we don't see any
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particular problens at the nonent. It doesn't necessarily nean
there won't be.

So, you know, | really can't give you a particul ar
recommendation, except | think it's to apply a lot of the type of
internet principles that are just sort of commonly thought of
which is that, you know, information should be made avail abl e and
that, you know, as long as information is publicly available and
kept that way, then this will all sort itself out, | think. I
nean, the force of what's going on in the technology in there
right now is so strong that, you know, | really think that that
is going to take care of it.

MR MJRPHY: Thank you.

CHAl RVAN W NSTEAD: QG eat .

Maryl es?

M5. CASTO | have a couple of questions for you,
Bri an.

MR BARTH.  Yes.

Ms. CASTO Thank you, by the way.

MR BARTH  You're wel cone.

M5. CASTO First, have you found that the airlines
have denied access to their internet fares by your system by use
of your systen?

MR BARTH  Well, you know, we know that there are
sone airlines that sone of their -- you know that seens a little

i ncongruent in their position.
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The thing fromour perspective is because we have a
conplete system or we have, you know, through, you know, one

channel or another access to all of the webfares and everything,

it isn't an issue that we've really taken up. But you'll
certainly -- in fact, | think the other guys were planning on
nmaki ng sone comments about that. In a nodel where you want to

get paid on the buyer's side as opposed to the supplier's side, |
think, you know, you really do have to pay a lot nore attention
to those kind of issues.

M5. CASTO  kay. Does SideStep integrate with a
back office?

MR BARTH.  No.

M5. CASTO And how does it integrate?

MR BARTH I'm probably the wong guy to ask,

because I'm the |east know edgeable about travel agent systens.

But we know that -- we've done some nodifications, for exanple,
for this Carlson Wagonlit system W know that sone travel
agents use us and just type the information. | don't know

exactly how their systens work.

And, in general, you know, we know the direction is
to nake things easier to use. And as a matter of fact | think
that's probably a great question for Les, because | think they've
done a fair anount of that, not to put words in his nouth. So,
you know, | think these are all things that can be done very

wel | .
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M5. CASTO (kay. That's about all the questions |
have now.

CHAl RVAN W NSTEAD:  Ckay, great.

M5. M TCHELL: Brian, congratul ations on being one
of the internet conpani es that nmakes noney.

MR BARTH.  Thank you.

M5. M TCHELL: Really unique these days.

You nentioned that, in answer to Pat's question
about the governnent involvenent, you thought that infornation
shoul d continue to be made avail abl e?

MR BARTH.  Yes.

M5. M TCHELL: What is your view on some pretty
power ful groups of people getting together to control infornmation

on the internet?

MR BARTH  Yes. | think from our perspective, we
haven't, you know, | nean, like when you refer to groups, you
know, whether it's Obitz, that you -- yes, this is sonething.

W've actually found them all to be surprisingly helpful and
cooperati ve.

To tell you the truth, | would actually think that,
you know, where sone of these questions mght reside nore is with
the notivations of some the carriers thenselves. But from you
know, all of the other parties, you know, we haven't actually --
that's not been our experience. The question as to what the real

notivations for all the airlines are for that, now you ve got
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sonet hi ng.

M5. M TCHELL: Ckay. Thank you. So as long as
you're directing people to their website, they're real happy
about that?

MR BARTH.  Yes.

M5. M TCHELL: Ckay.

MR BARTH As a nmatter of fact, actually we have
an abundance of people who are interested in having that help,
yes.

M5. MTCHELL: Al right. You referred to XM. and

the Qpen Travel Alliance. Wul d you explain how you would use

XM, pl ease?

MR BARTH Yes, sure. As a matter of fact what
XML is, and its actually really -- you know, this is sonething
that is -- you know, a lot of times there will be technol ogies

that you ask yourself, is this sonething, is this sort of flash
in the pan, or is this sonething that really looks like it's
going to be a core piece of the puzzle for long tine?

| woul d, you know, venture out to say that XM, you
know, pretty nuch without a doubt is pretty, you know, wdely
enbraced by just about everybody. And that what it really is is
just sinply a very flexible way of being able to exchange
i nformati on between, you know, conputers on the Internet.

M5. M TCHELL: Yes.

MR BARTH And the nice thing is, you know,
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basically everything can get plugged into the internet these
days. But the next question is can you actually nmake it talk and
have everybody speak to sign | anguage?

So that the layers of the puzzle are, one, you' ve
got to get everything wired together. That's sort of step one of
the internet. The next, the second thing is you got to get them
so they can sort of send nessages back and forth. And then where
the Open Travel Alliance fits into that is to try to, you know,
for exanple, maybe we both speak a |anguage, but |'m speaking
French and you're speaki ng German. | nean, that's kind of that
next layer that the Open Travel Alliance is |ooking to address.

And, quite frankly, it will certainly be wonderful
when that all gets straightened out. W actually haven't found
that to be a huge inpedinent because, for exanple, a lot of the
people that -- we are actually using XM. with a nunber of our
partners. They aren't all speaking the sane | anguage. W' ve got
one speaking French, and lItalian, and Japanese, essentially in
t hat netaphor. And it still works just fine. As a matter of
fact, it works very well.

M5. M TCHELL: Wuld you hazard a view on whet her
or not the airlines at sone point would be able to bypass the CRS
systenms entirely using XM technol ogy?

MR BARTH: Ch, it's not that they really should.
And technically they should be very capable of doing it in that a

lot of the systens that they're wusing to build their web
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platforns on, for exanple, you look at, you know, |IBM and their
WebSphere, or BEA WbLlogic. Al these servers that they're
actually building this on, they're building Wb Services into it.
I mean, it's a "gimme" feature that not only can people talk to
the system but so can another conputers.

The real question is going to be what all of the

other notivations are. | mean, what it's going to solve is that
it technically is possible that it will be extraordinarily |ow
cost. And then there's all kinds of other issues. And that's

really going to be the test as to, you know, how do peopl e behave
now this Brave New Worl d has been enabl ed.

M5. M TCHELL: Are there privacy issues involved,
or are there ways to control access to certain information?

MR BARTH Yes. Well, first of all, the access is
alittle bit different than privacy, so I'll take them both.

Privacy and security are generally taken care of.
| nean, there's great security in encryption and all that. And
so, you know, for exanple, losing your credit card, or the kind
of things that people sort of worry about, | think everyone's
sort of finally cone to the realization that isn't really a big
i ssue.

As far as, you know, access | nean, one of the
prom ses of the web is that you actually can change your answers,
or what you do, based on who's asking. And the web is an

incredi bly powerful CRM or one-to-one narketing vehicle. So, of
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course, you could use that in a variety of ways. And who knows?

M5. MTCHELL: Ckay. Thank you very mnuch
MR BARTH  Sure.
CHAl RVAN W NSTEAD:  Paul ?

MR RUDEN. |'minterested in two aspects, | think,

of what you tal ked about it.

One was the notion that this is essentially -- that

information searching is free or nearly free. W' ve heard that

bef ore about
reputati on on

had no cost.

the internet. And a lot of conpanies built a

the notion that what they were doing essentially

But there are costs. And you had to invest noney

in progranmers, and so forth, to build this thing which is now

avail abl e for

in some cases.

downl oad to consuners free, and to travel agencies

MR BARTH  Um hum

MR RUDEN. And you're recovering the cost of that.

You' ve chosen to recover the cost under your nodel by having the

suppliers pay you. Aml right so far?

MR BARTH  Um hum

MR RUDEN: Ckay. So in that sense sonmeone pays.

| nean, this is not free?

(202) 234-4433

MR BARTH. R ght. | mean, actually --

MR RUDEN It wasn't a cost-free activity?

MR BARTH. -- there is no free lunch, correct.

MR RUDEN. Yes, okay. We're in agreenent on that.
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MR BARTH. Actually, well, naybe to say that, "the

alnost free," or -- | think it's the de mnims part of it that's
inmportant. In fact, one of the things -- this should probably be
verified -- but, for exanple, it's ny understanding, you know,

| TA, for exanple, which, you know, sells and is licensing their
search systemto a lot of different conpanies, ny understanding
of how they price it is on a booking basis, not on a search.

And | think that's a really interesting data point
in that, you know, people can do a lot. You know, what they're
really trying to do is recover their investnent, you know, the
fixed-cost elenent of this investnent. But on a variable cost
basis |I think what the message is, if I'"'mnot msreading it, is
that, you know, it's very, very | ow

I nean, these are inexpensive processors. You
know, as we know what the telecom conpanies bandwidth is quite
i nexpensive these days. And | think that's the message. And |
think you're absolutely right in saying, you know, you still --
the expensive part of all this is you need to get a lot of really
smart people to build these pretty, you know, big, brave, new
software architectures.

MR RUDEN Al right. WIlIl, then froma supplier

point of view, they see this thing that you' ve built that, if |

understand it right, I download it on a conputer. Let's say |I'm
a small business, an agency, a travel agency. I download it to
the office conputers. | have an inquiry froma custoner. | can
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use the software to search the Wb. | have a CRS | can use to
search the CRS dat abase.

MR BARTH.  Yes.

MR RUDEN. And if the decision that the customner
nmakes, with the agent's help, is | want to book this particular
thing on the web because you found perhaps a lower price. Your
software takes the agent to that website. And they then transact
business as if they were the customer.

MR BARTH.  (Noddi ng head up and down.)

Um hum

MR RUDEN And --

CHAI RVAN W NSTEAD. ~ Speak up.

M5. ROGEE: You can say yes --

MR BARTH.  Ch, yes.

M5. ROGGE: -- for the recorder.

MR BARTH  (kay. Thanks. Noddi ng doesn't work.
Ckay.

(Laughter.)

MR RUDEN. And the suppliers are cooperating with
you. In what sense do they cooperate? Well, what is the nature

of the cooperation that you require from them in order to nake
t hat happen?

MR BARTH. Well, the nice thing -- so there's sort
of the two parts of it. There's a technical part and a business

part.
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The technical part, one of the reasons why our
system has been so successful is we've nade it extraordinarily
easy for people to participate. Basically, you can be in our
system without having to make any changes technically to yours.
W' ve never encountered a system that we couldn't connect and
i ntegrate successfully.

From a busi ness perspective, you know, we need to
have sonme nodel or some way of being able to generate revenue if
we're going to provide it free to the buyer. And so that's the
busi ness side of it. And we need to negotiate sonething. And |
t hink, you know, the general thing, from our perspective, is that
we -- you know, our primary cost aside from you know, some of
the technol ogy developnent it is, you know, going forward, going
to be attaining reach.

And | think that generally if you | ook at what the
expensive pieces of the internet are is, you know, getting the
word out to people. And, for exanple, a lot of people have --
and perhaps sone of you haven't even heard of us before.

MR RUDEN: Well, that kind of goes to what |I'm
trying to explore a little bit here. The airlines have invested
in Obitz. Ohbitz, you don't have to download it, but you can go
there and it purports to give you the web. And it purports also
to give you the CRS conponent.

MR BARTH  Um hum

MR RUDEN: And you book it in Obitz instead of
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going to the website. But fundanentally, if you're a travel
agent, you still have to pretend you' re the custoner to concl ude
t hat booki ng. So they have a device that does essentially what
your device does insofar the air part is concerned.

I'"'mright so far?

MR BARTH Wll, actually there are a lot of
i mportant differences. But | don't know how much the whole
Conmmittee wants to hear about it.

MR RUDEN Vell, |I'm not interested in the
techni cal differences. I'm interested in understanding why the
airlines cooperate with you, why they pay you, and what m ght
cause themto stop payi ng you?

MR BARTH Al right. Yes. Vell, and that's
actually really what | was driving at in a lot of ny coments,
which is that we think that the benefits of our system are just
so obvi ous. And it's not like it's closed. | nean, it's very
clearcut. | nmean, it's very lowcost. |It's very efficient. You
got the custoner on and on and on.

As a matter of fact, any other issue that anyone's

ever come up with -- for exanple, we've got a search cost issue,
or sonething, we say, "Ckay. Well, we've got a solution for it."

And so that's not to say that we -- you know, all
will be well, because there, you know, may be other issues. W

don't know what they are yet, though, if they are out there.

MR RUDEN Vell, is your cost to the suppliers,
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the airlines suppliers, less than the cost to themof Obitz, as
you understand it?

MR BARTH  Yes, as far as | know

MR RUDEN Significantly |ess?

MR BARTH | believe so, yeah. But, again, |
don't purport to be an expert on what everybody is paying to
everybody else in the industry, either.

MR RUDEN. Al right. kay.

MR BARTH But | mean | think we generally
endeavor, and we intend to do this, going forward. You know,
perhaps it's our background of being technol ogists. | rmean,

we've been here in Silicon Valley, a lot of people, the conpany,
for, you know, quite sone tine. And, you know, the general
trend, when you're a technology conpany, is you better be
delivering a lot nore performance of a lower cost on a pretty
regul ar schedule or you're going to not be around for nmuch
| onger.

And | think that kind of the era that were entering
now is that the internet, because it's managed to get all this
stuff connected, we're kind of at the cusp of sonething new and
different where, you know, really new things can happen. That's
ny perspective.

MR RUDEN. Thank you very nuch.

MR BARTH  Ckay. Your wel cone.

MR RUDEN. Thank you, M. Chairnan.
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CHAl RVAN W NSTEAD:  (kay, Paul .

Fine, thank you very nuch. Appreci ate your
r esponse.

| think, Dan, if we could go to you on the agenda.
You' re next.

MR KO Sure.

CHAl RVAN W NSTEAD: And then finish out with the
Les.

And |1'm sure there are questions that, you know,
that sonme of you would like to respond to that are being asked of
Brian, so we'll open up afterwards.

MR KO Well, thank you again for inviting ne
here. |I'mvery excited to speak. And it was very interesting to
hear what American Express had to say, what Brian had to say.

CHAI RMAN W NSTEAD: Pl ease state in the record your
title and nane.

MR KO Sure. |'mfounder and CEO of Q xo, Qi -x-
0. And I'Il do just a quick background on nyself, because |
think it mght be relevant to this discussion. M background, |
actually used to be an attorney for a few years. And then | got
into a software business. And | got into a consolidator, airline
consol i dat or busi ness, by accident, four years ago.

My friend dared nme to nmake this booking engine for
airline consolidator fares, which -- the booking engine didn't

exi st, you know, four or five years ago. So | thought that seens
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ki nd of easy. So | tried it, and we figured out how to do it.
And it turned out to be a pretty well-known success. W sold our
systemto consolidators for huge anounts of noney.

And the conpany is called, by the way, Patheo. I
don't know if you've heard of it. By now we have thousands and
t housands of travel agents are either using our engine to find
consolidator fares, or they put this consolidator fare engine on

their website. So that's the background that | come from

And two years ago | was, you know, very excited
that our engine searched, you know, kind of like, well, not just
those now with webfares, it searched about 20 consolidators

simul taneously which was a big deal, because a typical travel
agent had access to maybe two consolidator fares, by phone, two
consol i dat ors. Now we're searching 20 of them sinmultaneously.
So | thought we got it, we're going to kill Expedia, and so
forth, that was very exciting.

(Laughter.)

MR KO And then what | find out was that the
webfares were actually kicking our butt nmost of the time in the
donestic fare area. By the way, in the international fares,
those consolidated fares could not be beaten even to this day.
Even to this day, consolidated fares are nuch better, you know,
than the webfares. W do conparison, you know, on a weekly basis
of all the fares. So we have a very good understanding of the

various price structures.
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But in the donmestic area | realized that
consolidated fares were virtually nonexistent. And the webfares
were much, rmnuch cheaper and there were nore of them  They were
i ncreasing every day. So that's why | decided to get into this
busi ness of searching webfares instead of consolidated fares,
because | saw the future there. And thankfully, you know, it
turned out to be a correct, a good bet.

So that's how Q xo started two years ago. And we
| aunched in Septenber of 2000. And we actually beat SideStep by
two nont hs. W were the first to |aunch. And, you know, just
like SideStep, we got witten up in a lot of press. Just, vyou
know, no narketing but space unique to the product we got
mllions of users over the last two years. W are also very
profitable. Qur revenues have grown nore than a hundred percent
every year.

So | think the fact that | know nothing about
marketing and this conpany has grown in revenues trenendously,
you know, speaks a lot about, not only the product but the
concept, which is that the webfares collectively are very
conpel |i ng.

And just about how Qxo nmkes nbney is very
different from SideStep. W actually make nothing from the
airlines or the websites that we search. W nake noney by
charging customers service fees. W started out with $10 per

booki ng. And we tried, "Ckay, let's change it to $10 per
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ticket." And people are still paying. And we said, "Ckay, let's
charge $20 per ticket." People are still paying. So we're at
around $20 per ticket at this point. And because the savings are
so significant people are still paying.

Anot her di stinguishing factor about our conpany is
that we focus primarily on airfares, because that's where we
found how compelling our value proposition is for consuners.
There are, to be exact, 27 sites that really have deals that
really matter.

And that includes Expedia, Travelocity, Obitz, in
addition to AA com United.com and so forth. Now to be able to
search these 27 sites faithfully, every single tine you cone in
and search is a very difficult task, because sites change
constantly. So we have to nake sure that our engine -- our QA
team in place to nake sure that we upgrade and nake sure that,
you know, if AA com changes, then we adapt and make that changi ng
effective within hopefully hours, so we don't mss any good
fares.

So there's a lot involved. And we'd like to, |
guess, you know, take pride in the fact that we really are
focused on the airfare business, because there is so much to be
done there.

Now out of the 27 sites, I'Il gointo alittle nore
details about what is involved in searching the 27 sites, not so

much from the technology point of view, | think Brian covered
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Are we working with sone of themto maybe work out

a different deal ? Yes.

So as a result of that we're not searching all 27

sites all of the time. Three sites, including Expedia, HotWre,

and AmericanAirlines.com we intentionally do not search.

Expedia, mainly for legal reasons. HotWre, for strategic

reasons. Al the HotWre searches are anmazing. W don't search,

you know, because we have other strategic relationships

Now.

Anerican Airlines, we're talking to them about arranging a

di fferent deal.

Now there are two other conpanies that |'m not

going to nention their nanes, who are just mainly resorting to

bl ocking just using technology. And is that easy to get around?

Vell, it was tough, because it constantly evolved. But to

get around them 50 percent of the tinme at this point? Yes.

do we

W are constantly enhancing our technol ogy so that

we get around the block a hundred percent of the time. As |long

as they're going to inplenent a technology to block us,

we're

going to do the same to get around the block. And the reason for

that is because our valued proposition is, you know, is to find

the best fares for the consumers. And we regret that we

search those | ast three.
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But ny understanding is that, you know, no one el se
in the industry is actually searching as many as we do, because
we're not nmnaking nmoney from these websites. W nake noney by
finding the cheapest fare not, you know, not by just searching
maybe 10 or 15, but trying to search every 27 as often as
possi bl e.

So | just wanted to point out the difficulty in
searching all those 27 sites and the value. And this brings up
another point of, well, if you just -- you know, this is about
O bitz having too nuch | everage in this business.

But if you think about that and the fact that we
are going out of our way to try to search as many sites as
possi bl e, you know, that says sonething. Basically what that

says, and we have, you know, plenty of data to prove this, is

that Orbitz does not have the best fares all, you know, not even
the majority of the tine. Yes, they do have, you know, very
significantly. Based on certain itineraries that we tested it

was about 40 percent.

But the 60 percent were, you know, Expedia,
Travelocity. And Expedia has actually a lot of deals that even
Obitz doesn't have, special deals. So it's hard to say that --
you know, it's a separate point.

But | don't see how, you know, naking Obitz put
its fares into this GS system and so on, really makes the life

that nuch better for the travel agents, because travel agents
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will still have answer when the customer says, "Well, you know, |
found this great fare on Expedia, you know, that's half of, you
know, what you found."

So, you know, it all goes to the point that even if
the airlines thenselves are giving deals to Obitz we often find
that, you know, United.com for exanple, has fares that Obitz
doesn't have, and so on. Not only Expedia, but the very airlines
like American Airlines and United Airlines, who are owners in
Obitz, do not give all their fares.

On to the next point our engine is, our technol ogy
is unique also because it comes with a booking engine. W don't
send you to the site where the fare cane from W actually give
you our interface. See, it feels like you're just always using
our engine. And then our booking engine on the back end
interfaces with Obitz, and so on, to conplete the booking
engi ne.

So that's a very inportant distinction between Q xo
and other players. But we do nmake it clear to the custoner that
we are searching the other sites, and that we are booking on
their behalf on these other sites. And the consunmer has no
choice, because we don't tell themwhere we got the fare from

And, lastly, well, this is actually a third point,
we actually started out as a consuner conpany, and we've had a
ot of success. But purely by demand from the travel agents we

| aunched a travel agency product. And we |aunched it two nonths
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ago, you know, using the same search and booking engine
capabilities. But, in addition, we have a lot of the back end
integration features.

W allow an agent to book on our site and they can
track all their bookings. You know, if they were to book as a
consuner they would not be able to track all their bookings. But
an agent can book through our system and they can have -- if it's
a travel agency, the travel agency can create a 20-menber profile
so that all their agents' bookings can be captured into one
dat abase. So it's a conplete tracking tool as well as a search
and booki ng engi ne.

And | don't know if you ve heard of a conpany
called TRAVSB, which is probably the nost well-known conpany, a
back end company, for the travel agency business. W are one of
their -- probably the -- right at this point we have a product
actually out with TRAMS' product that integrates TRAMS profiling
systemwith our engine. And also a conpany called Nexion, which
has thousands of travel agencies as their nenbers. Nexion is
al so a technology conpany. And there's also the sinilar kind of
integrati on and partnership there.

So it seens like we're noving ahead in the travel
agency arena as well, especially because of our new features.
And we don't have a custonized version for one or two travel
agencies. W have a generic version that especially the small to

m d-size travel agencies can use. And we've signed up in the
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| ast two nonths hundreds of travel agencies already.

And, lastly, and this is -- [|I'm just kind of
answering also the questions that came up so that, you know, you
don't have to ask --

MB. SPEAKER  You'll save tinme.

MR KO Yes, exactly, save tinme and because those
are very good question. And | wanted to answer the right there
but, you know, it's not courteous.

Just about, you know, the vision of what all this
neans for the travel agencies, you know, Qxo wll have to
struggle with that, you know, theoretically, technologically and,
you know, realistically. And we really think that the internet
fares, the webfares will continue to thrive. There will be nore
and nmore of them And we don't think that including Obitz and
the GDS itself will really cure for the problem because nore
than 50 percent of the time the consumer will be able to find
fares that are cheaper than what the travel agent finds, even if
the travel agent has access to Orbitz' fares.

So what we think the answer is for the travel
agents to slightly change their way of doing business. You know
this is, based on our observation, the travel agents are used to
getting the access to those itineraries and prices wthin seconds
through Sabre. And we've seen how it's done. | nmean, it's very
fast. They're very good at it. Wth a few keystrokes, they can

search, you know, a lot of fares that are within the GDS.
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And it's not as the Anmerican Express VP pointed
out, it's not -- technology, yes. It does take tinme with even --
when we perfect our technology and dot search every 27 sites, and
do it really fast, it wll still be about a good two m nutes
until you get all fares.

And the travel agents don't seem to understand
that, don't want to understand that. And we think that's the
problem And it's our duty to educate the travel agents, but |
think the real solution is for travel agents to adopt technol ogy
li ke SideStep, Q xo, and AgentWare and understand that it takes a
mnute or two and that is valuable to the custonmer to be this
way. And as a result they will earn the respect, because they're
taking the time, and they're using new technology to really save
fares. Just by waiting that extra mnute they could really save
some tinme, hundreds of dollars, for their custoners. And the
customers will appreciate that.

And as a result of doing that, the experience that
the consuners will get from the travel agency is that, okay,
travel agents nmay take a few minutes, but consistently they'll
find that, wow, the travel agent always has either beaten what |
found or has always natched it. And that's the experience |
believe that travel agents can create once they change their
habit a little bit.

And, yes, the webfares are going to continue to --

I think the internet bookings are sonmething |ike 20 percent right
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NOw. But, you know, the industry analysts say it's going to go

up to 40 percent. So | think that's going to happen, regardl ess.

But | don't think the travel agents will be w ped
out entirely. | think there'll be still a huge market for the
travel agents, just because there will be a lot of people who
just don't want to go to the internet. And | think the travel

agents can, you know, potentially thrive in that market by using
the appropriate technol ogy.

Thank you.

CHAl RVAN W NSTEAD: Wl |, Dan, thank you.

Wth your indul gence, you nentioned that answered,
responded not only to testinony, which we had, but to a lot of
the questions that were raised.

MR KO Right.

CHAl RVAN W NSTEAD: W th your indulgence, |I'd like,
Les, if you could present your testinony?

MR OITOLENGH : Sure.

CHAl RMVAN W NSTEAD: And then if there are questions
we can come back to the panel.

Thanks. If you could just state your nane for the
record?

MR OTTOLENGH : Certainly, absolutely.

CHAIl RVAN W NSTEAD:  And thanks for your testinony.
W got it earlier this week. Appreciate it.

MR OTTOLENGH! : Good norning, |adies and
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gent | erren. M/ nane is Les Qtol enghi. And | am President of
AgentWare, which is a travel software conpany based in Atlanta,
Ceorgi a.

It's an honor and privilege to appear before the
Commi ssion. Therefore, on behalf of ny conpany and nysel f, thank
you for this opportunity.

In respect to the time allotted and wanting to have
unch and | ook out the w ndows here -- it's a very nice room --
I'I'l abbreviate ny witten text. And | have sone printed copies
for any nmenbers of the press or other interested parties that are
back on the table here at the entrance.

In ny remarks, therefore, I'Il just address really
hi gh-1 evel concepts and our specific point of viewwth regard to
your questions. Hopefully we can get a little bit nore specific
on to the topics you' re nost interested in.

To provide context and background, AgentWare was
founded by nyself and M. denn Martin, who is also here today,
four years ago. And our activity is really the sale of a
software application called Travel Console directly to travel
agenci es, travel managers, and the busi nesses they serve.

My collective experience, along with M. Mrtin,
i ncludes the launching of the first travel website to take travel
reservations. That was in 1995 while we worked at Holiday Inn
Vor | dwi de.

In addition, while | was CEO for Carlson Wagonlit
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Travel, and M. Mirtin was head of technology, we developed in

1996 the very first web-based reservation system for travel

agents. And this system integrated into Glileo and into
Wr | dSpan.

Today, outside of Agent\Ware, | teach at Enory
University's Business School and | teach very specifically

electronic commerce and IT strategies. And along with M. Mrtin
we serve on the Board of Marketing Studies at Cal Berkeley
University and at Harvard University.

So our latest activities, aside from AgentWire,
include two books and sone articles witten about electronic
comrerce and travel.

As for AgentWare, the conpany is now the |eading
provi der of the webfare search technology for the travel retail
mar ket . Qur custoner list includes our earlier testinony from
Aneri can Express. So Anerican Express is one of our customners;
along with AAA; the Carlson Leisure Goup, which is different
than the group that SideStep serves. This is the franchise
organi zation for Carlson. And Metropolitan Travel, Unid obe,
Radi us, G Travel, BTlI, and now Galileo GDS.

W are also licensing our technology now to |BM
And as well we have becone endorsed by ASTA, ARTA, and LSSN. And
we are co-marketing our product through ASTA W' re also a
menber of OTA

Therefore, thinking about the talk today, it's
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clear from sinple narket observations and our own experience that
the travel suppliers, major airlines in particular, believe that
their costs for distributing inventory are too costly,
specifically through the GDS. And that these airlines also
believe that the connection to the GS on a technical level is
not as advanced as it should be, reflecting the renmarks of ny two
col | eagues here.

As a result, airlines claima necessity to devel op
their owmn and alternative methods of distribution like Obitz or
their own websites.

The bottomline for the travel agent, which is our
market, appears that it is the airlines' belief that their
reaching the travel agent distribution channel, via the GS, is
too costly, or cost prohibitive.

Therefore, the airlines state that they are left no
choice but to sell their lowest fares on their own websites or
Obitz and not placed these fares in other systens for
di stribution.

Second point: At odds with the travel supplier's
disposition are GDS clains that they have the nost efficient
distribution network available and are being denied, along wth
travel agents, the opportunity to access and integrate all travel
fares into their systens.

Consequently, the CGDS state that by denying travel

agents a fair conpetitive playing field consuners suffer. &Ss
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alternatively, however, have opened up or support significantly
online travel retail sites such as Travelocity and Expedi a.

For their part and until recently, travel agents
have correctly stated that it is not possible for themto compete
with webfares that are being offered to the consuners
specifically the ability to search the nultitude of sites in |ess
than several hours to ensure any kind of consumer choice, and not
to mention the ability to actually book these webfares and
integrate these webfares, or reservations, into their back office
and front office systens.

The travel agents have stated they feel that this
situation exacerbates the already dire circunstances in which
they are no |onger paid comm ssions. Yet, because they are not
able to keep records of bookings and webfares, they're not able
to now change their business nodel and charge service fees.

Travel agents have correctly concluded that the
lack of easy access and integration severely limts consuner
choice and the opportunity for consuners to get the best possible
travel choices and reservations.

From these different points of view it is clear
that the travel industry in various segnents, suppliers
distributors, and the agents, are starting to fragnment into
multiple channels of distribution and are starting to openly
oppose each ot her.

In sum the consunmer is starting to |ose out,

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

92

losing out because they have not been able to choose travel
products from their favorite source or their favorite channel,
which is the travel agent, who often acts as the only unbiased
broker of travel products, the only full service for all choices
of travel products and, for that matter, the best service agent
for the consunmer, a service agent who understands all the rules,
all the regulations, and all the different problens associated
with buying travel and servicing a travel consuner.

Therefore, this has been a problem at |east until
Now. At the consuner l|evel there are clear choices. There's
SideStep and there is the Q xo Technol ogy. But for the travel
agent there's really only one type of technol ogy. And we
happened to have put the first type of that technology into the

nmar ket pl ace.

If you'll turn to -- in the docunents that | handed
out -- your PowerPoint presentation and | ook at slides 15 through
18, you'll see a little bit nore of what | nean.

Specifically on those slides are screen shots of
the Travel Console product that we offer for the travel agency
comunity. If you'll look at slide 15 you'll see that a travel
agency using Travel Console can access the application from any
conputer with internet access.

So all that an agency has to have is internet
access.

Is that slide the correct nunber for you, Maryles?
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CHAl RVAN W NSTEAD: The nunbers are --

MR OTTOLENGH : Onh, I'msorry.
CHAl RVAN W NSTEAD:  No pr obl em
MR OTTOLENGH : This is the p

printout.

roblem with the

My apol ogi es. Wien these were printed out, they

didn't print the nunbers.
M5. ROGGE: The search screen, you'
the search screen?

MR OITOLENGH : The search screen

re tal ki ng about

is the first one

you want to look at, the very first picture on there.

My apologies for those of you
trying to follow al ong.
Everybody there?

COW SSI ON MEMBERS:  Yes.

in the audience

MR OTTOLENGH : Ckay. If you look at that very

first screen,
MS. CASTO  Yes.

MR OTTOLENGH : That's perfect.

That's exactly

Yes. And your second docunent is the PowerPoi nt

slides, and it should be the picture of our travel

If you look at that screen, very

search screen.

sinply a travel

agent only needs to enter in the city pair and date, and they can
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search at least 35 airline sites and 47 air consolidators, along
with hotel and car rental conpanies and, of course, their own GDS
session, that is the GOS line that they have pulled into their
offices. And they will get as a result a conparison of all those
various rates.

If you flip over to the next two slides, you'll see
that there is, for the travel agent, the ability to choose which
of the suppliers they would like to search. And then on that
third page you'll see a results page or a results screen which
shows a summary table of all the various rates avail able.

By being able to conduct this search across
multiple sites with one input and as well to search the GDS, the
travel agent is given the capability to fairly conpete with what
is on the internet and also provide the consunmer with a broad
range in choice.

On the very last slide you will see a series of
tabs. Wen the travel agent would like to actually book travel
on behal f of a consuner, our technol ogy provides a neans by which
the travel agent can actually look at the data as it is naturally
represented on websites by just clicking at each one of those
t abs.

That neans that clicking the tab that says, say,
Delta, for instance, or Southwest Airlines, they can actually
ook at the Southwest Airlines or the Delta website. And then

they can push a "nake booking" button, and they can actually book
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directly fromthat website on behal f of the consuner.

The AgentWare Travel Console technology further
enables the travel agent to service the consunmer by actually
recording that reservation directly into the back office systens
of any travel agency using any of the najor travel back offices
or front office systens.

So like Qxo, AgentWare integrates into TRANS,
TravCom and several other of the back office technol ogies. Ve
also integrate at the front office level, thereby allowing a
travel agent to utilize the custoner profiles that they have
stored in their GDS or in their own separate front office system
and automatically populate the reservation forns on those
websites in order to nake a reservati on booki ng.

O course, the process is better illustrated by an
actual denonstration, but given our format today that isn't
possible. But | would invite any of the Comm ssion nenbers that
if you would Iike to have an account with AgentWare and have that
set up, please just email or give us a call, and feel free to use
it as long as you w sh.

In sunmary, AgentWare's Travel Console allows the
travel agency or even a business to search all the major travel
websites, nmajor airlines included, in approximately 10 to 15
seconds.

Furt hernore, AgentWare enables full back office and

front office integration, thereby equipping travel agents with
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full services for refunds and exchanges as they are avail abl e and
offered to various websites.

Moreover, Travel Console is fully integrated wth
@S systems and can be accessed fromwithin a GS, |ike Galileo,
for exanple, if an agency w shes to do so.

No charges are made to suppliers from webfares
driven through Travel Console. The only noney that AgentWare
receives for the use of this technology is a nonthly |icensing
fee fromthe travel agency itself, which is approxi mately $40 on
average per travel agent desktop.

Thus, the conpl ete unbi ased view of travel products
and the channel is available for travel agents through AgentWare
and therefore the world of travel webfares is not limted for
consuners to buy through travel agents.

In conclusion, supply issues, that is, the ability
to reduce distribution costs are addressed in a technology Iike
AgentWare. And for the GDS it's a nmeans by which to al so include
webfares where they are being denied access. And, of course, for
the travel agent it is a way to nmake them nore conpetitive in the
mar ket pl ace and, of course, able to better serve the consumer and
the consuner's broad choi ces.

Thus, it is clear to see that, while najor sectors
of the travel narket are working out their new economics, it is
essential that no single or group of travel suppliers be allowed

to unfairly control the distribution channels and that the new
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technol ogies be nurtured and supported by all sectors of the
travel industry by providing full access to travel infornation
and supporting wde adoption of the advanced | ower-cost
t echnol ogi es that both ny col | eagues have descri bed.

Thank you for your time this norning.

CHAI RMAN W NSTEAD: G eat. Les, thank you and,
Dan, both, for your presentation. Aso | think for ne a lot of
these charts are very helpful in sort of breaking down the
di stribution chain and providing sone flowcharts.

I'd like to just open it up for questions for the
Commi ssioners. On page 9, Les, you nentioned that, you know, the
airlines are kind of going about bl ocking agencies from narketing
reservations on their websites. Can you elaborate a little bit
nore on that? | think that was in your...

MR OTTOLENGHI : Yes. | believe ny statenment there
is that they're not interested in seeing agencies get a full view
of this by making it easy to access the data. In other words,
without a tool I|ike AgentWare, you really have to have a tool
li ke SideStep or Q xo.

And in the absence of our three conpanies, the
alternative is to surf for a nunmber of hours across the internet
and see if you can actually find that fare from Atlanta to LAX
that was $49, or something, you know, just something significant.

And | think that's where we're finding that the rub

is, that the travel agents aren't given these tools that nake it
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easy for themto do this type of searching and then integrate in
their back office or front office systens since the fares are not
| oaded in the GDS.

CHAl RVAN W NSTEAD:  Yes. You just nentioned about
the objective of limting the search process to |like 15 seconds.

MR OITOLENGH : Right.

CHAI RMAN W NSTEAD: Yesterday when we had ny

education at Casto on this equipnent and we had the screens that

gave us access to both the web and the CRS, | was told it was
like 10 or 15 nminutes, or it could be as long as that. I's
that...?

MR OTTOLENGH : Vell, | mean there's always a
better technology to be found out there. I nean | don't know

whi ch technol ogy you were | ooking at very specifically.

CHAl RVAN W NSTEAD: Ri ght. This was in the
booki ng.

M5. CASTO It was --

CHAI RVAN W NSTEAD: Yes. This is for the whole
booki ng function, not just the clicking.

MR OITOLENGH : R ght. ©Ch, okay. | was going to
say 10 or 15 minutes for search, there's certainly nore advanced
t echnol ogi es.

CHAl RVAN W NSTEAD:  That's true.

MR OTTOLENGHI : The booki ng process, it depends on

the automation function of: Can you take the custoner profile
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and actually populate those forns on the website automatically,
or do you have to do a lot of navigation between the nonment you
find a fare, then you step to the process accepting that's the
fare and those are the correct, you know, parts of the itinerary
that you want to book on behalf of your custoner, and then
ultimately filling in the screen with their information, and
getting back a reservation nunber, and so on.

And early on we faced that issue and cane up with
the neans by which to automate that process so that it isn't 10
or 15 minutes; it's anywhere between two and three.

CHAI RMAN W NSTEAD: Interesting. Let ne open it up
to the Commi ssioners, because | know that both you and Dan have
gener at ed sone questions.

Yes, Ann.

M5. M TCHELL: Les, you nmentioned that you had
recently nade an agreement with Galileo, | believe you said.

MR OITOLENGH :  Yes.

M5. M TCHELL: Do you see a future where the GDS
woul d take this kind of technology and nake it possible for the
@S system to be nmore functional for the travel agent and |ess
expensive for the airline?

MR OTTCLENGH : | believe that is -- | mean |
think that's the crux of the matter. It's an excellent question,
because Brian nade mention of this and so did Dan.

| f the argunent of : Is this the nost
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cost-effective distribution nethod, neaning going through the GDS
and to the travel agent, if that is really a problem then there
has to be a shift to lower-cost platfornms of technol ogy.

And, in essence, if you're at GDS you' ve got the
issue of trying to cannibalize your present technology platform
and, therefore, the way you operate your business and nove over
to this lower-cost platform This is an increnental step.

And | think the @GS has recognized they have to
nmake that incremental step today. And the first part being
i ncorporating webfares on a |ower-cost platformand then start to
open up their system to a lower-cost platform of technol ogy.
Lower cost not only to the supplier, but |ower cost to the travel
agent who has to hit productivity hurdles and all sorts of
thresholds in order to get this information and equipnent in
ot her types of technol ogy.

So, yes, | do see that GDS is incorporating this
and starting to nmake that nove.

M5. M TCHELL: Based on your w de experience with
different suppliers, including the airlines, do you have a view
on what the airlines really want?

MR OTTOLENGH : That's an excel |l ent questi on.

| think it depends on the airline. W've received,
you know, letters, and we've talked with several of the airlines,
major airlines, and then some of the regional or smaller

carriers.
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And we found that with the major airlines their

interest really is toward the customer ownership relationship and

regardl ess of costs, no matter how | ow we mght be, in fact, even

if we offer in sone cases an airline to pay them for the actual

reservation, us to pay them out of our own pocket, they'll say,
“"No, | just don't want this going through a travel agent
di stribution channel. I want consurer direct. And, noreover,

it's not a matter of your technology costing me anything; you

don't charge ne anything. And you've even offered to host ny

fares on your system So that's not the issue. It's not cost.

It's just that | want that relationship in place."

Sone of the other airlines, however, who have had

very successful website prograns and who' ve done very well on the

internet, for instance, don't feel the sanme way, | think. And

they recognize that the internet is a channel

open systens are a better way for them to get

distribution, that

their product out

into the marketplace. And | think they take a nore progressive

Vi ew.
M5. M TCHELL: Thank you.
M5. ROGEE: | had a question.

CHAl RVAN W NSTEAD:  Sur e.

M5. ROGGE: | got confused a little bit.

When the agent picks in your

exanple, Delta, do

they actually book that through the GDS and then pay a CGDS fee,

or do they go directly to the Delta website?
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MR OTTOLENCH : No. They go directly to the
websi te.

M5. ROGGE: And so the &S is basically cut out of
that transaction and so they're not going to get their
productivity credits, or whatever?

MR OITOLENGHI : Well, the GDS isn't utilized for
the transaction now.

M5. ROGGE: So it wouldn't count towards what |'ve
| earned as the productivity nodel ?

MR OTTOLENGH : No.

M5, ROGGE: And in the process of doing that, do
you -- and | guess this is for both you and Daniel -- when the
searching is going on are you actually on the airline's site for
the searching, in other words, using the airline's conputer
engi ne to kind of being | ooking around?

MR OTTOLENGH : The only tine that the airline's
engine is used is only when a request is nade for a search. In
other words, there isn't a bot that goes and scrapes the site and
keeps storing data on a constant basis to keep it updated.

It's only when actually a consuner makes a request
with a travel agent that a search is perforned. And that data
then is -- all the rest of it is directed directly to the website
of the airline, nmeaning that the airline is getting a full view
or is providing a full view of itself to a travel agent as if

they were opening up a browser and | ooking at that website.
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M5, ROGGE: So it's as if the travel agency had
just gone to Delta.comor Southwest.comor AA com

MR OTTOLENCHI : In fact, the way the technol ogy
works, and | know that it's sonmewhat simlar for both of these
gentlenen, is that we're not trying to obscure, you know, this,
the website necessarily. It's for -- at least for us, you're
able to netabrowse or open up multiple browsers at one tinme. So
it's essentially Mcrosoft and AgentWare enabling this process.

M5. ROGGE: And, Daniel, do you want to answer that
as well?

MR KO Yes. W actually also search the site
when the user makes the request. But we do -- maybe unlike
AgentWare, we don't show where we got the fare from because if
we do that, then, -- you know, we nmake our noney on the
transaction, whether it be for the travel agencies or for
consurmers. W make noney when they book through us, so that's
why we don't show the nane of the source of the fare.

M5, ROGGE: So from the consuner's standpoint
t hey' ve gone to your website to begin with --

MR KO Right.

MB. ROGGE: ~-- as their travel source.

MR KO | guess their -- | guess sort of a mall.
They come to our site; they do a search. And they see all of
these fares.

M5. ROGGE: So their search just consists of -- I'm
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not trying to interrupt, but just so | can get it straight, --

MR KO Sure, sure.

M5. ROGGE: -- because there's -- even though | go
out and look at all the stuff, it's changing all the tine.

MR KO Rght.

M5. ROGGE: But they're going out there saying, "I
want to go fronm' -- | forget what the exanple was, but -- Atlanta
t o Chi cago.

MR KO Rght.

MB. ROGGE: That's their search.

MR KO Right.

M5. ROCGE: kay. So they're not saying, "l want
to look At X Airline, Y Airline, Z Airline"?

MR KO Right. They can't do that at this point.

CHAl RVAN W NSTEAD:  Yes. Paul .

MR RUDEN | used to think | was hard to confuse,
but | think |I've gotten confused now Maybe |'m not hearing it
all right. I'm hearing M. Barth say that he's paid by the

suppliers, and they're working with himand cooperating with him
And | hear you two gentlemen saying that you're
being paid by sonebody else and you're running into airlines
bl ocking you from doing what it is you're trying to do, which is
distribute their product to consunmers at no cost to them
Now if |'m hearing that right, that doesn't nake

sense to ne. Have | m sunderstood? Is M. Barth just an
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optimst, or how do you explain this?

MR BARTH  Well, one thing, of course, is that we
don't have everything in our system You know, we have -- |
woul d say 99 percent of suppliers that we deal are great to work
with and cooperative. And | think also touching on one of the
inmportant differences is that our system really does share the
cust orrer .

So, you know, a lot of people have, you know,
whether it'd be rational or not, all kinds of ideas about CRM and
all the wonderful things they're going to do. W really do
support that, as opposed to trying to, you know, hang on to and
mai ntai n the customer.

And if you really think about it, | think the way a
| ot of people view -- our partners view our systemis we probably
have one of the |owest cost ways of getting custonmers to your
site and acquiring new customers, too. So that's probably one of
the reasons why we get pretty good support.

You know, we aren't the main browser w ndow. Ve
are this guy on the side who is helping take people to useful,
credible places to buy travel and nmaking it easy for them

MR RUDEN: But at the end of the day you've
delivered a custoner, a booking has been nmade in the supplier's
site in the customer's nane. They now have that nane. But
that's also true --

MR BARTH R ght.
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MR RUDEN -- with respect to Q xo and Agent Wre,
that a booking is nade on behalf of the consuner in the
consurmer's nane. They've got the name now.  They can, you know,
drown you with emails, or do whatever they wish to do in the way
of future narketing. And yet | still hear, | still have this
problem that they seemto |like what you' re doing and they don't
seemto like, in every case, what these gentlenen are doing.

M. Ko.

MR KO M guess is that maybe -- it's not all the
airlines in our case, either.

MR RUDEN: | under st and.

MR KO And maybe -- you know, we know for sure
that AnericanAirlines.comnmade a big fuss about what we're doing.
And maybe -- |'m not sure if SideStep's got the sanme issues.
Maybe they have certain airlines that they do have issues wth.
| don't know But it mght be nore airline specific.

But, you know, we do get support from the snaller
airlines, like SideStep does. But the bigger airlines, for
exanpl e, you know, AA com and maybe sonme of the bigger ones like
United tend to be not fond of Q@xo or AgentWare and maybe
SideStep as well. 1 don't know.

MR RUDEN:. Wiile |I have you, | understood you to
say that American has not given Orbitz all its webfares --

MR KO Right.

MR RUDEN: -- based upon what your searching
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shows.

MR KO The sane with United.

MR RUDEN: Do you understand the nost favored
nation clause that permeates the Obitz' relationship? Do you
know how t hat works?

MR KO Can you explain that to ne?

MR RUDEN: It basically says that if an airline
puts a webfare on its website it rmust give that webfare to
Obitz.

MR KO | see.

MR RUDEN And so if | understand you right,
you' re saying that your searches suggest that the nmenbers of what
I will call the "cartel" -- they take offense of that. ['m
sorry. But that's the way it looks like to ne --

MR KO Right.

MR RUDEN. -- are cheating on the cartel ?
MR KO Yes. | nmean they nust be, because our
engi ne doesn't lie. W actually do a weekly test to see, you

know, which sites are worth searching. And it's showi ng over and
over again it's worth it to search the sites because you just can
get these random fares sonetines.

And it's also not intentionally. Sonet i nmes
t echnol ogy. You know, Anerican Airlines has its own booking
engi ne, search engine. Obitz has its own. So the technology is

i mperfect.
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For exanple, Obitz uses |ITA Software. Aneri can
Airlines, | understand, paid another conpany to develop its own
engine. So because the algorithmis so different by acci dent one
ends up with nuch cheaper fares than the other.

MR RUDEN. By accident?

MR KO It may be. Maybe not. | don't know.

(Laughter.)

MR KO But all | knowis that, yes, the airlines
t hensel ves do not always get the fares to Orbitz.

MR RUDEN Al right. M. Ko, you indicated that
you don't search three major websites.

MR KO Right.

MR RUDEN. |s that disclosed? Wen a consuner is
using this, there's a disclosure upfront that those are not being
sear ched?

MR KO What we disclose is the sites that we do
sear ch.

MR RUDEN. Ah, okay.

MR KO W disclose 23 sites. W list it right
there, so the sane sites.

MR RUDEN: Les, | see on page 9 of at least a
version of your testinony, a printout of a results screen. And
it says in one of the notes that, "Travelocity, Expedia, and
O bitz have been excluded fromthe sumrary table on the left."

Wiy, what is that all about?
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MR OTTCOLENCHI : They prefer not to be placed in
the summary table.

MR RUDEN. Does it nean you can't search then?

MR OITCLENGH :  No, no, we can search them And
if you look in the tab area at the bottom those results from
Travel ocity, Obitz, and Expedia are avail abl e.

The reason that is, is that our search is not
conducted on our conputer systens. It's actually conducted on
the individual travel agent's conputer system So they would
need to -- using the terns earlier -- "block" every travel agent.
And then we would have to ask questions about conpetitive
fairness, |I'msure.

M5. ROGGE: You know, just to nake sure |
understood that while they're conferring, you do search them

MR OTTOLENGH : For the summary table, we search
them to aggregate a set of results. On the bottom there, we
actually enable the conputer of the travel agent to turn their
conputer into a metabrowser, which is basic advanced technol ogy
that can look at nultiple browsers open at the sane tine.

M5. ROGGE: Interesting.

MR OITOLENGH : Wat's that?

M5. ROGGE: Interesting.

MR RUDEN:. | gather there's a difference between -
- in the case of AgentWare, there's really tw different

products. One is a small business kind of travel agent product
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whi ch doesn't search at the sanme nmagnitude, if you will, or wth
the sane scope that the full version does, in ny opinion?

MR OITCLENGH : No. For the snall, hone office,
there is the limtation of how you do the profile integration and
the PNR integration or the back office integration. In those,
the option for the SCHO nmarket, or the small office, or the snall
travel agency, they don't need as nuch functionality for that
type of integration. They may be willing to cut and paste and do
other things into whatever fulfillnment system they're using or
agency they're using for fulfillnent.

So we limt it really to search functionality in
that case, and then the booking capability, but not the full
integration.

MR RUDEN. Wll, the reason | ask it is that one
of these attachments to the testinony says that there's a search
of 20 internet-based webfare suppliers, but the witten testinony
says 96 publicly-avail able websites --

MR OITOLENGH : Right.

MR RUDEN. -- and 47 consolidator sources.

MR OTTCLENCGH : That's an old graphic that you
have there.

MR RUDEN. Ckay. | think that's all the confusion

that | can solve in one day.
CHAIl RVAN W NSTEAD:  Ckay. Pat.

MR MJRPHY: Yes. | have one question for M. Ko
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who, by the way, | very nuch appreciated your anticipating the
guestions, and | appreciated your answers.

MR KO  Sure.

MR MJRPHY: Are you an internet travel agency? Do
you. ..

MR KO WIll, we actually didn't want to be one,
but we ended up having to do a lot of the functionalities, for
exanpl e, custoner service.

MR MJRPHY:  Yes.

MR KO W offer 24-hour live chat on bookings.
And if a customer wants to cancel or change, nodifications, if we
can do it, we actually do it for them (Qherwise, we tell them
to call the airline directly. But we have a lot of interaction
with the custoners. And that nmay be one of the reasons why we've
al so grown.

MR MJRPHY: Ckay. And that's with the tel ephone?

MR KO It's becone nore and nore live chat. W
do have a 1-800 nunber.

MR MJURPHY: Ckay. The only thing | have, M.
Chairman, | just thought this was a really outstanding panel. |
was very much involved with working on the original CRS
regul ations ten years ago when they were last revised. And | can
just say that every time some group asks for the governnent to
intervene, you're really trying to intervene at a point in tine

as things sit at that point.
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And when you hear a group like this today you
understand trying to develop governnent policies on anything
while we're dealing with netabrowsers and people like this is a
very challenging task. And | thank you very rmnuch.

MR RUDEN I think the Standard G| Trust nade
that sane argunent when the Sherman Act was bei ng consi dered.

(Laughter.)

M5. M TCHELL: Based on that comment, would any of
you care to comment about whether or not there should be, could
be some kind of addressing of the internet involvenent and still
protect the customer and the opportunity to provide them what
they really need in the way of service?

MR OTTOLENGH : Certainly. I think the nobst
evident activity that this Conm ssion is probably being engaged
in is the thought around: How can we make sure that information
is widely available to all the participants in the industry.

And | think anything that prohibits information,
the flow of information freely, is just anticonpetitive and goes
agai nst the basic foundations of what we do in this country.

And anything that would block that or stop that |
think is a m stake. It will not allow the industry to progress
to a nore advanced state. It will prevent the very people who
provi de value, which are all of the participants, the suppliers,
the distributors, and the retailers, from actually conducting

busi ness. They'll get into a war with each other, and little
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t echnol ogy companies will go do sonething else. W don't like
being cats in a dog fight.

M5. M TCHELL: What about little travel agencies?

MR OTTOLENGH : Little travel agencies really do
serve their custoners very well. | mean | am an advocate there.
And --

M5. MTCHELL: But if they're not allowed access?

MR OITOLENGH : If they're not allowed there,
they're going to be forced out of the market | think in an unfair
and unconpetitive way.

M5. M TCHELL: Thank you.

MR RUDEN:.  Your view of that whole situation m ght
change, wouldn't it, if the five founders of Obitz, for exanple,
decided to block all three of you across the board, separately,
mnd you --

MR KGO  Yes.

MR RUDEN. -- if they nmade separate decisions.

(Laughter.)

MR RUDEN. 1'm not suggesting, |'m not suggesting
that they would conspire, but that they mght see their destiny
the sane way at sone point and decide that you, like the snall
travel agents, are interfering with their yield nanagenent, for
exanple. You'd have a concern if that were to happen.

MR OTTOLENGH : Vell, | nmean | don't think |'ve

disagreed with that statement at all. | nmean | think that's what
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I'm saying, is | don't think that's a healthy thing for any
m st ake.

I nean | can't imagine why in any nmarket you woul d
say, "Sorry, you can't bring your taxi or your bus to ny nall.
I'm not going to actually service these people because | don't
like their color, | don't like their race, | don't like their
religion; | don't like who they are. So they can't buy when you
bring themon your bus. They're not allowed to enter here."

That's anti Areri can. I'm not trying to get on a
pl atform But, | nean, think about it. That doesn't nake any
sense.

MR KO Actually by the way, when it comes to
bl ocking, we are fairly confident that technology can never
prevent a website from being searched, and booked, and so forth.
So we're very confident about that.

And our biggest concern, and maybe this is where
the governnent can really be involved, is when -- you know, we do
believe that all three will grow very big and be very successful
and potentially be the main, bigger than Obitz put together.

MR OITOLENGH : | look forward to that day.

MR KO But when that day happens the problemis -
- we really believe that the airlines will at that point really
get together and say, "Let's sue these guys."

So | would actually like to see maybe the

governnent at that point getting involved and making it not
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illegal to search these sites.

But on the technology front it is really
i mpossible. W figured out so many ways around the bl ock.

And as for the just division for the travel, the
smal | travel agents and consunmers -- | nean, | said this earlier
-- but | think really the healthy outcone for everybody is, okay,
let the consuners go nore and nore to the internet. That is
happening. So let's not try to stop that. But, you know, how do
we address the remamining travel agents who can't do business at
all because the internet is doing so nmuch better.

And | think an agency maybe |ike ARTA ASTA, and
conpanies like us should really do a better job of making travel
agents understand that using this technology for 40 bucks a nonth
or, you know, $10 per transaction will really save their business
and nmake them very successful. | think that mght be a healthier
outcome, in travel agents really adopting this technology and
really providing a lot of value to their custoners.

CHAI RMVAN W NSTEAD: Ckay. Maryl es, do you have
sormet hi ng?

M5. CASTO  Yes, just one question.

Do you have any comments on the American Express
testimony regarding extra burden on agents and the technol ogy
patch? Wsat are your comments to that, all of you, actually, the
three of you if you could give us your coments.

MR KO Now | think the burden that the Anerican
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Express VP nentioned was, nunber one, the tinme it takes, right,
to search all these sites and to book on these sites and, nunber
two, is the cost of technol ogy.

I think the cost of the technology is fairly
reasonabl e: $40 per nonth for us -- actually for travel agents
we charge -- we started out with $15 per ticket to the travel
agent. And they can put on their markup on top of that. And we
run all the merchant account fees, so they don't have to worry
about the nmerchant account fees. But it's a very mninal cost.

And when the volune grows, we actually cut it down
to $5 or sonetines $3 per ticket. So we believe that the
technol ogy is very cost effective.

Now on the tine, the whole anount of tine it takes
to do all this, on the searching end | think we've cone to a
poi nt where we've cut it down to less than two minutes for all of
us. And the booking process maybe anot her m nute.

To be honest, | don't think it can be really faster
than that, because the internet itself is not that fast. And
that's sonething that agents will just have to accept and work
ar ound.

MR OITOLENGH : | believe the gentleman from
Anerican Express, to add to Daniel's coment, is that search
process has probably been regulated a little bit better wthin
our technology so that it's faster and it's easier to do.

But he nentioned, and Brian nentioned, you know,
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EM., OTA, those types of standards, as well as inprovenent in the
speed of websites that a travel supplier has or, for that matter,
a travel supplier opening up their systemso that it's not just a
website. There's actually a reservation systeminterface that is
open to their system which would get rid of a lot of the problens
that he described, including what they consider substantial
costs, technically the substantial costs of distribution.
That'll elimnate or get rid of them

MR BARTH  Actually let me touch on that el enent
of speed, because | think it's a really inportant one of, you
know, are people really inherently disadvantaged because they're
accessing informati on over the internet.

And speed is actually sonething that we've put a
lot of effort into. And if you actually try our system you'll
see we actually bring back results sort of whenever they're
ready.

And we've actually done a lot of work to even study
alot of -- at least in our system | nean you have to understand
that nost of the delay or essentially alnost all of the delay
that you'll ever see in getting an answer back is actually from
the other system So we have sone partner out there. And it's
sort of at whatever speed that operates is actually how fast a
person can get it back.

And the armount of tinme that our system adds --

we've actually done sone neasurenents of this -- is about two-
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tenths of a second. So basically it's all waiting.

ultimately

So it's kind of good to know that these systens

can be made very fast, you know, when you do things

like these XM. and Wb Service connections. They' re

extraordinarily fast.

realize is

And one of the things that a | ot of people may not

that it's actually even a little bit faster to use a

system like ours than it is even to go there manually by

your sel f,
exanpl e, i

sunset, or

because there's a lot of pieces of the webpage, for
ke all these big graphics and, you know, pictures of a

sonmething like this that, look, | nean, you know, the

person actually really doesn't need this to try to get a summary

of the inf

ornmati on. So it's actually less load on our partners

so we can nake it faster for all the systens involved.

Inherently, | mean in the future these can be very,
very qui ck.

M5. CASTQO CGood. Vell, |, too, make ny hone in
Silicon Valley. So it's nice to know that there are sone
successful conpanies. And | hope you guys grow.

(Laughter.)
MR KO Thank you.
CHAI RVAN W NSTEAD:  Any ot her pressing questions?

Again, thank you all for testifying. And there may

be questions that we mght want to submt to you. Dick wll get

back to you on that. But best of l|uck, continued success in your

(202) 234-4433
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busi ness. And thanks for your input.

MR BARTH.  Thank you.

MR KO Thank you.

MR OTTOLENGH : Thank you.

CHAl RVAN W NSTEAD: We're going to cone back at two
o' clock for the second panel for this afternoon. So we'll break
until 2:00.

(Luncheon recess taken from 12:28 p.m to 2:05

CHAI RVAN W NSTEAD: CGood afternoon, and thank you
all for reconvening. W appreciate you staying with us fromthis
nmorning to this afternoon.

And, Robert and David, thank you for joining us. |

t hought we would do the afternoon session in two panels. |[|f you
all could start off, we'd appreciate it. Again, we certainly
| ook forward. W've got copies of your testimony and had
opportunity to review it. And I'm sure we nay have sone
guesti ons.

But do you want to start off maybe, David, and then
we'll switch it around to Robert.

MR ROQJAHN:.  Sure.

CHAI RMAN W NSTEAD: But if you could state your
nanme for the record?

MR RQIAHN:. Geat. M nane is David Rojahn. [I'm

the president of DITR Travel in Englewood, Col orado. I"I'l refer
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to ny prepared talk today, too. "Il keep it very short and

si npl e.

M. Chairman, nenbers of the Conmission: Again, ny

name is David Rojahn. 1'mthe president of DIR Travel located in
Engl ewood, Col orado, a suburb of Denver. W're a small agency
that nmy wife and | opened in 1993. Prior to that | was a

progranmmer actually for United Airlines, now Galileo, and had
been a programmer for System One and Sabre. | started in the

industry in 1978 as a reservation agent wth, you renenber,

Eastern Airlines. | feel ny travel agency, airline, technical,
and small busi ness experience is very valuable to this
Commi ssi on.

DTR Travel has three agents. W' ve generated in
year 2000 $237,000 in gross comm ssion revenues; 209,000 in year
2001; and 115,000 as of year-to-date. In year 2000, 86,000 of
that or 37 percent was generated from airline ticket sales;
54,000 or 26 percent in year 2001; and 19,000, now 17 percent
year -t o-date.

And | quote these figures rather than saying:
W're a two-to-three-mllion-dollar gross agency, because in
today's environment gross sales is a neaningless nunber. It's
really commissions that really drive revenues in an agency nodel.
Qur business mix is primarily leisure and snall corporate
accounts. It's what | consider the everyday customer just trying

to make a living, just like nyself.
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As you can see in the past two and a half years the
airlines have reduced what anounted to alnmost 40 percent of our
revenues to zero, not because of our inability to serve the
consumer or the consunmer denmanding to be able to purchase on the
internet, but because they can, pure and sinple. As with any
smal | busi ness, we have quickly adapted by charging service fees
and refocusing on other products and other services other than
airline tickets.

But today | don't really want to focus on ny
busi ness issues, for those are for me to work out and to work
through, or to really focus on airline practices. | think you
have a fair understandi ng of how business is conduct ed.

What | do want to focus on today is the inpact of
internet distribution of airline tickets on the consumer. I
think this is the real issue before you.

I would also like to put on the record that I ama
proponent of the internet. Wth other ventures and ny own agency
I've spent the last two years probably naking nore internet
booki ngs than, other than the technical people in the room
anybody else in this room

| understand from an airline perspective that they
must look at alternatives to the CGDS systens in order to cut
costs. And travel agencies, including nyself, nust now recognize
that the internet will probably be the distribution channel of

choice for all airlines. M/ agents just don't rely on the GDS
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systens anynore. They nust also be experts at navigating the
nmul titude of web booking sites. If we are to charge for our
services, we nmust be faster, better, and smarter than sonebody
who does this once or tw ce a year.

Having spent much time on neking online bookings,
this is where ny concern really lies. And hopefully after this
norning, | thought | knew what | was doing, and | get confused.

The marketing tactics of the airlines and Obitz
have inferred that if you want a cheaper airfare the internet is
the easiest and only place to get it. The underlying message is:
Wiy pay a travel agent a fee when you can do it yourself online.
Wth the click of a nouse, |ook at all the noney you can save.

Knowing the conplexities of fares and inventory
managenment, -- |I'm going to repeat that -- knowing the
conplexities of fares and inventory managenment, | know things
aren't quite as sinple as they are touted.

Renenber, | used to work on the other side of the
fence, so | know a little bit nore about what's going on behind
the scenes than naybe sonme others. And this, nore than anything
el se, concerns ne.

| equate this a little bit to Las Vegas where the
odds are all stacked in favor of the house. People flock to Las
Vegas in hopes of striking it big. Everyone's heard of sonebody
that's come back from Vegas winning, but in reality nost people

end up or don't wn noney. Prof essionals there have a nmuch
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better chance but ultimately the odds are still stacked in the
house's favor.

Let's bring this analogy to the world of
distributing airline tickets directly to the consumer on the
i nternet. Consuners have always been able to buy direct,
directly fromthe airlines, but there's a big difference now.

The fact is that if you listen to the on-hold

messages with the airlines thenselves, they basically say:

You'll be able to possibly find a better fare on our website.
Wl |, doesn't this strategy encourage the consuner
to not even call, but to go directly to the online for the best

val ue. So if call volunes to reservation offices decrease, why
not reduce head count? The real cost savings is reduction of
salaries and benefits. And | think if | were a reservation
agent, which | wused to be, working for an airline, 1'd be a
little more concerned in sone respects than | as a travel agency
owner .

I hope you can see the strategy in driving
consunmers away from the nost expensive cost of business:
Enpl oyees; salaries; benefits; and the third nost expensive cost,
di stribution over the GDS and agent commi ssions.

I can't blane the airlines for taking this
strategy. It nakes perfect sense through their eyes. But, as in
the Las Vegas analogy, it stacks the cards in their favor, not

t he consuner's.
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On average, who can generate nore profit for the
airlines, an amateur custoner who thinks they know what they're
doi ng and are encouraged to buy through one distribution channel,
or a professional who understands the narket, price points,
i nventory nmanagenent, and alternative sources of distribution?

If I'min their shoes, |'d put the odds -- | lay ny
odds on the amateurs.

The internet and webfares, in ny opinion, are not
the issue. The real issue is allowing nmmjor conpetitors to own
and drive one distribution channel. There's a reason why
rail road conpanies cannot own the whole track, and there's a
reason why tel econmuni cati on conpani es nust now all ow conpetitors
access to their fiber networks and infrastructure. |Is not public
air space the railroad tracks of today and the future?

Commerce is driven by access to air transportation.

And he who controls and limts the distribution channel for
their product ultimately wins, not the consuner. The odds will
al ways be continued to be stacked in favor of the house.

Consurer confidence is not really high right now
with Corporate America. It's hard to open the paper anynore
without a story about a large corporation's questionabl e business
practices.

Taxpayers are also questioning the anounts of
t axpayer noney being spent to salvage sonme |arge corporations.

Don't get nme wong. I'm a business owner. ['m very pro-
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business, as long as the playing field is at |east somewhat |evel
and we have the consumer's interest in nind.

In conclusion, | ask this Commission to | ook beyond
the surface of what is happening. Your job is not to solve or
care about ny business problens or, for that natter, the business
problens the airlines face.

In a free capitalistic society the market wll
determ ne who survives or who doesn't survive in the business
wor | d. Yes, the market will decide. So | ask you now to put
your consuner hat on and nake the decisions based on what's the
best interest of the consumer.

See, we forget to realize consuners are very, very
intelligent people. Gven accurate information, they're very
capabl e of making prudent decisions. Educating the consuner
should be a key component for this Commission with respect to
informng the public of the various distribution channels and how
t hey work.

Gven all the facts, the consunmer can nake the best
choice for thensel ves. | believe it's in the consuner's best
interest that the hard questions are asked now than rather
finding themout in the newspaper in the future.

Al | ask is you nmake your decisions and you cone
forth with recommendati ons renenbering one sinple fact. There's
a reason why the railroad conpani es cannot own all of the track.

| appreciate your tinme today in allowing ne to
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address ny concerns and answer any questions you have.

Thank you.

CHAl RVAN WINSTEAD: Al right. Thank you, David.

Robert, why don't we go to your testinmony and then
open it up for questions, if we could. Thank you.

MR KERN. Geat. Wll, ny nane is Bob Kern. [|I'm
the president of PNR Travel. W're located in Los Angeles,
Cal i forni a. PNR Travel opened its office in 1991. W are
full -service travel agency that deals with all consuner travel
needs. W're one of the travel agencies that everybody's been
tal king about all day as a small agency. That's what we are. |
personal |y have been a travel agent for nore than 30 years.

I'd like to open ny statenment by saying that | do
not have a problem with the airlines looking for or finding a
better way to distribute their product. What | have a problem
with is the way that they have set out to do it.

Over the years the travel agency industry has
earned the respect and trust of the consuner. The consunmer knows
that a travel agent is their only source of unbiased information
when it comes to travel. There are not many industries |eft
today that have their main focus as a consuner advocate. W live
every day trying hard to nake the consuner's |life easier and nore
efficient. Being a travel agent is a very enjoyabl e occupati on.

The airlines have done everything in their power

over the last few years to set policies and procedures to nake
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the travel agent's job nore difficult. The following are
exanples of how the airlines have changed in their everyday
dealings with PNR Travel .

The nost obvious way that the airlines have changed
policies is the lowering of conm ssions. This commi ssion that
was once paid at a rate of ten percent has now been |owered to
zero percent.

PNR Travel during the year 1995 brought in $106, 000
of airline commssions off of the total airline sales of 1.2
mllion.

During 2001 PNR Travel sold a total of 1.1 mllion
in airline sales. And as you are well aware, the commssion is
now zer o.

W have tried to pass this loss of earnings to the
travelers as best as we can. Qur service fees for airline
tickets are averaging $4400 per nonth. This is nowhere near the
amount that we have | ost over the |ast few years.

It is next to inpossible to recoup that |oss of
commi ssion by passing it on to the consuner. If we were to do
that we would drive the business into the waiting arnms of the
airlines.

What instead has happened at PNR Travel is that we
have |owered our expenses to conpensate for the anount that
service fees do not cover. Sone exanples of our cost-cutting

have been the lowering of enployee pay from what was already
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known as a | ow payi ng j ob.
W have 11 enployees in our office with 907 square
feet of space. When you add all of the office furniture and

equi prent along with clients we do tend to be very unconfortabl e.

Qur enpl oyees work nmore hours now than ever before.
W have not purchased any new office furniture since the
airlines began their strategy of |owering conm ssions. Al of
our noney goes into enployee pay, basic expenses, and new
t echnol ogy.

PNR Travel has not nade a profit since the
begi nni ng of 1995. I, personally, have not been paid a salary
since 1995. M/ acceptance of not receiving pay and ny constant
| oans has kept PNR Travel afl oat.

The fear that | have, as time goes along, is the
noral e of enployees and the less time everyone is spending at
hone with their famlies. In the longterm it wll affect the
quality of work, the quality of enployees, and the consuner's
wel I bei ng.

It is very difficult for PNR Travel to work for
soneone with no pay. I cannot believe how an entity believes
that they shoul d not conpensate for soneone's work.

Debit nenos have been another force the travel
agents have had to endure. There are many ways that a travel

agency can receive a debit nmeno that they do not owe. Sone
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exanpl es are as foll ows:

Airline enployee msinforns agent on how to do a
particular ticketing situation; a discount code is put in the
wong ticketing box on the ticket; procedure is followed
according to the ARC Handbook, but airlines think otherw se;
overinflated penalty fees for doing sonething in error; and
ignoring of airline-generated approvals for overwiting fare
rules to give soneone a | ower price.

When this happens we know that we are in it for a
| ong haul . It's just next to inmpossible to get soneone to talk
to you about it. They always tell you that you need to do it in
witing. They do not even have a phone nunber on the debit mneno
itself.

Once you have thoroughly researched it and found
out that you do not owe it, you then proceed to copy all
pertaining documents and send it to the airline. ne of two
things will then happen: You will never receive a reply or you
will receive a reply stating sonething that absolutely nakes no
sense and does not even pertain to what you are stating. |In the
majority of the cases we will never hear back in response to our
dispute letter.

However, they will continue to send one invoice
after another requesting paynent. Every tine we get one of these
i nvoi ces we have to reply with our original dispute letter.

Sonetinmes we get a letter that states that if you
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do not pay the debit meno they will pull your plate and not allow

you to sell them anynore. Usual |y what happens then is the
travel agent will go ahead and reluctantly pay the debit neno,
knowing full well that they did not owe the payment. PNR Travel

has done this on nany occasi ons.

Usual Iy these debit nenpbs are very conplicated and
nost small travel agencies only have one person that really
understands how to reply to them This causes the best agent in
the office to be spending a large anount of tinme dealing wth
debit menos. This agent's tinme would be better spent on dealing
with the consuner's needs.

Travel agents should have sone sort of recourse,
whether it is through the legal system or an arbitration system
to say their side of the story on a particular dispute. The
travel agent always has the burden of proof. W are guilty until
proven innocent. The way that it works now is that it's very
difficult to prove innocence.

The airlines are riddled with consuner conplaints.

I have on nmany occasions, as other travel agents have, received
clients' phone calls fromthe airport telling us that the reason
that sonmething is not going the way it should be is because a
travel agent nmde an error. Nearly all the time this is not
true. A person working for the airline is making us out as the
fall gquy for not having the correct seat, a reservation, not

knowi ng about a scheduled change in upgrade, or nany other
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situations that arise in an airport.

The good that usually cones from this is that we
are given the opportunity to fix the problem and become the good
guy. The bad thing about it is that we are always given a bl ack
eye when we do not deserve it. That is not right. Whet her
you're a conpany or an individual, when you nmake a nistake be a
good citizen and admt it.

As the airlines started their joint efforts in
| owering comm ssion paynments to us, | kept asking nyself, "Wy?
Why ? Wiy are they destroying such a great system that they
t hensel ves hel ped cul tivate?"

| personally believe that it's because they want
nore control over their pricing. The travel agent is a very
creative force when we develop many ways for the consumer to be
nore efficient and cost-effective in their travel needs.

Because we are a small Dbusiness, we have the
ability to spend nore tine and energy on these travel
arrangenents. W are able to take the tine that is needed to
| ocate the best deals for them

This was just recently proven in the Topaz Survey
that stated that travel agents conpared with sonme of the top
internet sites have the best airfares 93 percent of the tine.
The airlines are not happy with this statistic. They would much
rather be receiving the control that the internet offers. The

internet is the travel agent's best friend. It has hel ped us
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help our clients in so many ways.

The problem that we have with the internet is the
fares offered are sonetimes better than we have access to in our
(€D} When this happens we are forced to purchase through the
internet site for our client. Many difficulties arise because of
this.

The internet sites take a lot nore time to book
than our GDS; future changes are very difficult and expensive;
upgr ades cannot be done; and many other itens are undoabl e.

When the internet offers a better price for the
client, we inform them of all the negative itens. If they are
willing to accept those negatives, we proceed to book in that
f ashi on.

People ask ne all the time, "Wy do you keep
working so hard with all the problens that you face?"

| tell themthat, "I believe in the system and that
soneone needs to carry on the battle of getting soneone to listen

and help us and that consuners becone whol e again."

| believe that the pendulum will sw ng back. And
after going through all that | have, | want to be there ready for
it. Wth all of the options available in the narketplace, the

prof essional travel agent is needed nore now than ever before.
| just want to have a level playing field. W need
access to all fares. W need to be conpensated for our work.

The consuner needs that and the travel agency industry needs
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t hat . I will be there to see that, the day that the travel

agency industry is profitable again.

I thank you for giving me, the snmall guy,
opportunity to explain ny side of the story. Thank you.

CHAl RVAN W NSTEAD: Robert, thank you.

David, | appreciate it.

an

I think both your perspectives on your businesses

and the inpacts that recent developnents have had are very

hel pf ul .
David, in your testinmony you dealt with from
revenue side on the air side has decreased from 37 percent

2000 to 17 percent. By any chance can you share with us

t he

in

t he

servi ce charge revenues decreased based on that, or can you give

us sone sense of what that is?

MR RQJAHN.  Yes. W basically started with a

$10

per-itinerary service fee. W increased that to $20. And then

the beginning of this year, we actually anticipated the airline

conm ssions going to zero. So we raised that before January.
actually raised it comng into January of this year to $25.

So those revenues are not even keeping up with
amount of noney that we lost in | ost comm ssions.

CHAl RVAN W NSTEAD:  Yes.

Ve

t he

MR RQIAHN: And at sone point the narket won't

bear nuch nore. There are sone agencies that are charging

upwards of 40 to $50 per ticket in our narket. That's not
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norm that's the exception.

And at sone point they're still probably just
breaking even as far as what those service fees cost. Agai n,
from a consuner standpoint there's a threshold of what you'll pay

in perceived value, especially when vyou're inundated with
nmar ket ees that say the best place to go is the internet. So it's
very hard to conpete in that arena.

CHAI RVAN W NSTEAD: Your conpany seens to have
been, before last fall with the economic inpact of 9-11 and then
obvi ously the conm ssion action in March, fairly diversified.

Wuld you say that was typical of agencies your
size or atypical, and how far back did you sort of start
pur posel y diversifying then?

MR RQJAHN. W started back in -- was it '94 --
the first comm ssion cuts?

MR KERN: ' 95.

MR RAJAHN  '95. W knew that this -- this wasn't
the first round. So we started purposely trying to evolve a way
from dependence on airline ticket revenue. So | don't know if we
were smarter or not quite as smart than sonebody else. There's a
lot of agencies that were inpacted even nore so than ours,
because they didn't choose to nake that business decision. There
are still agencies today that were very, very dependent on
airline ticket revenue, agencies ny size.

So | don't know if we're typical or atypical. W
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just chose to take that path. Again, 1've worked on the other
side of the fence. So | could -- nmaybe not predict -- but |
coul d make ny best, best guess that this is where it was going.

CHAl RVAN W NSTEAD: I nteresti ng.

How about on your side, Bob? In terns of the
revenue per ticket; what happened? | know that, you know, you've
certainly gave us in the testinony the revenue side. But on a
per-ticket basis can you give us sone sense of that?

MR KERN: Yes, | sure can.

What basi cal |y happened, we were the type of agency
pre-'95 where we had built our whole agency on deluxe-type
travel, —corporate travel, where we did nothing but Iike
firstclass and full coach. So that was our forte. N nety
percent of our business was airline tickets. And so we were into
that little niche, or whatever.

So when the first cut cane it dropped our revenues
by 60 percent, which was just a real -- that was the bhiggest cut
we had throughout all the years.

CHAl RVAN W NSTEAD:  Yes.

MR KERN: That first one was really tough.

W imediately starting charging $15 per ticket at
that tine. And since then we're now doing $25 per ticket.

CHAl RVAN W NSTEAD:  Yes.

MR KERN: So over those five years -- but, you

know, we've had to go in other directions. There's a lot of
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other areas where we can increase service fee, such as changing
tickets or, you know, doing frequent-flier mles. And we've had
to increase our revenue and service fees in a lot of different
areas over the years. But the per-ticket, 15 to 25 over the
years.

CHAl RVAN W NSTEAD:  Twenty-five. And what percent
again is your split now, or maybe between air versus nonair?

MR KERN Right now we probably do about 40
percent, 30; high 30s, 40 percent air. W' ve changed a lot since
' 95.

CHAI RMAN W NSTEAD: Al right. Let ne give sone
opportunity to sonme of the other Conm ssioners. | appreciate
your response and testinony.

CHAI RMVAN W NSTEAD: Do you have any? Yes, Joyce.

M5. ROGGE: I'Il start.

In your testinmony you were tal king about that you
saw the need for the internet and that your agency is very
proactive in booking on the internet. And | was just wondering,
after we heard the testinony this norning about the different

products that are out there, what you used or how you went about

doing that?

MR RQIAHN. W pretty nuch -- well, to answer your
first question, the reason why we were -- we were forced into
that situation. W were forced because in our nmarket, price

points, we were |osing business because we could not conpete in a
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@S world with a particular airline in our market.

| nmean it wasn't five percent less. It was 50 to
$200 less. And you can't go back to your customer and justify a
$200 per ticket difference because we're good people. So that's
what drove us to starting to really seriously considering booking
on the internet.

Booki ng on the internet cost me upwards of three to
four tinmes nmore work because it takes longer; | have to now
replug that into different systens; and | have to sonetines
repackage it for presentation purposes, neaning the itinerary.

So we were forced into that situation. Not only
did we start looking at tools to help us -- and you' re seeing
tools cone to the narket --

M5. ROGGE  Yes.

MR RQJIAHN. -- which will help us, but ultimtely
we're mssing one key component with all the tools for the
internet booking, and that's the ability to observe inventory.

| mssed the testinmony this nmorning, but | think
that came up a little bit. That's where the value of our
services really come into play, that when we understand inventory
managenment and we can see that's part of the equation webfares
nmean nothing if the inventory isn't there. | can get the best
price at ny retail store, but if | don't have product on the
shel f, what difference is that?

And if | can't -- | don't understand how inventory
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is allocated, that's the piece that |'m nost concerned about from
a customer standpoint, because if you take that out of the
equation, it's what's ever there when you walk in the store,
so. . .

M5, ROGGE: If AgentWare, for exanple, which was
one of the products they talked about this norning -- and, you
know, we didn't ask that question about the inventory, but | got
the inmpression they were only bringing back what was avail abl e at
the time.

MR RQIAHN R ght.

M5, ROGGE: You aren't currently using any
of f-the-shelf product? You're just doing it through what systens
you put in place yourself. AmIl correct in that?

MR RQJIAHN: Correct. We've actually witten
systems ourselves to be able to help us manage our cost. But
even with the world of internet booking to make it easy, again
I'mmssing half the equation. And that's what people really pay
for ny services for is to be able to nake a prudent decision to
say, "You know, that flight's pretty nmuch sold out. You're
probably not going to get the lowest fare. So if you really have
to go, let's not wait until the bitter end."

M5. ROGGE:  Yes.

MR RQIAHN Some consurmers end up not going
because they perceive that if | wait until the bitter end I'm

going to get bargai n-basenent price. So they end up not going or
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they make a different purchase decision because they think they
know what they're doing versus sonmebody naking a professional
recommendation to say, "My gut's telling me you probably, even
though the fare mght not be the lowest, nows the tinme to
purchase. If I'min your shoes, this is what | would do."

M5. ROGGE:  Yes.

MR RQJAHN  The consuner doesn't see that side of
the equation, where traditionally we've been able to see it.

M5. ROGGE:  Yes.

MR RQIAHN. | believe the suppliers, the airlines,
woul d prefer us not seeing the inventory side, because then we
becone nmuch better shoppers on behal f of our consuners.

So if you're in their shoes, do you want a
pr of essi onal shopper or sonebody that just randomiy cones in and
thinks they're getting good val ue?

M5. ROGGE: And, Robert, could you answer that, as
well, if you do use the internet and how you go about doing that?

MR KERN. Yes. David said it very well.

W also use the internet quite a bit, and we're
nmovi ng so much of our business away fromthe G)S to the internet.

It's going very rapidly in that direction. But it goes back to
that sane thing. |It's the inventory that we look at; we read so
much in that inventory it's unreal on an everyday basis.

M5. ROGGE: Yes.

MR KERN: And when we can't see it, we can't 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

140

our job for the consuner that we think we need to be doing for
the consuner. There's so nmany issues. It's like every tine a
client books sonething or wants to book sonething, we're reading
sonet hing out of that inventory for them \Wen we can't do that,
they're not getting the best value for it.

An exanmple that | was thinking of, that | was
talking earlier today on, is if somebody is flying to New York
and it's a businessman that's needing an early-norning neeting
he'll cone to nme and say, "You know, book ne on the flight. I
don't care which airlines it is, which flight it is, that | can
be assured of getting three seats across that | can crash on the
pl ane and sleep all the way."

And we have the ability and the tricks of know ng
how to do that.

M5. ROGGE  Yes.

MR KERN.  And when you take that away from us we

don't fulfill that need for that client. The next tinme the need
m ght be something conpletely different. But we're constantly
looking at that inventory and working it. And we're also

sal espeopl e there. And there's so many tinmes when we can sell
sonething to sonebody if we see that inventory.

And like David said, you know, if we don't see it,

sonmetines we'll lose a sale. And that hurts both the airlines
and us, and all travel, you know all parts of the travel
i ndustry.
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M5. ROGGE: And when you take that sale that you do
nmake on the internet and book it directly and not through whoever

your CGDS partner is, are there penalties that you suffer from

t hat ?

MR RQIAHN: There's penalties on two parts.
There's penalties because |'m wunder a contract to produce
segnent s. And | believe you understand that concept as far as
the booking threshol ds. So | pay the penalty because |

potentially cannot neet those threshol ds.

The other penalty is |'ve just used the airline's
internet booking site and |'ve just created a passive segnent in
their GDS system and guess who ends up payi ng the booking fee?

|'ve just used their nobst-cost effective systemfor
booking. And in order for nme to manage ny business |'ve created
sonething in the GDS that they now have to pay a booking fee on.
They' re not real happy with that.

M5. ROGGE: Wen you go back and do it in the back
room you mnean?

MR RQIAHN.  Well, we basically put the itinerary
fees into our @GS system to drive our back office and to drive
our itinerary. And the airlines get dinged with the booking fee
to do that.

M5. ROGGE: Thanks. That's all | have. Thank you.

CHAl RVAN W NSTEAD: Ot her questi ons?

M5. M TCHELL: Yes, there are.
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M5. M TCHELL: Do you think the airlines are

banking on the fact that if you booked an internet

fare and then

charged a service fee for it this tine with the custonmer that the

next tinme they' Il go just directly to that internet site?
MR RQIAHN.  Woul d you?
M5. M TCHELL: | woul d.
(Laughter.)
MR RQIAHN. Right. I'msure that's in sonebody's

mnd that, you know, if you perceive you could do it yourself,

why pay me to do it for you?

M5. M TCHELL: Yes.

MR RQIAHN. If all the perceptionis, is |'mdoing

a booki ng for you.

M5. M TCHELL: Yes.

MR RQJAHN: Yes. And, in fact, if

shoes, | would perceive that why use DIR Travel;

your sel f.

M5. M TCHELL: Somre of what you

I'min their

you can do it

were saying

certainly was what many of us feel about the consuner, that we

would i ke to do whatever is best for the consuner.

Do you think there mght be sone criticism that

you're just trying to save the consurmer from hinself and that,

you know, |et the buyer beware, that if he just doesn't know any

better, and he does it the wong way, or does it the nost...?
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MR RQIAHN My fear is the consuner doesn't know
what they don't know And | don't mind that they book direct, if
they want to choose to do it thenselves. Let's just make sure
they understand what they're doing when they make that decision,
because right now they're not very educated and they perceive
it's a very easy transaction.

And anybody who's been in this industry for any
length of time understands an airline fare is not an easy --
you're not buying salsa on the internet. It's actually very
conplex. But the consuner is led to believe it's |ike going out
and buying a jar of salsa and how sinple it is.

And sonetines you're paying nore than you should if
you don't understand the conplexities of fares and why the
airlines -- for very good reasons, for very good business reasons
-- price their products and their inventory and why there's 40
prices for one Point A to Point B for that set of inventory.
There's not just one price.

M5. M TCHELL: O course, there have always been
peopl e who book direct in any case.

MR RQIAHN. Sure. There always has.

M5. M TCHELL: Bob, you had nentioned a rather
bl eak description of the business you own for the last five
years. I had been wanting to ask one of the airlines how they
can operate in the red for years. I guess you're the closest

person | know to ask. You know, why do you continue a business
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that is obviously not making its way?

MR KERN: | have to explain that to ny wife every
day al so.

M5. M TCHELL: Oh.

MR KERN: It's just, it's an investnent for the
future. And | think there's a good future for the travel agent.
And |'m just waiting for it. And |'m preparing nyself for it
and 1'm building ny business that will be strong when it gets to

that point. And that's exactly what 1'mdoing with all ny incone

and such that | have. | try to rebuild and build it bigger and
better. | just believe that there's sonething in our future for
us. And I'mgoing to darn well be there. |'mnot going to allow

nyself to go down the tubes.
But | didn't nean to be saying it's a bleak
picture, per se. | just wanted to give an honest opinion to this

Comm ssion  of what us reqgular-type travel agencies are

experiencing out there. That's what | wanted to basically show
to you. It wasn't that |, you know, feel down, or depressed, or
what ever.

| feel very excited about sonme of the opportunities
that | see in the future. And | see sone good things out there,
but inconme is just not one of them I'm sorry. | hope that
soneday it'll come around and it'll be better.

But | think anybody that sits here and says that

they're naking good noney as a travel agency owner, they're
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liars. [It's just not happening, not to any of us.

M5. M TCHELL: Do you have a rich wuncle, or
sormet hi ng?

MR KERN:  Vell, --

M5. MTCHELL: |'mjust kidding.

MR KERN.  No.

M5. M TCHELL: Thank you.

KERN:  You're wel cone.

CHAl RVAN WINSTEAD: Al right. Paul.

MR RUDEN. | want to be sure that we understand,
all of us here on the Comm ssion understand what you said about
yi el d managenment and inventory nanagenent.

Is it possible, using your @S system to |ook at
the array of fares and seats available at each fare level in a

singl e di spl ay?

MR RQJAHN. On average, yes. On a single display?
MR RUDEN.  Yes.

MR RQJAHN.  Yes.

MR

RUDEN.: So at any nonment in tine you can | ook
and see that -- whatever |abels they go buy, the Q fare, the Y
fare, the ABC fare, the GRX fare, there's this nmny seats
available at this fare, and so forth, at your GDS display?

MR KERN  That's correct.

MR RQJAHN. That's correct.

MR RUDEN And you cannot do that on any known
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website; is that correct?

MR KERN. As far as | know that's correct.

MR RQIAHN. | haven't found one yet.
MR RUDEN: Wll, that's all | wanted to know,
because 1've seen that display nyself, but I'm not testifying

here. And | want to be sure that it's understood that you have
that capacity only through that tool.

MR KERN:  That's true.

MR RQIAHN It's a very, very inportant tool for
the consuner and for the travel agent, very inportant.

MR RUDEN. Thank you.

CHAI RVAN W NSTEAD:  Maryl es.

M5. CASTO | don't have anyt hing.

CHAl RVAN W NSTEAD: Ckay. Pat.

MR MJURPHY: I guess | really don't have a
guesti on. But, first of all, | very nuch appreciate your being
here. And hearing your testinony brings hone how difficult it is
for the snall travel agent.

And this norning -- | don't know if you were here
for the testinony of Anerican Express, but --

MR KERN:  Yes.

MR MJRPHY: -- he made a staterment that the trend
-- he talked about how "14 percent" of all the retail travel
agents stopped operating last year and "This trend will no doubt

continue, and over tine, it is inevitable that travel agencies
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that without the large breadth and scope of a nega-agency and
without the resources or ability to provide custonmers the |owest
fares will not survive."

And your feeling, through optimsm is that you can
beat those odds or beat his opinion, anyhow, and survive as a
snal | specialty travel agency, as well.

Wul d you care to comment on that? | mean you're
here today. That says it all. But that's his view operating
the | argest travel agency.

MR RQIAHN. W still believe we provide val ue add
in the distribution chain. Utinately the consumer is going to
determne where we fit in there and what we end up selling.

It's unfortunate, though, we don't have control
sonetines on what we sell, because things, not just economc
reasons, but activities and decisions that are made that we have
no choi ce. You just come in one norning, and all of a sudden
your revenue is cut by X percent.

But |, like Bob, am very optimstic about the
future of the industry. I'm not so optimstic about, from a
consumer point of view, that they're being given all the
i nfornmation. And that's the part | think -- |I'm not, |'m not
worried about nme personally. W'Il figure it out, or we'll go do
somet hi ng el se.

The reason why | got back into the retail side of

the industry is because | didn't think there were enough people
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| ooking out for Joe Consuner on the street. That's the reason
why | opened up the agency. It wasn't for nonetary reasons;
that's for sure. And it concerns ne nore today than it did in
1993.

MR RUDEN. Well, --

CHAl RVAN W NSTEAD:  Paul , go ahead.

MR RUDEN I don't want to interrupt Pat. I
t hought he was done.

CHAl RVAN W NSTEAD: Pat, have you got sone nore?

MR MJRPHY: No, that's all | had. Thank you.

CHAl RVAN W NSTEAD: Al right. Go ahead.

MR RUDEN This is -- | have to ask this, then,
because | hear all this optimsm But if -- and ASTA has advi sed
you all and all travel agents in the face of what's been going on
to curtail their sales of air transportation in favor of other
nore, at least for the nonment, lucrative lines of business.

And we heard Anerican Express say today that if
things don't go well with respect to webfare access, for exanple,
there cones a point when people sinmply don't do the business
anynor e.

And, Bob, you know, | appreciate your optimsm |
think it's a great thing to see, but you can't keep borrow ng
forever. And you've already reduced significantly, | gather, the
portion of your business devoted to air transportation.

It's theoretically possible, | suppose, that snall
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travel agents around the country can do what other Kkinds of
animal life do when they're threatened environnentally. They
find little places to hide away from the water or away from the
wi nd. And you can sell other stuff on that scal ed-down basis,
but air travel still is a central part of what you do

MR KERN:  That's correct.

MR RUDEN And | guess if the airlines -- ny
question really is -- if the airlines find a way to shut you out
of the webfares and they continue advertising and pronoting the
exi stence of those fares as the cheapest product in the market,

whi ch cannot be purchased through you, does that alter your view

about the future, or are you still optimstic in the face of that
scenari 0?

MR KERN: Vell, | believe that if it keeps
continuing down the road that is continuing down now, |'m going
to eventually throwin the towel. There's no doubt about that.

| just hope that -- and | keep banking on that it

won't go down that road, that the pendulum is going to sw ng
back, and travel agents are going to be looked at a little bit
differently than they are right now And | keep banking on that.
You have to understand, |'ve got 30 years in this
industry and you've got to understand that |'ve put a lot of
nmoney and investrment and tine into this situation. And |'m not
going to throw in the towel just because sonebody cut back ny

comm ssion, or whatever. |'mnot going to allow what's happened
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in the last few years to be the instigator of ny throwing in the
towel .

But | can guarantee you if it kept going down the
road it's going now, I would. And | believe also, out of all of
the agencies that are left, I'm going to probably be one of the
| ast ones to throwin the towel. There's going to be a heck of a
lot of others that'll throw in the towel before | do. Maybe
they're smarter than I am

And it's going to be a sad day when that happens,
because the travel industry as a whole is going to get hurt
tremendously so by it, because the narketing that we do as
sal esmen is unbelievable. Hotel s, tour conpanies, everything.
And | can't inmgine that happening, but it sure could.

MR RQJAHN.  Paul, | want to comrent on that, too,
that nmy optimsm is that sone market condition out there will
help level the playing field. | haven't given up on that yet.
But if it continues the way it goes, | have to agree wth Bob,
that ny wife will not allow me to continue this business venture,
nor do | want to spend the tine and effort.

At sone point you got to say, "Look, | need to make
a good, honest living and I'm working too darn hard for too
little on behalf of the consumer when the playing field just
continues to be tipped, tilted not in our direction."

So | guess ny optimsmis that I'm hoping from a

consuner standpoint that either they snmarten up or sonebody
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educates them which we're trying to do in our own little way,
but we don't have the horsepower to say: This is reality; we
don't have those types of resources.

So if it continues the way it is, there is no
econom ¢ reason, because | have to believe that if this all fits
very well in the airline nodel, the cruise nodel wll corme next,
the hotel nodel, the car nodel, the tours.

Everyone will have a better way than using us as a
sal esforce for themout there. So at that point, you're correct.
I"'mnot to that point yet, but it's -- the road isn't always as
rosy as | try to meke it. But 1'm hoping the market conditions
wi Il change that.

MR KERN. And you've got to understand, we try to
stay as optimstic as we can. I mean we nentally prepare
ourselves in that direction because nothing else is going to help
us. | mean, why do we want to think pessimstically. W battle
in those grounds, and we battle those issues, but we try to stay
optimstic and stay nentally in shape. And that's why | say
t hose t hi ngs.

MR RQJIAHN. And kind of just to opine a thought to
that, our position within ASTA alnost requires us to keep a
positive face.

MR KERN  Yes.

MR RQIAHN. If I'ma |leader within nmy association,

and |I'm painting a gloomand-doom picture, am | not sending a
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nessage to our fellow travel agencies out there? But you don't
want to be Pollyanna about it either. You want to have a
realistic business view of the world. But | think that's part of
the optimsm too, is | have to be. |'ve got people that ook to
both Bob and ny | eadership to say, "Let's hang in there." That's
part of that.

M5. CASTO David, can | just ask a question?

CHAl RVAN W NSTEAD:  Absol utel vy.

M5. CASTO  Just a question. Wuat do you want us
to recommend, this Conmi ssion? Both David and Robert.

MR RQIAHN Wat |'d like this Commission to

recommend -- and | don't know the "how, " but | think the "what"
is that the consuner is better educated on, when they nmke an
i nternet purchase, what that really neans.

And | think you have had enough testinony to be
able to know what that really neans. And 1'lIl go back to ny
statement. You need to put the consuner hat on. | think you're
a nuch better educated consumer today than you were before these
hearings started, especially for -- there are people that are in
the industry, that if you put your consuner hat on, is this all
goodness out there?

That's what | recommend, for you to really [|ook
through their eyes and say: Do they need nmore information to

make that decision whether or not, or which is the right place to

nake that purchase. Maybe I'mnot the right place. That's okay.
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Let them nmke that decision based on good, solid, wvalid

information versus conditions that are skewing ne to one or

k to the rail road

sure that's good

that sone of the

potentially one or two choices that -- | go bac
anal ogy.
I own the toys; | own the airways; and | own the
only way to purchase ny product. I"m not so
enough.
MR MJRPHY: Could I ask also a foll ow up?
CHAl RVAN W NSTEAD:  Yes.
MR MJRPHY: You had nentioned
other products that you sell nay begin

to shave their

arrangenments with you as the airlines have: Hotels, car rental s?

Have you seen any of that yet?

t hei r busi ness nodel s al so?

Are they shifting

MR RQJAHN.  Yes, sir. W've seen that, not only

in the cruise market because of what's happened in the airline

arena, that they've cut conmssions as far as if we deal with an

air-inclusive cruise. W've seen it happen i

arena wWith corporate accounts. You see webfares.

n the car rental

Again, | deal in the world of internet booking, not

just from an airline standpoint. You see

webfares being offered on hotel sites that if

i ncome by booking that |, of course, wll have
a fee to do it. But significant differences
t 0o.
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MR MJRPHY: Al of them then cruises, car
rentals, hotels?

MR RQJIAHN It's hard to say as from a pricing
standpoi nt, because inventory changes, and nmarket conditions
changes, and specials changed to where it's hard to say that just
because it's on the web it's a lower price. | don't think | can
say that. |'ve seen enough cases of it where |'ve gone to the
internet and seen better pricing than maybe sonme of the nore
tradi ti onal channels, though

MR MJRPHY: Thank you.

CHAI RMAN W NSTEAD: Paul 's got a question, but |'ve
got one.

On this level playing field, the access issues to
fares that we've heard so nuch about, what -- as you all o0k

from your business size and client base at the tools that, for

exanple, this morning we heard about -- | don't know whether you
were here, David. | don't know.
Ckay. In that optimsm where do you match these

devel oping tools and these entrepreneurs that are out there
trying to be a part of this and provide access to fare? Were do
you see those tools helping you to get to this level playing
field you keep referring to, in terms of what you know now and
what we've heard this nmorning, that is, that there are a lot of
i nnovative people out there that know the market side, the

internet side, the conputer software progranm ng side and seemto
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be able to get the noney to interject some innovation into a
ni che. Were do you see those tools helping you to get to that
level playing field? | guess that's the question.

MR KERN:  Well, | see the nore things that are out
there, the nore reason that a travel agent is needed. So | see
those as kind of good things. |It's just that we just need easier
access to those situations, because right now, like David said
earlier, it's taken us three, four, five tinmes as much to sell an
airline ticket in tine than it ever did before, because there's
so many sources now that we have to check out.

And before we used to be able to sit there on the
phone while the client was listening to us and be able to get

everything done, and set, and confirnmed, and ticketed. MNow it's

like sonmetimes we have to wait until tonorrow. | nmean, "Is this
okay if we call you back in the norning. We'll get it squared
away. "

| nmean this is major tine consunption, and there's
a lot of delays, because it starts piling up on you, the workl oad
does. So | see these tools that are coming out as good things in
a sense that it helps us sift through all those situations and
access all those different sites and stuff in a nuch nore rapid
fashi on. But it's got to tie back into, you know, our systens,
too. And it's got to get better, and better, and better.

CHAl RVAN W NSTEAD: Yes. And both of you all feel

-- you're fairly confortable. ASTA was our first witness in
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Washi ngton about a nonth ago. And, you know, they had extensive
t esti nony. Maybe they've shared it wth you through their
website or you've read it. And charts to support the econom c
condition of agencies, and that sort of thing.

MR ROQJAHN:  Sure.

CHAl RVAN W NSTEAD: Are you pretty confortable with
their testinony and some of the things they' ve certainly
indicated that they would like to see this Commi ssion consider in
ternms of recommendati ons? Are you pretty much onboard?

MR KERN:  Yes.

MR RQIAHN. Oh, definitely, definitely so.

MR KERN I mean, you know, the charts and stuff
that | was looking at are just so true. And there's a lot of
good val ue there.

MR RQIAHN. David, if I -- I'"msorry.

CHAl RMAN W NSTEAD:  That's all right.

MR RQJIAHN. | wanted to answer the question, too,
as far as --

CHAl RVAN W NSTEAD:  Sure.

MR RQJAHN. -- these tools. The tools definitely
will help us reduce costs as far as on the back-end side, neaning
to hel p manage a web booking after the booking is nade.

And you heard it this norning. It was very
interesting to see one entity the airlines are very eager to work

with, two other entities not so eager. You have to start asking
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t hose questions why.

That's the part where those tools aren't going to
help me run ny operation. Yes, they're going to reduce costs on
the back side. But if sone entities are being blocked out of
access to information, because of your entity that you're selling
to, nmeani ng AgentWare, "I'mthe custoner."

SideStep, the consuner's the customer. It's
interesting how some things are blocked; some things aren't
bl ocked. And |I've got a real problemwhat that.

CHAl RVAN W NSTEAD: One other question. | think it
was in a discussion Paul and |'ve had at one point, is |'ve never
been to an ASTA neeting, although I'd love to. And | think the
last one | tried to get ahold of Paul, you were in Janmica, as |
recall, like a great spot.

This educating the agent is a part of what you al

tal ked about. And |I'm just curious. I know that nonprofit,
professional trade associations have limted resources. And
certainly since 9-11 you all have suffered losses in your
business. |I'msure that's reflected in the association

But do you see the ability, collectively as a

profession, as these tools develop and as you all individually
share, | know you conpete, but business plans and diversification
and support services, like travel books and things |'ve heard

from some of the people that, you know, they actually are selling

travel books as well as putting together a package -- is the
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industry -- do you feel that you can continue to l|earn through
your profession ways and nodels to get you to where you need to
be clearly, you know, economic duress in Bob's case in terns of
what ' s happened?

Is that a part of this equation? | nmean we've
tal ked about access to fares; we've tal ked about you know what's
happened certainly in terms of the airline revenue drop. But is
a part of it again trying to get better business nodel plans
through sort of association-type prograns and training? How do
you view that as a part of this? | know it's not your najor
concern, but | was just curious.

MR KERN Vll, you know, we in Southern
California have established a lot of different situations to help
out our fellow nenbers. W' ve devel oped sone |ike Saturday
semnars to where we bring people in to teach the agents how to

do different situations and such. So we're really big in that

area. | know | spend a lot of tine on trying to train ny fellow
menbers on how to do different issues. It's a constant battle
that we do.

And we have many, many neetings throughout the year
that we do different educational-type issues. But our Saturday
semnars that we've just recently set up over the last year have
been a very big help. And we train people.

And ASTA, you know, National ASTA does a lot of

issues like that in their different semnars and conferences and
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such.

CHAl RVAN W NSTEAD:  Ckay.

MR RQIAHN And | would agree wth Bob.
Education, yes, we can all help each other and teach as far as
better ways of doing business. But you have to renenber, there's
a lot of small agencies that are under contract that they cannot
change their business nodel tonorrow

CHAI RVAN W NSTEAD:  Right. Right.

MR RQJIAHN.  And a year from now they m ght not be
in business at the tinme that they can change their business
nodel .

This dilemma with the vendors and the GSs where
the GDSs want us there, the vendors don't want us there, and then
you've got this whole array of web stuff out there that people
are still trying to figure out. Even the techies are still
trying to figure out what you can have access to and what you
can't.

So it's just this is conglonerate of forces that at
sone point sone people are going to say, "You can educate nme all
you want, but the conditions are such that | need to go do
sonething el se."

CHAI RMAN W NSTEAD:  Thank you.

Paul , you had a questi on.

MR RUDEN: Yes. Just one final inquiry that is

not really on the subject of access to the webfares, but rather
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addresses a very interesting developrment that took place not too
long ago in which SAS announced a conpletely different pricing
structure for their tickets.

They created a wholesale price, in effect, for
thenselves, as well as for travel agents in Scandinavia and
permit or provide for differentiated add-ons, depending upon
their judgrment about the cost of different channels.

In English it neans that they mark up an e-ticket
differently than they would nark up an online ticket differently
than they would nmark up a full coach ticket sold through a
traditional method.

And they would add these mark-ups or have these
mark-ups provided for on their own sales as well as having a
whol esale price for travel agents. Now that's a very, very
different concept of how to price than the system we have now,
whi ch | eaves you with the retail price to nmark up.

MR KERN:  Yes.

MR RUDEN. And ny question is: Recogni zi ng t hat
there are cost differences between the channels, would you think
that you <could work effectively and efficiently wth the
whol esal e-retail price structure simlar to -- it doesn't have to
be identical to SAS, interestingly, no other airline on the
pl anet has chosen to follow what they've done so far -- but could
that work for you -- that's ny question -- rather than what

you' ve got now?
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MR KERN: Wthout a doubt. | mean that's
sonething that we are really hungry for. W should be the ones
that are driving the price or setting the price for our consuners
and let supply and demand take its course. And | would give
anything to have a system like that. And it would be a great
answer to all of our problens. That's ny opinion.

MR RUDEN Do you agree with that?

MR RQJAHN:. Well, as long as ny cost, because of
what | bring to the equation, is better than what the consuner
can get itself. | nean it's hard to mark up something that I'm
getting charged nore for than somebody purchasing through anot her
channel anyway or direct.

It depends on how the nodel is as far as what those
costs, depending on distribution.

MR RUDEN.  The question |I'm asking is predicated
on the assunption, which mght not prove true in reality, but the
assunption that the wholesale price is the same for everyone
that, in effect, the carrier has pulled out what it judges its
own distribution costs to be and says: Beat that if you can.

MR RQJAHN: If that's the assunption, then, yes.
That's a nodel | could work under because then agencies can
determ ne do they want to be a K-Mart or a Nordstronis.

MR RUDEN. That's right.

MR RQJAHN. And you add your value add-in and your

pricing includes whatever services we want to bundle in. That
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nodel | would enbrace and actually could utilize, because that
woul d di stinguish me from sonebody down the street if | choose to
bundl e in other services.

MR KERN: |'ve never seen an industry where it's
like Sears selling a TV set and saying, you know, Magnavox has
given it to us for $200 and our service fee on top of that is 75
bucks; we're going to sell you the TV for 275. | mean who's ever
heard of that. And that's the environnent that we're under. And
it's very hard to work under that.

And we cannot be, like David said, the K-Marts or
the Nordstromis. W don't have that ability in that sense. You
know i f we had del uxe, del uxe service, we should be able to get a
hi gher price than if we had no service.

MR RUDEN. Ckay. Thank you. That's it.

CHAI RMAN W NSTEAD: G eat. Do we have any ot her
guesti ons?

David and Bob, thank you very nmuch for taking your

time.

MR KERN  You're wel cone.

MR RQJAHN.  You're wel cone.

CHAI RVAN W NSTEAD: And if there are any other
guestions we think of, we'll send themto you in witing.

M5. ROGGE: Thanks for comi ng.
CHAI RVAN W NSTEAD: But thanks again. I really

appreciate it.
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MR KERN:  Thank you.
MR RQIAHN.  Thank you.
M5. CASTO  Thank you.
CHAI RVAN W NSTEAD:  Good luck to you.
W have our last two w tnesses.
Steve Hew ns, wel cone.
CGeorge, nice to see you.
(Pause in the proceedings.)
CHAl RVAN W NSTEAD: Steve, why don't we start with
I think you were listed first on the agenda.
MR HEWNS: Ckay.
CHAI RVAN W NSTEAD: Thanks again for waiting.

know whet her you were here this norning for the testinony,

MR HEWNS: Yes.

CHAI RMAN W NSTEAD: -- but we appreciate you

waiting until this after and --

M5. ROGGE: Hanging in there.
CHAIl RVAN WINSTEAD: -- hanging in there with us.

MR HEWNS: And it was very interesting, so it was

worth it.

CHAl RMMN W NSTEAD: G eat .
MR HEWNS: Yes, thanks.

CHAl RVAN W NSTEAD: So why don't you go ahead and

state your nane --
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MR HEWNS: kay.

CHAI RVAN W NSTEAD: -- and title and conpany for
the record?

MR HEWNS: Certainly. M/ nanme is Steve Hew ns,
and | am the president and founder of Hewins Travel Consultants,
I ncorporated from Portland, Maine. |'ve been a travel agent for
24 years. M business will be 20 this Novenmber. |In addition to
our Portland Headquarters we operate seven branch locations in
small cities and towns in the State of Mine. W al so operate
our own website, too. W actually generate quite a few bookings
online as well.

W enploy 60 people currently and have a business
m x of about 55 percent business travel and about 45 percent
that's nade up of leisure travel groups and neeti ngs.

W are also a franchi see of Carlson Wagonlit Travel
and have been since about 1990. I guess | would say | cone to
you today fromthe front lines of the travel industry, as sone of
ny conpatriots have been up here today as well.

M/ objectives are to represent the interest of the

traveling public and by extension the future of travel agencies

in Amrerica.

Wiile Hewins Travel is a fairly large conpany by
travel agency standards, we're actually a snall business as
classified by the SBA. In fact, we recently received a disaster

relief |oan because of our revenues which are slightly under the
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$3 mllion ceiling, just under. But we were able to secure

disaster relief noney based on the unfortunate events of |ast

fall. Although | will say that the airlines received billions in
federal grants. But wunlike them I'Il be paying back the
governnment for the next 30 years. I'm grateful for that help.
But obviously | have a vested interest in the survival of this

i ndustry as wel | .

| have read the testinmony and heard today, and
while | would like to respond in great detail to the rosy
pictures painted by the airlines and prinmarily their partners,
such as Obitz, | knowny tine before this Conmittee is short.

That said, | can assure you that all is not rosy
with travel agencies and the traveling public from ny
per spective.

Qur air business, simlar to what Anerican Express
tal ked about this morning, is down about 22 percent year over
year. W've laid off about ten percent of our staff since |ast
year. W've closed an office and we've consolidated two ot hers.

Overall ny nessage | think is fairly sinple, that |
believe the airlines cannot be allowed to mandate that a traveler
receive a lower fare through any particular channel. By not
allowing webfares to travel agencies through their GDOSs,
conpani es that they thenselves created nany years ago, of course,
the airlines are manipulating the sale of air transportation in

Anerica to the utter detrinent of the traveling public in ny
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Vi ew.

In his testinobny in Chicago, which | read, M.
Doer nhoefer of Obitz recomrends that the Conmission, "be on the
si de of technol ogy i nnovati on and consuner choice.”

He goes on to assert that, "Consumers should be
free to decide how and where they want to purchase travel."
Wiile this represents the wordsmithing of I|awers, it seens
amazing to me that 1'm using the exact sanme words today in hopes
that you'll reach the exact opposite concl usion.

In a nutshell this explains what a difficult task |
think this Comm ssion has separating the truth fromthe hype.

Contrary to how we' ve been portrayed, agencies |like
Hewi ns Travel have never been opposed to technology and have
actual ly enbraced all new technol ogy since we were first wired to
the original computer systens back in the 1970s.

More inportantly, travel agencies have always been
the last bastion of consuners' choice in transportation and
travel . | believe the exponential growh of agencies throughout
the '80s and '90s, when | built ny business, was directly rel ated
to the confidence that the public placed in us for advice and
counsel .

In 1982 | incorporated nmy business as Hewi ns Travel
Consultants. And | did that because | recognized then, as | do
today, that nost of the public needs independent consulting when

it cones to arranging their travel plans wisely.
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As the airlines began cutting conmm ssions in 1995
and culmnating in a zero comm ssion just over three nonths ago,
travel agents were enployed to reinvent thenselves and becone
"information providers.”

W were told by the airlines that the traveling
public would have to pay for this service because they would not.
Presumably, they felt we were worth nothing to them because we
steered the public to the best conbinations of price and schedul e
regardl ess of the airline and contrary to their own objectives.

Yet |'m concerned because | don't know how we're
supposed to assune that agreed-upon role as travel information
providers if we're not provided with all the information. How
can we fulfill this or neet the responsibility if the airlines
share rates through Obitz and their own internet websites.

If selling webfares is so inportant to the
airlines, why do they not nmake them available to the Iargest
nonpai d sales distribution systemin the world?

|'ve submtted exanples of two itineraries which |
just passed to the Conmmission just now, better than the ones that
cane across in the fax | think that was in ny prepared remarks.

They show identical schedules. They were produced
by one of our senior corporate travel agents, by the way, sonmeone
with 15 years experience who has been dealing with nothing but
corporate travel for the last almst 15 years. They were

produced within mnutes of each other. One was off our @GBS and
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the other was off the Orbitz website.

The price and schedule were for a U S. Airways trip
from Portland, Mine to Menphis, Tennessee. The result was $253
on Orbitz and 415 on our system

You'll notice that |'ve highlighted the itinerary.

It's exactly the sane. It's not |ike what was seen | guess at
Ms. Casto's agency by the Conmi ssion yesterday where there was an
unusual fare return or a different schedule. This is apples to
appl es.

US Arways isn't the only culprit. And given the
tine we probably could have come up with simlar exanples from
United, Anerican, Delta, or any of the majors.

My point is that travel agents need the sane access
to these fares through our GDS, because we don't want to be

positioned as selling tickets for a higher price than people

shoul d pay.

Ironically, while the airlines conplain about poor
yields and low revenues -- and | guess US Arways is an
excel l ent exanpl e. They just received federal government

bail -out noney or conditionally | believe today it was announced.
But at the sane tinme they conpete against
thensel ves by offering a price $162 |ower than what our agency
has cost-effective access to. Since they pay no base conm ssion
to Hewins Travel, is this worth the 10 or $15 they would have

saved through their "high-cost GS fees"? | think the answer is
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no.

Qur business clients -- and we serve over 130
conpanies and organizations wthin the state -- pay us a
transaction fee to find the lowest fare and the best schedule for
each trip. Li ke nmost of American business, they prefer to out-
source travel while focusing on their core conpetencies.
Qccasionally, as in the above exanple, a traveler would report a
webfare on an airline-owned site |lower than what we have in our
Gbs.

Yes, as | heard this norning, there are band-aid
fixes avail abl e. Incidentally, I'Il make conment on one thing,
is we're actually investigating the Agent- --

M5. CASTO -Wire.

MR HEWNS: AgentWare. Thank you.

The cost of that is quite expensive for soneone
like me. That would be 1600 bucks a nonth for us to adopt that

system which wouldn't be bad if we were getting paid to absorb

that fee. But obviously we're struggling to break even, even
Now.

That said, | wll say the other system SideStep,
in particular, is -- there are other systens out there Ilike

Fai rChase and others that will search and find fares, and you can
book them on the airline website. That defeats the purpose of
the cost of the transaction for us, because we're not really

interested in going and booking sonething on an airline's website
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and then try to enter in as -- | think Bob nmentioned -- back into
the GDS creating a passive segnent in our system

And at the sane tinme the other system Q xo there,
which I'"'mnot that famliar with, but again that's booking it on
another site outside of our system This creates inherent
probl ems, especially with corporate travel. And it drives up the
cost of travel nanagement, both for us and for the conpanies that
pay us, and for the travelers within those companies that feel
conpelled to search around for fares when they should be doing
their work that they're paid to do in their conpany.

Mor eover, our new online booking system we use a
system called H ghWre by Glileo. W have several conpanies
with that system W have a larger setup for all of our
corporate clients that don't have their own unique setup. They
can't find these fares. That's an internet booking system but
they don't have access to webfares through that because it's
searching our @GS for the fares. That's a big problem wth
corporate travel that utilize online booking systens.

I and thousands of ny travel agent counterparts
across the country that 1'm aware of and nany people |'ve tal ked
to -- 1've been on advisory boards within Carlson Wagonlit Travel
for quite sone tine and | have a chance to talk to nmany agencies
across the country, | think we want to sell travel effectively
for both consumers and our suppliers. And that includes selling

airline tickets in all price ranges.
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Hewi ns Travel, as | said earlier, has its own web
booking site for business and vacation travel, in addition to
bri ck-and-nortar offices. And simlar to the airlines, Hew ns
Travel continues to make difficult decisions involving |aying off
val ued enployees, <closing offices, consolidating businesses,
acqui ring businesses as | do, and using new technol ogy to inprove
ef ficiencies.

But | don't expect this Commssion will be swayed
by the airlines nmaking those sane clains, as we're all involved
in the sane cost-cutting processes.

The nost inportant need we have in order to fill
our ongoing and future role as travel consultants is a |evel
playing field, as several people have said. W have no problem
conpeting against other sales outlets online or offline, but we
can't conpete against the airlines that produce thensel ves.

This is like the manufacturer Sony telling the
retailer Sears, you may sell our TVs, but we're going to sell
sone of them cheaper on our website, and then we're going to get
together with Toshiba and Htachi and put our own site together
and sell TVs there. This wouldn't happen in America. But why is
it only happening in the sale of air transportation in United
States of Anerica?

The best interests of the traveling public require
that all airline webfares be available to all outlets, not sinply

airline or airline-owed websites. The traveler doesn't have
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internet access, or doesn't have a credit card, or is too busy to
purchase their business or vacation trip online, or is elderly,
or sinply wants to do business with hunmans, then let them call
Hewi ns Travel, receive the sane webfare, pay a relatively small
transaction fee. It's fairly sinple if that was all the issue
was.

According to their testimony in Chicago, Obitz
aspires to be the next GS. | think that was the first tine |I've
ever seen that in print. And if their FairSearch technology is
conparabl e, |let them conpete inmediately for our business. And |
| ook forward to speaking with them

However, the Orbitz @GS nust operate under the same
DOT rules that all the GISs adhere to and nake their fares
available in all our GSs now Qherwise, the field is not |evel
and custoners still do not have access to all fares through
Hewi ns Travel .

Finally, according to studies that 1've read in
preparation for this presentation, a webfare booked through ny
@GS costs about $6. And | have no idea what it cost to
distribute those tickets outside of our GDS, but if that's the
only issue involved in making these webfares available at Hewi ns
Travel, then I'lIl gladly pay the difference in the cost to access
those webfares if |I'm able to professionally serve the traveling
publi c.

| believe this Conmission is conmmtted to the
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public's right, not the airlines, to choose where and how peopl e
want to buy travel. And the evidence is beconming clear that the
travel agent's role is sinply not to sell high-margin airline
tickets as conveyed to you by several airlines, but to do our job
effectively for the consuners we need access to all fares.

| inplore you to send a strong nmessage to Congress,
to the DOT and the DQJ. Those of us on the front lines with the
traveling public need your support. Thanks very nuch.

CHAl RVAN W NSTEAD: Great, Steve. Thank you. |'m
sure we have sone questions.

But, George, do you want to...?

MR DELANOY: Yes.

CHAl RVAN W NSTEAD:  Thank you, sir.

MR DELANOY: I'm not sure whether |'m batting
ei ghth today. I'd like to think |I'm batting fourth. So I'll
nove forward with that.

Chai rman Wnstead and Committee nenbers, thanks for
giving nme this opportunity.

The objective of this Conm ssion, as you all know,
is to ensure consumer information and choice in the airline
industry. Wuat I'd like to present today is the unique role of
the brick-and-nortar travel agency in reaching this objective.

As a matter of fact, | believe it's the greatest
conduit in the distribution system for achieving this objective.

And even beyond this, the brick-and-nortar travel agency could

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

174

play a significant role in the turnaround of this industry under
the right operating conditions.

The perspective which | bring to this issue is
perhaps different than nost people you' ve heard, since |'ve been
involved in both big business and snall business. In the big
busi ness world, |'ve been the president of a $20 million division
of a food processing conpany and al so the head of narketing for a
$500 mllion entertai nnent conmpany. That's one extrene.

The other extreme is now in the snall business
world |'ve been the owner of Brea Travel since 1985. Qur agency,
Brea Travel, is in the Gty of Brea with a population of 36,000,
about ten mles north of Disney. CQur agency was started in 1960
and currently has annual revenues in the range of 1.5 mllion.
W have 19 full-tine enployees. Qur business has three distinct
operating units. Lei sure accounts for about 55 percent of our
revenues, corporate about 30, and group 15.

Qur business, like other retail travel agencies
you've heard from has changed substantially in the past few
years, specifically as related to the reduction in airline
conmm ssi ons. In our fiscal year ending March 2000, that's the
fiscal year 2000, our airline comm ssions were alnost $375, 000,
or 25 percent of our total revenues.

Two years later, fiscal year 2002, this had dropped
to 147,000. And as you know that 147,- wll probably virtually

di sappear this year.
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Qur AOL sales, on the other hand, are still close
to three mllion, but with about 150,000 in fee income which, in
essence, is a price increase we passed on to our customers.

But you can't survive a 25-percent reduction in
revenues w t hout naking significant changes in your business. In

addition to higher fees, we have offset the lost revenues with

cost cutting and a change in our business nix. The current
results are a lower bottomline profit, but | still say "profit";
a salary freeze; limted capital expenditures; and less, |I'm
sorry to say, conpensation for the owners. So much for our

travel agency background.

Thr oughout ny business career, |'ve been involved
in nmarketing, which neans that 1've been concerned with and
studi ed the consuner. I've talked with them about everything

from bar soap to king crabs to rollercoasters, not all at the
sane tine.

In one case research on | unchbox desserts led to ny
conceiving and developing a nationally-accepted product called
"Snack Pack." You can understand, therefore, that ny travel
busi ness has been built on trying to understand and satisfy that
consuner. And this is the context for virtually everything el se
| have to say today.

The consuner has spoken nost loudly and clearly
with the use of the internet for booking air travel. This is a

tremendous tool and a great exanple of how technology has
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i mproved on what choi ces consuners have. You've heard nany tines
internet bookings through online agencies and air websites

probably are now 20 to 25 percent of airline reservations.

However , offline agencies or brick-and-nortar
operations, even with higher prices due to fees, still account
for 70 percent of such reservations. There must be a good
reason. And that reason is that only these offline agencies

provi de service and value which the client is willing to pay for.

In the few mnutes left, 1'd like to discuss the
i mportance to the consuner of the much naligned brick-and-nortar
travel agency, and why it is the greatest conduit in our travel
system for providing consuner information and choi ce.

At Brea Travel, for exanple, within any given year
we have quarterly mailings of a newsletter, like this (show ng
brochure), "Surf on us," where we're talking about the internet
i ke everyone el se is. That goes out to 7500
denogr aphi cal | y-sel ect ed honeowners.

W have a three-tinmes-a-year travel catal ogue,
which is done through our consortium That goes out to 5,000 of
our best customers.

W send about 30 postcard nmailings and 10 to 15
other specialty nmailings, all of which adds up to nore than
75,000 pieces of nmail sent to our clients each year. W get
feedback from our clients with followup phone calls to them

after their trip. W neet with them at our annual travel fair.
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W talk with them at about six pronotional events we have each
year.

Qur one-on-one personal contacts through tel ephone
calls and in the selling process add countless thousands of other
opportunities for devel oping strong client relations.

W use technology as well to service these clients.

There was a recent article in Travel Agent nagazine titled,

"Technically an Agent's Success Story," talking about Brea
Travel . It's saying in one line down here, "Delanoy also
empowers his agents to use internet sites that will help client,

whether it's an airline's own site or a travel portal such as
Obitz." And we'll come back to that later on, |'msure.

So we're constantly communicating with the
consuner. That's what we're talking about here today.
Communi cations with them relating to airline travel is so nuch
nore than just booking tickets or providing flight options.

These person-to-person contacts beconme nore
neani ngful when our clients have problens or questions to
di scuss. On an everyday basis, as sone of you know, we will
handl e changes in airline schedules, refunds to the clients when
prices are |lowered, phone calls fromclients at airports who have
m ssed connections, on and on.

You' ve heard many exanples of what travel agencies
did after the 9-11 crisis. In our case we had 100 wonen gol fers

stranded in Calgary, Canada for four days. W nmde special hotel
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arrangenents for them W used our entire staff to call their
relatives every day to let them know what was going on. W
negotiated with their i nsurance carrier to arrange a
rei mbursenent of sonme of these extra expenses that they had.

As we all know, such service is inpractical and,
therefore, absent from the operations of an airline or an online
agency. But our client communications role is proactive as well
as reactive to the demands of our clients, because everyone here
knows the travel environnent has changed dranmatically in the past
ten nonths. Cients are not sure about being away from famly.
They're not so sure about security and hassles of travel, about
the potential of another terrorist attack.

These days we see this nost clearly in booking
patterns. People are booking closer in, less of a conmtnent to
far-away destinations. So who can and who will these clients
talk to about their travel questions and dilemras. The airlines?
The online booki ng agency?

No. They talk with their local travel agency with
whom they have built a lasting relationship over the years. They
val ue our opinions and they trust our judgnents.

Wiile on the subject of influencing positive
attitudes toward travel, I'd like to mention the role of the
brick-and-nortar travel agency in the community, or the 10,000
comunities, or whatever we operate in around this country. This

is an area which big business is unable to reach. | know. [|'ve
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been there, the difficulty of reaching down into the comunity.
But this is where travel agencies cone to the fore.

Most travel agents and these people like you're
nmeeting here today are very active comunity |eaders. This cones
about through nenbership in the |ocal Chanber of Commerce. |[|'ve
been president for one year. Church and service club
i nvol verrent.  Support through travel goodies of an endl ess nunber
of great causes, including high school Gad N ghts, Scouts, Boys'
and Grls' dubs, Little League, Senior Ctizens, and so on.
Sone agenci es even host their own TV or radi o show.

Anong all the retail businesses in tow, we
probably have sone of the highest awareness because of this
constant contact wth community |eaders. And so nmany ask,
"What's the latest in the travel business"; "Any suggestions for
ny next trip"; or "Are the airlines going to make it?"

The significance of all this for this Conmssion is
that a brick-and-nmortar travel agency is nmuch nore than a place
to purchase travel. W do influence attitudes toward travel. W
can be a major factor in helping the airlines in their Hercul ean
task of turning around their business.

By now you've heard detailed testinony from three
critical conponents of the industry: Airlines, GSs, and travel
agenci es. Despite inmportant and expressed differences in our
respective businesses, we are inextricably linked by one comon

goal : To provide information and services to the consuner to
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enabl e and encourage him or her to travel. Wthout that single
posi tive decision, none of us are in business. That's where our

col l ective focus shoul d be.

So what is the greatest inplenent -- inpedinment --
excuse ne -- to achieving nutual support of these three industry
conponents? To nme it's not CRS fees. It's no longer the |ost
agency conmissions from the airlines. That's over. It's not

O bitz.

It is the basic difference between big business, as
| have cone to understand it, and small business. Big business
in this case airlines -- and you've heard this before -- are
concerned about control. That's what this is all about. Smal |
businesses virtually across the board are concerned about
service. And so we have control on the one hand and service on
t he ot her.

The "control"™ | refer to is "control" of the
consuner through control of information, which the consuner
recei ves.

You mentioned, M. Chairman, a few ninutes ago Bill
Mal oney' s testi nony. In his opening conments he gave numerous
exanples of the airlines' ongoing attenpts to wusurp the
relationship of the travel agency and its clients in order to
control the client's travel patterns and deci sions.

Such attenpted airline control runs counter to the

agency objective of providing the service its clients expect.
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The same holds true in such sinple things as being able to
provide our custoners with the | owest fares possible.

You've already heard enough about Obitz, but ny
coments again are from the perspective of the consuner. Logi c
says to ne that if nore than 70 percent of consuners still
purchase their airfare through brick-and-nortar travel agencies
and these conpanies have the trust of their clients, then why
should they not be able to offer their clients the |owest
avail abl e fare w thout enornous hassle and productivity.

And you've heard a little bit about that this
norning in terns of how nuch tine it takes to book on Obitz
versus ot her ways of booki ng.

In conclusion, | recomrend that airlines consider a
180-degree turn in their current strategy and begin rebuilding
their relationships with travel agencies with an objective first
of sharing information, which can be dissem nated by agencies as
well as the airlines thenselves and, second, to begin a new
partnership with a shared goal of stimulating the airline
busi ness. This would nmean the availability of current Qbitz
fares to the offline and online travel comunity as well.

To ne this Commission has a wonderful opportunity
to go even beyond your original charge of ensuring consuner
informati on and choice in the airline industry by cutting through
the vested interests exhibited in these hearings and providing a

future operating platform for the industry that is built on
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mutual trust and support.

W all need and are dependent upon a healthy
airline industry. And this is nmore likely to be realized if we
do the foll ow ng:

(ne, recogni ze our interdependence and the critica
roles by each component of our industry, including certainly the
bri ck-and-nortar travel agency;

Two, provide an informati on systemfor the consumer
which allows naximum freedom of selection from different
retailers, but which also allows maxi mum freedom of information
to these retailers, the level playing field you ve heard so nuch
about; and

Three, to Paul's point a mnute ago, rise above
past restrictions, constraints, and partisan interest to allow
airlines, travel agencies, and CRS systens to neet together, as
in Scandinavia, to consider a net price system which allows each
segnment to collect fees for their service and to cover all their
costs.

Finally, in closing, |I'd like to paraphrase sone
remarks from one of Joel Abels' recent colums in Travel Trade
nagazi ne.

"Anerica needs a profitable airline system and the
airline industry needs travel agency support. By working
together travel agencies and airlines could nake each other's

dreans cone true."
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| sure hope both sides wll forget the past
ni ght mrares and gi ve dreans a chance. Thank you.

CHAl RVAN W NSTEAD: CGeorge, thank you, and Steve.
It was excellent testinony and a wonderful vision of the way |
think we need to go.

I'msure we've got a nunber of questions. Back to
Steve. 1've been trying to understand the econonmics. You' ve got
a fairly big agency. | guess 60 is pretty high up there.

In terns of service fees, how have you adjusted
again as you shifted fromairline percentage to nonair, and al so
in terns of the reduction in conmm ssion; what's happened with the
servi ce fees?

MR HEWNS: Wll, beginning when the -- excuse ne
-- when the commssion cuts, as they went sequentially down over
time, | made a constant decision to charge fees only on airline
tickets. W charge no fees for anything else. W do charge sort
of a plan-to-go fee to build a vacation package, but that's
applied to the cost of the trip. But other than that, we don't
charge fees for anything else. So it's strictly on air. And
right now we charge $30 a ticket for leisure and 38 for
cor por at e.

And we've got some vol une discounts for very |large
clients, but that's, you know, the bulk of our fee structure.
Onl i ne bookings are 15 on our website.

CHAI RVAN W NSTEAD: Al right. George, again |
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t hought both your testinobnies were excellent, and | think that,
you know t he experience you' ve had in dealing with huge narketing
products nati onwi de down to your community in the threshold that
your conpany obviously has in that community is very interesting.

You tal ked on page 2 about the consuner has spoken
| oud and cl ear about internet booking, --

MR DELANOY: Right.

CHAl RVAN W NSTEAD: -- and, you know, wth the
increase we've seen there. And obviously the 70 percent
threshold, again, on page 6 you're still talking about the 70
percent of consuners that go through the travel agency. | think

the partnership you re describing is what this Conm ssion needs
to try to strive. W need to cone to conclusions that bring the
partners back together for everybody's benefit.

In terns of, again, the tool question -- we heard a
ot about new tools this norning -- where do you see, from your
perspective, your size of agency and your narket, those tools
taki ng your business to that objective?

MR DELANOY: Well, | talked this nmorning --

CHAI RVAN W NSTEAD: I nmean I'm quite aware of the
fare issue in your recomendation, but |I'm wondering about what's
happening with all these innovative new approaches and access
poi nts.

MR DELANOY: Well, in ternms of the discussion this

norni ng about AgentWare and the other, which | don't renenber how
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to pronounce, but | think that's the kind of thing we need, but
it comes down to a cost-benefit kind of analysis. That is, you
know, | talked to each of them afterwards. And as Steve
comrented a mnute ago about $40 per work station, that's a
prohi bitive kind of cost.

| also talked to David about his costs of $10 per
booki ng. And if an agency is charging anywhere from 25 to $35
for a fee and they' re paying 10 of that back in ternms of that
kind of cost, that's 40 percent of that incone from fee incong,
so it's not going to work.

I think that's a great concept. | think it's going
to cone along, or one of themwll, as a tool that agencies can
use, but it's got to be in the sense to the economcs of the
agency.

CHAI RVAN W NSTEAD: Steve, in your testinmony you
stated from the standpoint of AgentWare, it's $1600 a nonth,
right?

MR HEWNS: Yes.

CHAl RVAN W NSTEAD:  That's a | ot of noney.

MR HEWNS: That's a |ot of noney.

CHAI RMVAN W NSTEAD:  You have to be fairly big to --
| nean, you're saying that you can't afford that and you had 60
people, right?

MR HEWNS: Yes. Wll, it's 40 work stations for

ne. So that's -- some people, you know, may only book one of
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those a nonth, or something like that. | don't really know how
many it would be, but that's the issue.

CHAl RVAN W NSTEAD:  Ri ght .

MR HEWNS: You need training, too. There's a big
training i ssue on using new systens.

CHAI RMAN W NSTEAD: Ri ght, right. One thing, |
think the reason Congress set up this Conmmission is to reach out
and listen to the consumer. And, you know, you reflect that
obviously you all are the nost in touch with the consunmer and the
percentage of airline tickets that nove through vyou all
substantiates that.

Help us a little bit. | mean it has to obviously
appeal to Congress and say, "Look, all these things are
happeni ng, and we have to really look at this because this is a
vital industry and the consuner needs it."

In your mind, you do, George, in your explanation
about what you do in the community in sponsoring events and, you
know, charities and all that, you've clearly got a control of
your market focus.

MR DELANOY: | don't know.

CHAI RVAN W NSTEAD: | nean | don't know what nore a
nmar ket er can do than what you're doing.

Again, the thing that puzzles me a little bit is
that how that 70 percent of consumi ng public can be better heard.

I nmean this Commssion has a role in that. But what other
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t houghts do you have? You all are out front. ASTA is out front.

Because, very frankly, you know, if you |ook at
what we've heard from three hearings now in terms of small
agenci es and what's happeni ng econom cally, the panel before you,
you're going to have, if things don't change, if tools are
devel oped or you have access to fares, you're going to continue
to have attrition. And as you have that attrition, you' re going
to have nore of that 70 percent of public --

MR DELANOY: Sure.

CHAI RVAN W NSTEAD: -- that wuse you concerned.
Wl |, what's happened?

MR DELANOY: | think that --

CHAI RVAN W NSTEAD: And | guess |'m just wondering
where you think the comrunication issue is.

MR DELANOY: I'"m sorry. I was going to answer
anot her questi on.

CHAl RVAN W NSTEAD:  Ckay.

MR DELANOY: W' re hearing the consuner through
what the consumer is doing, of course. And everyone's tal ked
about that, everyone we've heard from which says there are new
tools out there which they're using and enjoying, sonme people.
Now ot hers are not.

As | said here, we do provide val ue. And that's
the essence of the travel agency, providing value that that

consuner recognizes and is willing to pay for. And that's what
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happened since the dem se of conm ssions.

A lot of agencies were worried about that. In 1995
| was the president of a consortiumin Southern California. And
the first week after it was announced, | called a neeting called,
"Recognizing reality," and said, "This is, indeed, the new
reality that we're in of having to charge fees and in a sense
having to justify the value that we -- or the fees would justify
what we're bringing to our people.”

So | think that's what's happening. But |'m not
sure |'mgetting to the essence of what you want to hear.

CHAl RVAN W NSTEAD: Again, it strikes ne that, you
know, these hearings, we've -- like in a lot of public foruns
where you have specific groups that have an interest and concern

And the figure and the attrition in the industry is what |I'm
still concerned about and trying to figure out what vyou're
heari ng.

MR DELANOY: Well, what you do --

CHAl RVAN W NSTEAD: I nean for your custoners you
do newsletters, and | assume you inform them about what the
outl ooks are, what ASTA is doing, and that sort of thing. I's
that correct?

MR DELANOY: Sure. And what all we do still, as

we've said, we've got to have a conpetitive price
CHAI RVAN W NSTEAD:  Ri ght .

MR DELANOY: And that's what the essence of the
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Commission is: Are we, indeed, after all these things we' ve done
to build consuner confidence and trust, that's all great except
if our price is $50 nore, that's out the w ndow.

CHAl RVAN W NSTEAD:  Ri ght .

MR DELANOY: And if we're unable to conpete
because of that, we're out the w ndow.

MR HEWNS: You know, a big part of that 70
percent is in corporate travel, which hasn't been w dely heard, |
don't think, before the Comm ssion. And ny particular view on
that is that corporate travelers are not flocking to websites to
book their tickets. Not at |east in nost conpanies.

I ndi vi dual, small businesses of one or two peopl e,
nmaybe sone are or are not. But we don't see, | don't see great
attrition of our business fromthe business side of travel.

CHAl RVAN W NSTEAD:. W did hear in Wshington,
MBTA, | believe, testified, for Turner, corporate nanager of
travel for Turner Broadcasting. So we did hear one or two.

Wll, let me open it here, but |I'm sure we've got
sone ot her questions.

M5, CASTQO Steve, we also use H ghWre for our
online booking, and we're very happy wth it. Just a few
guesti ons.

You had said that it cost about $40 for the
Agent\Ware, and that's prohibitive for you. If you make just two

nore bookings per nmonth, you can cover the cost; isn't that
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right?

MR HEWNS: Two nore bookings on?

M5. CASTO  AgentWare. | nean --

MR HEWNS: Versus, versus what? Versus not
having AgentWare? | guess | don't follow the question. If 1

nmade two nore books a nonth?

M. CASTO Well, you're saying that it cost $40.

MR HEWNS: Forty dollars per work station per
nonth, right.

Ms. CASTO Yes. And how would you cover that
cost? If you did nore booking in it, how many bookings do you
have to nmake to cover the cost at $407?

MR HEW NS: Vel |, 1600. I nmean | also charge
what, $30 a ticket on top of that. So |I'm charging 30, but
payi ng whatever | am on that. | guess | don't really know what
that would be because | haven't really analyzed it the way that
you' re asking the question. ['m just trying to, you know, keep
ny cost down for transacting tickets.

M5,  CASTO Anot her questi on. Are you 1losing
booki ngs now because you can't find the | ow fare?

MR HEWNS: Sone.

M5. CASTO Both of you. George, are you?

MR HEWNS:. Yes, definitely. You see, |I'mnot too
concerned about Travelocity, and Expedia, and those types of

si tes. I'm only concerned about airlines and airline-owned
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sites, because |'ve got fares, too, that are lower than what's on
Travel ocity and Expedia, as well. | know that.

M5. CASTO  Yes.

MR HEWNS: But the illustration | gave the
Commi ssion here is the crux of the problem | think from ny
per specti ve.

M5. CASTO kay. Thank you.

CHAl RVAN W NSTEAD:  Pat .

MR MJRPHY: | have a question for Steve. |I'm
fairly famliar with the Portland, Mine area. As a matter of
fact | just bought a ticket for ny wife to travel up there in a
few weeks. And | booked her out of state through Manchester on
Sout hwest Airlines, --

MR HEWNS: Correct.

MR MURPHY: -- which, of course, many people in
Mai ne now drive out of state --

MR HEWNS: That's correct.

MR MJRPHY: -- to get on Southwest. How has that
affected your business since Sout hwest --

MR HEWNS: That's affected it a lot. And, of
course, the Southwest effect is clearly known to Joyce and
everybody else in the industry and that generally fares drop with
the other airlines as well.

That's another interesting factor about the web

search, because our agents check Portland, Maine; Manchester; and
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Boston on every single itinerary. That is policy at Hew ns
Travel . So if you go to a website, nany websites you're not
going to be able to shop different cities and different departure
points. So the traveler may book out of Portland, Miine and buy
sonething online when they could have gone to Manchester and
spent $300 less. So that's an issue.

MR MJURPHY: Well, if they come to you and ask you
to book them through Manchester, do you still charge them $30 for
that Sout hwest ticket?

MR HEW NS: Yes. The sanme fee for everything,

yes.
MR MJRPHY: (Kkay.
CHAIl RVAN W NSTEAD: Ot her? Paul .
MR RUDEN: Yes, just a couple. I want to be
clear, because | heard Steve say you would pay a cost-base

differential related to CRS fees to get those fares, to get the
low internet fares.

MR HEWNS: Yes.

MR RUDEN. Ceorge, how do you feel about that?

MR DELANOY: Ask the question again, Paul.

MR RUDEN. The question is: Wuld you be better
off than you are today if you got access to all those internet
fares on your CRS, but you were, in effect, surcharged $12 or
sone nunber that is the average cost to the carriers of bookings

nmade t hrough CRS?
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MR DELANOY: Do you nean that we would pick up the
CRS fees?

MR RUDEN.  Yes.

MR DELANOY: | don't know I'd have to | ook at
that. And fromthe standpoint --

MR RUDEN. You'd pick it up or pass it on, one or
the other, but you'd get access to all the fares.

MR DELANOY: Well, the question is: How much can
we pass on with increased fees.

MR RUDEN.  Yes.

MR DELANOY: And | think we may be reaching a
[imt based upon, you know, some of the fall-off we've seen when

we increased the fees for the leisure side from25 to $35. Ckay.

I would love the idea of the CRSs or having access
to these fares through the CRS system at sonme nom nal cost, which
is what | don't think that is.

MR HEWNS: Well, | think it is nomnal, though.
That's what | believe it to be. You know, GCeorge nay not have
seen the sane statistics |'ve seen, but supposedly it's roughly
$6 a booking fee for a web-type fare. And --

MR RUDEN. The airlines are saying it's nore like
12 to $15.

MR HEWNS: Yes. Galileo says six, so the

perspective is different. But even if it was 12, | don't know
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what it cost to put it through Obitz, or to their own websites,
or anything else. But | would pay the difference if that is the
i ssue.

CHAI RMVAN W NSTEAD: Conpared to today, where you're
marking up the real retail price?

MR HEWNS: Correct.

CHAl RVAN W NSTEAD: And that's the question |I'm
posing to you, too, GCeorge.

MR DELANOY: That question cones down sonewhat |
think to agent productivity. If we're doing it now, that is,
we're checking Orbitz, which we are; we're checking the airline
website, which we have to do; we're checking our Galileo. So for
these bookings I've said to the agents working there, | want to
know at least -- we can't check themall, Paul -- but | want to
know at least for those big three how are we |ooking? And so
that's, indeed, |lower productivity as you' ve al ready heard.

Now the question would cone: Is the offsetting
cost for paying those fees nore than that |ower productivity?
And | don't know the answer to that.

MR RUDEN. Fair enough.

How about the other question then. You heard ne
ask it before about putting aside the internet fares now, just
speaki ng about fares in a general sense. And the concept is that
you would get the equivalent of a wholesale price and the

airlines would also, in effect, charge thenselves a whol esale
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price and mark it up. They would mark up their sales through
their websites one level; they would mark up the price for
soneone who called the res system on a 800 nunber another |evel;
and you would get that same wholesale price and would have to
conpete on your cost of distributing. Better off than today or
wor se of f?

MR DELANOY: Definitely better off. As | said
here, 1'd like to see the airlines do sonething |ike that.

CHAl RVAN W NSTEAD: Do you agree with that, Steve?

MR HEW NS; | agree with that, but | tend to be
nore skeptical of the airline industry in that, you know, wi thout
-- what you say at its face, yes.

MR RUDEN. It's a hypothetical. | understand that
there are --

MR HEWNS: True, but I'd be concerned about how
many costs get buried into that wholesale price so pretty soon
they're -- they're costs above that are pretty |ow, because
within that wholesale that they thenselves have set are costs
that we have.

But in your exanple, absolutely, we'd be better
of f.

MR RUDEN. Thank you. Thank you.

CHAl RVAN W NSTEAD:  Thank you, Paul.

Joyce.

M5. ROGGE: | don't have anyt hing.
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CHAl RVAN W NSTEAD:  Ann.

M5. M TCHELL: Both of you have indicated that the
travel agent is very active and helpful to the consuner in
purchasing air products and that we now still service 70 percent
of the flying public.

It's already been suggested that that could be
going down if the perception and reality to the consumer is that
we can no |onger provide the kind of information to them that we
have provided in the past.

Wuld it be your view and, if so, would you conmt
that if we were again in a better position with the airlines as
partners in promoting air travel that it would be in the
airline's best interest as well as, of course, the agency's best
interest to work together to stimulate the sonewhat deflated
airline travel at this point?

MR DELANOY: What | think of when you asked the
guestion is -- | don't know how many travel agencies there are
maybe there's 17,000 or sonething, Paul, and there's maybe an
average of ten people on each agency, that's maybe 107- -- five
peopl e average, so that's 85,000 people or a hundred thousand --
woul d you rather have people representing you who |ove you or
hate you in ternms of 85,000 people around the country. And could
they perhaps in sone snall neasure help you out if they really
felt you were a partner. And | think, indeed, they could.

MR HEW NS: | actually think George said it well
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when he was showing the exanples of all the marketing and stuff
that he'd done, that all travel agencies do. And we're out there
marketing travel that involves the airlines. And if that all
goes away -- or if we're nore encouraged to do nore of that,
would that then stinulate travel nore than sinply airlines
putting fares on the web. | think that's a very inportant role
we have, is bringing all these things together with air as the

core of what we sell.

MR DELANOY: And there were tines, as you
remenber, when we had -- or the airlines -- maybe they still do,
but I don't know of any -- advisory boards that they had where
there was dial ogue going on. I was on one of those advisory

boar ds. And | felt they were very worthwhile sessions that we
had. Each side was listening as well as contributing. And so
that's just a small exanple of what can start in as working
t oget her .

MR HEWNS:. |If this Conm ssion could encourage the
parties to get together in a constructive way as part of its
results, that would be a very positive, | think, conclusion.

M5. M TCHELL: One thing that has been pointed out
just in the last few mnutes is that we've heard from the agency
comunity, the CRS community, the online people, t he
entrepreneurs, and we've not heard directly from the consuner.
Do you think we should and, if so, do you have any suggestions

about how we might do that?
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MR DELANOY: Well, the normal thing is to either -
- one of the easy ways is so-called consuner focus groups where
you just bring sone consuners together, as you do in your
business and | did in our businesses, and just sit down and talk
about what their perception is and what's going on with the
airlines, and travel agencies, and so on.

Those are relatively quick and relatively easy and
you can at |east develop some hypotheses from them if not
conclusive evidence of what you're going to do. So that's a
begi nni ng.

And | would say that that's something you could
consider. Something |longer that, quantitative surveys, you don't
have tinme for that.

CHAI RMAN W NSTEAD: That's very helpful. |'m sure
you did that when you were narketing those big brand products.

MR DELANOY: That's right.

MR RUDEN M. Chairman, | think we have a new
assignment, which is divorce counseling. I have sone personal
experience with that. And this is what this sounds like here if
we're going to try to patch things up with these unwilling -- at
| east one party seens unwilling.

CHAI RVAN W NSTEAD: Wl |, you know, | think both of
your testinmonies were very, very helpful, and you had solid
recommendations. And that's very helpful to the Conmi ssion. W

really appreciate it.
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Do you have any -- | think the Conmssion is fairly
satisfied, or are there any pressing questions?

Do you have any closing comments? | mean you've
reflected --

MR RUDEN. | think Ann may have a question.

CHAI RMVAN W NSTEAD:  Ch, Ann, |'msorry.

M5. M TCHELL: Well, actually one of our |earned
hel pful people with our Commssion has had a great deal of
experience with DOI, and the airlines, and so forth. He was
wondering, that the law says that, and DOl has ruled, that you
agents are the agents of the airline, how can you be its
conpetitor?

MR HEWNS: That's a good question. Normally in
an agent relationship there should be sonme conpensation taking
place, | would think. But it's heard to be an agent for soneone
when there's no, you know, noney being transacted between the two
parties. But | guess the question is -- is the question a
rhetorical question?

Qoviously, | would want to be adversarial .

MR RUDEN. In fairness, it's a |legal question.

| can suggest answers to it, but | don't know that
they' re conpetent to do so.

(Aside coments and | aughter.)
MR HEWNS: | need legal counsel | think to advise

ne on a response to that, I'mafraid.
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CHAI RVAN W NSTEAD: Let nme ask, Steve, again on the
tool side. | mean you all live with the CRS and GDSs and al | .

You know, your comment about not being able to
afford that 1400 a nonth, you know, we saw this morning, that
these innovators are out there providing these tools to get into
gaps and get infornation that they get bl ocked from occasionally,
but don't you think that the level playing field issue, the
partnering issue, that may be a concept of a net fare issue that
woul d be consi dered. Certain people have recommended that for
t he Conmi ssi on.

But don't you think again that the tools wll
continue to develop to the point where both the cost and the time
it takes to use themw || begin to aid you all in overcom ng that
confusion that's -- not confusion but the search that you have to
do for your clients?

I mean yesterday we saw at Casto the Obitz fares
and the GDS -- | mean CRS fares on this side on the same screen,
and they were punching back and forth. And | know that that is a
hybrid. | mean apparently this programthat | saw has only been
around for a year, but they're continuing to try to fund it and
develop it.

Wn't that help a lot?

MR HEWNS: | think --

CHAI RVAN W NSTEAD: When you have the efficient

tools and you have the tine it takes to get the information to
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the custoner, it will inprove your conpetitiveness.
MR HEW NS: | think that's a fair statenent. I
think the things that though inhibit that that have to be said is

that, nunber one, there are training issues involved in running -

CHAl RVAN W NSTEAD:  Ri ght .

MR HEW NS: -- a separate set of things around,
because as you can see from |l ooking at Casto Travel running these
systenms is not an easy thing to do.

CHAl RVAN W NSTEAD:  Ri ght .

MR HEWNS: It's not Ilike McrosoftWord or
sonet hi ng. It's very nonintuitive for many people. So just
learning that is an issue. And then adding another layer to it
nakes it nore time-consunming in training, and that sort of thing.

But one of the big issues for me -- yes, | could
afford $1600 a nonth. That's why | was having a hard tine
answering your question, because |I'm negotiating with them no
guestion about it.

M5. CASTO  Sure.

MR HEWNS: But at the sane tinme what is an issue
to ne is that those books do not get counted against ny segnent
requirenments with Galileo. And that is a very real issue for ne
and for a lot of others, because |'ve got those thresholds to
meet .

So ny preference would be -- those systens aren't
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even needed because it all ought to be in the @GS for ny
pur poses. Then serving custoners would be sinpler. But, I|ike
you say, it may devel op the way you' re descri bi ng.

CHAl RVAN W NSTEAD:  Ri ght .

M5. M TCHELL: Wul d you have any recomendations
to us in our deliberations to make reconmmendations to the GDS
peopl e about that very issue?

MR HEWNS: Well, | don't think they would be --
they mght be in a position to acquiesce on segnents that are
booked through one of their sponsored systens |ike Agent\Ware, you
know, so that they count those segnments in some way offsetting
our exposure to them That would be an interesting thing.

But | think the only thing I could say is what |
sort of said earlier is that to inplore the airlines to allow
those fares into the system is the larger point and then the
ability for us to pay the differential to offset the cost.
Renoving the cost issue for the airlines is the big thing,
because then it gets to the core of the issue. It goes from a
cost thing to a control -a-customer, which was said earlier.

And if it is about the control of the custoner,
then that becones a difficult thing for the parties to resolve.
If it's a cost issue and we can deal with it, then that would be
the conclusion, | would think, that it would be good reach.
G herwise, | don't know.

MR RUDEN Do you think it's a cost issue, or
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sonething --

MR HEWNS: No, | don't think it's a cost issue.
And that pains nme to say that. Having done this for so |long and
wanting to sell air tickets -- | mean | know ASTA tells many
travel agencies to focus on other products. But we focus on
other products and we sell airline tickets. And airline tickets
in corporate travel obviously is a big conponent of what we do.
And | don't ascribe to that. | want to grow in all directions.
And | think air travel is an inportant conponent of everything we
do in the travel agency business.

So I'mfor sinplifying and streamiining all those
connections to air. And anything that goes beyond that becones
an added expense, a layer, a nonorganic problemthat's created by
people that don't want to see travel agents be involved with
customers, in ny view

MR DELANOY: 1'd just like to make a comrent about
cost cutting. And, again, you're listening to a narketing guy.

But | don't know of any conpanies that ever
survived just by cutting costs. They had to do something to the
top line. They had to do sonething to their narket, to their
revenues. And so the focus of the airlines on a $12 CRS fee, or
$8, or whatever it is, they cut out already what, $5 billion of
agency commi ssions. And did it help, or are they in the sane
spot ?

Now they're still focusing on costs' cost, and
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that's not the -- as |I've already said here, to ne that's not the
essence of the problens the airlines have, but that's what they
keep bangi ng away on.

MR HEWNS: W're about generating demand.

MR DELANOY: That's right.

CHAl RVAN WINSTEAD: Al right. Well, if we don't
have any nore questions again, Steve and Ceorge, thank you very
much. | thought your testinmony was well thought out and it had
sone solid recomendations for us. And we appreciate you're
taki ng the tine.

MR DELANOY: Thank you.

MR HEWNS: Thanks very nuch.

M5. ROGGE: Thank you.

CHAI RVAN W NSTEAD: Just in conclusion, Dick, do
you have any...?

W do have a hearing -- | guess that's our final
schedule -- on July 31st in Washington. And if there are
additional people that would be interested, we do have sone
peopl e already signed up, but please let us know. And we again
t hank everything for com ng.

M5. CASTO  Thank you.

M5. M TCHELL: Thank you.

(The Commission hearing adjourned at 3:56 o'clock
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