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IN THE MATTER OF an application by the Director of
Investigation and Research under Section 64(l1l) of the
Competition A¢t, R.S. ¢. €-23 as amended.

AND IN THE MATTER OF a Limited Partnership formed to
combine the operations of the Reservec and Pegasus
computer reservation systems.

AND IN THE MATTER OF The Gemini Group Automated
Distribution Systems Inc.

BETWEEN:

THE DIRECTOR OF INVESTIGATION AND RESEARCH,

=,

Z"-.j; Boe o &1t
- and - COMPETITION TRIBUNAL
TRIBUNAL DI LA CONCURRENGE °
F (o]
AIR CANADA | 5
Place Air Canada L DEC 22 1388 724 v
500 Dorchester Blvd. West D T
MOnt rea l . Quebec . REG{;Y?&R —  REGISIRAIRE
H2Z 1X5 OTTAWA, ONT. ”‘222

- and -

AIR CANADA SERVICES INC.
c/o Air Canada

Place Air Canada

500 Dorchester Blvd. West
Montreal, Quebec

H2Z 1X5

- and -

PWA CORPORATION

Suite 2800, 700 - 2nd Street S.W,
Calgary, Alberta

T2P 2W2

- and -

CANADIAN AIRLINES INTERNATIONAL LTD.
Suite 2800, 700 = 2Znd Street 5.W.
Calgary, Albarta

T2P 2W2

-~ and -

PACIFIC WESTERN AIRLIN®- LTT

¢/o Canadian Airlines internasional Ltd.
Suite 2800, 700 - 2nd Street 3.W.
Calgury, Albertsa

T2P 2W2
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- and -

CANADIAN PACIFIC AIR LINES, LIMITED

¢/o Canadian Airlines International Ltd.
Buite 2800, 700 - 2nd Streeat 5.W.
Calgary, Alberta

T2P 2W2

- and -

154793 CANADA LTD.

c/o PWA Corporation

Suite 2800, 700 - 2nd Street 8.W.
Calgary, Alberta

T2P 2W2

- and -

153333 CANADA LIMITED PARTNERSHIP

c/o The Gemini Group Automated Distribution
Systems Inc.

1l Firgt CQanadian Place

F.O. Box B84

5th Floor

Torontn, Ontarvio

M5X 1K4

- and -

THE GEMINI GROUP AUTOMATED DISTEIBUTION
SYSTEMS INC.

1 First Canadian Place

P.C. Box B4

5th Floor

Toronto, Ontario

MEX 1K4

Reswondaents
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RESPONSE OF THE RESPONDENTE TO PART 11 OF TEE

R o G i mar®

AMENDED STATEMENT OF GROUNDS AND MATERIAL FACTS

OF THE DIRECTQR OF INVESTIGATION & RESEARCH

1. This is the Response ¢f the Respondents to Part II, para-
graphs 53 to 69 of the Statement of Grounds and Material Facts for
the Application by the Director of Investigation & Research under

Section 64 of the Competition Act,

2, In paragraphs 53 to 57 of Part 1I, the Director makes refer-~
ence to the proposed Geminl-Pars merger transaction A8 contem-
plated by a Memcrandum of Understanding dated September 13, 1988
entered into by Air Canada, PWA Corporation, TransWorld Airlines
Inc. and NWA Inc. However, as i1ndicated :nn paragraph 59, on
December 5, 1988, the Director was advised by the Respondents that
such merger transaction would not lik.:ly be proceeded with. At
pregsent, no restructured or substitute transaction has been agraed
upon, although the parties to the Mamorandum of Understandinc are
continuing to discuss some form of association. At this time, 1t
appears most likely that any such restructured or substitute
transaction entered into between the parties would not constitute

& merger within the meaning of Section 63 of the Competition Act.

3. In paragraphs €0 to 67 of Part II, the Director sets forth
his perception of the impact on competition in CRS in Canada and
in the airline industry ¢f the Gemini~Pars merger. gince no such
merger 1s now likely to occur, these allegations are irrelevant.
To the e:tent allegations contained in these paragrapha refer to
the Gemini merger, the Respondents reiterate their Response(s)

made to the original Application by the Director.

4. In paragraph 66, the Dire¢tor infers that Air Canada and
Canadian Ailrlines International Ltd. could obtain access L0 confy-
dential data on each other's sales and y:ields, leading t2 the
pessibillity of coordinated pricing between them. The Respondents

deny this allegation. Security codes have been estab!l:sghed tc
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maintain the confidentiality of data for £ach owner. Genrnin. doas
not maintain yield data. This unsubstantiated allegation
suggesting the possibility, and even the likelihood., of criminal
conduct by Gemini, the airlines or their employees is totally

inappropriate,

5. In paragraph 68, the Director introduces the subject of
display in Pars and alleges that the Pars zlgorithm penalizes
interiine connections as compared to on-line connecticns. In
paragraph 69, the Director complains that Air Canada and Canad:an
Airlines International Ltd. have acquired feed carriers and that
the interline penalty in the CRS displsy creates a barvier to

entry to the airline market for Wardalr.

6. Digsplay algorithms are not a merger issue and are therefore
irrelevant., However, even 1f they were relevant, on~line prefer-
ence 18 & well accepted means of ordering display in CRSs in order

to address consumer preference.

7. Display of flights in a CRS requires the establisnment of
criteria for the purpose of ordering the seguence of flights
shown. Although sach CRS 15 different, display algorithms take
into account such factors as departure times, elapsed times,
whether or not a passenger trip 1% non=-stop, direct {same plane
with stops) or reguires connections and whether connections are
on-line or interline. Generally, a praeference is given to on-line
connections {although thia does not necessarily mean that on-line
connections will always appear before interline connecticnal in
racognition ¢of the advantages consumers usually perceive from
on-line connections over interline connectiona. Some of these

advantageas are:

{a}) Through flight responsibility is assumed by one carrisr.
This is especially important for children. the handi-

capped and senior citizeng.
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Responsibility for haggage is zzsumed Dy Ohe Ccarr.isr,
In the case of lost baggage, there is a greater certain-

ty of recovery in a timely manner.

Baggage 18 checxed through. In the c¢case of some inter-
line connections, passengers may be reguired to claim

their baggage at connecting points and recheck it.

Many passengers prefer one carrier on which they accumu-

late frequent flyer points,

Through fares are often less expensgive than theg sur of
local fares. Through fares are available for on-line
connections, but are sometimes not availlable in the case

of interline connestions.

On-line connections usually result 1n closer proximity
of gates between connecting flightes and reduced iikel:-

hood of reguired terminal or airport changeeg.

Very often boarding passes for on-~line connections may
be cobtained at the time of checking in for the first
flight segment, while this 1s not possible in the case

of interline connections.

In the event of traffic delays, there is a greater like-
lihood of coordination with connecting on=-line than
interline flights. This 18 especially important at
connecting points such as Toronto where traffic delays

are not infreguent.

The lowest disccount fares are uasuvally avallable for on-

line and not interliine ¢onnections.
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B. Agreements betwegn trunk and feeder carriers are made in
recognition of customer convenience and have brought significantly
improved commercial air service to many smaller communities 1in
Canada. The reasons outlined above as to why consumers prefer
on-line connectlons apply to connections between affiliated

"

carriers. It 18 for reasons such as these that consumers usually

5

prefer on-line connections, including aonnections between sffili-
ated carriers, and that CRSs respond to this preference by the

display algorithm used to establish the sequencing of flights,

9, The Respondents submit that the Relief sought by the Director

under Part 1I of his Application should be denied.

ALL QF WHICH 1S RESPECTFULLY SUBMITTED this 21lst day of

December. 1988.

ALKINS, MacAULAY & THORVALDSON BENNETT JONES

Per:mm/gé Per:




