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R.8. House of Bepresentatives
Comnittee on Transpertation and Infrastructure

Fames L. Oberstar UHashington, DE 20513 Fobr 1. Aica
Chairman Ranking Republican Member
David Hegpastedl, < dtanes W. Cioen B Fop

o June 15,2010

Yard W. MeCarraghor,

SUMMARY OF SUBJECT MATTER

TO: Members of the Subcommittee on Aviation
FROM: Subcommittee on Aviation Majority Staff

SUBJECT:  Hearing on “The Proposed United-Continental Merger: Potential Effects for
Consumers and the Industry”

PURPOSE OF HEARING

The Subcommittee will meet on Wednesday, June 16, at 9:30 a.m., in room 2167 of the
Rayburn House Office Building to receive testimony regarding the proposed merger of United
Adrlines and Continental Airlines and its potential effects for consumers and the industry. ’

BACKGROUND

United and Continental announced last month that they would metge to form the world’s
largest air carder, further reordering the dynamic U.S. airline industry. Some analysts say the merger
could increase the probability of mote consolidation in the future, with American Airlines and US
Airways regarded as potential participants, and with low-cost carriers having expressed interest in
exploting potential transactions, as well

The United-Continental merger is the second mezger between so-called U.S. legacy carrers —
mainline carriers that operate traditional hub-and-spoke route networks — to be announced after the
industry-wide ctisis that began on September 11, 2001. Legacy catriers have continuously struggled
to regain profitability after a series of challenges that began with the 2001 terrorist attacks and
culminated in skyrocketing oil prices and a global economic crisis. The challenging economic
environment led to reorganizations in bankruptey by Delta Air Lines, Northwest Airines, United,
and US Airways, and it led, as well, to the failures of smaller carriers such as ATA Airlines and Aloha
Atrlines. United operated in bankruptey from 2002 until 2006; Continental did not seek bankruptey
protection during the post-2001 crisis.
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‘The announcement of the merger at issue came slightly less than two years afrer Continental
executives declined a prior United merger proposal, opting instead to cooperate on pricing and
schedules with United and other Star Alliance carders with Federally approved immunity trom
enforcement of antitrust law,

1. The Proposed Merger

United and Continental announced on May 3, 2010, that their boards of directors had
reached agreement on a merger that would create the world’s largest aurline. The merger would be
consummated by a stock-swap transaction the airlines value at approximately $8 billion. United
shareholders would hold 55 percent of the equity in the combined entity; Continental shareholders
would own 45 percent. Chicago-based United and Houston-based Continental operate largely
complementary route networks, although their networks overlap on 15 routes among major U.S.
cities. United president, chairman, and chief executive officer (CEO) Glenn Tilton would initially
assume the chairmanship of the combined entity; Continental president, chairman, and CEO Jeff
Smisek would become the new carrier’s president and CEO.

The combined airline would retain the United name and Continental branding elements
(inclading aircraft paint scheme) and would be headquartered in Chicago, although executives have
publicly said they intend to maintain a management presence in Houston, Continental’s base.
Assuming no substantial network changes, the combined network would emanate from major U.S.
hubs in Chicago, Cleveland, Denver, Houston, Los Angeles, Newark, San Francisco, and
Washington, D.C., with smaller Pacific networks centered on Guam and Tokyo. According to
projections, the merged carrer would surpass Delta Air Lines as the wotld’s largest airline in terms
of revenue and available seat miles (ASMs). United and Continental say Delta would continue to
serve more destinations than any other U.S. carder.

According to information published by the carders, the proposed merger would result in
new annual synergies totaling $1 billion to $1.2 billion, with net annual cost synergies expected to
total between $200 million and $300 million and estimated revenue synergies to total between $800
and $900 million. The carriers say the combined company would generate annual revenue of
approximately $29 billion. Combined, the two carriers employ approximately 89,000 people in the
United States and abroad.

11 Federal Review

Under Federal law, the Department of Justice (DOJ) must thoroughly examine a proposal to
combine two or more airlines to determine whether the proposal violates antitrust law. The
Department of Transportation (DOT) must also approve the transfers of the combining carrers’
operating authorities.

A. Department Of Justice Antitrust Review
Federal law generally forbids large business entities from combining in ways that

substansally restrain or eliminate competiton. The Clayton Antitrust Act prohibits any transaction
“where in any line of commerce or in any activity affecting commerce in any section of the country,
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the effect of such acquisition may be substandally to lessen competition, or to tend to create a
monopoly.” The DOJ’s Antitrust Division and the Federal Trade Commission enforce the Clayton
Act and andtrust law, although the DOJ beats primary responsibility for reviewing proposed aitline
mCIgCtSA

To ensure DOJ officials have sufficient time in which to assess proposed transactions and to
decide whether to challenge them, the Hart-Scott-Rodino Act (P.1.. 94-435) requires the parties to
certain high-value transactions — airline mergers included — to notify the DOJ of the pendency of
those transactions and to observe a 30-day waiting period, which can be extended upon DOJ
request, before proceeding with the transactions.” DOJ review typically consumes three to six
months, at minimum; United and Continental legal counsel informed staff that the carriers hope
DOJ review will conclude by the end of this year.

For purposes of application of antitrust law, aitline mergers ate horizontal mergers:
combinations of compedtors offering the same product in the same geographic markets. Horizontal
mergers may result in, among other things: (1) an increase in the merged entity’s market power, such
that it would attain an undue level of control over pdcing; and (2) informal collusion or predatory
pricing practices among the few carriers remaining in a given market. In such a case, with relatively
few companies in a given market, it becomes possible for firms to predict accurately how rivals will
react to changes In price without any explicit agreements. Further, an increase in concentration may
also enhance a company’s ability to engage in predatory conduct toward competitors, producing new
bartiers to entry for new firms, leading ultimately to higher prices.

The DOJ applies its and the Federal Trade Commuission’s Horizontal Merger Guidelines to
determine whether 2 merger will result in the creation or enhancement of any single carrier’s market
power in any relevant market.” Such a result obtains when a merger “significantly increases
concentration and results in a concentrated market.”* To ascertain whether the merged carrier’s
market power will blossom to improper levels, the DOJ conducts a five-part analysis prescribed
under the Guidelines:

&) The DOJ identifies markets affected by the merger, ascertains the merger’s effect on the
number of competitors in those markets, and assesses market concentration post-merger;

2 The DOJ analyzes the likely competitive effects of any increase in concentration;

3 The DOJ considers the likelihood of new entry that could mitigate potentially
anticompetitive effects in affected markets;

4 The DOJ assesses whether the merger may result in market efficiencies or any net increase in
competition; and

115 US.C. §18 (2010).

2Id. at § 18a. Staff was informed the 30-day waiting period for this transaction has been extended.
*DOJ and U.S. Federal Trade Comemission, Horigontal Merger Guidelines (April 8, 1997).

“Id at§ 1.0
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(5) The 130 evaluates whether one or more of the parties to the merger are likely to fai,
: 5
causing the loss of assets from the system, unless the merger proceeds.

Folded into the analysis is an evaluation of the potential future consequences of the
proposed merger, including its “downstream” effects, such as the likelihood that the merger might
lead to other mergers® or will change competitive dynamics in the industry.” The DOJ applies the
Guidelines “reasonably and flexibly to the particular facts and circumstances of each proposed
merger,” because “it is not possible to remove the exercise of judgment from the evaluation.”

The DOJ’s market-by-market analysis typically requires the DOJ to identify city pairs in
which a merger may affect the level of competition. A reduction in competition would most
commonly occur on routes operated by both carriers, so the extent of network overlap is a major
element in, if not a focal point of, the analysis. Generally, when determining competitive effects in
relevant markets, the DOJ accounts for the significance of airhine-specific practices such as loyalty
programs and online reservation systems with instantaneous fare information.

The DOJ may consult with the DOT durning its investigation when the DOT’s expertise in
aviation policy would assist the DOJ in making factual determinations. DOT staff said the DOT
supplies data and policy advice to the DOJ as appropriate. In some past merger cases, the DOT has
privately shared views with DOJ on the possible competitive consequences of proposed mergers.

The DOJ’s analysis may end with a conclusion that a merger does not jeopardize the level of
competition in any relevant markets, In that case, the parties would be free to proceed with the
transaction. On the other hand, the DOJ may conclude that the merger would create one or more
anticompetitive concentrations of market share. In such a case, the DOJ may file suit in Federal
court to block the merger, and the parties could agree to enter into a consent decree to dispose of
the lawsuit, voluntanly agreeing to remedy competitive problems by divesting assets, or the case
could proceed to final disposition by a judge, who could issue an injunction that either permits the
merger to proceed with limitations or blocks the transaction altogether.

A DOJ decision to file a lawsuit to challenge a proposed airline merger would not be
unprecedented. In 2001, the DOJ announced it would sue to block a proposed merger between
United and US Airways; the carriers ultimately decided not to pursue that transaction.

5 1d. at §§ 1.0, 2.0, 3.0, 4, and 5.0.

6 Asked about the role of the potental for future mergers in the DOJ’s antitrust analysis, Assistant Attorney General
James H. O’Connell, Jx., testified at the Aviation Subcommittee’s 2008 hearing on the Delta-Northwest merger that
“industry-wide implications can play 2 part in” the DOJ’s market-power analysis. Impact of Consolidation on the Aviation
Industry, With a Focus on the Proposed Merger Between Delta Air Lines and Northwest Airlines, U.S. House of Representatives,
Comumittee on Transportation and Infrastructure, Subcommittee on Aviation, Transcript of Hearing (May 14, 2008), at
31

7 Mr. O’Connell further testified that the DO] “look([s] at all aspects of competition . . . to determine what the current
state of play is and, most importantly, to determine to whar extent, if any, the transaction will alter that state of play, will
change the competitive dynamic.” Id at 33,

8 Horigonial Merger Guidelines, supra note 3, at § 0.
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B. The Department Of Transportation’s Limited Review

Each U.S. air carrier must possess a DOT certificate of public convenience and necessity in
order to provide air transportation.9 The DOT’s role in government review of a proposed airline
mesger focuses on approval of the transfer of the predecessor carriers’ statutorily required
certificates to the merged entity. The DOT approves the transfer of such certificates — which
include international route authorities — only if it concludes that doing so would be “consistent with
the public interest.”"

A certificate of public convenience requires 2 DOT finding that the applicant carrier is
economically fit."! From an economic fitness perspective, both air carriers must provide DOT
updated fitness information on the merged entity, and DOT would also have the authority to review
any code-sharing arrangements ot alliances involving the two carriers that would be affected by a
merger.

III.  Possible Effects on Domestic and International Competition

Any aitline merger invariably affects consumers and communities, as 2 merger inherently
reduces the number of competitors in the marketplace. According to data provided to staff from a
variety of sources, including the carriers themselves, the proposed merger between United and
Continental will affect competition in certain domestic and international city-pair markets.
Reduction in competition inevitably leads to higher air fares. The recent public remarks of airline
executives and industry analysts, furthermore, bespeak a strong industry expectation that further
consolidation activity will follow.

A, Possible Effects on Domestic Competition

Concerns have been ratsed that a merger of United and Continental could result in
substantial increases in air fates. The carriers could exert their market power to monopolistic effects
at their hubs in some of the nation’s important citles: Chicago, Cleveland, Denver, Houston, Los
Angeles, New York, San Francisco, and Washington, D.C. The carriers state that they do not intend
to close any of those hubs as a result of the merger. Accordingly, the combined carrier will be a
generally bigger competitor at its hubs and will exert its power to discourage competitors from
entering the market.

In 1993, the Government Accountability Office found that fares at concentrated hubs are
higher than fares elsewhere.”” Moreover, the Transportation Research Board noted in a 1999 report
on competition in the airline industry that: “[h]igher average fares in concentrated hub markets
compated with unconcentrated hub and nonhub markets have been observed in several studies” and
that “the consistency with which hub markets appear among the highest fare markets is noteworthy
and raises the possibility that hub carriers are exploiting market power in ways that would not be
sustained if they were subject to more effective competition.”™” Proponents of the merger generally

% See 49 U.S.C. §§ 41101, 41102 (2010).

19 I at § 41105(a).

WA at § 41102(b).

12 See Government Accountability Office, Airfares ar Concentrated Airports (GAO/RCED-93-171).

3 Transportation Research Board, Enrry and Competition in the U.S. Airline Industry: Issue and Opportunities (1999), at 96.

5
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point to low-cost carriers” ability — under the market soructure that has existed untl now ~ to exert
price discipline on air fares in affected markets. Proponents say price discipline enforced by such
carners should minimize potennal air fare increases in affected major markets. In this case,
however, low-cost carriers are likely, at best, to exert price tension; industry experts say such carrers
could increase their own fares if the combined United-Continental begins to exercise sufficient
market power to sustain higher fares in affected markets. Moreover, low-cost carrers do not serve
the majority of the small communities presently served by United, Continental, and other legacy
cargers.

.

United’s and Continental’s domestic route networks overlap in certain major markets. Air
fares will increase on nonstop flights among the major domestic markets where the foute networks
overlap and where the merger will necessarily reduce the number of competitors in those markets.
The DOJ’s most recent antitrust analysis, with the support of empircal data, economic studies, and
precedent, generally assumed that air fares increase significantly in markets where the number of
nonstop competitors decreases from two to one and that air fares increase to a lesser degree in
markets where the number of nonstop competitors decreases from three to two." The
concentration of Jow-cost carriers and the extent of low-cost carriers’ pricing power in affected
markets may determine, to some degree, the effect on prices of such compentive reductions.

According to current and planned schedules, the United and Continental route networks
overlap among 15 nonstop city-pairs markets as indicated in figure 1, below.

1+ See Comments of DOJ on Ordet to Show Cause, I 7¢ Joint Application of United Air Lines, Inc., et al,U.S. Dep’t of
Transp., Dkt. No. DOT-OST-2008-0234 (June 26, 2009), at 24-25, 25 . 67 (citing, inter alkia Peters, “Evaluanng the
Performance of Merger Simulation: Evidence from the U.S. Aidline Industry,” 49 Journal of Law and Economrics 627 (2006);
Joskow, Werden & Johnson, “Entry, Exit and Performance in Airline Markets,” 12 International Journal of Industrial
Organigation 457 (1994); Borenstein, “The Evolution of U.S. Aidine Competition,” & Josrna/ of Economic Perspeciives 45
(1992); Borenstein, “Hubs and High Fares: Airport Dominance and Market Power in the U.S. Airline Industry, “ 20
Rand Journal of Economics 344 (1989); Brueckner, Dyer & Spiller, “Fare Determination in Hub and Spoke Networks,” 23
Rand Journal of Economics 309 (1992); Mornison & Winston, “Eshancing Performance in the Deregulated Air
Transportation System,” 1989 Brooksngs Papers: Mic ey 61 (1989) (hereinafter “DOJ Comments™).

6
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Figure 1. Network Overtlap Between United and Continental.

NETWORK OVERLAP
BETWEEN ... ...AND.,.
Chicago Cleveland
Houston
New York City
Cleveland Denver
Houston Denver
Los Angeles
San Francisco
Washington, D.C.
New York City Denver
Los Angeles
San Francisco
Washington, D.C.
Los Angeles Kahuluw, Hawaii
Honolulu
Washington, D.C. Cleveland

The merger will reduce, by one, the number of aitlines competing for passengers in the city-
pair markets listed in figure 1. In all but two city-pair markets, low-cost carriers presently compete
with the two carriers.

However, a look at aitport-pairs could raise concerns. Specifically, the merger will reduce
the number of nonstop competitors from two to one among five airport-pairs:

Cleveland (CLE) and Washington-Dulles (IAD);
Denver (DEN) and Newark (EWR);

EWR and IAD;

EWR and San Francisco (SFO); and
Houston-Intercontinental (IAH) and SFO.

YV VYY

Ammnong four airport-paits, according to data provided to staff, the number of competitors
will be reduced from two to one when both nonstop and connecting service 1s considered:

EWR and Omaha, Neb. (OMA);
Steamboat Springs, Colo. (HDN), and IAH;
IAH and Montrose, Colo. (MTJ); and

IAH and OMA.

VVVYY

Several airports in the lists (EWR, IAD, IAH, and SFO) are located in metropolitan areas
served by alternative airports where competitors, including low-cost carriers that help keep fares
low, may offer nonstop or connecting service to affected cities. For that reason, the DOJ tends to
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focus on the city-pair analysis instead of the airport-pair analysis; the former accounts for the fact
that travelers in large metropolitan areas such as Washington, 12.C., Houston, New York City, and
San Francisco do not necessanily utlize 2 single airport to the exclusion of others.

The carriers appear to expect, based on recent DOY practice, that the DO] will apply the
city-pair analysis when assessing the merget’s competitive effects and will consider the merger’s
effects on all airports together in metropolitan areas instead of individual airports, Aggregation in
that manner would significantly reduce the nuraber of overlapping city-pairs, although the carriers
themselves acknowledge that they will attain a market share of more than 50 percent for nonstop
and connecting service to and from two cities: Steamboat Springs and Moatrose, Colorado.

The merger will increase the concentration of U.S. domestic market share, as well.
According to the most recent data available from the DOT"s Bureau of Transportation Statistic
(BTS), as well as data provided by the carriers, United’s and Continental’s cornbined share of the
domestic market would approach 20 percent, as de?icred i figure 2, below. The combined carrier

would possess the largest domestic market share of any U.S. carder, and the domestic market would
he merged United, Delta, American, and Southwest, according to DOT data on

aulines’ shares of total revenue passenger miles.

be dominated by

Figure 2. Current Domestic Market Shares
{percentage of total tevenue passenger miles)”

CARRIER DOMESTIC MAREET

SHARE (percent)
American 13.8
Sounthwest

Delm

Northwest

letBlue

ArTran 3.4
Alaska 31
Other 18.9

According to data compiled by OAG Aviation Consulting Services, the merged carrier and
its regional affiliates will operate 70 percent of seat departure
Houston-Intercontinental, 48 percent from Chicago-O'Hare, and 73 percent from Newark.

from Cleveland, 87 percent from

BT rhine Domestic Markes Mer:

. )/ 2 ruary 2010, Data for Delta and Northwest are seported separately
because, during much of the reporting pesio

d, Delta and Northwest had not yet moved 1o 2 single operating certificate.
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B. Possible Effects on International Competition

The proposed transaction also has an international dimension and will permit the combined
cartier, in at least one international market, to attain a market share that the DOJ has previously
charactetized as anticompettive.

In most transatlantic city-pair markets, United and Continental do not presently compete
against one another, having received government approval in 2009 to cooperate with one another
and with their Star Alliance partners on pricing and schedules in many worldwide matkets. ™ The
carriers’ joint venture in transatlantic markets received, with DOT approval, immunity from
enforcement of Federal antitrust law (with conditions).” United and Continental have sought the
same immunity for a similar type of cooperation with their Japanese partner on transpacific flights.”®

The DOJ objected to Continental’s application for antitrust immunity for cooperation with
United and Star Alhance carniers because, inler alia,

{tihe . . . proposed elimination of competition between United and
Continental for transpacific and Latin American service threatens
competitive harm in markets where entry is limited by restrictive
bilateral agreements. It will, for example, substantally lessen
competition in city pairs between the U.S. and Beijing, where United
and Continental provide substantial connecting service.”

The DOJ found that, between the United States and Beijing, China, Continental and United together
account for 57 percent of capacity on offer between the United States and Beijing. Similarly, the
DOJ found that the carriers jointly control 28 percent of the capacity on offer for flights between
the United States and Hong Kong”

The DOT, which has statutory responsibility for ruling on carriers’ requests to proceed with
immunized joint business ventures, accepted the DOJ’s arguments in part and rejected them in part.
The final order granting antitrust immunity to United and Continental carved out, from the
immunity awarded, flights from the United States to Beijing, among other destinations.”
Accordingly, the merger will vest, in the combined carrier, a sizeable market share in Beijing — one
of the several markets in which United and Continental presently compete and do not enjoy
antitrust immunity.

Concerns have been expressed that in transatlantic markets between the United States and
Europe, where immunized alliances (SkyTeam, Star, and oneworld) already control a significant
share of traffic, the consolidation of U.S. air carriers would further concentrate market share within

16 Final Order, In re Jornt Application of United Air Lines, Inc., et al, 1U.S. Dep't of Transp., Dke. No. DOT-QST-2008-0234
(July 10, 2009) (hereinafter “DOT Final Order™).

74

1 Joint Application of A Nippon Ajrways Co., Lid., Continental Airlines, Inc., and United Air Lines, Inc., In re Joint
Application of Al Nippon Airways Co., Litd., et al, U.S. Dep’t of Transp., Dkt. No. DOT-OST-2009-0350 (Dec. 23, 2009)
(consolidated by order into Dkt. No. DOT-OST-2010-0059).

1 DOJ Comments, supra note 14, at 2-3.

% Jd at 18-19.

2 DOT Fanal Order, supra note 16, at 28, Appx. A
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these alliances, making it more difficult for new competitors to enter the market. Proponents of the
merger claim United and Continental find it difficult to compete with well-capitalized foreign
competitors and that antitrust-tmmunized alliances actually increase consumer choice. The merged
carrier, together with its Star Alliance partners, will attain a substantial share of markets between the
United States and international destinations and could, opponents say, engage in cartel pricing with
the members of other airline alliances in international markets. At the least, the DOJ has expressed
colorable concerns that, in certain international markets, collusion by United and Continental would
be anticompetitive and result in air fare increases, as evidenced by the comments cited above.

C. Capacity Reductions

United and Continental executives maintain the merger will not, in and of itself, directly lead
to significant reductions of capacity, although mergers tend to result in capacity reductions. The
term “capacity” refets to the Inventory of seats available to passengers. By adjusting capacity,
airlines can move the supply of aitline seats in relation to demand and can adjust air fares in
accordance with the laws of supply and demand. Capacity is most routinely adjusted by disposing of
certain aircraft and by reducing the inventory of seats and flights in certain markets. United and
Continental executives say that, because the carriers’ networks do not overlap significantly, the
merger presents little opportunity to reduce capacity. The merger has been characterized as an end-
to-end merger that will create cost synergies and new connecting opportunities for passengers.

Some industry analysts, however, hold a view that mergers make financial sense for carriers

because they facilitate the elimination of capacity, constricting the supply of airline seats and
increasing airfares. A J.P. Morgan report published on the eve of the metger announcement based
its estimates as to cost and revenue synergies on an eight percent capacity reduction. Barclays
Capital has premised similar estimates on a nine percent capacity cut.™ A UBS analyst has said a
capacity reduction of 10 percent would be necessary to create the revenue synergies that United and
Continental anticipate.™ In such 2 scenatio, the combined carrier would offer 10 percent fewer seats

than United and Continental currently offer on a combined basis.

Although they are not necessarily reflective of competing airlines’ strategic plans and
outlooks, public comments by leaders of American Airlines and US Airways indicate United’s and
Continental’s competitors anticipate benefits from the merger’s potential effects on the industry: less
competition, a reduction in industry fragmentation, and an adjustment of supply and demand,”®
which may result from capacity reductions.

2 1.P. Mozgan, Airknes: Pro Forma UAUA-CAL Model (Apsl 30, 2010, at 1.

2 Lot Ranson, “United Forces the Merger Pace,” FlightGhbal (May 20, 2010).

# Jeremny Lerner, “Airlines Try to Get Merger Off the Ground,” Finandal Times (May 28, 2010).

B See, 0., “Merger and union talks to help AMR cut costs: AMR CEO,” Reuters (May 19, 2010) (quoting American
CEO Gerard Arpey as saying, “A combined United/Continental would mean one fewer choice in the marketplace, and
may result in 2 better balance between industry supply and demand, potentially resulting in a more radonal competitive
environment.”}; “US Aix CEO Supports United/Continental Merges,” Reuters (May 18, 2010) (quoting US Airways
CEOQO Doug Parker as saying, in context of United-Continental merger, that consolidation “makes the industry more
efficient. We end up with less fragmentation. It makes the industry stronger and therefore makes US Airways stand-
alone stronger.”).
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D. Prospects for Further Industry Consolidation

The press has widely reported views from industry stakeholders and analysts who believe the
merger is likely to lead to further consolidation as the merged United’s competitors struggle to offset
its sizeable market share and to compete with its globe-encircling network. In 2008, the Aviation
Subcommittee held a hearing on the Delta-Northwest merger and received substantial testimony
about the merger’s potential effects for consumers and the industry. In patticular, industry analysts
and observers testified that the Delta-Northwest merger was likely to trigeer further consolidation
activity among U.S. cartiers. The merger now at issue was widely predicted when Delta and
Northwest merged.

Executives with US Airways have publicly said recently that they regard a mezger as a likely
strategic move in the future. US Airways president Scott Kitby, in fact, said on May 27 that,
“|fjurther down the road, there’s a high probability that US Anrways will wind up merging with either
United, Delta, or American.”® Airline analyst Bob McAdoo recently concluded US Airways and
American are increasingly likely to participate in consolidation activity as a result of market
conditions created by the United-Contnental merger.” Any further consolidation within the
industry would, of course, be subject to competitive analysis, scrutiny, and approval by the DOJ’s
Antitrust Division.

Carrlers appear to regard participation in an antitrust-immunized internadonal joint venture
as an unacceptable substitute for merging, as evidenced by the fact that the Delta-Northwest and
United-Continental mergers have been proposed despite the cartiers’ participation in such joint
ventures. United and Contivental have said they cannot captuse the same efficiencies and synergies
in their existing immunized joint venture with Star Alliance carriers as would be available through a
merger. Other U.S. carriers’ participation, either now or in the future, in antittust-immunized
ventures is not likely, in staff’s view, to deter those carriers from engaging in consolidation activity.

IV.  The Merger’s Social Dimension

Like any airline metger, the United-Continental merger will have a social dimension and will
affect substantial numbers of the 89,000 employees of both cartiers. United and Continental
executives have said on numerous occasions that the merger will not result in significant involuntary
reductions of frontline employees, although it is likely to result in some redundancies among central
management employees. The esecutives have said they hope any reductions to frontline staffing can
be effectuated through voluntary programs, retrement, and attrition.

In terms of major employee groups, both Contnental and United pilots are represented by
the Air Line Pilots Association (ALPA). ALPA represents more than 7,700 total pilots at United
and more than 4,800 total pilots at Continental. The International Association of Machinists and
Aerospace Workers (IAM) represents 9,500 Continental flight attendants and 16,000 ramp, service,
stores, public contact, and food service workers, fleet technical instructors, maintenance instructors,
and security guards. The Association of Flight Attendants (AFA) represents 17,000 flight attendants

% Ted Reed, “US Airways: Merger Probability Is High,” The Streer (June 1, 2010).
# Linda Loyd, “Analyst: US Airways Is Attractive Merger Partner,” Philadelphia Inguirer (May 26, 2010); Ted Reed,
“American Needs US Air Merger: Analyst,” The Streer (May 26, 2010).
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at United. The International Brotherhood of Teamsters represents 8,000 mechanics at United, 5,600
mechanics at Continental, and 8 000 fleet service workers at Continental.

The merger announcement comes at a strategically significant time for Continental and
United pilots and flight attendants, all of whom are presently in contract negotiations with
management. The United and Continental pilot groups, represented by ALPA, acknowledge the
merger Is expected to create value for stakeholders and said in a statement that they “fully expect to
share in that value.”” If the terger proceeds, the AFA and IAM would participate in a
representational election among United and Continental flight attendants. Labor unions in general
have said they will work to ensure the merger will benefit airline workers.

V. Prospects for Sustained Profitability

United and Continental expect the merger to gencrate substantial cost synergies: roughly $1
billion to $1.2 billion over the long term. According to materals provided by the carriers, those
synergies will result from optimization of schedules, integration and rationalization of fleets and seat
inventory, use of integrating pricing, elimination of admimstrative ovethead redundancies at
headquarters and airports systemwide, integrated computer systems, and optimal use of real estate
and staffing, among other things. United and Continental pilot leaders informed staff that they view
the Delta-Northwest merger as having created such synergies.

As a general mattert, the airline industry has encountered challenges in recovering the cost of
its capital, due in part to the highly technical and complex nature of airline operations, their
exposure to numerous sources of fisk around the world, and the volatile nature of oil prices.
According to data released by the DOT’s BTS, jet fuel prices have been exceptionally volatile over
the last two years, although in April they receded to an average of $2.31 per gallon, down from an
all-time high of $3.69 per gallon in July 2008. U.S. carriers in general say they are unable to compete
with well capitalized foreign catriers — at least those foreign carriers with which they are not
immunized alliances — in the wotld market. Moreover, United and Continental argue that average
one-way airfares, when adjusted for inflation, fell from $253 in 1990 to $142 in 2009.

Neither United nor Continental has regained sustained profitability, although United
recorded an operating profit for the first quarter of 2010 — its first such profit since 2000. The
carriers’ most recent financial statements indicate net losses for the first quarter of this year and for

full-year 2009, as depicted in figure 3 below.

B ALPA, Joint Statement of United and Continental Master Executive Councils (May 3, 2010).
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Figure 3. Recent Financial Data, As Reported By United And Continental.

1Q 2010 RESULTS 2009 FULL-
YEAR RESULTS
UNITED” Net loss of $92 million. Net loss of
$1.1 billion.
Operating profit of $58
million.

CONTINENTALY® Net loss of §136 Net loss of
million. $282 million.

Mergers, however, have not always succeeded in creating sustained value for shareholders,
passengers, employees, and other airline stakeholders. No evidence exists that mergers have directly
resulted in the failures of air carriers, but the history of consolidation in the U.S. aitline industry
likewise does not support the conclusion that mergers have been directly linked to sustained
profitability. Despite mergers with Ttans World Airlines (in 2001) and Reno Air (in 1999),
Ametican has not achieved consistent profitability since 2001. The 2005 merger of US Airways and
Amernica West has been beset by challenges over the integration of competing labor groups. On the
other hand, some transactions among carriers have added value for stakeholders. The merger of
Delta and Western Airlines in 1987 was an end-to-end combination that made new connections
possible for travelers on the East and West coasts. United’s purchase of the Pacific operations of
Pan American World Airways (Pan Am), Delta’s purchase of Pan Am’s transadantic routes and
Northeast shuttle, and American’s purchase of Eastern Air Lines’ Caribbean and Latin American
networks are examples of limited scenarios in which acquisitions have broadened the scope of U.S.
carriers’ networks and have potentially enhanced the level of choice for air travelers.

# UAL Corp,, U.S. Secs. and Exchange Comm’s Form 8-K (April 27, 2010); UAL Corp., U.S. Secs. and Exchange
Comm’n Form 8-K (Jan. 27, 2010).

# Contnental Airlines, Inc., U.S. Secs. and Exchange Comm’n Form 8-K (Aprl 22, 2010); Continental Arlines, Inc.,
U.S. Secs. and Exchange Comm’n Form 8-K (Jan. 18, 2010).
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THE PROPOSED UNITED-CONTINENTAL
MERGER: POSSIBLE EFFECTS FOR CON-
SUMERS AND THE INDUSTRY

Wednesday, June 16, 2010

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON AVIATION,
COMMITTEE ON TRANSPORTATION AND INFRASTRUCTURE,
Washington, DC.

The Subcommittee met, pursuant to call, at 9:30 a.m., in room
2167, Rayburn House Office Building, Hon. Jerry F. Costello
[Chairman of the Subcommittee] presiding.

Mr. CoSsTELLO. The Subcommittee will come to order. The Chair
will ask that all Members, staff and everyone turn all electronic de-
vices off or on vibrate.

The Subcommittee is meeting today to receive testimony regard-
ing the proposed United-Continental merger and the possible ef-
fects for consumers and the industry. I intend to give a very brief
opening statement and put the rest of my statement in the record.
And then I will call on Mr. Petri for his opening statement. And
then we will go immediately to our first panel, the Members panel.

I welcome everyone today to the Aviation Subcommittee hearing
on the proposed merger between United Airlines and Continental
Airlines and its potential effects for consumers and the industry.
In particular, I want to welcome the families of Colgan Flight 3407
for being with us today and for their steadfast support to improve
pilot training and safety in the industry.

Given that we have several panels today, I will be brief with my
statement and ask Mr. Petri to do the same so that we can go to
our first panel.

Last month, United and Continental announced they would
merge to form an airline that by several measures will be the larg-
est airline in the world. United and Continental claim the proposed
merger will generate up to $1.2 billion in annual revenue and will
create cost synergies for more effective aircraft utilization, a more
comprehensive route network, and improved operation efficiencies.

In 2008 this Subcommittee also held a hearing on the merger of
Delta Airlines and Northwest Airlines. At that time there was
speculation that other carriers within the industry would merge to
create a U.S. airline industry dominated by just a few mega-car-
riers.

Just 2 years later, as many predicted, we are meeting here again
today to discuss another proposed combination that would surpass
Delta as the world’s largest. This merger would leave our U.S. In-
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dustry with only four legacy airlines. We all have a shared interest
in maintaining a safe, reliable, competitive, and profitable air
transportation system, and we must ask critical questions on the
long-term implications of continued mergers for the future of the
industry.

I am very concerned about how this merger, if approved, will af-
fect ticket prices for passengers, how the merger will affect pilots,
flight attendants, mechanics and employees of both airlines, how
many employees will lose their jobs or receive reduced benefits and
wages, and what will happen with existing union contracts.

Less competition generally leads to higher prices, fewer choices,
and a loss of jobs. I sympathize with the thousands of airline em-
ployees who have suffered as a result of airline financial problems
in the past. Many have seen their hard-earned pensions drop dur-
ing airline bankruptcies, seniority rights disappear, labor disputes
go unresolved, wages frozen or cut, d jobs lost to outsourcing and
consolidation.

This merger should not take place at the expense of consumers
or the workers who have already made tremendous sacrifices. Un-
fortunately, past mergers have not always demonstrated that con-
sumers and employees will be better served by consolidation.

Therefore, what I want to learn from this hearing is, number
one, how is this proposed merger different from past mergers? And
number two, how will this merger really affect consumers and em-
ployees?

Currently, both the Department of Justice and the Department
of Transportation are in the process of reviewing the merger. I un-
derstand that United and Continental are hopeful a decision will
be made by the end of the year. Although we do not have a govern-
ment panel testifying here today, I trust that the appropriate Fed-
eral agencies will make certain that this proposed merger receives
a thorough review and will ensure that it is consistent with the re-
quirements of the law.

Finally, I am interested in hearing from the analysts on our sec-
ond panel regarding the pros and cons of this merger, the prospects
for future mergers, and whether low-cost carriers will be able to ef-
fectively keep airfares down in markets affected by the merger.

Before I recognize Mr. Petri for his opening statement or re-
marks, I ask unanimous consent to allow 2 weeks for all Members
to revise and extend their remarks and to permit the submission
of additional statements and materials by Members and witnesses.
Without objection, so ordered.

Additionally, at my request, the Department of Justice has pre-
pared a letter explaining its antitrust review process in general.
The letter does not deal with this specific merger, but it may be
helpful to Members of the Subcommittee in understanding the
process. In addition, we have received letters from organizations
concerning this specific merger. And I will ask unanimous consent
that these letters be placed into the record. Without objection, so
ordered.

[The information follows:]



U.S. Department of Justice
Office of Legislative Affairs

Office of the Assistant Attorney Generat Wastingten. D,C. 20530

The Honorable Jerry F. Costello

Chairman

Subcommittee on Aviation

Committee on Transportation and Infrastructure
U.S. House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

The Department of Justice appreciates having this opportunity to respond to the -
Subcommittee’s June 7, 2010, request for information on the process by which the Antitrust
Division reviews airline mergers. The Department cannot comment on the specifics of any
transaction it is currently investigating, such as the proposed merger of United Air Lines and’
Continental Airlines. Set forth below, however, is a general description of the process used by
the Division to evaluate mergers, including those in the airline industry.

Mergers can allow businesses to grow in ways that help consumers, They can combine
complementary assets and enable firms to get new and better products to consumers more
quickly and more cheaply. On the other hand, mergers can harm consumers by, for example;
climinating competition that would have resulted in lower prices or product innovation. Those
potentjal-consumer harms have been a cenitral concem of the Justice Department since the
Shérman. A¢t’s enactment, ‘ ) o ’

. The Justice Department reviews most mergers within the procedural framework of the
Hart-Scott-Rodino Antitrust Improvements Act of 1976. Under that statute, parties to proposed
transactions over a certain size must provide to the Antitrust Division (the Division) information
regarding their businesses before consummating their transaction. Although the review of the ~
vast majority of transactions subject to this pre-merger filing requirement is accomplished within
30 days, some transactions require a-closer look in order to be able to make an informed
judgment about their likely competitive effects. In those instances, the Division issues what is
called a second request, which is essentially a request for 2 more complete set of party
documients and data. Until they comply with the second request and provide the Antitrust
Division time to review their materials, parties are not allowed to consurnmate their proposed
deal. Working together, the Antitrust Division’s economists and lawyers.examine the
transaction’s likely competitive effects based on the facts as they present themselves.
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At the end of the Division’s review, if they believe that the transaction is likely to violate
the antitrust laws and they are unable to resolve their concemns through a negotiated result, the
Department must file a Jawsuit asking a court to enjoin the parties from completing their
transaction. Courts adjudicate the Department’s merger challenges under the Clayton Act,
which prohibits transactions that may result in a substantial lessening of competition. After
learning that the Department intends to file suit to block a deal, parties frequently will seek to
negotiate a settlement that will remedy the competitive harms of the transaction while
simultaneously allowing the procompetitive aspects of the merger to go forward. Indeed, it has
been the case for many years that the majority of the transactions challenged by the Justice
Department have resulted in negotiated settlements. The Department’s ultimate goal in all cases,
however, is preventing mergers from having adverse effects on consumers and competition.

The likelihood of a merger having adverse competitive effects depends on the specific
market facts. Generally speaking, mergers may present two broad categories of competitive
harm: (1) coordinated interaction and (2) unilateral effects. A merger may substantially lessen
competition through coordinated interaction if it would allow competitors to coordinate their
pricing or other competitive actions more successfully than they would be able to coordinate
without the merger. A merger may substantially lessen competition through unilateral effects if
the transaction would enable the merged firm to raise price or otherwise exercise market power
even without engaging in coordination with its rivals,

In evaluating the likely competitive effects of a transaction, the Department considers a
wide variety of evidence. The Antitrust Division can obtain evidence from the merging parties,
their competitors, their customers, consumer groups, government agencies with experience in the
relevant industry, and economic and industry experts. Moreover, the Division has developed its
own expertise regarding certain industries that they have been required to investigate on multiple
occasions. By carefully evaluating the evidence, the Department obtains an understanding of the
markets affected by a proposed merger and how they will be impacted by the proposed
transaction.

Mergers in the airline industry typically involve many different markets, and assessing
competitive effects can require very fact-specific inquiries. For instance, a recurring issue in
airline mergers is whether consumers view travel into different airports—for instance, Reagan
National and Baltimore-Washington International—as close substitutes. Another recurring issue
concerns the degree to which consumers prefer non-stop travel over connecting travel between
two cities. . ' .
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Thank you for your interest in the work of the Department of Justice. Please do not
hesitate to contact this office if we may be of further assistance with regard to this or any other
matter.

Sincerely,

{RECA

Ronald Weich
Assistant Attorney General

cc:  The Honorable Thomas E. Petri
Ranking Minority Member
Subcommittee on Aviation
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AERDO MAINTENANCE GROUPRP

June 2, 2010

The Honorable Richard J. Durbin
309 Hart Senate Bldg.
Washington, DC 20510

Dear Senator Durbin-

| am writing to express my enthusiastic support for the proposed merger of United Airines and
Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry.
The merger could aflow us to build on our current relationship and become a stronger partner with the
combined airline. Given the upheaval in the airline industry of the past decade, this is particularly
good news for our company and our 350 employees in Miami, FL, Atlanta, GA and Dallas, TX.

United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. camers and will offer convenient access to Asia, Europe, Latin America, Africa
and the Middie East. The two companies have also worked together as members of the Star
Afiance. This merger will take their patnership to the next level, and we want to be a part of their
future success.

turge you to support a fair, expeditious and ultimately favorable requlatory review so that our
business is able to realize the benefits of the merger without detay. | ask that you let Attorney
General Holder and Transportation Secretary LaHood know of the Aero Maintenance Group support
for the merger and hope you will support it, toc,

Sincerely,

eler Metzger
Executive Vice President

2200 NW 84” Avenue, Miami, FI 33122 TEL (305) 436-3464 FAX (305) 436-6064 www.aerotechnologies.net
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May 28, 2010

The Honorable Richard J. Durbin
United States Senator

308 Hart Building

Washingten, D.C. 20510

Dear Senator Durbin:

As Commissioner and on behalf of the Chicago Depariment of Aviation (CDA), |
write to express my support for the proposed merger of United Airlines and
Continental Airlines. It is my belief that the mergar will create 2 more sustainable
and financially sound airline.

A stronger more viable United Alrlines is good for O'Hare International Airport and
the City of Chicago. The combined carrier will become the world's largest airline,
and as progress continues on the O'Hare Modernization Program, O'Hare will be
ready to accommaodate the additional capacity for potential growth. This will further
strengthen O'Hare and Chicago’s reputation as an impoctant global center for
aviation and business.

United and Continental are well-sujted to combine. They have said that thay will
maintain service to all the communities they now serve, and possibly add domestic
and international routes to their current 370 destinations around the world. The two
airlines have complementary route networks, offering convenient access to Asia,
Europe, Latin America, Africa and the Middle East. As a result, the merger will
strengthen O'Hare’s importance in the global aviation system providing even more
connections from Chicago to cities around the world.

Thank you for your consideration and for all of your efforts to ensure Chicago's
airports remain at the forefront of the global aviation system.

Sincere!

B < S
Rosemarie S, Andolino
Commissioner

18 Members of litinois United States Congressional Delegation

Eric H. Holder, Jr., Attorney General. U.S. Department of Justice
Ray LaHood, Secretary, U.S. Department of Transportation
Valerie B. Jarrett, Senior Advisor, Executive Office of the President
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CHICAGOLAND

CHAMBER OF COMMEIRCE

May 20, 2010

The Honorable Roland Burris
387 Russell Senate Building
Washington, DC 20510

Dear Senator Burris:

Fam writing to express my enthusiastic support for the proposed merger of United Airlines and Continental
Airlines because it will benefit the businesses and workers in Chicagoland and our local economy.

The merger of United and Continental will create a financially stronger, sustainable airine that will be better
able to succeed in an increasingly competitive domestic and intemational aviation industry. And for
businesses in Chicago, this means we can look forward to the combined airline providing access to 370
destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a seamless
global network with eight hubs across the country. Corporate travelers will have an easier time making
connections, reaching customers and doing business. and that is exactly what we need in the Chicago area
to-keep our economy on the right path.

The combined airline’s increased financial strength will also provide enhanced job stability for the 13,600
employees of the combined airline. The companies have said they believe the impact of the merger on
frontline employees will be minimal and that they will offer performance-based incentive compensation
programs. This kind of commitment to the employees who have seen them through recent challenges
shows good faith, and it's important to our local economy,

United and Continental are well suited to combine. They have the most complementary route networks of
any U.S. cariers and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle
East. The two companies have also worked together as members of the Star Alliance. This merger will take
their partnership to the next level.

i ask that you let Attorney General Holder and Transportation Secretary LaHood know of the Chicagoland
Chamber’s support for the merger and hope you will support it, too.

o

Sincerely,

“ée~The Hon. Metissa Bean cc: The Hon. Jesse Jackson, Jr.
The Hon. Judy Biggert The Hon. Mark Kirk
The Hon. Danny Davis The Hon. Daniel Lipinski
The Hon. Bill Foster The Hon. Peter Roskam
The Hon. Luiz Gutierrez The Hon. Bobby Rush
The Hon. Deborah Halvorson The Hon. Janice Schakowsky

200 E. Randolph Strect, Suite 2208, Chicago, 1L 60601 www.chicagolandchamberorg 312,494.6700 fax: 312.861.0660
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Prospect Airport Services, Inc,

june 1, 2010

The Honorable Richard J. Durbin
309 Hart Senate Building
Washington, D.C. 20510

Dear Senator Durbin:

| am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that
will be better able to succeed in an increasingly competitive domestic and international aviation
industry. The merger could allow us to build on our current relationship and become a stronger
partner with the combined airline. Given the upheaval in the airline industry of the past
decade, this is particularly good news for our company and our 880 employees in Chicago, L.

United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America,
Africa and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level, and we want to be a part
of their future success.

{ urge you to support a fair, expeditious and ultimately favorable regulatory review so that our
business is able to realize the benefits of the merger without delay. | ask that you let Attorney
General Holder and Transportation Secretary LaHood know of Prospect Airport Services, Inc.
support for the merger and hope you will support it, too.

Sincerely,

Vicki L. Strobel
President
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OFFICE OF THE MAYOR
CITY OF CHICAGOC

BICHARD M. DALEY
havor June 1, 2010

The Honorable Jerry F. Costello

United States House of Representatives
2408 Rayburn House Office Building
Washington, D.C. 20615

Dear Represantative Costello:

As Mayor and on behalf of the citizens of Chicago, | write to express my support
for the proposed merger of United Airlines and Continental Airlines, This merger will
benefit the businesses and residents of Chicago and strengthen our local and state
aconomies.

The merger will creata a financially stronger, sustainable airline whose corporate
and operational headquarters will remain in Chicago. This will further strengthen 0'Hare
international Airport and Chicago’s reputation as an important global center for business,
trade and tourism, Combined with our ongoing efforts to expand our city's air travel
capacity under the O"Hare Modernization Program, we are woll-positioned to maintain our
leading position in Internationsl aviation and accommeadate future growth.

Chicago has always been a center of transportation for the nation. Businesses and
residents in our city can look forward to the new combined airline continuing to provide
broad access and convenient service to destinations around the globa.

Thank you in advance for your consideration of this matter.
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ILLINOIS CHAMBER
OF COMMERCE

May 24, 2010

CAPITAL CITY OFFICE
The Honorable Dick Durbin, Assistant Majority Leader 215 €. Adams St
United States Senate Springfiold, it 6201
309 Hart Senate Office Building war 2075225512
Washington, DC 20510-1304 rax 2THL5HIE

swwwlchsmberorg
Dear Senator Durbin.

 am writing to express the Chamber’s strong suppart for the proposed merger of United Airlines and
Continental Airlines because it will benefit businesses and workers in tfinois and our local economy.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able ta succeed in an increasingly competi domestic and i tonal aviation industry, And
for businesses in Hlinois that means we can look forward to the combined akline providing access to 370
destinations around the glove,

United and Continental have very little overlap on routes. By coming together, they will offer a seamless
glcbal network with eight hubs across the country. Corporate travelers will have an easier time making
connections, reaching customers and doing business.

The combined airline’s increased financia! strength will also provide enhanced job stability for the 13,600

employ of the ct i airline. The have said they believe the impact of the merger on
frontline employees will be minimal and that they will offer performance-based incentive compensation
programs.

United and Continental are well-suited 1o combine. They have the most complementary route networks
of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle
East. The two companies have also worked together as members of the Star Alliance. This merger will
take their partnership to the next level.

thope you wilt join me in supporting this vital merger and wilt agree 1o communicate your support to
Attorney General Holder and Transportation Sccretary LaHood. Thank you for your consideration of this
reguest.

Sincerely,

Doug Whitley
President 8 CEQ

Ce: tHinois Delegation
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CONFIDENTIAL: DO NOT DISTRIBUTE

Y ),
M Ilinois Manufacturers’ Association www.ima-net.org

1211 West 22nd Street » Suite 620 « Oak Brook, illinois 60323 » 630-368-5300 + Fax: 630-218-7467
220 East Adams Street « Springfield, Hlinois 62701 » 217-522-1240 = Fax: 217-522-2367
Email: ima@ima-net.org

May 19, 2010

The Honorable Richard J. Durbin
Assistant Majority Leader

308 Hart Senate Office Building
Washington, D.C. 20510-1304

Dear Senator Durbin:

On behalf of the lilinois Manufacturers’ Association and our thousands of member companies across the state, |
am writing to express my enthusiastic support for the proposed merger of United Airlines and Continental Airlines
because it will benefit employers and their workers in lllinois while proving an economic stimulus for our local
economy. Manufacturing in Hiinois employs 570,000 workers directly and contributes the single largest share —
13 percent — of the stale’s Gross Domestic Product.

The merger of United and Continental will create a financially stronger, sustainable airfline that will be better able
to succeed in an increasingly competitive domestic and international aviation industry. Manufacturing companies
and other businesses in lllinois who operate in a global economy will utilize the combined airline providing access
to 370 destinations around the globe.

United and Continental have very litlle overlap on routes. By coming together, they will offer a seamiess global
network with eight hubs across the country. Corporale travelers will have an easier time making connections,
reaching customers and doing business around the globe. This critical merger will make it easier for lilinois
companies to conduct commerce which is exactly what we need in lilinois to keep our economy on the right path.

The combined airline’s increased financial strength will also provide enhanced job stability for the 13,600
empioyees of the combined airline. The companies have said they believe the impact of the merger on frontline
employees will be minimal and that they will offer performance-based incentive compensation programs. This
kind of commitment to the employees who have seen therm through recent challenges shows good faith, and it's
important to our local economy.

United and Continental are well-suited to combine. They have the most complementary route networks of any
U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle East. The two
companies have also worked together as members of the Star Alliance and this merger will take their partnership
to the next level.

On behalf of the Jlinols Manufacturers’ Assoclation, | ask for your support of this important merger benefitting the

manufacturing sector in iliinois. It is vital that both Attorney General Holder and Transportation Secretary LaHood
understand that the IMA and our membership strongly support this change.

TR

Sincerely,

Gregory W. Baise
President & CEO

cc: Hiinois Congressional Delegation

Serving inois manufactorers since 1893
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JoNES LaNG A
LASALLE. e

June 4, 2010

The Honorable Richard J. Durbin
309 Hart Senate Building
Washington, DC 20510

Dear Senator Durbin:

I am writing to express my enthusiastic support for the proposed merger of United Airlines
and Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline
that will be better able to succeed in an increasingly competitive domestic and international
aviation industry. The merger could allow us to build on our current relationship and
become a stronger partner with the combined airline. Given the upheaval in the airline
industry of the past decade, this is particularly good news for our company and our 1,687
employees in Chicago, liinois.

United and Continental are well-suited to combine. They have the most complementary
route networks of any U.S. carriers and will offer convenient access io Asia, Europe, Latin
America, Africa and the Middle East. The two companies have aiso worked together as
members of the Star Alliance. This merger will take their partnership to the next fevel, and
we want to be a part of their future success.

| urge you to support a fair, expeditious and ultimately favorable regulatory review so that
our business is able to realize the benefits of the merger without delay. | ask that you let
Attorney General Holder and Transportation Secretary LaHood know of Jones Lang
LaSalle's support for the merger and hope you will support it, too.

Sincerely,

e,

Peter C. Roberts ===
Chief Executive Officer - Americas
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CONFIDENTIAL: DO NOT DISTRIBUTE

May 28, 2010

The Honorable Rotand Burris
387 Russell Senate Office Bldg.
Washington, DC 20510

Dear Senator Burris:

I am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. The
merger could allow us to build on our current retationship and become a stronger pariner with the
combined airline. Given the upheaval in the airline industry of the past decade, this is particularly good
news for our company and our 250 employees in McCook, L.

United and Continental are wetl-suited to combine. They have the most complementary route networks
of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the
Middite East. The two companies have also worked together as members of the Star Alliance. This
merger will take their partnership to the next level, and we want to be a part of their future success.

| urge you to support a fair, expeditious and ultimately favorable regulatory review so that our business
is able to realize the benefits of the merger without delay. | ask that you let Attorney General Holder
and Transportation Secretary LaHood know of Michael Lewis Company's support for the merger and
hope you will support if, too.

Sincerely,

Michael L. Simon
Chairman
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May 18,2010

The Honorable Richard Durbin
525 South Eighth Street
Springtield Hlinois 62703

Dear Senator Durbin:

I am writing to cxpress my support for the proposed merger of United Airlines and
Continental Airlines because it will benefit the businesses and residents of Moline,
1ilinois, the ecmployees of the combined airline and our Tocal/state economy.

The merger of United and Continental will create a financially stronger, sustainable
airfine that will be better able to succeed in an increasingly competitive domestic and
international aviation industry. And for businesses and residents in Moline, llinois, this
means we can look forward to the combined airline providing access to 370 destinations
around the globe.

United and Continental have very little overlap on routes. By coming together, they will
offer a seamless global network with eight hubs across the country. Corporate wavelers
will have an easicr time making connections, reaching customers and doing business,
while tourists will find it more convenient to visit our city/state. This is exactly what we
need to keep our economy on the right path.

The combined airline’s increased financial strength will alse provide enhanced job
stability for the 13,600 Hlinois employces of the combined airline. The companies have
said that they belicve the impact of the merger on frontline employees will be minimal
and that they will offer performance-based incentive compensation programs. This kind
of commitment to the employees who have seen them through recent challenges shows
good faith, and it's important to our cconomy,

United and Continental are well-suited to combine. They have the most complementary
route networks of any U.S. camriers and will offer convenient aceess o Asia, Europe,
Latin America, Africa and the Middie East.  The two companies have also worked
together as members of the Star Alhance. This merger will take their partnership to the

next level.

['ask that you let Attorney General Holder and Transportation Secretary LaHood know of
my support for the merger and hope yeu will support i, too.

Sincerely,

Dougald P. Welvaert, Mayor
City of Moline
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P E O R i A OFFICE OF THE MAYOR
JIM ARDIS

May 28, 2010

The Honorable Richard J. Durbin
Assistant Majority Leader

309 Hart Senate Bldg.
Washington, DC 20310

Dear Senator Durbin:

1 am writing to express my suppott for the proposed merger of United Airlines and Continental Alrlines,
because it will benefit the businesses and residents of Peoria, ilinots, the employees of the combined
airline, and our tocal/state economy. The merger of United and Continental will create a financially
stronger, sustainable airline that will be better able to succeed in an increasingly competitive domestic and
international aviation industry. As for businesses and residents in Peoria, this means we can look forward
to the combined airline providing access to 370 destinations around the globe,

United and Continental have very little overlap on routes. By coming together, they will offer a seamless
global network with eight hubs across the country. Corporate travelers will have an easier time making
connections, reaching customers, and doing business, while tourists will find it more convenient to visit
our city and state. This is exactly what we necd to keep our economy on the right path.

The combined airline’s increased financial strength will also provide enhanced job stability for the 13,600
filinois employees of the combined airline. The companies have said that they believe the impact of the
merger on frontline employees will be minimal, and they will offer performance-based incentive
compensation programs. This kind of commitment to the employees who have seen them through recent
challenges shows good faith, and it is important to our economy.

United and Continental are well-suited to combine. They have the most complementary route networks
of any U.S carriers and will offer convenient access to Asia, Europe. Latin America, Africa, and the
Middle East. The two companies have also worked together as members of the Star Atliance. This
merger will take their partnership to the next level

I ask that you please let Attorney General Holder and Transportation Secretary LaHood know of my
support for the merger and hope you will suppor it, too. Thank you for your consideration.

Sincerely

a City Hakt
417 Fuiton Street, Room 207, Peosia, 1L 61602
Phone 309,494 B519  Fax 309 494 8359



18

Prospect Airport Services, Inc.

June 1, 2010

The Honorable Richard J. Durbin
309 Hart Senate Building
Washington, D.C. 20510

Dear Senator Durbin:

1 am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that
will be better able to succeed in an increasingly competitive domestic and international aviation
industry. The merger could allow us to build on our current relationship and become a stronger
partner with the combined airline. Given the upheaval in the airline industry of the past
decade, this is particularly good news for our company and our 880 employees in Chicago, IL.

United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America,
Africa and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level, and we want to be a part
of their future success.

I urge you to support a fair, expeditious and ultimately favorable regulatory review so that our
business is able to realize the benefits of the merger without delay. | ask that you let Attorney
General Holder and Transportation Secretary LaHood know of Prospect Airport Services, Inc.
support for the merger and hope you will support it, too.

Sincerely,

Vicki L. Strobel
President
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METROPOLITAN AIRPORT AUTHORITY

OF ROCK ISLAND COUNTY, [ILLINOIS

QUAD CITY INTERNATIONAL AIRPORT

P.0. BOX 9009
SUALCY MOLINE, 1L 61265-9009
309-764-9621 TEL
309-757-1515 FAX
May 25, 2010

The Honorable Richard J. Durbin
U. S. Senator

309 Hart Senate Bldg.
Washington, DC 20510

Dear Senator Durbin:

I am writing to express my support for the proposed merger of United Airlines and Continental
Adrlines because it will benefit the businesses and residents of Moline, lllinois, the employees of
the combined airline and our local/state economy.

The merger of United and Continental will create a financially stronger, sustainable airline that
will be better able to succeed in an increasingly competitive domestic and international aviation
industry. And for businesses and residents in Moline, Illinois, this means we can look forward to
the combined airline providing access to 370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a
seamless global network with eight hubs across the country. Corporate travelers will have an
easter time making connections, reaching customers and doing business, while tourists will find
it more convenient to visit our city/state. This is exactly what we need to keep our economy on
the right path.

The combined airline’s increased financial strength will also provide enhanced job stability for
the 13,600 Hlinois employees of the combined airline. The companies have said that they
believe the impact of the merger on frontline employees will be minimal and that they will offer
performance-based incentive compensation programs. This kind of commitment to the
employees who have seen them through recent challenges shows good faith, and it’s important to
our economy.

United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America,
Africa and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level.

IAMES E. DAVIES, CHAIRMAN ANDREW 1. GIANULIS, COMMISSIONER

CARL A ROBINSON, VICE CHAIRMAN ROBERT D. LEIBOVITZ, COMMISSIONER
JAMES C. JANNES, SECRETARY DONALD R. MARGENTHALER, COMMISSIONER BRUCE E. CARTER, A AE.

MOLLY T FOLEY, TREASURER RICHARD H. WORK, COMMISSIONER DIRECTOR OF AVIATION
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The Honorable Richard J. Durbin
May 25, 2010
Page 2

I ask that you let Attorney General Holder and Transportation Secretary LaHood know of my
support for the merger and hope you will sapport it, too.
Sincerely,

Bruce L. Carter, A A E.
Director of Aviation

pam
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Donald P. Welvaert
Mayor

619 - 16" Street
Moline, Hinois 61265

Phone:
{309) 524-2001
Email:

dwelvaert@moline.il.us
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May 18, 2010

The Honorable Richard Durbin
525 South Eighth Street
Springfield Illinois 62703

Dear Senator Durbin:

I am writing to express my support for the proposed merger of United Airlines and
Continental Airlines because it will benefit the businesses and residents of Moline,
Hlinots, the employees of the combined airline and our local/state economy.

The merger of United and Continental will create a financially stronger, sustainabie
atrtine that will be better able to succeed in an increasingly competitive domestic and
international aviation industry. And for businesses and residents in Moline, Illinois, this
means we can look forward to the combined airline providing access to 370 destinations
around the globe.

United and Continental have very little overlap on routes. By coming together, they will
offer a seamless global network with eight hubs across the country. Corporate travelers
will have an easier time making connections, reaching customers and doing business,
while tourists will find it more convenient to visit our city/state. This is exactly what we
need to keep our economy on the right path.

The combined airline’s increased financial strength will also provide enhanced job
stability for the 13,600 illinois employees of the combined airline. The companies have
said that they believe the impact of the merger on frontline employees will be minimal
and that they will offer performance-based incentive compensation programs. This kind
of commitment to the employees who have seen them through recent challenges shows
good faith, and it’s important to our economy.

United and Continental are well-suited to combine. They have the most complementary
route networks of any U.S. carriers and will offer convenient access to Asia, Europe,
Latin America, Africa and the Middle East. The two companies have also worked
together as members of the Star Alliance. This merger will take their partnership to the
next level,

T ask that you let Attorney General Holder and Transportation Secretary LaHood know of
my support for the merger and hope you will support it, too.

Sincerely,

. ) ‘ o
Donald P. Welvaert, Mayor
City of Moline
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of Commerce
May 19, 2010

The Honorable Richard J. Durbin
309 Hart Senate Bidg
Washington, DC 20510

Dear Senator Durbin:

| am writing to express my support for the proposed merger of United Airlines and Continental Airlines
because it will benefit the businesses and workers in the Quad Cities and our local economy.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
businesses in the Quad Cites region, this means we can look forward to the combined airline providing
access to 370 destinations around the globe

United and Continental have very little overlap on routes. By coming together, they will offer a seamless
global network with eight hubs across the country. Corporate travelers will have an easier time making
connections, reaching customers and doing business, and that is exactly what we need in the Quad Cities
to keep our economy on the right path.

The combined airiing’s increased financial strength wili also provide enhanced job stabllity for the 13.600
linois employees of the combined airline. The companies have said they believe the impact of the
merger on frontline employees will be minimal and that they will offer performance-based incentive
compensation programs. This kind of commitment to the employees who have seen them through recent
challenges shows good faith, and it’s important to our local economy

United and Continental are well-suited to combine. They have the most complementary route networks of
any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle
East. The two companies have also worked together as members of the Star Alllance. This marger will
take thelr partnership to the next level,

f ask that you let Attorney General Holder and Transportation Secretary LaHood know of the Hllinois Quad
City Chamber of Commerce’s support for the merger and hope you will support it, too.
,_a\ )
Smcere)y / \,
o

Rick Baker
President/CEO

622 19th Street @ Moline

i Phone: (209) 7537-5416 - Fax (309) 757-3433 © www.quadcitvchamber.com



Office of the Mayor
City of Springfield, Minois

Timoﬁu; J.Davlin
Mayor

May 21, 2010

The Honorable Richard J. Durbin
309 Hart Senate Bldg.
Washington, DC 20510

RE: Proposed United Airlines and Continental Airlines Merger

Dear Senator Durbin:

I am writing to express my strong support of the proposed merger of United Airlines and
Continental Airlines. Such a merger will benefit the businesses and residents of the City of
Springfield, Iilinois, the employees of the combined airline, and our local/state economy.

United and Continental have very little overlap on routes. By coming together, they will offer a
seamless global network with eight hubs across the country. Corporate travelers will have an
easier time making connections, reaching customers and doing business, while tourists will find
it more convenient to visit our city/state. This is exactly what we need to keep our economy on
the right path.

Moreover, the merger of United and Continental will create a financially stronger, sustainable
airline that will be better able to succeed in an increasingly competitive domestic and
international aviation industry. And for businesses and residents in Springfield, this means we
can look forward to the combined airline providing access to 370 destinations around the globe.

The combined airline’s increased financial strength will also provide enhanced job stability for
the 13,600 Iilinois employees of the combined airline. The companies have said that they
believe the impact of the merger on frontline employees will be minimal and that they will offer
performance-based incentive compensation programs. This kind of commitment to the
employees who have seen them through recent challenges shows good faith, and it’s important to
our econormy.

300 Municipal Center Fast » Springfield, linois 62701 » {217) 789~ » Fax (217) 789-2109
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Page 2
Senator Durbin

United and Continental are well-suited to combine. They have the most complementary route

networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America,
Africa and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level.

I ask that you let Attorney General Holder and Transportation Secretary LaHood know of my
support for the merger and hope you will support it, too.

Sincerely,

Timothy J. Davlin
Mayor

300 Municipal Center East # Springfield, Hlinois 62701 » (217) 789-2200 » Fax (217) 780-2100
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The Chamber

‘The Greater Springfield
Chamber of Commerce

QUANTUM GROWTH

PARTNERSHIP 2007201

Transforming the econamy
of Sangsmon County.

1011 South Sccond Streer l
Springfeld, 1L 62708 |
Ph: 2175251173
Fax: 217.525.8768

VW BSCC.OTE

The Honorable Richard J. Durbin
Senate Majority Leader

309 Hart Senate Office Bldg
Washington, DC 20510

Dear Senator Durbin:

The Greater Springfield Chamber of Commerce supports the propesed merger of United
Airlines and Continental Airlines. This merger will benefit our businesses, our workers
and our local economy.

The merger of United and Continental will create a financially stronger, sustainable airline
that will be better able to succeed in an increasingly competitive domestic and international
aviation industry. This also means our businesses will have access to 370 destinations
around the globe.

United and Continental have very little overlap on routes. By coming together, they will
offer a scamless global network with eight hubs across the country. Corporate travelers
will have an easier time making connections, reaching customers and deing business.

The combined airline’s increased financial strength will also provide enhanced job stability
for the 13,600 Iilinois employees of the combined airline. The companies have said they
believe the impact of the merger on frontline employees will be minimal and that they will
offer performance-based incentive compensation programs. This kind of commitment to
the employees who have seen them through recent challenges shows good faith, and it's
important to our local economy.

United and Continental are well-suited to combine. They have the most complementary
route networks of any U.S. carriers and will offer convenient access 10 Asia, Europe, Latin
America, Africa and the Middle East. The two companies have also worked together as
members of the Star Alliance. This merger will take their partnership to the next level.

The Chamber asks for your support of this important initiative which will strengthen air
service in our community.

Sincerely,

bos S

Gary Plummer
President & CEO



STATE OF ILLINOIS

OFFICE OF THE GOVERNOR
SPRINGFIELD, ILLINOIS 62706

Pat Quinn
GOVERNOR

May 21, 2010

The Honorable Richard J. Durbin
Assistant Majority Leader

309 Hart Senate Building
Washington, DC 20510

Dear Senator Durbin:

[ am writing to express my support for the proposed merger of United Airlines and Continental
Airlines because it will benefit Ithnois businesses, residents and visitors, the employees of the
combined airline and our state’s economy.

The merger of United and Continental will create a financially stronger, sustainable airline that
will be better able to succeed in an increasingly competitive domestic and international aviation
industry. And for Ilhinois businesses, residents and visitors, this means we can look forward to
the combined airline providing access to and from 370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a
seamless global network with eight hubs across the country. Corporate travelers will have an
easier time making connections, reaching customers and doing business across our state and
around the world, while tourists will find it more convenient to visit cities throughout Illinois. In
2008, domestic and international visitors spent almost $31 billion in [llinois, which supports
more than 300,000 Illinois jobs. This is an enormous economic engine that will greatly benefit
from this productive partnership.

The combined airline’s increased financial strength will also provide enhanced job stability for
the 13,600 lllinois employees of the combined airline. The companies have said that they
believe the impact of the merger on frontline employees will be minimal, and that they will offer
performance-based incentive compensation programs. This kind of commitment to the
employees who have seen them through recent challenges shows good faith, and it’s important to
our economy.
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United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America,
Africa and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level, while helping U.S.
companies compete in this global economy.

I would very much appreciate it if you let Attorney General Holder and Transportation Secretary
LaHood know of my support for the merger, and I hope you support it, ico.

Sincerely,

Ft Qi

Pat Quinn
Governor

cc! Attorney General Holder
Transportation Secretary LaHood
Senior Advisor Jarrett
Iilinois Congressional Delegation
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Mr. CosTELLO. The Chair now recognizes Mr. Petri for his open-
ing statement.

Mr. PETRI. Mr. Chairman, thank you for holding this very impor-
tant hearing. It is important that the Subcommittee use this hear-
ing to fully explore the proposed United-Continental merger in
order to gauge not just its potential effects on both companies, and
their thousands of employees, but even, more importantly, on con-
sumers.

Since 2001 the airline industry has lost over 150,000 jobs and
seen over 35 bankruptcies. In today’s economy airlines must signifi-
cantly cut costs and increase operating efficiency or face closing
their doors.

Over the past decade commercial aviation industry has faced a
variety of challenges, including terrorist attacks, volatile fuel
prices, and a massive decline in demand due to the global reces-
sion. Unprecedented events such as SARS, HIN1 and the volcanic
ash plume also have added to the industry’s woes.

In addition to these financial strains, U.S. carriers must also
compete in the world marketplace against financially strong com-
petitors; some, national champions. We cannot deny that the air-
line industry is a global industry. Decisions to merge over the last
few years have in part been driven by the need to improve U.S.
Carriers’ ability to compete on a global basis.

Last month United Airlines and Continental Airlines announced
their intention to merge. Global competition, the struggling econ-
omy, and a need to improve operating efficiency are cited as the
main reasons for this. Since the proposed merger was announced,
aviation experts, labor groups, consumer advocates and other inter-
ested parties have commented both for and against airline mergers
in general and the United-Continental merger specifically.

The proposed merger’s impact on consumers, competition in the
marketplace, air service, airfares, and a combined 89,000 employ-
ees has been the subject of a great deal of speculation.

Today we have before us representatives of the interested groups
to testify about airline consolidations, focusing on the United-Conti-
nental merger. We will also hear from the chief executive officers
of both airlines. It is important that the Aviation Subcommittee
hear from the interested parties to gain a better understanding of
the proposed merger of United and Continental.

Procedurally, the merger cannot be completed, as our Chairman
has just pointed out, without approval from the antitrust division
of the Department of Justice. That review, currently underway for
the proposed merger, is a grueling and thorough process that en-
sures that the proposal will not have negative consequences on
competition.

In the interest of fairness, I urge the Department to continue
their tradition of objectivity and impartiality as they conduct their
antitrust analysis.

I look forward to hearing from all of our witnesses. And before
I yield back the balance of my time, I would ask unanimous con-
sent that letters of support from various Wisconsin interests be in-
cluded in the hearing record.

Mr. CosTELLO. Without objection.

[The information follows:]
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300 N. Broadway Suite )
P.0. Box 1840

Green Bay. Wi 541051460
Phane $20+411+8704

Web wonw.litlesown.org

June 9, 2010

Senator Russelt Feingold
United States Senate
C/O Suzanne Brauit Page!
Fox Valley Regional Coordinator
GREEN BAY AREA 1640 Main St.

HAMBER  Green8aywi 54302-2639
OF COMMERCE
Dear Senator Feingold,
1 am writing to offer the support of the Green Bay Area Chamber of Commierce for the
proposed merger of United Airfines and Continental Airlines because it will benefit our
iocal economy and the airline industry.

The merger of United and Continental will create a financially stronger, sustainable
airline that will be betlter abie to succeed in an increasingly competitive domestic and
international aviation industry. And for businesses in Green Bay, this means we can
look forward to the combined airline providing access to 370 destinations around the
globe.

United and Continental have very little overlap on routes. By coming together, they will
offer a seamiess global network with eight hubs across the country. Corporate
travelers wifl have an easier time making connections, reaching customers and doing
business, and that is exactly what we need in Green Bay 1o keep our economy on the
right path.

United and Continental are well-suited to combine. They have the most
complementary route networks of any U.S. carriers and will offer convenient access to
Asia, Europe, Latin America, Africa and the Middle East. The lwo companies have
also worked together as members of the Star Alliance. This merger will take their
partnership to the next tevel,

{ ask that you let Attorney General Holder and Transportation Secretary Latood know
of the Green Bay Area Chamber of Commerce's support for the merger and hope you
will support it too.

ingerely,

WP s SN -
Paul F. Jadin
President

PO o et Tou aroeit ewm"

THE MISSION OF YHE GREEN BAY AREA CHAMEER OF COMMERCE ISTO tEAD ECONOMIC AND COMMUNETY DEVELOPMENT
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The Manitowoc Company, i,

The Honorable Russ Feingold
506 Hart Senate Office Building
Washington, DC 20510-4904

Dear Senator Feingold:
I am writing to express my support for the proposed merger of United Airlines and Continental Airlines
because it will benefit The Manitowoc Company and our employees.

The merger of United and Continentat will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
The Manitowoc Company, this means we can rely on the combined airline to provide the foundation for
opportunity that comes with access to 370 destinations around the globe.

United and Continental have very little overlap on routes and are well-suited to combine. By coming
together, they will offer a seamless global network with eight hubs across the country and will offer
convenient access to Asia, Europe, Latin America, Africa and the Middle East. Corporate travelers will
have an easier time making connections, reaching customers and doing business, which will benefit The
Manitowoc Company and the business trave! industry.

The combined airline will also be positicned to continue its investment in globally competitive products,
upgrade technology, refurbish and replace older aircraft, and implement best-in-class practices of both
airlines.

1 urge you to support a fair, expeditious and ultimately favorable regulatory review so that our business is
able to realize the benefits of the merger without delay. | ask that you let Attorney General Holder and
Transportation Secretary LaHood know of The Manitowoc Company's support for the merger and hope

you will support it, too.

Thomas W. Hoimes
Director, Global Logistics and Indirect Commodities

Qann‘ owoc SRR D s e



Association of Commerce
June 10, 2010

Senator Russell Feingold
506 Hart Senate Office Building, U.S. Senate
Washington, DC 20510

Dear Senator Feingold:

On behalf of the Metropolitan Milwaukee Association of Commerce (MMAC) I am writing to express
our support and urge your support for the proposed merger of United Airlines and Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. Here in
Milwaukee we have recently seen the positive effects of increased market competition in the airline
industry. At General Mitchell International Airport (GMIA) we have seen strong airlines result in the
growth of route options and robust price competition for our members. The merger of Continental and
United would continue that trend providing Milwaukee customers with projected access to 370
destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a seamless
global network with eight hubs across the country. Corporate travelers will have an easier time making
connections, reaching customers and doing business, and that is exactly what we need in Milwaukee to
keep our economy on the right path.

The combined airline’s increased financial strength will also provide enhanced job stability for the
Wisconsin employees of the combined airline. The companies have said they believe the impact of the
merger on frontline employees will be minimal and that they will offer performance-based incentive
compensation programs. This kind of commitment to the employees who have seen them through recent
challenges shows good faith, and it’s important to our focal economy.

The growth in the number and strength of air service providers operating out of Milwaukee has become a
strong economic asset for the entire region. The merger of United and Continental will help build on that
growth. We hope you will join us in supporting this merger and that you will vigorously express that
support to Attorney Generat Holder and Transportation Secretary LaHood.

Thank you for your consideration of this important issue.

Sine ly,(
e

Steve Baas
Government Affairs Director
MMAC



James E. Tipple

Office of the Mayor

June 4, 2010

The Honorable Russell D. Feingold
506 Hart Senate Office Building
Washington, DC 20510

Dear Senator Feingold,

1 am writing to express my support for the proposed merger of United Airlines and Continental Airlines
because it will benefit the businesses and residents of Wausau, Wisconsin, the employees of the combined
airline and our local/state economy.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And
for businesses and residents in Wausau, Wisconsin, this means we can look forward to the combined
airline providing access to 370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a seamless
global network with eight hubs across the country. Corporate travelers will have an easier time making
connections, reaching customers and doing business, while tourists will find it more convenient to visit
our city/state. This is exactly what we need to keep our economy on the right path.

The combined airline’s increased financial strength will also provide enhanced job stability for the
Wisconsin employees of the combined airline. The companies have said that they believe the impact of
the merger on frontline employees will be minimal and that they will offer performance-based incentive
compensation programs. This kind of commitment to the employees who have seen them through recent
challenges shows good faith, and it’s important to our economy.

United and Continental are well-suited to combine. They have the most complementary route networks
of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the
Middle East. The two companies have also worked together as members of the Star Alliance. This
merger will take their partnership to the next level.

I ask that you let Attorney General Holder and Transportation Secretary LaHood know of my support for
the merger and hope you will support it, too.

Sincerely,
.
James E. Tipple

Mayor, City of Wausau
CITY OF WAUSAU-CITY HALL-407 GRANT STREET-WAUSAU, WI 54403-4783-(715)261-6800-TDD (715)261-6770
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Mr. CosTELLO. The Chair thanks the Ranking Member for his
opening statement, and now recognizes our first panel, our col-
leagues: The Honorable Luis Gutierrez, who is a Member of Con-
gress from the Fourth District of Illinois; Mr. Donald Payne, who
is the Member of Congress representing the Tenth District of New
Jersey; and Congressman Dennis Kucinich, who is on his way, who
represents the Tenth District of Ohio.

Gentlemen, your full statements will appear in the record. The
Chair now recognizes Congressman Gutierrez.

TESTIMONY OF THE HON. LUIS V. GUTIERREZ, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. GUTIERREZ. Thank you, Chairman Costello and Ranking
Member Petri and the distinguished colleagues of the Committee.
Thank you for inviting me to speak before the Committee on the
proposed merger of United and Continental Airlines.

While this merger has generally been greeted with enthusiasm,
I believe we should not overlook the potential serious impact it
could have on consumers and the employees. For consumers, the
issues of airline fees, which we all know cover just about every-
thing except the air you breathe on board those airplanes, requires
further scrutiny.

In 2009, United and Continental Airlines made $523 million in
baggage fees alone. Recently, United announced that its passenger
unit revenue was up almost 25 percent from a year ago and topped
pre-recession levels. Given this good news for United, I believe it
}s a good time to review the fairness and the necessity of excessive
ees.

The airline industry reported $1.2 billion in 1 year in extra fees
last year. They are almost as out of whack as the credit card indus-
try is. I also want to ensure that lower customers of frequent flyer
programs have easy access to their rewards without being misled
by the airlines. After receiving complaints from residents in my dis-
trict, I began to look at the fine print on these highly promoted pro-
grams, which are a significant source of revenue for the airlines.
Unfortunately, I find they lack reliability, honesty, and fairness. If
you read the fine print you will find, as I did, airlines can deny a
ticket, change the terms of the awards, charge a fee, and even
eliminate the program at will. Congress must stand up for con-
sumers and protect their interests in the frequent flyer mile pro-
gram.

I am also deeply concerned with the impact this merger will have
on United and Continental employees. To keep these airlines in
business, workers have made serious concessions, and their re-
quests deserve consideration.

Last week I met with United and Continental employees in Chi-
cago, and I heard from Christie Shagel, a United Airlines flight at-
tendant. She shared with me the following, and I quote, Today I
am at work 33 percent more, but my savings account is depleted.
I am forced to sell my town home, I can’t afford a health-care de-
ductible or meat at the grocery store. My family has suffered so
United Airlines could succeed, and executives have awarded them-
selves with millions of dollars every year that we have struggled
for, unquote.
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I also heard from Richard Petrowski, a union shop foreman and
a 40-year United Airlines employee. He shared with us, quote, In
the past few years, as so many airlines have cut wages and bene-
fits, they realized they could also save money by cutting mainte-
nance jobs and contracting out critical aircraft maintenance to the
lowest bidder. I am not talking about changing a light bulb in the
laboratory, I am talking about critical maintenance, work that if
not held to the highest standard puts you, your family and my fel-
low United employees at risk.

United Captain Herb Hunter told me, From an industry perspec-
tive, perhaps the greatest concern of this Nation’s airline pilots is
the continued outsourcing of pilots’ jobs. Nearly half the passengers
in the United States are now carried, most unknowingly, by sub-
contract airlines. The subcontractors are in a continual churn to
sell their services to the major airlines at the lowest possible cost,
violating, many times, safety guidelines.

I think United and Continental have said far too little about how
this merger will actually affect their frontline employees. We do
know, however—and this is something that causes me great con-
sternation, Mr. Chairman, Members of the Committee—we do
know, however, that the merger might affect a few employees like
the chief marketing financial and operations officer for Continental
Airlines. They stand to receive a severance package totaling $27
million if they choose not to move to Chicago and join the new
United.

To put this in perspective, $27 million would be a 10 percent pay
raise for each of United’s flight attendants, and it would be well
deserved.

Before Congress gives this merger a stamp of approval, I strongly
believe that United and Continental need to bring their employees
to the table and consider their request. In addition, these airlines
need to make a commitment to reduce ancillary fees and better
protect their loyal customers.

I thank you for allowing me to speak, and end by saying we can
stand up for the consumers, we can stand up for the 40,000 em-
ployees at United and Continental. They deserve us to stand up for
them today.

Thank you so much, Mr. Chairman.

Mr. CoSTELLO. The Chair thanks my friend from Illinois for his
thoughtful testimony.

The Chair now recognizes the gentleman from New Jersey, Mr.
Payne.

TESTIMONY OF THE HON. DONALD M. PAYNE, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEW JERSEY

Mr. PAYNE. Thank you very much Mr. Chairman, Ranking Mem-
ber Petri, distinguished Members of the Committee. Thank you for
this opportunity for me to testify, and also it is great to be with
my colleague here. Generally we are 100 percent on the same page.
I think that this page might be a little tilted in the other direction
at this time.

However, we are certainly here today to discuss the proposed
merger of United and Continental Airlines. Continental Airlines is
the largest employer in my city of Newark. I am here today to offer
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my support for this proposed merger. As a general policy, though,
I am generally concerned about mergers because, in instances, it
does mean significant reductions in jobs, stifling competition, and
some of the other situations that we heard the previous speaker
talk about. However, this airline merger is different, in my opinion.

These two airlines have very complementary routes with very lit-
tle overlap. When there is very little overlap, there is no need for
significant reduction of employees. This is a fact that Continental’s
CEO has confirmed to me and the other Members of the New Jer-
sey delegation. I know that Continental has lost $1 billion since the
9/11 attack. And I know that the employees have lost jobs and have
been forced to accept wage reductions and made other sacrifices
during this time. This is not good for the many Continental em-
ployees who live in my district.

However, the airline industry has also struggled with the high
price of oil and with the impact of the 2008 recession. I have met
with Continental’s CEO Jeff Smisek to discuss this merger. And it
has been made clear to me and Members of the New Jersey delega-
tion that without the merger, Continental cannot be assured of a
long and prosperous future. They may be able to earn a modest
profit for some years, but that is not a formula for long-term suc-
cess if they are losing money in the other years. Continental seems
determined to try to turn their fortunes around through this merg-
er. I have talked to Jeff and we expect Continental to bring its
more favorable labor-management relations culture to the new air-
line, as I have encouraged him to complete the necessary collective
bargaining agreements early in the process. I trust that he will
conduct those negotiations with all the unions with dignity and re-
spect.

The unions will be critical to the long-term success of this merg-
er. Employees’ wages, retirement securities, and health benefits
must be a top priority for the new combined carrier.

It is comforting to know that Continental has fully respected the
decisions of their employees to organize. Although it was a hard
fought battle, in February of 2010 Continental’s ramp workers
made history when ballots were counted and the results showed
that an overwhelming majority of the workers voted to join the
Teamsters Union. This was a strong testament to the fact that fleet
service workers at Continental are working to help create an envi-
ronment that will sustain positive relationships between Conti-
nental and its workers who choose to unionize.

I believe this merger is good for my city of Newark, and for New
Jersey, because it will allow for growth of jobs and service. Con-
tinental’s hub in Newark is a crown jewel. It is a premier domestic
and international gateway to the New York and New Jersey region;
the Nation’s, of course, busiest financial hub.

The Newark International Airport has been one of the fastest
growing airports during the past two decades, thanks to Conti-
nental. Without a doubt, the city of Newark and the State of New
Jersey have benefited from the airline’s presence. Over the years
Continental has not only made significant investments in infra-
structure at Newark International Airport, but the airline’s leader-
ship has successfully worked with local government to establish job
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creation programs and promote other important growth initiatives
in the State.

Just this summer, there are nearly 75 young people benefiting
from a summer internship program that allows them to learn valu-
able customer service skills as they spend each day working the
crowds at the ticket counter.

I have a long history of supporting Continental because they
have a long history of supporting Newark and New Jersey. Newark
is on the verge of a renaissance, and Continental is really one of
the reasons for that. They have opened new routes to South Amer-
ica, Europe, China and Japan. While I have served in Congress,
the additional new routes have really enhanced the airport.

We have increased use of our airport by business to leisure pas-
sengers from around the country and around the world. And more
importantly, we have increased jobs, jobs that come with good ben-
efits from both part-time and full-time employees.

As a Member of Congress and as a Member of the House Foreign
Relations Committee, I travel the world to carry out my respon-
sibilities, I see the other global carriers that Continental must com-
pete with. And as much as Continental has changed and grown in
the last decade, they need to be bigger if they are going to compete
with British airline Iberia and KLM, combined with Air France.

I realize that Chairman Oberstar and some of my colleagues may
not agree about the benefits of this merger, but from my vantage
point, given the current challenging economic landscape, the pro-
posed merger between Continental and United is the best way to
ensure sustainability for the airline industry for jobs in our region
and to compete with the world carriers.

So with that, Mr. Chairman, I appreciate the opportunity to tes-
tify before this Subcommittee.

Mr. CosTELLO. The Chair thanks our colleague and friend from
New Jersey.

The Chair now recognizes the gentleman from Ohio, Mr.
Kucinich.

TESTIMONY OF THE HON. DENNIS J. KUCINICH, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OHIO

Mr. KuciNicH. Thank you very much, Chairman Costello and
Members of the Subcommittee. Thanks for this invitation to testify
i)n the proposed merger of United Airlines and Continental Air-
ines.

In hindsight it is easy to see that the merger is a culmination
of Continental’s efforts over the past 2 years to integrate its oper-
ation with United. But a year ago, Continental was insisting that
it did not need to merge; rather, the company pursued antitrust
immunity to join United and 20 other airlines in the far-reaching
Star Marketing Alliance, and United and other airlines in the At-
lantic, plus a joint venture for trans-Atlantic travel.

Over the strenuous objections of the Department of Justice which
speared substantial consumer harm, Continental received antitrust
immunity and now can engage in flight code sharing, coordinate
reservations and frequent flyer plans, and under the joint venture
can even share revenues. Now Continental and United are back,
pursuing a merger they said last year was not necessary.
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When last month the proposed merger was announced, and at
the request of the mayor of Cleveland, I directed staff of the Do-
mestic Policy Subcommittee of the House Oversight and Govern-
ment Reform Committee, which I chair, to investigate its legal and
policy implications. In addition to the significant antitrust con-
cerns, which I will briefly outline here, we found the troubling pos-
sibility that Continental may not have been completely forthright
with Congress and regulators with respect to its marketing alliance
and joint venture last year or the proposed merger before us today.

Yesterday I sent a document request to Continental that is di-
rectly relevant to significant concerns produced by the inquiry, and
discussed below, regarding the legality of the proposed merger
under section 7 of the Clayton Act and the Horizontal Merger
Guidelines, the merger’s advisability as a matter of policy, and the
veracity of Continental’s and United’s representations regarding
the merger’s purposes and likely effects.

When Continental pursued antitrust immunity for its marketing
alliance and joint venture, key stakeholders concluded that the alli-
ance was in lieu of a full-blown merger. Senator John Cornyn stat-
ed last month at a Senate Judiciary Subcommittee hearing that
Continental officials informed him that the alliance and joint ven-
ture was an attractive alternative to Continental merging with
United. Continental had explained to Senator Cornyn that a merg-
er “wasn’t in the best interest of shareholders, employees or the
communities Continental serves”; antitrust immunity for the alli-
ance and joint venture “would provide much of the benefit of a
merger without the labor integration and financial risk”; and,
“Houston and Cleveland would be some of the biggest losers in
terms of jobs” in the event of a merger.

Senator Cornyn and others wrote the Department of Transpor-
tation supporting antitrust immunity on the grounds that it was
preferable to a full-scale merger between Continental and United
that could lead to flight reduction and job losses. Yet only one year
later, after receiving government support for its entry into a mar-
keting alliance, Continental is now pursuing a merger.

Is Continental’s change in business strategy just a coincidence?
I find that hard to believe. It is more likely that this was their plan
all along. Their apparent willingness to make whatever representa-
tions necessary to garner support for its plan cast doubt on both
Continental’s stated motivations for the present merger and its in-
tended postmerger conduct.

Continental and United have stated they have no present plans
to close hubs or reduce services but, instead, plan to moderately de-
crease overhead costs and more substantially realize between $800
million and $900 million of revenue gains by more effectively rout-
ing network customers through hubs for more profitable business
and international flights and more efficiently deploying New
United’s larger fleet. Not surprisingly, Continental does not list
cutting flights or raising fares as a means to revenue growth.

Market observers, including some who support the merger, take
a different view. First, they doubt the magnitude of the merger
specific efficiencies. A substantial portion of the claimed network
efficiency may have already been realized by Continental joining
United in the Star ATI and the A++ joint venture. Moreover, ana-
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lysts point out that the purported cost and revenue synergies of the
past airline mergers have almost never materialized. And, despite
the theoretical ability of low-cost and regional carriers to enter
markets exited by merging airlines, service cuts and loss of hubs
have been a common consequence. Most analysts flatly predict that
my city, Cleveland, would lose its hub and the communities for-
merly served by hub will not be supplied either New United service
out of surviving hubs or low-cost carriers entering the market.

Perhaps more troubling is the way industry analysts believe new
United may increase its profitability by eliminating up to 10 per-
cent of its post-merger capacity and in raising fares. According to
many merger supporters, the industry’s tens of billions of dollars
of losses since deregulation are largely a product of destructive
competition among airlines that has led to overcapacity and artifi-
cially low prices. The New United and the industry in general
would profit from the decreased number of market participants in
efforts to reduce capacity and raise fares.

While sustained profitability for our domestic airline industry is
important, Mr. Chairman, I don’t believe that destructive competi-
tion is the cause of the industry’s ills, and fear that as a remedy
consolidation may well be worse than the disease.

First, increased fares and declines in service are prototypical ex-
amples of the adverse competitive effects of exercise of market
power. Revenue gains based on these practices are not merger-re-
lated efficiencies under the law.

Second, it is possible that if any efficiency gains do materialize,
they will be realized through the Star Alliance and the A++ joint
venture. DOJ should carefully analyze the efficiencies from the alli-
ance and joint venture and whether its fears regarding the possible
anticompetitive effect of those immunized arrangements have ma-
terialized before it even considers approval of a full-pledged merg-
er.
In addition, there are a number of other possibilities for anti-
competitive behavior that could be exacerbated by further industry
consolidation, such as the merger of American Airlines and U.S.
Airways that is predicted to occur if United and Continental merge.
Others include increased market power negotiations with bulk-buy-
ing business clients, increased leverage to force concessions from
vendors, travel agents, and even localities which may feel more
pressure to provide publicly funded infrastructure and facilities.

Finally, the size of the new United could raise the prospect of
systemic importance if not systemic risk to the economy. Even if
the new United is not officially considered, quote, too-big-to-fail,
unquote, it would certainly be big enough to exert increased power
over regulators.

If the current financial crisis has taught us anything it is the dif-
ficulty in predicting ex ante the myriad ways in which immense
and concentrated corporate entities can leverage their corporate
power to the detriment of citizens.

Mr. Chairman, Assistant Attorney General Christine Varney has
explained that the administration’s pursuit of vigorous antitrust
enforcement in this challenging era will involve the development of
competition policy based not simply on the case before it, but on
consideration of, “the overall state of competition in the industries
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which we are reviewing” including consideration of market trends
and dynamics, and not lose sight of the broader impact of antitrust
enforcement. It will be important, Mr. Chairman, for this Sub-
committee to hold the administration to that promise. While tradi-
tional antitrust enforcement would examine the danger that the
competition would immediately be reduced between city pairs that
have been served by both incumbent airlines, such a limited anal-
ysis is not sufficient because it does not adequately capture trends
and dynamics in the industry. DOJ should consider whether the
new United will exercise market power to the detriment of con-
sumers through the adoption of anticompetitive practices outlined
here and elsewhere.

I really thank the Chair for his indulgence and Members of the
Committee for the opportunity to testify, and thank you.

Mr. CosTELLO. The Chair and Members of the Subcommittee
thank you for your testimony.

And, gentlemen, we thank all of you for taking time out of your
busy schedule to offer testimony to the Subcommittee this morning.

We recognize that there are a number of other hearings going on
with other Committees, and out of respect for your schedule and
time commitment, we thank you and would ask that the next panel
come forward to offer their testimony. Thank you again.

Mr. CoSTELLO. The next panel will consist of both of the CEOs
of United Airlines and Continental: Mr. Glenn F'. Tilton, who is the
Chairman, President and CEO of the United Airlines Corporation;
and Mr. Jeffrey Smisek, who is the Chairman, President and CEO
of Continental Airlines.

Gentlemen, we appreciate you coming before the Subcommittee
today to offer your testimony. As you know, your entire statement
will appear in the record. We would ask you to summarize your
statement in approximately 5 minutes, and then we will give you
an opportunity for myself and other Members of the Subcommittee
to ask questions and to follow up.

TESTIMONY OF GLENN F. TILTON, CHAIRMAN, PRESIDENT
AND CEO, UNITED AIRLINES CORPORATION; AND JEFFREY
SMISEK, CHAIRMAN, PRESIDENT AND CEO, CONTINENTAL
AIRLINES, INC.

%\/Ir. COSTELLO. So with that, the Chair now recognizes Mr.
Tilton.

Mr. TIiLTON. Good morning Chairman Costello, Ranking Member
Petri and Members of the Committee. We appreciate the oppor-
tunity to offer our comments this morning.

Let me start by simply saying that the status quo for our indus-
try is clearly unacceptable. It is extraordinary and insightful that
this industry has lost some $60 billion and 150,000 jobs in the
United States in the last ten years, delivering the worst financial
performance of any major industry, along with 186 bankruptcies
over the last 30 years. Both before and after deregulation, this in-
dustry has been systemically incapable of earning even a modest
profit, let alone a reasonable return, on the large investment that
we have made in aircraft, facilities, and technology.

It is ironic that this industry, unable to cover its cost of bor-
rowing, is expected to be and indeed must be a key enabler of the
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country’s economic recovery. As leaders, you all know the critical
role our industry plays nationally in the communities that you indi-
vidually represent, creating commerce, tourism, jobs and contrib-
uting to the overall economy. Regardless of one’s personal perspec-
tive, we can likely all agree serial bankruptcies and the asset dis-
tribution of failed companies cannot be an acceptable industry
strategy. We must create economic sustainability through the busi-
ness cycles.

And to that end, our objective at United has been very con-
sistent: to put our company on a path to sustained profitability.
Without profitability we cannot provide a stable environment for
the employees that Mr. Gutierrez mentioned. We cannot maintain
service to communities, large or small, or invest in customer serv-
ice, nor can we create value for our shareholders. To be profitable,
we must successfully compete in the global market of today, a very
different market than the market of ten years ago or, indeed, the
market of 30 years ago.

Today, low-cost carriers are very well established across the
United States. And Southwest Airlines will continue to be our
country’s largest domestic airline in terms of number of passengers
carried after the United-Continental merger. Today, in the market-
place of today, international competitors have merged and powerful
new entrants continue to gain ground across the globe. Today, the
world’s largest airlines, measured by revenue, are Lufthansa and
Air France-KLM with more than half of the trans-Atlantic capacity
and more than two-thirds of the trans-Pacific capacity provided by
foreign carriers.

United and Continental have taken significant actions to improve
our performance, competing across both international and domestic
markets, and, at the same time, finding a way to connect small
U.S. communities into our combined route network. In this dy-
namic, a highly competitive environment, these actions have not
been enough.

Our proposed merger is a very logical and essential next step to-
ward our objective of sustained profitability. Let me be very clear:
Without this merger we would not have the $1 billion to $1.2 bil-
lion in synergies to improve products and to improve service for our
customers, nor would we have the financial means to create better
career opportunities for our employees. We would not be as suc-
cessful a competitor as we need to be to enable economic develop-
ment across the country.

Our merger enhances and strengthens service for those who rely
on our network in nearly 148 small communities in metropolitan
areas, providing business lifelines and collateral economic benefit
to those communities that they otherwise would not have. Carriers
compete vigorously on both price and service, and our merger will
not in any way change that reality. There is significant low-cost
carrier competition at every single one of our hubs, including the
15 nonstop routes on which we overlap.

Over the last decade ticket prices across the United States have
declined by 30 percent, adjusted for inflation, with fares to small
communities also declining. Our expected revenue synergies are de-
rived from better service and expanded network; they are not based
on fare increases. This represents excellent value in more destina-
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tions for consumers across the country. Consumers will benefit
from intense price competition across the industry due to the prev-
alence today of low-cost carriers, other network carriers, and fair
transparency.

The competitive landscape has changed, and to be a company
that attracts and provides value for customers, shareholders, and
employees, our two companies also have to change. We are creating
the leading global airline with the platform for a healthy company,
a profitable company that can compete in the realities of today’s
global marketplace, provide job opportunities and provide vital
connectivity for the many customers and communities that together
we serve.

Thank you very much, Mr. Chairman.

Mr. CoSTELLO. The Chair thanks you, Mr. Tilton.

The Chair now recognizes Mr. Smisek.

Mr. SMISEK. Good morning. I want to thank the Chairman, the
Ranking Member, and the Members of this Committee for the op-
portunity to be here today.

I want to make four basic points. This merger is good for employ-
ees, it is good for communities, it is good for consumers and it is
good for competition.

Let me start with employees. The volatility and instability of the
airline industry have had harsh effects on employment. Before 9/
11, Continental had over 54,000 employees. Today, despite being
the only network carrier to grown since 9/11, we have less than
41,000 employees and we have lost over $1 billion. Before 9/11,
United had over 100,000 employees. Today it has about 46,000.

After we merge, our employees will be part of a larger, finan-
cially stronger, and more geographically diverse carrier. This car-
rier will be better able to compete in the global marketplace and
better able to withstand the external shocks that hit our industry
with disappointing regularity. Because of how little we overlap, the
merger will have minimal effect on the jobs of our frontline employ-
ees.

We are committed to continuing our cooperative labor relations
and integrating our workforces in a fair and equitable manner, ne-
gotiating contracts with our unions that are fair to the employees
and fair to the company. United has two union board members,
and those union board seats will continue after this merger.

The merger will also enable us to continue to provide service to
small communities, many of which you represent. The turmoil in
our industry has been devastating to many small- and medium-size
communities. As you know, low-cost carriers have not and will not
serve small communities, as such service is inconsistent with their
point-to-point business model that relies largely on local traffic. As
a result, over 200 small communities are served only by network
carriers.

As a merged carrier, we plan to continue service to all the com-
munities we serve, including 148 small communities. The merger
will be good for consumers as well. The combined airline will offer
consumers an unparalleled global, integrated network, and the in-
dustry’s leading frequent flyer program. It will have the financial
wherewithal to invest in technology, acquire new aircraft, and in-
vest in its people and its product. We will have a young and fuel-
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efficient fleet, and our new aircraft orders will permit us to retire
our older, less fuel-efficient aircraft.

Continental brings to the merger its working-together culture of
dignity and respect and direct, open, and honest communication.
This culture causes an environment where employees enjoy coming
to work every day, and as a result, give great customer service.
United brings to the merger talented employees who are delivering
industry-leading on-time performance.

The merger will also enhance competition. Continental and
United have highly complementary route networks. Our networks
are so complementary that we have only minimal nonstop overlaps,
each of which faces significant competition after the merger. Over
85 percent of our nonstop U.S. passengers have a direct low-cost
carrier alternative. Moreover, low-cost carriers compete at all of our
hubs and at airports adjacent to our hubs.

As a result of the robust competition in the U.S., airfares have
declined by over 30 percent over the past decade on an inflation-
adjusted basis.

We also face significant competition from foreign carriers which
themselves have merged to create attractive global networks, in-
cluding Air France-KLM, the Lufthansa group of companies, and
British Airways Iberia. The merged Continental-United will enable
us as a U.S. carrier to compete effectively against these large for-
eign carriers.

In sum, the merger will create a strong, financially viable airline
that can offer good-paying careers and secure retirements to our co-
workers; great customer service in an unparalleled network to con-
sumers; and reliable service to communities. The merger will pro-
vide us with a platform for sustained profitability and position us
to succeed in the highly competitive domestic and global aviation
industry, better positioned than either of us could be alone or to-
gether in an alliance.

Thank you very much.

Mr. CoSTELLO. The Chair thanks you.

And let me start with a few questions. In my opening statement,
I expressed my concern, and you have heard from both the Mem-
bers who testified here before us today, and I think every Member
of this Subcommittee is concerned about the employees at both air-
lines, what happens to them.

We know what has happened in past mergers. And we have
heard your testimony, Mr. Smisek, that there will be minimal ef-
fect on the employees. And Mr. Tilton, you state in your written
testimony that you maintain that any necessary reductions in
frontline employees will come from retirements, normal attrition,
and voluntary programs.

Can you make a commitment to this Subcommittee that in fact
the combined workforce, if the merger does go through, that there
will not be layoffs, that people will not lose their jobs as a result
of the merger?

Mr. TiLTON. I can speak, certainly, to the effect of the merger de-
spite all of the external shocks that this industry has experienced
that has resulted in the numbers that Jeff shared with you, the de-
cline in employment at his company and the decline in employment
at our company. This merger will not have a negative effect on our
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level of frontline employment; in fact, it should give us the oppor-
tunity to grow frontline employment through the growth of the two
companies themselves, absolutely.

Mr. COSTELLO. Mr. Smisek.

Mr. SMISEK. Glenn is correct. Now, I will say that because in any
merger in headquarters jobs, overhead jobs, there is only one CEQO,
there is only one CFO, there is only one general counsel, et cetera.
There will be reductions in headquarters jobs, as there would in
any merger. But the vast majority of jobs at the combined airline
are frontline jobs, and because we are so complementary we do not
expect any significant effect on employment on frontline jobs.

Mr. CosTELLO. In the Delta-Northwest merger in 2008, when
they announced the merger, they also indicated that the pilot union
had reached an agreement with the union prior to announcing the
proposed merger. Is there a reason why that this wasn’t done in
{:his ‘;:)roposed merger with the pilot unions of the respective air-
ines?

Mr. SMISEK. Sure. Let me speak to that if I could. This merger
came together very quickly. We learned that United Airlines,
through pressure, of course, was in negotiations to merge with an-
other carrier, and United was the right strategic partner for Conti-
nental. So we needed to move swiftly, and we did so over about a
3-week period. That swiftness was such that the processes for
reaching agreements during collective bargaining agreements with
our pilots or other work groups could not move that swiftly.

We are in the process, and you will be hearing from our pilots
on the next panel, we are in the process of working together with
the pilots’ union and hope to reach a joint collective bargaining
agreement promptly. It is my strong desire to reach joint collective
bargaining agreements as promptly as possible with all work
groups.

Mr. CoSTELLO. It is my understanding that both United and Con-
tinental units for the Airlines Pilots Association formed a special
committee to discuss potential merger issues in 2008. And you just
indicated basically that there wasn’t enough time, that this came
about quickly. If they formed a committee in 2008, and this pro-
posed merger comes, the announcement, 2 years later, can you ex-
plain that?

Mr. TiLTON. So, Mr. Chairman, it is probably fair to say that the
attention of our pilot union, the same as Jeff’s, was largely focused
in the run-up to Jeff’s reengagement with myself on another trans-
action. So during that period of time we didn’t have any further
conversations relative to a merger with Continental. And as Jeff
appropriately says, we were having a discussion with another com-
pany. And our pilots’ union had a very distinct point of view about
the difficulties associated with that transaction potentially, and
they were focused on, as we were, the issues associated with that
transaction rather than this one. And that is just a reasonable
thing to have had happen.

Now, let me be very clear. They also made it clear to me that
they preferred this transaction rather than that one, but we
weren’t preparing for it, Mr. Chairman.

Mr. CosTELLO. Some United retirees and other stakeholders
have made note of the fact that both of you have indicated that the
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merger would generate $1.2 billion in synergies. And since United
shed its obligation for employee pensions during bankruptcy, they
are wondering if, with this merger, if in fact it takes place, is there
any hope that employee pensions might be restored with the
merged carrier? And they want to know how they are affected.

Mr. TILTON. So, Mr. Chairman, you may recall that during the
bankruptcy, the action taken relative to defined benefit plans was
actually taken by the PPGC itself, and that was at their discretion.
Along with the decision to guarantee at the PPGC guaranteed
level, the defined benefit plans that the PPGC assumed responsi-
bility for was a condition that a defined benefit plan at United per
se not be restored. We replaced those pensions, those defined ben-
efit plans, with defined contribution plans.

We find ourselves in a situation where the two companies have
slightly different retirement plans. We will work very hard to-
gether to make sure that the retirement plans that we put together
for all employees are the best that they can be.

Mr. COSTELLO. So the short answer to those who lost their pen-
sions with the bankruptcy, how will they be affected?

Mr. TiLTON. That will be unchanged. For the current retirees,
there is no provision in the merger that will affect the retirement
plans of current retirees.

Mr. COSTELLO. So they should not hold out hope that they in fact
will see any of their——

Mr. TiLTON. I don’t see any reversal of the decision made by the
PPGC, Mr. Chairman.

Mr. CosTELLO. The Chair now recognizes the Ranking Member,
Mr. Petri.

Mr. PETRI. Thank you very much, Mr. Chairman. The Chairman
of our Full Committee often eloquently says the number one job of
our Committee is to ensure, first and foremost, that safety in the
traveling public is observed. And we have, as the Chairman pointed
out, some representatives here of the Colgan flight from Newark to
Buffalo. Sixty billion dollars of losses since 2001 as an industry
puts an awful lot of pressure on the whole system. We have been
fortunate, we have the most remarkable safety record overall. And
I know—or certainly hope you are committed to maintaining that.
But it has to be hard and puts a lot of pressure on frontline em-
ployees and others, as we saw with the Colgan crew and the dif-
ficulties that they had to operate under as individuals flying long
hours and so on to make their work schedules and all the rest.

And I just wonder if you could comment on any effect this would
have or what—we have been having a lot of hearings, we are work-
ing on legislation to try to put standards in place. But of course,
if the resources aren’t there at the end of the day, it is very dif-
ficult to maintain standards. And I just wonder if you could talk
about any implications this might have for safety or for the trav-
eling public, or for the safety of employees as well.

Mr. SMISEK. Sure. Safety is always the number one priority of
Continental Airlines, and will be the number one priority of the
combined United.

I would also like to, in honor of the Colgan families who are here
today, express my condolences for their loss. That was a tragic acci-
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dent and it saddened all of us throughout the industry and at Con-
tinental.

This merger will not affect safety. Safety is important before the
merger, safety will be important after the merger. Certainly, hav-
ing a profitable carrier is something that one would rather have
than a carrier that consistently makes losses and is eking out a
hand-to-mouth existence. But no matter what level of profitability
or loss, we are always focused on safety because that is the most
important thing in the aviation business.

Mr. TILTON. So, Congressman, let me simply add—echo what Jeff
said emphatically: Regardless of how few dollars there may be, dol-
lar one always goes to safety. But that having been said, I think
you make an excellent point. I don’t think anybody in the room
would conclude that an economically fragile and systemically un-
profitable industry is a benefit to safety. That can’t be good. There
is no way that anybody can suggest that that is a good thing for
safety and security.

So our view is that the more economically robust the new com-
pany can be, obviously the more resources we can dedicate to ev-
erything that is important to all of our constituents, including safe-
ty. We have a relationship with our regional carriers that is a part-
nership in safety. We share best practice, we conduct safety audits,
we hold them to a high standard, and we value the fact that they
appreciate that we have available to them at United a standard of
safety that is of benefit to them as a learning. So we also are in
a position to be able to do that. We will be able to do that more
SO as a new company.

Mr. PETRI. One other question, I wonder—or area, I wonder, if
you could each expand on. You touched on it briefly. But this is a
global industry now, particularly for the major carriers. And we
face very robust international competition, many of it in some ways
with the more favorable environment because of government sup-
port or whatever and less competitive domestic markets and all the
rest than we face in the United States.

Could you discuss how we can prevent or how we can—what we
can do to become—or how this merger will affect our international
possibilities for competitiveness? I know we have links and alli-
ances with international competitors, but we don’t want those to
end up being ultimately international takeovers. We would like to
see American, robust, global competition.

Mr. TILTON. We couldn’t agree with you more, Congressman. And
as Jeff said in his testimony in his prepared remarks, the majority
of our competition across the Atlantic and across the Pacific is now
foreign carrier. And we face competitors who have usurped the tra-
ditional positions of the network carriers in this country to become
the number one and number two carriers in global markets: Air
France-KLM, Lufthansa, who have already gone through signifi-
Cf)mt consolidation. And, of course, now we have the announced BA
Iberia.

Our view is we have to have the same scope, scale, and economic
robustness that they have to be able to offer a competitive response
to the consolidation that has taken place across the Pacific, across
the Atlantic, and in fact in Latin America as well. And we do think
that this company will give us the opportunity to do that.
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Mr. SMISEK. Congressman, that is correct. This is a global busi-
ness, and we need a global scope and global scale in order to effec-
tively compete. What we are finding is large carriers, especially
large foreign carriers, offer a greater scope, a greater scale than we
do. And they are picking off our passengers one by one, particularly
picking off our business passengers.

And in Continental, we are principally a business-oriented air-
line. We carry all passengers, leisure passengers and business pas-
sengers, but where we make our money is business travelers. We
orient our product towards that. We orient our service towards
that. And these large foreign carriers are being very successful in
taking our passengers. And by combining, we will be able to be in
a position competitively to compete effectively with them and to
continue to compete in the United States, of course, against the ro-
bust competition that we find ourselves with today.

Mr. COSTELLO. The Chair thanks the Ranking Member, and now
recognizes the gentlelady from Texas, Ms. Johnson.

Ms. JOHNSON OF TEXAS. Thank you very much, Mr. Chairman.
I have not taken a position on this merger, but I am very con-
cerned about what most passengers are concerned about, and that
is the employees.

In your joint testimony you state that customers must have ac-
cess, will have access to 116 domestic destinations, and that small
communities will continue to be served.

Ms. JOHNSON. And that sounds good, but my question is, who
will be serving these communities? And do you intend to sub-
contract out domestic groups that serve our smaller communities.

And I would like to have both of you comment on that.

Mr. SMISEK. Let me address that, Congresswoman.

This merger will be very good for our employees. It will provide
them with good jobs—careers, and not just jobs; and retirements,
secure retirements, and not just hope. It will provide us with the
synergies that will permit us to continue to invest in our employ-
ees. And I have made it very clear that the wealth creation of this
merger, that I intend to share that with all work groups, whether
they are unionized or not.

In terms of service to communities, we allocate the aircraft that
we have at the mainline carrier, the larger jets, depending upon
the demand of the routes. And for smaller markets, we often use
regional affiliates that we contract with, because those routes can-
not bear a large mainline aircraft, a 124-seat or a 160-seat aircraft,
but rather a 50-seat aircraft or, in United’s case, say, a 70-seat air-
craft. And we will continue to do that.

But what matters the most is the air service, because those re-
gional carriers have employees, as well. And they will benefit, our
regional carrier affiliates will benefit, our own employees will ben-
efit from this merger.

Mr. TiLTON. So, Congresswoman, said in a similar way, the rea-
son that the low-cost carriers do not serve those communities that
you refer to and the 148 that we spoke to is because they don’t
have the flexibility of access to the aircraft that Jeff mentioned. So
737s won’t be flying to Minot, North Dakota, to pick up passengers
and connect them to Denver, but our 50-seat regional jets will. And
that is how they will get to Denver and then get on to wherever
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they may be flying, domestically or internationally. And that is the
way that the networks work.

So, for the most part, you know, the low-cost carriers will not
offer service to those communities if we weren’t in a position to eco-
nomically do so.

Ms. JOHNSON. Thank you.

Mr. Tilton, I am much more familiar with Continental than I am
the other airline, United. And you have built a reputation in the
last 10 years of having a culture that is very supportive of pas-
sengers, and the employees seem to be quite pleased and happy.

When you combine the pilots and complete this merger, what will
be your position on the pilots’ authority? Will they come together
prior? Or do you plan to——

Mr. TiLTON. Congresswoman, I have only been in the industry
for fewer than 8 years, so some of that relative to 10 years was
probably—I was doing something else at the time.

But, as Jeff said a moment ago, our pilot leadership is going to
be given the opportunity to speak to their views of this combination
and the extent to which they perceive it to be of benefit to the pilot
profession and the two combined pilot groups.

In answer to the questions that we had previously, although it
has been a relatively short period of time, Congresswoman, they
have had a good bit of opportunity to come together and to discuss
their ambitions for the combining of their work groups. And I have
to say on behalf of Jeff and myself, they have done a very good bit
of work in a very short period of time. And I know they will share
that with you when they come up here next.

So that is made easier by, Congresswoman, the fact that they are
represented by the same union. Across the other spectrum of our
work groups, the two companies have different unions representing
work groups, such as the flight attendants and ground workers and
mechanics.

So the first order of business there is going to be a determina-
tion, or at least an important order of business there is going to
be a determination of which union ultimately is going to represent
those professions in the new company. Because the workers are
going to have to decide, they are going to have to choose between
the different unions. So that is something that is going to have to
be sorted out that, obviously, the pilot group is not going to have
to attend to, because they are represented by ALPA, both.

Ms. JOHNSON. Thank you.

Now, I am basically a passenger, as you know, like the majority
of American people in this business. And when I get on an airline,
I want to be sure that the pilots are happy and healthy, that the
attendants are happy and healthy, and that that plane has been
serviced appropriately.

Where do you get those planes serviced and maintained?

Mr. SMISEK. Congresswoman, you and me both. We are most in-
terested in safety and the professionalism of our crews.

Our aircraft are serviced by a combination of our own employees
and outside contractors. We use GE, we use Rolls Royce, we use
Goodrich, we use HAECO, we use AAR. We use a number of very
professional companies.
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We are very focused on not only maintenance for safety but
maintenance for dispatch reliability, as well; making sure, when
you get on that aircraft, that there isn’t a problem, that it gets off
on time, because we are a networked business and all those flights
connect.

So you and I share the same desires. And, as a result, we are
very focused on all the things that you have pointed out.

Mr. TiLTON. Across the United States, Congresswoman, our line
maintenance organization is represented by the International
Brotherhood of Teamsters. We have a large maintenance base in
San Francisco, a significant maintenance base in San Francisco,
also represented by that labor union.

But, as Jeff said, we also have maintenance partners worldwide.
And because, as Jeff has also said, we are a global carrier, we use
the opportunity to have our maintenance performed all across the
world.

Ms. JOHNSON. Is there code sharing across the world with the
U.S.?

Mr. TiLTON. Do we co-chair across the world?

Ms. JOHNSON. Code share.

Mr. TiLTON. Yes, we do.

Ms. JOHNSON. Now, you also mentioned in your testimony that
there would probably not be any changes, most especially in the
front-line employees. What about the back-line?

Mr. SMISEk. Well, Congresswoman, what you refer to are the
headquarters. In any merger, there are efficiencies as a result of
job redundancies in headquarters jobs. And we will have the typ-
ical efficiencies in any merger when you have two headquarters,
two people doing the same job. There will be reductions in jobs
both in Houston and Chicago. And there will be jobs, as well, that
will move from Houston to Chicago, and there will be jobs that re-
main in Houston.

But the vast majority of jobs will remain as they are today be-
cause we are such complementary carriers and we have so little
overlap, that the front-line employees are largely unaffected.

And the number of headquarters employees who are affected, al-
though we have not determined the precise number at this time be-
cause we are early in the process of integration planning, that will
be a relatively small number as measured against the total number
of employees that the combined carrier will have.

Ms. JOHNSON. Will you use retirement? Or how would you han-
dle the people you have to cut?

Mr. SMISEK. We always prefer if we have employees who retire
or through attrition or through voluntary programs. And, also, for
employees whose jobs are affected, we will assist them in finding
other jobs, hold job fairs, assist them in all ways we can for them
to find other employment.

Ms. JOHNSON. Thank you.

Thank you very much, Mr. Chairman.

Mr. CosTELLO. The Chair thanks the gentlelady and now recog-
nizes the gentleman from New Jersey, Mr. LoBiondo.

Mr. LoBioNDO. Thank you very much, Mr. Chairman, for holding
this hearing.
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And, Mr. Tilton and Mr. Smisek, thank you for being here, as
well as the other panelists.

I want to say at the outset that I support this merger in the
strongest of possible terms. I think that my colleagues, once they
have the opportunity to review all the facts and the situation, will
also agree with me.

The merger of these two carriers will create a much stronger,
much more sustainable airline that will be better able to survive
in a struggling economy and succeed in an increasingly competitive
market. It will enable dramatically needed new investment and
products and services, and result in much more efficient flight op-
erations to more destinations—something that I don’t think anyone
can dispute and something that we all want to see.

And, finally, it will vastly improve passenger convenience. I
share the concern of some of my colleagues about the impact of the
mergers on the workforce. Mr. Tilton, Mr. Smisek, I think you have
answered that adequately and put it very well. But with little over-
lapc,1 there should only be a negligible impact on this, as you have
said.

The merger will have a tremendous benefit in my State, and I
think that is great. But, more importantly, I think it will have a
tremendous benefit for aviation in the United States of America,
which has been under assault, as we have heard the numbers of
declining employees, since September 11th.

And what do we want to see? Do we want to see our airlines go
under while British and Iberia and KLM and all the rest of them
suck up our passengers and people that could possibly work for us?
Do we want to see our employees go by the wayside so foreign air-
lines can hire more of their people? And I think that is exactly
what we are facing if we don’t understand the consequences of this.

So, while it will have a big impact on New Jersey, the bigger,
more important, beneficial impact will be on the United States of
America. It will open up many more destinations around the world
and, I think, will allow for all kinds of economic growth and job op-
portunities.

I have 23 letters from New Jersey businesses and organizations
in support of the merger. And, Mr. Chairman, I ask unanimous
consent that these letters be made a part of the record.

Mr. CosTELLO. Without objection.

Mr. LoBioNDo. I thank you.

[The information follows:]



FRANK A. LOBIONDO
2ND DISTRICT, NEW JERSEY

RerLy To:
] 2427 Raveuan House Orrice Bunome
WasHINGTON, DC 20516-3002
202-226-6672
£AX 202-225-3318

[ 5914 Mam Stwes, Sure 103
Mavs Lanning, NJ 08330-1748

50

Congress of the Anited States
THouse of Representatives

commrrrEes:
TRANSPORTATION AND
INFRASTRUCTURE

SUBCOMMITTEES:
HANKING MEMBER

CoaST GUARD AND MaRITIME
TAANSPORTATION

Aviamon

'WATER RESOURCES AND
ENVIRONMENT

603-825-5008 ARMED SeERviCES
FAX £05-625-5071 Z, SUBCOMMITTEES:
e THashington, BC 20515-3002 Fgnenetnil
READINESS
June 1 6, 2010 TEARORISM, LNCONVENTIGNAL THREATS
AND CAPABILITIES.
The Honorable Jerry F. Costello The Honorable Tom Petri
Chairman Ranking Member
Subcommittee on Aviation Subcommittee on Aviation
2251 Rayburn House Office Building
‘Washington, DC 20515-0001
Dear Chairman Costello and Ranking Member Petri:
P to the i request 1 just propounded, 1 have attached letters from New

Jersey businesses and organizations in support of the proposed merger between United Airlines and
Continental Airlines for inclusion in the record of today’s Subcommittee proceedings.

Sincerely, Z
éémondo

Member of Congress

Thank you for your assistance in this matter.

FAL:s

PRINTED ON RECYCLED PAPER



51

Chamber of Commerce
}\}\2 Southern New Jersey

Where Business Grows

Debra P. Dilorenzo
President & CEO

June 15, 2010

Honorable Ray taHood

Secretary of the Department of Transportation
1200 New Jersey Avenue, SE

Washington, DC 20590

Dear Secretary LaHood:

| am writing to express my enthusiastic support for the proposed merger of United Airlines and Continental Airlines because it
will benefit the businesses and workers in New Jersey and our local economy.

The merger of United and Continental will create a fi y stronger, inable alrline that will be better able to succeed in
anincreasingly itive di ic and international avi industry. For businesses in New Jersey, this means we can look
forward to the combined airline providing access to 370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a seamless global network with

hubs in the four largest U.S. cities, Corporate travelers will have an easier time making i r g C and
doing business, and that is exactly what we need in New Jersey to keep our economy on the right path.

With the combined alrline’s increased financial strength will also come enhanced career oppartunities for the 13,900 New
Jersey employees of the combined airline. The companies have said they believe the impact of the merger on frontline
employees will be minimal and that they will offer perf: based & i p ion programs. This kind of
commitment to the employees who have seen them through recent challenges shows goad faith, and it’s important to our local
economy.

United and Continental are well-suited to combine. They have the most complementary route networks of any U.S. carriers
and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle East. The two companies have also
worked together as members of the Star Alliance. This merger will take their partnership to the next level,

urge you to support a falr, expeditious and ultimately favorable regulatory review so that our businesses are able to realize the
benefits of the merger without delay. Thank you for your time.

Sincerely,

%@%ﬁg
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Gateway
MiRegionai
@ Chamber of
Commerce

May 26, 2010

Senator Frank Lautenberg
324 Hart Senate Building
Washington, DC 20510

Dear Senator Lautenberg:

| am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines because it will benefit Gateway Regional Chamber of Commerce and our employees,

The merger of United and Continental will create a financially stronger, sustainable airline that wili be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
Gateway Regional Chamber of Commerce, this means we can rely on the combined airline to provide the
foundation for opportunity that comes with access to 370 destinations around the globe.

United and Continental have very little overlap on routes and are weil-suited to combine. By coming
together, they will offer a seamless global network with eight hubs across the country and will offer
convenient access to Asia, Europe, Latin America, Africa and the Middle East. Corporate travelers will
have an easier time making connections, reaching customers and daing business, which will benefit
Gateway Regional Chamber of Commerce and the business travel industry.

The combined airline will also be positioned to continue its investment in globally competitive products,
upgrade technology, refurbish and replace older aircraft, and implement best-in-class practices of both
airlines. [t will also offer the industry's leading loyalty program, providing access to more benefits than
any other program, with more ways to earn and redeem miles. As 8 member of the Star Alliance, the
combined airline will provide loyally program members with the oppartunity to use miles for award travel
with partner airlines to more than 1,000 destinations around the world.

| urge you to suppaort a fair, expeditious and ultimately favorable regulatory review so that our business is
able to realize the benefits of the merger without defay. ! ask that you let Attorney General Holder and
Transportation Secretary LaHood know of Gateway Regional Chamber of Commerce’s support for the
merger and hope you will support it, too.

Sincerely,

Kl own)

Kate Conroy
Vice President

GATEWAY REGIONAL CHAMBER OF GCOMMERCE
135 Jeflerson Avenue, Box 300, Elizabeth, New Jersey 07207
908-352-0900 » Fax 908-352-0865
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Tuesday, June 08, 2010

Honorable Ray LaHood

Secretavy of the Department of Transportation
1200 New Jersey Avenue, SE

Washington, DC 20590

Dear Secretary LaHood:

1am writing on behalf of the Board and Membership of the Greater Elizabeth Chamber of
Commerce tn express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines because it will berefit the businesses and workers in New Jersey and our
focal sconony.

The merger of United and Contivental will create a financially stronger, sustainsble ajrline that
witl be bener able to succeed inan i ingly petitive d ic and i jonal aviation
industry. And for businesses in New Jersey, this means we can Jook forward to the combined
airline providing access 1o 370 destivations around the globe.

United and Continental have very Litle overlap on routes. By coming together, they will offer a
senrnless global network with lubs in the four largest U.S. citiss. Corporate travelers will have
an easier time meking connections, reaching customers and dotng business, and that fs exactly
what we need in New Jersgy to keep our ecovomy on the right path,

With the combined airline’s increased financial strength will also come evhanced career
opportunities for the 13,900 New Jersey employees of the hined airline. The r

Tave said they believe the impact of the merger on frontline employees wiil be minimal aud that
they will offer performance-based incentive corpensation programs. This kind of commitment
o the employees who have seen them through recent challenges shows gaod faith, and it's
impaortant to our local economy.

Upited and Continental are well suited to combine. They have the most complementary route

netwarks of any U.8, carriers and will offer covvenient access to Asla, Europe, Latin Awerica,
Africa and the Middie East. The two companies have also worked together as mambers of the
Star Alliance. This merger will take their partnetship to the next Jevel.

T urge you to support a fair, expeditions and ultimately favorable regulatory review so that our
businesses ave sble to realize the benefits of the merger without delay.

Sincerely,

Yy At

Gordon F, Haas
President’/CEC
Greater Elizabeth Chamber of Commerce

f&%%
%iﬁ

456 North Broad Sfweet
Elizsbeth, NI 07208

Tel. 908 355-2600

Fax 908 436-2054

Ewmajl: gece@iuno, comy
Web; elizubethchamber.com

Prosident/CEQ
Gordon F. Haag

Exceptive Committee

Angel Cabrers, Choliperson
Merrit Dufty, ¥ées Chairperson
Adam Farral, Fioe Chairperson
Dienise Patarro, Fice Chairpersan
William Holzapfel, Secretary
Lerry Wolgin, Trearures

Cherles Mancuse, Past President
Marey Metz, Pass Pregident

Bosrd Members

Bo Parkss
Bavbars Gaba
Juson Gonatez
Stephen Hebl
Mirs Kostak

Jim Lape

Trenise MacQuirk
Albert Mautd, Jr.
Johy Pervy
Thesesa Persita
Steven Posce, St
Christopher Zehnder
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June 7, 2010

Honorable Erie H. Holder, Jr.
Aftorney General
Department of Justice

850 Penngylvania Ave, NW
Washington, DC 20630

Dear Atorney General Holden

 am writing to express my enthusiastic support for the proposed mergsr of United Airlines and
Continental Airlines because it will benefit the businesses and workers in New Jersey and our local
economy.

Tha merger of United and Continental will creafe a financially stronger, sustainable airiine that wilt be
petter able to succeed in an Increasingly competitive domastic and internationat aviation ingustry. And for
businesses in New Jersey, this means we can look forward 1o the combined airfine providing access o
370 destinations around the globe,

United and Continental have very little ovarlap on routes. By coming fogether, ey will offer 2 seamiess
global network with hubs in the four largest LS, cities. Corporate travelers will have an easier time
making connections, reaching customers and doing business, and that is exactly what we need in New
Jersey to keep our economy on the right path,

With the combined airling’s increased financial strength will also come enhanced career opportunities for
the 13,900 New Jersey employees of the combined alrline. The companies have said they believe the
impact of the merger on frontiine employees will be minkmal and that they will offer performance-based
incentive compensation programs. This kind of commiiment to the employaes who have seen them
through recent challenges shows goad faith, and s Imporant ta cur local sconomy.

United and Continental are well-sulted to combine. They have the most complementary route networks of
any U.8. carriers and will offer cunvenient access to Asia, Europe, Latin America, Afiica and the Middie
East. The two companiss have also worked together as members of the Star Alllance. This merger will
take their partnership 1o the next level.

1 urge you to support a fair, expeditious and ullimately favorable regulatory review so that cur businesses
are able to realize the benefits of the merger without delay.

2
ra
e AL
“Eouis Dell Ermb S
Chairman

Gateway Group One

Excellence. ONE Relationship at a Tum
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June 7, 2010 NEWARK
REGIONAL
BUSINESS
PARTNERSHIP
Honorable Eric H. Holder, Jr.

Attorney General
Department of Justice

950 Pennsylvania Ave, NW
Washington, DC 20530

Dear Attorney General Holder:

| am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines because it will benefit the businesses and workers in New Jersey and our local
economy.

The merger of United and Continental will create a financially stronger, sustainable airfine that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
businesses in New Jersey, this means we can loak forward to the combined airline providing access to
370 destinations around the giobe.

United and Continental have very fittle overlap on routes, By coming together, they will offer a seamless
global network with hubs in the four largest U.S. cities. Corporate travelers will have an easler time
making connections, reaching customers and doing business, and that is exactly what we need in New
Jersay to keep our economy on the right path.

With the combined airline’s increased financial strength will also come enhanced career opporlunities for
the 13,900 New Jersey employees of the combined airline. The companies have said they believe the
impact of the merger on frontline employees will be minimal and that they will offer performance-based
incentive compensation programs. This kind of commitment fo the employees who have seen them
through recent challenges shows good faith, and it's important to our local economy.

United and Continental are well-suited to combine. They have the moest complementary route networks of
any U.S. carriers and will offer convenlent access to Asia, Europe, Latin America, Africa and the Middie
East. The two companies have also worked together as members of the Star Alliance. Thig merger will
take their partnership to the next level.

| urge you to support a fair, expeditious and ultimately favorable regulatory review so that our businesses
are able 1o realize the benefits of the merger without delay.

Sincerely,

7

Chip Hallock
President & CEQ

The National Newark Building » 744 Broad Street, 26" Floor « Newark, NJ 07102.3802
P 973-522-0099 « F 973-824-6587 » www.newarkrbhp.org
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June 7, 2010

Honorable Eric H. Holder, Jr.
Altorney General
Department of Justice

950 Pennsylvania Ave, NW
Washington, DC 20530

Dear Attorney General Holder:

| am writing to express my enthusiastic support for the proposed merger of United
Airlines and Continental Alrlines because it will benefit the businesses and workers in
New Jersey and our local economy.

The merger of United and Continental will create a financially stronger, sustainable airline
that will be better able to succeed in an Increasingly compstitive domestic and
internationat aviation industry. And for businesses in New Jersey, this means we can
look forward to the combined airline providing access to 370 destinations around the
globs,

United and Continental have very little overlap on routes. By coming together, they will
offer a seamiess global network with hubs In the four largest U.S. citles. Corporate
{ravelers will have an easier time making connections, reaching customers and doing
business, and that Is exactly what we need In New Jerssy {o keep our economy on the
right path.

With the combined alrline's increased financial strength will also come enhanced career
opportunities for the 13,800 New Jersey employees of the combined airline. The
companies have said they believe the impact of the merger on frontline employees will be
minimal and that they wili offer performance-based incentive compensation programs.
This kind of commlitment to the employees who have seen them through recent
challenges shows good faith, and it's important to our local economy.

United and Continental are well-suited to combine. They have the most complementary
route networks of any U.8. carrlers and will offer convenlent access to Asla, Europe,
Latin America, Africa and the Middle East. The two companles have also worked
together as members of the Star Alliance. This merger will take thelr partnership to the
next level.

| urge you to support a falr, expeditious and ultimately favorable regulatory review so that
our businesses are able {o realize the benefits of the merger without delay.

Slpeetely,

Paul 8. Jaffee
Director of Leasing

744 BROAD STREEY, NEWARK, NJ 07102.3802 B TBL ¥73-643-6822 o FAX 973-643-0744



57

- TCAG1

'lc'( Iumlu;,\’ Coneepts Group, tnd,

June 7, 2010

Honorable Eric H. Holder, Jr.
Attorney General
Department of Justice

950 Pennsylvania Ave, NW
Washington, DC 20530

Dear Attorney General Holder:

| am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines because it will benefit the businesses and workers in New Jersey and our local
economy.

The merger of United and Continental will create a financially stronger, sustainable airline that witt be
better ahle to succeed in an increasingly competitive domestic and international aviation industry. And for
businesses in New Jersay, this means we can look forward to the combined airline providing access to
370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a seamless
global network with hubs in the four largest U.S. cities. Corporate travelers will have an easier time
making connections, reaching customers and doing business, and that is exactly what we need in New
Jersey to keep our economy on the right path.

With the combined airline’s increased financial strength will also come enhanced career opportunities for
the 13,900 New Jersey employees of the combined airline. The companies have said they believe the
impact of the merger on frontline employees will be minimal and that they will offer performance-based
incentive compensation programs. This kind of commitment to the employees who have seen them
through recent challenges shows good faith, and it’s important to our local economy.

United and Continental are well-suited to combine. They have the most complementary route networks of
any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle
East. The two companies have also worked together as members of the Star Alliance. This merger will
take their partnership te the next level. \

1 urge you to support a fair, expeditious and ultimately favorable regulatory review so that our businesses
are able to realize the benefits of the merger without delay.

Sincerely,
11: . { i :ZZ )? y 3
Avis Yates Rivers

President & CEO

67 Veronica Avenus, Suite 14, Somersel, NJ 08873 *** 732-6569-6035x11 *** 732-689-6036 fax

www.technologyconcepls.com
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%Sovereign' j & Santander

June 7, 2010

Honorable Eric H, Holder, Jr.
Attorney General
Department of Justice,
950 Pennsylvania Ave, NW

. Washington, BC 20530

Dear Auornéy General Holder:

f am writing to expmés my enthuslastic support for the proposed merger of United Alrfines and
Continental Alrlines becaugs it will benefit the businésses and workers In New Jersey and our loca(

economy.

The merger of United and Continental will create a financlally stronger, sustainable alrline that will be

better ablé to sucoeed In an Increasingly competitive domestic and International aviation Industry. And for
' businesses in New Jersey; this means we can look forward to.the comblned alrline providing access' to

370 destinatlons around the globe, "

United and Continental have very litile overlap on routes, By coming {ogether, they will offer a seamless
global network with hubs In the four largest U.S, clties. Corporate travelers will have an easler time
making connsctlons, reaching customers and do!ng business, and that Is gxactly what we nsed in New
Jersey to keap our economy on the right path, .

. Wlth the combinad alrine’s lncre‘ased financlal strength will also come enhanced career opportunilles for

" the 13,800 New Jersey employees of the combined alrilne, The companies have sald they beliave the
Impact of the merger on frontline employees will be minimal arid thaf they will offer performance-based
Incentive compensation programs. This kind of Itment to the employees who have seen them
through recent challenges shows good faith, and it's Important to our local sconomy. :

United and Continentat are well-sulted to combine, They have the most complementary routs networks of
. any U.S, carrlers and will offer convenlent access to Asla, Europe, Latin America, Africa and the Middle -
. East, . The two companiles have also worked together as members of lhe star Alllance, This merger wilt:
take thelr partnership fo the next level, .o )

K | urge you fo support a falr, expeditious and u tlmately favorable regu!alory revlew 80 that our buslnesses '
are able to realize the benefits of the merger wllhout delay. . ’

Slncere!y,

Mary Brautig
Seniox Vice’ Presidenc
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MAssEY AGENCY

INSURANCE
OurPolicy is Your Protection

June 7, 2010

Honorable Exie H. Helder, Jr.
Afterney General
Departinent of Justics

950 Pennsylvania Ave, NW
Washington, DC 20530

Dear Attorney General Holder:

1 am writing to expréss my enthuslastic support for the froposed merger of United Airlines and
Continentat Alrlnes because it will bensfit the businesses and workers in New Jersey and our local
economy.

The merger of United and Continentel will create & financlally strongér; sustalnable alring thatwilibe
better able to succeed in an Increasingly compstitive domestic and International aviation Industry. And for
businesses in New Jersey, this means we can lock forward to the combined airline providing access to
370 destinations around the globe.

United and Continental have very little overlap of routes. By caring together, they will offer-a seantless
glabal natwork with hubs In the four fargest L.5, citles, Corporate travelers will have an sasier time
making connestions, reachlng customers and doing business, and that is exactly what we need In New
Jefsey to keep our economy oi the right path.

With the combined alriine’s Increased financial strength will also come enhanced career opportunities for
the 13,900 New Jerséy employées of the combined airline, The ¢ompanies have Said they belleve the
Impact of the merger on frontiine employees will be'minimal and that they will offer performance:based
incentive compensation programs. This kind of commitment to the employess who have seen them
through recent chalienges shows good faith, and it's important to our local economy.

United ahd Continental are well-suited (6 sombinte. They have thé mast complemerilary route networks of
anhy U.S, carriers and will offer convenlent access to Asia, Europe, Latin America, Africa and the Middie
East. The two companies have aiso worked together as merabers of the Star Alllance. This merger will
take their paitriership 6 the next lével,

1 urge you to support a falr, éxpeditious and ultimately favorable regulatory réview 50 that our businasses
are able to realize the benefits of the meiger without delay.

Sincerély,

A s

“ Emma A. Massey
Vice President

46 Lyons Avenue, Newark N} 07112 + 973.926,6300 » Fax 973.318.7251 + www.masséyagénty.com
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KEVIN J. MOKENNA

Diroctor

Gibbons P.C.

One Gateway Canter

Newark, New Jersay 07102-5310

Direct {073} 6964728 Fax (973) 636-6279
kmckenna@ghbonsizw.com

June 9, 2010

Honorable Eric H, Holder, JIr.
Attorney General
Department of Justice

950 Pennsylvania Ave, NW
Washington, DC 20530

Dear Attorney General Holder:

1 am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines because it will benefit the businesses and workers in New Jersey and our
local economy.

The merger of United and Continental will create a financially stronger, sustainable airline that
will be better able to succeed in an increasingly competitive domestic and international aviation
industry. And for businesses in New Jersey, this means we can look forward to the combined
airline providing access to 370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a
seamless global network with hubs in the four largest U.S. cities, Corporate travelers will have
an easier time making connections, reaching customers and doing business, and that is exactly
what we need in New Jersey to keep our economy on the right path.

With the combined aitline’s increased financial strength will also come enhanced career
opportunities for the 13,900 New Jersey employees of the combined aitline. The companies
have said they believe the impact of the merger on frontline employees will be minimal and that
they will offer perforimance-based incentive compensation programs. This kind of commitment
to the employees who have seen them through recent challenges shows good faith, and it's
important to our local economy.

United and Continental are well-suited to combine, They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Burope, Latin America,
Afiica and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level.

Rewark How York Trenton F Rt
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Gmsons P.C,
Honorable Eric H. Holder, Jr.

June 9, 2010
Page 2

I urge you to support a fair, expeditious and ultimately favorable regulatory review so that our
businesses are able to realize the benefits of the merger without delay,

Very truly yours,

o stme

KEVIN J. MCKENNA
Director

KJM/kat

Enclosure

#1521801 v
099998-00t 10
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1085 Lock Street - Sulte 405
Nounrk, NI 07103

June 7, 2010

Honorable Eric H. Holder, Jr.
Atlorney General
Department of Justice

950 Pennsylvania Ave, NW
Washington, DC 20530

Dear Attorney General Holder:

I am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Alrlines because it will benefit the businesses and workers in New Jersey and our local
economy.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly compstitive domestic and international aviation industry. And for
businesses in New Jersey, this means we can look forward to the combined airline providing access to
370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a seamiess
global network with hubs in the four fargest U.S. cities. Corporate travelers will have an easier time
making connections, reaching customers and doing business, and that is exactly what we need in New
Jersey to keep our economy on the right path.

With the combined airline’s increased financial strength will also come enhanced career opportunities for
the 13,900 New Jersey employess of the combined airline. The companies have said they believe the
impact of the merger on frontline employees will be minimal and that they will offer performance-based
incentive compensation programs. This kind of commitment to the employees who have seen them
through recent challenges shows good faith, and it's important to our local economy.

United and Continental are well-suited to combine. They have the most complementary route networks of
any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle
East. The two companies have aiso worked together as members of the Star Alliance. This merger will
take their partnership to the next level.

| urge you to support a fair, expeditious and ultimately favorable regulatory review so that our businesses
are able to realize the benefits of the merger without delay.

Sincerely,

, Preside

105 Lock Street, Sulte 405 Newark, New Jersey 07103 v. 973.242.7100 f. 973.242.1612 www.mzmcc.com
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COUTO DEFRANCO, P.A.

CERTIFIED PUBLIC ACCOUNTANTS & ADVISORS

June 7, 2010

Honorable Eric H. Holder, Jr.
Altorney General
Department of Justice

950 Pennsylvania Ave, NW
Washington, DC 20530

Dear Attorney General Holder:

{ am writing to express my enthusiastic support for the proposed merger of United Alrlines and
Continental Airlines because it will benefit the businesses and workers in New Jersey and our local
economy,

The merger of United and Continental will creats a financially stronger, sustainable alrtine that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
businesses in New Jersey, this means we can look forward to the combined airfine providing access to
370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a seamless
global network with hubs in the four largest U.S. cities. Corporate travelers will have an easier time
making connections, reaching customers and doing business, and that Is exactly what we need in New
Jersey to keep our economy on the right path.

With the combined airline's increased financial strength will also come enhanced career opportunities for
the 13,900 New Jersey employees of the combined alriine. The companies have said they beliave the
impact of the merger on frontline employees will be minimal and that they will offer performance-hased
Incentive compensation programs. This kind of commitment to the employees who have seen them
through recent challenges shows good faith, and it's important to our local economy,

United and Continental are well-sulted to combine. They have the most complementary route networks of
any U.S. carriers and will offer convenient access {o Asia, Europe, Latin America, Africa and the Middle
East. The two companies have also worked together as members of the Star Alllance. This merger will
take their partnership lo the next level.

| urge you to support a fair, expeditious and ultimately favorable regulatory review so that our businesses
are able fo realize the benefits of the merger without delay.

Sincerely,

MIHMIse LatlsfsiNawark Repional Business Partnership Holder (2).doex

973.325.3370 | Fax; 973.325.3371
300 Executive Drive - Suite 200 Woest Orange, New Jersey 07052

www.coutodefranco.com
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New Jersey

—~ALLIANCE for ACTION INC.——

PHILIF K. BEACHEM PO Box 6438 ¢ Ruritan Plava I} » Edison. New Jersey O8818-6338
Presisient 17323 225-1180 + FAX {732) 225-4694
May 19, 2010 www allizneeforaction.com IFFORD HEATH

Seajor Viee Prosidest

Honorable Donald M. Payne

United States House of Representatives
2310 Rayburn House Office Building
Washington, DC 20515

Dear Congressman Payne:

| am writing to express the Alliance’s support for the proposed merger of United Airlines and Continental Airlines
because it will benefit the businesses and workers in Newark, New Jersey and the regional economy.

The merger of United and Continental will create a financially stronger, sustainable airline that will be better able to
succeed in an increasingly competitive domestic and international aviation industry. For businesses in Newark, this
means we can leok forward o the combined airfine providing access to 370 destinations around the giobe

United and Continental have very little overlap on routes. By coming together, they will offer a seamiess global
network with hubs in the four largest U.S. cities. Corporate travelers will have an easier time making connections,
reaching custormners and doing business, and that is exactly what we need in Newark to keep our economy on the
right path.

With the combined airline's increased financial strength will also come enhanced career opportunities for the nearly
14,000 New Jersey employees of the combined airline. The companies have said they believe the impact of the
merger on frontline employees will be minimal and that they will offer performance-based incentive compensation
programs. This kind of commitment to the employees who have seen them through recent challenges shows good
faith, and it's important to our local economy.

United and Continental are well-suited to combine. They have the most complementary route networks of any U.S.
carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle East. The two
companies have also worked together as members of the Star Alliance. This merger will take thelr partnership to
the next level

1 urge you to support a fair, expeditious and ultimately favorable regulatory review so that our businesses are able
to realize the benefits of the merger without delay.

hitip K.
President

Ce: Honorable Eric H. Holder, Jr,
Attorney General
Department of Justice
950 Pennsylvania Ave, NW
Washington, DC 20530

Honorable Ray LaHood

Secretary of the Department of Transportation
1200 New Jersey Avenue, SE

Washington, DC 20590

COUNTY ALLIANCES
Arlartic » Bregen » Burlington » Cannden « Essev > Gloveester « Hudson « Mercer » Middfesex s Monapait e Morvic « Ocean s Somerset
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Philip Kirschner
President

May 18, 2010

The Honorable Robert Menendez
United States Senator

528 Hart Senate Office Building
Washington, DC 20510

Dear Sepator Menendez:

On behalf of the 22,000 member companies of the New Jersey Business & Industry Association.
[ am writing to express my enthusiastic support for the proposed merger of United Airlines and

Continental Airlines because it will benefit the businesses and workers in Newark, New Jersey
and the regional economy.

The mexger of United and Contimental will create a financially stronger, sustainable airline that
will be better able to succeed in an increasingly competitive domestic and international aviation
industry. For businesses in Newark and the region, this means we can look forward to the
combined airline providing access to 370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they will offer a
seamless global network with hubs in the four largest U.S. cities. Corporate travelers will have
an easier time making connections, reaching customers and doing business. and that is exactly
what we need in Newark to keep our economy on the right path.

With the combined airline’s increased financial strength also come enhanced career opportunities
for the nearly 14,000 New Jersey employees of the combined aivlines. The companies have said
they believe the impact of the merger on frontline emyployees will be minimal and that they will
offer performance-based incentive compensation programs. This kind of commitment to the

employees who have seen them through recent challenges shows good (aith, and it is impostant
to our local economy.

United and Continental are well-suitéd to combine. They have the most complementary route
networks of any U.8. carriers and will offer convenient access to Asia, Europe, Latin Amervica.

12 Wi Yat Seseer Tronsom, 51 060001 190 0 g0 303770+ ww s i
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1 urge you to support a fair, expeditious and ultimately favorable regulatory review so that our
businesses are able to realize the benefits of the merger without delay.

iincere!y.

Philip Kirschner

Ce: The Honorable Eric H. Holder, Jr.
Attorney General
Department of Justice
950 Pennsylvania Ave, NW
Washington, DC 20530

The Honorable Ray LaHood

Secretary of the Department of Transportation
1200 New Jersey Avenue, SE

Washington. DC 20550
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The Hon. Frank R. Lautenberg ~2- May 20, 2010

Africa and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level.

[ urge you to support a fair, expeditious and ultimately favorable regulatory review so that our
businesses are able to realize the benefits of the merger without delay.

JOAN VERPLANCK
sident

V. 2733
cc: Honorable Eric H. Holder, Jr.
Honorable Ray LaHood
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8 F Data P i Inc.

ne ADP Boulevard TR,

Roseland, NJ 07068 /{J@} Q)
973,974 5000 Prone e

June 1, 2010

The Honorable Frank R. Lautenberg
United States Senate

324 Hart Senate Office Building
Washington, DC 20510-3003

Dear Senator Lautenberg:

| am writing to express my anthusiastic support for the proposed merger of United Airlines and
Continental Airlines bscause it will benefit ADP and our employees.

The merger of United and Continental will create a financially stronger, sustainabie airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And tor
ADP, this means we can rely on the cornbined airline to provide the foundation tor opportunity that comes
with access to 370 dastinations around the globe,

United and Continental have very little overiap on routes and are well-suited to combina. By coming
together, they will offer a seamiess global network with eight hubs across the country and will offer
conveniant access to Asia, Europs, Latin America, Africa and the Middla East. Corporate travelers will
have an easier time making connections, reaching customers and doing business, which will benefit ADP
and the business travel inaustry.

The combined airline will also be positioned to continue its investment in globally competitive products,
upgrade technology, refurbish and replace older aircraft, and implement best-in-class practices of both
airlings. {1t will also offer the industry’s leading loyalty program, providing access o more benefits than
any other program, with more ways to earn and redesm miles.] [As a member of the Star Alliance, the
combined airline will provide loyalty program members with the opportunity to use miles for award trave!
with partner airlines 1o more than 1,000 destinations around the world.]

i urge you to support a fair, expeditious and ultimately favorable regulatory review so that our business is
able to realize the benetits of the merger without delay. | ask that you let Attorney General Holder and
Transpontation Secretary LaHood know of our support tor the merger and hopa you will support it, too.

Sincerely.

Deolinda da Costa
Vice President
Automatic Data Processing, inc. (ADP)
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TRAVEL GROUP oy

RESS
600 Palisade Ave., Englewood Cliffs, NJ 07632 oS Travel
Telephone: (201) 569-7711 » (800) 223-6908 .
Facsimile: (201) 569-0081 Services
www.travel-group.net Representative

May 27, 2010

Senator Frank Lautenberg
324 Hart Senate Building
Washington, DC 20510

Dear Senator Lautenberg:

| am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry, The

- merger could allow us to build on our current relationship and become a stronger pariner with the
combined airtine. Given the upheaval in the airline industry of the past decade, this is particularly good
news for our company and our 5 employees in Englewood Cliffs, NJ.

United and Continental are well-suited to combine. They have the most complementary route networks of
any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the Middle
East. The two companies have also worked together as members of the Star Alliance. This merger will
take their partnership to the next level, and we want to be a part of their future success.

I urge you 1o suppert a fair, expeditious and ultimately favorable regulatory review so that our business is
able to realize the benefits of the merger without defay, | ask that you let Attorney General Holder and
Transportation Secretary LaHood know of Travel Group’s support for the merger and hope you wil
support it, tao.

Sincerely,

oA, Ao

Natalya Hansen
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COUANTA

£E N E R G Y Covanta Energy Group, Inc.
40tans Rd
for a cleaner worid Raiils, N.t 07004
Tel 973 852 9000
May 26, 2010
Senator Robert Menendez
528 Hart Senate Building

Washington, DC 20510
Dear Senator Menendez:

! am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines because it will benefit Covanta Energy Corporation and our employees.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
Covanta, this means we can rely on the combined airline to provida the foundation for opportunity that
comes with access to 370 destinations around the globe.

United and Continental have very little overlap on routes and are well-suited to combine. By coming
together, they will offer a seamless global network with eight hubs across the country and will offer
convenient access to Asia, Europe, Latin America, Africa and the Middle East. Corporate travelers will
have an easier time making connections, reaching customers and doing business, which will benefit
Covanta and the business travel industry.

The combined airline will also be positioned to continue its investment in giobally competitive products,
upgrade technology, refurbish and replace older alrcraft, and implement best-in-class practices of both
airlines. 1t will aiso offer the industry’s leading loyaity program, providing access to more benefits than
any other program, with more ways to earn and redeem miles. As a member of the Star Alliance, the
combined airline will provide loyalty program members with the opportunity to use miles for award travel
with partner airlines to more than 1,000 destinations around the world.

1 urge you to support a fair, expeditious and ultimately favorable regulatory review so that our business is
able to realize the bensfits of the merger without delay. 1 ask that you let Attomey General Holder and
Transportation Secretary LaHood know of Covanta’s support for the merger and hope you will support it,
too.

Sincerely,
sy

Anna Marle Brown

®

Printed on tecycied popet
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CYTEC

CYTEC INDUSTRIES INC.
Five Garret Mountain Plaza
Woodland Park, N} 07424
973-357-3100

May 26, 2010

Senator Frank Lautenberg
324 Hart Senate Building
Washington, DC 20510

Dear Senator Lautenberg:

1 am writing to express my enthusiastic support for the proposed merger of United Airlines and Continental
Airlines because it will benefit Cytec Industries and our employees.

The merger of United and Continental will create a financially stronger, sustainable airline that will be better
able to succeed in an increasingly competitive domestic and international aviation industry. And for Cytec
Industries, this means we can rely on the combined airline to provide the foundation for opportunity that
comes with access to 370 destinations around the globe,

United and Continental have very little overlap on routes and are well-suited to combine. By coming
together, they will offer a seamless global network with eight hubs across the country and will offer
convenient access to Asia, Burope, Latin America, Africa and the Middle East. Corporate travelers will have
an easier time making connections, reaching customers and doing business, which will benefit Cytec
Industries and the business travel industry.

The combined airline will also be positioned to continue its investment in globally competitive products,
upgrade technology, refurbish and replace older aircraft, and implement best-in-class practices of both
airlines. It will also offer the industry’s leading loyalty program, providing access to more benefits than any
other program, with more ways to earn and redeem miles. As a member of the Star Alliance, the combined
airline will provide loyalty program members with the opportunity to use miles for award travel with partner
airlines to more than 1,000 destinations around the world.

I urge you to support a fair, expeditious and ultimately favorable regulatory review so that our business is
able to realize the benefits of the merger without delay. I ask that you let Attorney General Holder and
Transportation Secretary LaHood know of Cytec Industries’ support for the merger and hope you will
support it, too.

Sincerely,
el st W
Katina Britton

Manager, Global Travel Services
cc: Maureen.melellan@coair.com
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May 26, 2010

Senator Frank Lautenberg
324 Hart Senate Building
Washington, DC 20510

Dear Senator Lautenberg:

| am writing to express my enthusiastic support for the proposed merger of United Alirlines and
Continental Airlines because it will benefit Educational Testing Services and our employees.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
ETS, this means we can rely on the combined airline to provide the foundation for opportunity that comes
with access to 370 destinations around the globe.

United and Continental have very litle overlap on routes and are well-suited to combine, By coming
together, they will offer a seamless global network with eight hubs across the country and will offer
convenient access to Asia, Europe, Latin America, Africa and the Middle East. Corporate travelers wil
have an easier time making connections, reaching customers and doing business, which will benefit ETS
and the business travel industry.

The combined airline will also be positioned to continue Its investment in globally competitive products,
upgrade technology, refurbish and replace older aircraft, and implement best-in-class practices of both
airlines. 1t will also offer the industry’s leading loyalty program, providing access to more benefits than
any other program, with more ways to earn and redeem miles. As a member of the Star Alliance, the
combined airline will provide loyalty program members with the opportunity to use miles for award travel
with partner airlines to more than 1,000 destinations around the worid.

1 urge you to support a fair, expeditious and ultimately favorable regulatory review so that our business is

able to realize the benefits of the merger without delay. 1 ask that you let Attorney General Holder and
Transportation Secretary LaHood know of ETS’s support for the merger and hope you will support it, too.

incerely ) '
4 2, AREA_
Christine Fa
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Way 26, 2010

Senator Frank Lautenberg
324 Hart Senate Bullding
Washington, DC 20810

Dear Senator Lautenberg:

Fam writing o express my enthusiastic support for the proposed merger of United Airlines and
Continental Alrfines because it will bensfit General Chemical and our employess.

The merger of United and Continental will create a financially stronger, sustainable airine that will be
better able to succead in an increasingly competitive domestic and international aviation industry. And for
General Chemical, this means we can rely on the combined alrling to provide the foundation for
apportunity that comes with access to 370 destinations around the globe.

United and Continental have very iittle overlap on routes and are wel-sulted o combine. By coming
togather, they will offer a seamiess global network with eight hubs across the country and will offer
convenient access to Asia, Europe, Lalin America, Africa and the Middie East, Corporate travelers will
have an easier time making connections, reaching customers and doing business, which will benafit
General Chemical and the business travel industry.

The combined airline will also be positioned to continue its investmant in globally compstitive products,
upgrade technology, refurbish and replace older alroraft, and implement bestin-class practices of both
airfines. 1t will also offer the industry's isading loyalty program, providing access to more benefits than
any other program, with more ways o earn and redeem miles. As a member of the Star Allance, the
combined sirfine will provide loyally program members with the opportunity to use miles for award travel
with partner airlines to more than 1,000 destinations around the worid.

I urge you to support a fair, expeditious and ultimately favorable regulatory review so that our business is
able 1o realize the benefits of the merger without defay. | ask that you fet Attorney General Holder and
Transportation Secretary LaHood know of General Chemical's support for the merger and hope you will
support it, too,

Sincerely,

Teresa Siesko
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Slll]Chemicala Sun Chemical Corporation

35 Waterview Boulevard

Parsippany NJ 07054-1285 USA

Tet +1873 404 6000

Fax  +1 9734046001
June 1, 2010 www.sunchemical.com

Senator Robert Menendez
528 Hart Senate Building
Washington, DC 20510

Dear Senator Menendez:

1 am writing fo express my enthusiastic support for the proposed merger of United Alrlines and
Continental Alrlines because it will benefit Sun Chemical Corporation and our employess.

The merger of United and Continental will create a financially stronger, sustainable airline that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
Sun Chemical, this means we can rely on the combined aitline to provide the foundation for opportunity
that comes with access to 370 destinations around the globe.

United and Continental have very little overlap on routes and are well-suited to combine. By coming
together, they will offer a seamless global network with eight hubs across the country and will offer
convenient access to Asia, Eurcpe, Latin Amsrica, Africa and the Middle East. Corporate travelers will
have an easier time making connections, reaching customers and doing business, which will benefit Sun
Chemical and the business travel industry.

The combined airline will also be positioned to continue its investment in globally competitive products,
upgrade technology, refurbish and replace older aircraft, and implement best-in-class practices of both
airlines. 1t will also offer the industry's leading loyalty program, providing access to more benefits than
any other program, with more ways to earn and redeem miles. As a member of the Star Alliance, the
combined airline will provide loyalty program members with the opportunity to use miles for award travel
with partner airiines to more than 1,000 destinations around the world.

{ urge you to support a fair, expeditious and uitimately favorable regulatory review so that our business is
able to realize the benefits of the merger without delay. | ask that you let Attorney General Holder and
Transportation Secretary LaHood know of Sun Chemical’s support for the merger and hope you will
support it, too.

{ncerely,

Norma Conkle
Fleet & Travel Administrator

Cc: Lucla Fernandez
Maureen Mclellan
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"N iravel 135 Chestnut Ridge Road
| gimanagement Montvale, NJ 07645
SN T 800.222.0304

June 1, 2010

Senator Frank Lautenberg
324 Hart Senate Building
Washington, DC 20510

Dear Senator Lautenberg:

I am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines because it will benefit TLG Travel, Inc. and our empioyees.

The merger of United and Continental will create a financially stronger, sustainable airling that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
TLG Travel, this means we can rely on the combined airline to provide the foundation for opportunity that
comes with access to 370 destinations around the globe.

United and Continental have very little overlap on routes and are well-suited to combine. By coming
together, they will offer a seamless global network with eight hubs across the country and will offer
convenient access to Asia, Europe, Latin America, Africa and the Middie East. Corporate travelers will
have an easier time making connections, reaching customers and doing business, which will benefit TLG
Trave! and the business travel industry.

The combined airline will also be positioned to continue its investment in globally competitive products,
upgrade technology, refurbish and replace older aircraft, and implement best-in-class practices of both
airlines. It will also offer the industry’s leading loyalty program, providing access to more benefits than
any other program, with more ways to earn and redeem miles. As a member of the Star Alliance, the
combined airline will provide loyalty program members with the opportunity to use miles for award travel
with partner airlines to more than 1,000 destinations around the world.

1 urge you to support a fair, expeditious and ultimately favorable reguiatory review so that our business is
able to realize the benefits of the merger without delay. 1 ask that you let Attorney General Holder and
Transportation Secretary LaHood know of TLG’s Travel support for the merger and hope you will support
it, too.

Sincerely,

lc/hael Rappaport
CEO
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Mr. LoBioNDO. And, Mr. Smisek, you talked about this, as did
Mr. Tilton, but I would like you to touch on it a little bit more,
about the ability of Continental to, on its own, effectively compete
against large, combined European carriers. And if this merger were
not to take place, what are those implications for you?

Mr. SMISEK. Congressman, we are very proud at Continental of
the carrier that we have created. Our culture has permitted us to
work together and provide great customer service and a great prod-
uct for our customers.

However, we are simply too small to compete effectively on the
global stage that we find ourselves. We are finding greater and
greater difficulty attracting and retaining our business customers
and our other customers. We are facing increasing competition, not
only here in the United States but, as you mentioned, abroad, with
powerful foreign competitors who are well-financed, sometimes sub-
sidized by governments, and who are profitable and can invest in
their products and services, outstripping our own.

It is very important for us to merge with United and put our-
selves in a position jointly to be able to compete effectively on the
global stage.

At Continental, although I am very proud of Continental, I think
we have done a very good job, candidly, Congressman, we are eking
out a hand-to-mouth existence. And that is not a future that I want
for my employees, it is not a future that I want for my customers,
it is not a future I want for the communities we serve, it is not a
future I want for aviation in the United States.

Mr. LoB1oNDO. Thank you for that answer.

In closing, Mr. Chairman, I think it is right to be asking all the
tough questions from the Committee Members, those who may be
concerned. But I think if we have blinders on and are very short-
sighted about the opportunity that we have here to create a strong-
er company, protecting jobs, protecting safety, keeping jobs here,
that some future aviation Subcommittee is going to come back in
the future and look at why United and Continental, if a merger
were declined, had to witness some great demise. And I don’t think
that is an overstatement, based on what has happened in the avia-
tion industry.

I thank you both for being here. And I urge my colleagues to look
at the positive benefit that this is going to create.

Mr. CosTELLO. The Chair thanks the gentleman and now recog-
nizes the distinguished Chairman of full Transportation and Infra-
structure Committee, Chairman Oberstar.

Mr. OBERSTAR. Thank you, Mr. Chairman, for a contrasting view
to that of my dear friend from New Jersey.

The airways are the common heritage of all Americans. They are
not the private estate of corporations engaged in airway service, in
passenger service. The purpose of the deregulation act of 1978—
and I was in this room, where it was voted on—was not to consoli-
date aviation but to expand competition, to take government out of
the business of determining rates and market entry.

In the first 5 years after deregulation, there were 22 new en-
trants into airline competition. But by the end of 8 years, there
were only five of those new entrants left. Ten years, 12 years later,
there was only one. And it, too, has been absorbed by U.S. Airways.
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What we saw just recently was a further step in that consolida-
tion, when the previous Justice Department looked the other way,
sort of brushed aside my objections that approval of Delta at
Northwest would result in a cascade of mergers. That has hap-
pened. You have proposed one. You did not object to Delta-North-
west because you were waiting in line with your own hat in hand.

The third will be American Airlines and a domestic partner. And
the result will be, with your international co-chairing partners,
three global mega carriers that will dominate the world airways.
There will be little choice for passengers, little choice for cities, lit-
tle choice for competition.

You will concentrate on long-haul service, which you have al-
ready said and which I have pointed out in my letter to the Justice
Department. I will quote from my letter, that, “The networks of
United and Continental overlap on 13 routes between some of
America’s largest markets: the New York Metropolitan area; Wash-
ington, D.C.; San Francisco; Los Angeles; Denver; Houston; Chi-
cago; and Cleveland, among others. Two carriers also compete in a
number of international markets. That competition will be gone.”

The Justice Department expressed its concerns over reduction in
competition between United and Continental. Last year, you ap-
plied for antitrust immunity to collaborate on service and fares in
a large number of international markets. The Justice Department’s
comments on the application concluded that, “Fares are likely to in-
crease by roughly 15 percent on routes where the number of non-
stop competitors decreases from two to one and roughly 6 percent
on routes where the number of nonstop competitors decreases from
three to two. Competition will be significantly diminished in lim-
ited-entry markets, such as China, where United and Continental
today present the best, and in some cases the only, service alter-
natives. Domestic competition between United and Continental
may also be affected.”

The purpose of deregulation was not to assure that you have the
gravitas in this or that market, but that there be competition. And,
instead, what has happened is sheer avoidance, manic avoidance of
competition. You have said it already in your testimony: There is
too much capacity in this market.

You guys hate competition. You want to be the competitor who
dominates the market, each one of you, not just you—Northwest,
Delta, American, all the rest. I have seen it over all the years of
deregulation.

This is a blow to small-market service. It is a blow to air trav-
elers. It is going to result in increase in fares and costs. And the
purpose of deregulation is not to line the pockets of the big carriers
but to give Americans more choices, lower cost, more opportunities.
And what we have seen with the consolidation in the airline busi-
ness is less of everything: less competition, higher fares, less serv-
ice, $4 billion paid in baggage fares last year, for goodness sake.

This is a terrible injustice to the purpose of the deregulation act,
and I will continue to vigorously oppose it.

Thank you, Mr. Chairman.

Mr. CosTELLO. I thank the Chairman for his comments and re-
marks, and I think he made his position very clear.
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The Chair now recognizes the gentleman from North Carolina,
Mr. Coble.

Mr. CoBLE. Thank you, Mr. Chairman.

And thank you, gentlemen, for being with us.

Let me generously lace my first question with local interests
back home. I represent the area that includes the Piedmont Triad
International Airport, both having service provided by Delta and
Continental.

My question is, gentlemen, how will this merger affect airports
that have seen a decrease in passenger service as a result of the
current dismal economy? And, if approved, would this merger pro-
vide the opportunity for communities such as the one I represent
to attract additional service?

Mr. TiLTON. Congressman, as Jeff and I have both said, we serve
148 small communities, and those 148 small communities have al-
ready made their case for service. As the economy improves, both
of us are always mindful of opportunities that new markets might
provide. And here very recently, certainly speaking on behalf of
United, we have commenced service to small communities that we
had not previously served.

We are mindful, actually, of something quite different from what
Mr. Oberstar mentioned a moment ago. Low-cost carriers are actu-
ally lowering their sites for new market entry to markets that pre-
viously may have been right on the margin of interest to them. So
we are now finding ourselves in markets such as Greenville, South
Carolina, which is not a trivial market but not a market that qual-
ify as hub status. We are finding that those markets are now be-
ginning to be competed vigorously, as well.

So, as the economy improves, I think markets such as that you
represent——

Mr. CoBLE. Greensboro, North Carolina.

Mr. TiutoN. —Greensboro, North Carolina, are going to find
themselves the object of service and opportunities from both of our
companies, and certainly from the merged company.

Mr. CoBLE. Good. I thank you for that.

Mr. TiLTON. You bet.

Mr. COBLE. And you concur, I presume?

Mr. SMISEK. I do. We are always responsive to market demand,
but, certainly, markets in all communities are better served by
healthy carriers that have a future than carriers that are eking out
hand-to-mouth existence.

Mr. CoBLE. Thank you for that.

Gentlemen, has the development of the three international air-
line global alliances over the past 15 years had a positive or a neg-
ative impact on competition, pricing, and customer service?

And is it your opinion that—well, strike that. Let me ask you a
different way. Are three alliances enough or sufficient to ensure fu-
ture competition?

Mr. TILTON. As one of the founding members of the Star Alliance,
I think that the alliances certainly serve the purpose of giving con-
sumers the opportunity to fly across the globe with a multitude of
different carriers who happen to belong to the same alliance, but
able to do so seamlessly on the basis of the entry of one carrier’s
ticketing into that alliance.
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So United can be your entry into the Star Alliance, and a
businessperson can make a multi-segment journey across the world
and travel on three of our partner carriers, return to their place of
business. I think that has been great for business. I think it has
been good for business productivity. I think it has been good for
consumers.

Whether or not ultimately there are going to be three I think
goes back to Jeff’s point that it is a very, very dynamic market and
we see things constantly changing.

One of the phenomena that we are seeing here recently, Con-
gressman, is decisions made by companies such as Jeff’s, by Conti-
nental, to actually accept an invitation from United to depart an
alliance where Continental was perceived to be a small participant
in that alliance and come to the Star Alliance. And 2 years ago, we
made that invitation to Continental. Continental accepted the invi-
tation, left SkyTeam and came to Star, to the benefit of Star.

But I think alliances are going to continue to be intrinsically
competitive themselves, trying to bring the best carriers into the
alliances.

Mr. CoBLE. I thank you for that.

Mr. Smisek, you concur?

Mr. SMISEK. I do. Alliances have been very good. For my busi-
ness, entry into Star has been good.

Recognize that those within the alliances, those are alliances of
competitors. We compete with each other even though we are in-
side an alliance. The alliance assists us in offering destinations on
a single ticket through carriage of baggage that we ourselves could
not offer.

They can be highly beneficial. For example, we recently an-
nounced nonstop service from Houston to Auckland in New Zea-
land. We did that in a couple of contexts: one, Star Alliance, be-
cause their New Zealand is a member of the Star Alliance and we
are going into a hub even though we compete with Air New Zea-
land; and, secondly, the traffic flows that we expect from our merg-
er gave us the confidence to launch that nonstop route, which will
be on a new 787 Boeing aircraft manufactured here in the United
States.

Mr. CoBLE. I thank you gentlemen.

Mr. Chairman, I was going ask about how it would affect the em-
ployees of each company, but I think that has been adequately ad-
dressed. And I yield back.

Thank you for being with us, gentlemen.

Mr. CosTELLO. The Chair thanks the gentleman and now recog-
nizes the gentlelady from Hawaii, Mrs. Hirono.

Ms. HiroNO. Thank you, Mr. Chairman.

This Committee is particularly concerned about the impact of
this merger on employees, on customers, and on competition. And
on the issue of competition, of course it is the Department of Jus-
tice that has the major responsibility to determine in a very com-
plicated antitrust analysis as to the impact of this on lowering of
competition.

How long do you think the DOJ’s review will be, regarding your
proposed merger?
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Mr. SMISEK. Congresswoman, we expect a very professional and
very thorough review from the Department of Justice, as one would
expect. They are a very professional organization. We are being re-
sponsive to all of their requests for information. And we would an-
ticipate to be in a position to close this merger by year end.

Ms. HiroNO. Considering that this is going to be one of the larg-
est aviation mergers ever and the fact that when Continental came
in and requested an antitrust exemption and apparently the De-
partment of Justice had some concerns about that, do you have any
concerns about their approving this kind of a large merger?

Mr. SMISEK. Well, Congresswoman, I can’t speak to the Depart-
ment of Justice’s thought processes with regard to our application
for antitrust immunity for the Atlantic Plus-Plus joint venture,
which is, I believe, what you are referring to.

But I will recognize that joint ventures deliver some degree of
revenue benefits, some degree of cost savings, but not the effi-
ciencies of a merger. And, therefore, from the Department of Jus-
tice’s perspective, I would imagine that the concern there had to do
with the difference between a joint venture and a merger, where
you can obtain significant efficiencies and consumer benefits from
a merger that are not obtainable from a joint venture.

Ms. HiroNO. Well, that leads me to my next question, which is
that, when Continental came in for their antitrust exemption, the
testimony was that antitrust immunity would provide much of the
benefit of a merger without the labor integration and financial risk.
So that was your testimony only a year ago. By “your,” I mean your
company.

So what changed, that suddenly you are saying, well, all of these
risks aren’t there?

Mr. SMISEK. No, ma’am. The risks are there, Congresswoman.
The risks are there, without question. The risks are there in any
merger.

The joint venture and our entry into Star Alliance has been very
good for Continental and has provided additional revenue. It has
been necessary but not sufficient. We have continued to lose money
and we have continued to be in a position of being concerned about
our future.

The merger will add significant revenue benefits, principally
from our ability to improve the business mix onboard our aircraft.
There is nothing in the merger synergies that is conditioned on
fare increases, but rather improving the business mix, creating a
network that is more attractive to business travelers and improv-
ing the mix of business travelers onboard our aircraft, and also op-
timizing our two fleets across the 10 hubs that we will have.

So the merger is additive to a joint venture. We were hoping that
Star Alliance would be sufficient to return us to profitability. It
clearly is not. Last year, we lost $282 million, after having lost
money the year before that. And since 9/11, we have lost a billion
dollars. That is not a future I want for my coworkers.

Ms. HiroNoO. Well, I appreciate the fact that both of you have tes-
tified on the benefits of this kind of a merger. And before I con-
tinue, I would like to ask the Chair’s permission to submit for the
record four letters from Hawaii supporting this merger, including
one from the Governor of the State of Hawaii.
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Mr. CosTELLO. Without objection.
[The information follows:]



EXECUTIVE CHAMBERS

HONOLULY

LINDA LINGLE
GOVERNDR

May 21, 2010

The Horiorable Daniel Akaka
United States Senate

141 Hart Senate Office Building
Washington, DC 20510

Dear Senator Akaka:

On behalf of the people of Hawai‘i, I write in support of the proposed merger of United
Alrlines and Continental Airlines.

Airlines and a stable airline industry are very important to our island economy and the
quality of life for Hawai‘i’s residents. Both United and Continental provide domestic and
international service fo our islands. The merger would continue to provide our State with access
to a global network through eight hubs across the U.S,, allowing the opportunity for improved
connections and increased options for both business and leisure travelers. The financial strength
resulting from the unification of both companies should also provide enhanced job stability for
the employees of the combined airline in its Hawai‘i operation.

I will be informing House Speaker Pelosi, Senate Majority Leader Reid, Attorney
General Holder, Transportation Secretary LaHood and the White House of my support for the
merger, a change that [ believe will be in the best interest of the people of Hawai‘i.

Sincerely,

- '~

LINDA LING



The Chamber of
Commerce of Hawaii
Since 1850

May 19, 2010

Honorable Danief Inouye
United States Senate

722 Hart Senate Office Building
Washington, DC 20510

Dear Senator Inouye:

1 am writing to express my support for the proposed merger of United Airlines and Continental Airiines.

The merger of United and Continental will create a financially stronger, sustainable airfine that will be

better able to succeed in an increasingly competitive ic and ir ional aviation industry. United
and Continental have very littie overiap on routes. By coming fogether, they will offer a globa! network
and travelers will have an easier time making connections, reaching ct and doing b

The combined airdine’s increased financial strength will also provide enhanced job stability for the
employees in Hawall. The companies believe the impact of the merger on frontline employees will be
minimal and that they will offer performance-based incentive compensation programs. This kind of
commitment fo the employees who have seen them through recent challenges shows good faith, and it's
important to our local economy.

{ ask that you let Attorey General Holder and Transportation Secretary LaHood know of The Chamber of
Commerce of Hawaii's support for the merger and hope you will support #, teo.

Sincerely,

-~

Jim Tollefson
President & CEO

1132 Bishop Street, Suite 402 ® Honolulu, Hawaii 96813 « Phone: (808) 545-4300 + Facsimile: (808) 545-4369
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LINDA LINGLE

e

5% MIKE MCCARTNEY
K e . . sivent ani
Hawai‘i Tourism Authority
Hawaj'i Convention Center, 1801 Kalakaua Avenue, Honolulu, Hawai't 6815 Telephone:  (808) 973-2265
‘Websile: www. hawailourismauthorily 01g Fax: {808) 973-2253

May 25, 2010

The Honorable Daniel K. Akaka
United States Senate

141 Hart Senate Office Bldg.
Washington, D.C. 20510-1103

Dear Senator Akaka:

On behalf of the Hawaii Tourism Authority (HTA), we urge you to support the proposed merger
of United Airlines and Continental Airlines, two of the largest air carriers serving the state of
Bawai‘i,

As the most isolated population center in the world, Hawai‘i residents rely on air access to and
from our state. Alr travel is also the primary component of our tourism economy, which
accounts for nearly 17 percent of Hawai‘i’s economy and more than 151,000 jobs. To date,
more than 2.2 million visitors arrived by air in 2010, a 3.6 percent increase over the same period
last year.

For many decades, both United and Continental have supported Hawai‘i's visitor industry which
depends on the health and stability of the airline industry. We believe tlie merger will create a
stronger and more sustainable airline that will be able to remain competitive in the global market.
Upon review, we are hopeful that there will be limited impact on flights to Hawai'i due to
minimal route overlap between the two carriers.

Alr access is Hawai‘i’s tourism lifeline and remains a top priority for HTA. Anytimse an airline
can strengthen its business model, in the long term, Hawai‘i will benefit. At HTA, we are
committed to maintaining and growing air access to the state, a key component of our Tourism
Strategic Plan

Thank you for your continued support of Hawai‘i’s visitor industry. We humbly ask that you
support the merger of United and Continental and encourage Attorney General Eric Holder and
Transportation Secretary Ray LaHood to do the same.

Best Regards,

Ml e
\/Ilke McCartn
President & CEO
Hawai‘i Tourism Authority
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Visitors & Convention Bureau

June 2, 2010

The Honorable Daniel Inouye
United States Senate

722 Hart Senate Office Building
Washington, DC 20510

RE: Proposed Merger of United and Continental Airlines

Dear Senator inouye:

The Hawali Visitors and Convention Bureau is pleased to add its support to the
proposed merger of United and Continental Airlines.

Both airlines have a long history of serving the vital air links between Hawaii and its
national and international visitor source markets, upon which we are wholly dependent
for the well-being of our economy.

There is very little overlap between the two carriers in serving our State: United provides
about 28 percent of domestic air seats to Hawaii and Continental about 7 percent.
Accordingly, we do not anticipate any lessening of service from the two airlines once
they have merged. Rather, we expect that the combined airline will create a more robust
platform for sustainable profits that will translate into dependable long-term scheduled
service to the Hawaiian Islands. Both airlines enjoy productive alliances with our local
Hawaii-based carrier, Hawallan Airlines, which we trust will be carried forward.

As we understand it, the new combined carrier will fly to 370 destinations in 59 countries
around the globe. This should make it all the more easy for leisure and business
travelers to reach Hawaii and will no doubt contribute to our economy,

We respectfully request that you forward our support of the merger to members of the
aviation subcommittee of the House Transportation Committee and Justice and
Transportation department officials.

Aloha,

John Monahan
President and CEO

Waikiki Buosiness Plaza « 2270 Kalikava Ave., Svite 8o1 + Honolulu, Hawsi't USA 06815
Telephone: (808) 9231811 » Facsimile: (808) 924-0290 « B-mail: info@hvcb arg « www.gohawaii.com
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Ms. HiroNO. I personally have not made a decision regarding
this merger. I do expect that the Department of Justice will be
very, very vigilant in its antitrust analysis.

I am reading the testimony of the American Antitrust Institute,
and they pose a very interesting possibility. And that is that this
Committee should hold some hearings, retrospective hearings, on
the Delta-Northwest merger. Because when that merger was
brought to this Committee, there were various kinds of positive im-
pacts, and we are not sure—I am not sure whether these impacts
have been realized.

So their suggestion is that we have such hearings and then, per-
haps, to hold off on going forward with this merger or supporting
this merger until we can find out what the Delta-Northwest merger
resulted in.

Do you have any comments about that kind of a suggestion?

Mr. TiLTON. You know, I do, Congresswoman. I think every
transaction that you are asked to consider is considered in the con-
text of a particular time and place and in a particular economic re-
ality of the moment.

If you think about the concern, the appropriate concern of all the
Members who have asked us about the effect here of a proposal
that Jeff and I make that will bring some measure of economic sta-
bility to the new company, as the new company has to confront the
extraordinary—the extraordinary—economic shocks that this in-
dustry has had to confront, either post-deregulation or post-9/11,
making a commitment in the context of an environment that is cer-
tain to change within 30 days of your making any such commit-
ment is a challenging proposition.

What Jeff and I are saying is that this combination will be posi-
tive for consumers. It will be positive for communities. It will be
positive for employees. It will be positive for shareholders.

What Jeff and I cannot tell you is what the next unexpected
event might be and what the next economic shock might be and
how our companies or the new company will respond to that. And
making no representations here, either Jeff or myself or our col-
leagues at Delta, you would have to go over and say, what else
changed from the point that they were before you?

Ms. HiroNO. Mr. Chairman, I know my time is up, but as to
that, yes, we realize that circumstances change, and that is why
your coming and reassuring us that everything will be positive—
I mean, circumstances can change. And I think that is where our
concerns rise. Thank you.

Mr. TiLTON. And my point is, we will be better able to meet those
circumstances with this combination than we otherwise would.

Mr. CoSsTELLO. The Chair thanks the gentlelady and now recog-
nizes the gentleman from Tennessee, Mr. Duncan.

Mr. DuNcAN. Well, thank you, Mr. Chairman, and thank you for
calling this hearing on this very important matter.

I am sorry that I didn’t get to hear your earlier testimony. I was
in another Committee. But I think almost everyone agrees that the
country would be better off with more airlines instead of fewer and
more competition instead of less. On the other hand, if the refusal
to grant this merger is going to result in one or both of these air-
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lines going out of business, then that would certainly not be a good
thing either.

But I have these concerns. We have two briefing papers. One
from the majority says, “Concerns have been raised that a merger
of United and Continental could result in substantial increases in
fares.” And the minority briefing says, “The Department of Jus-
tice’s most recent antitrust analysis, with the support of empirical
data, economic studies, and precedent, generally assumed that air
fares increased by approximately 15 percent in markets where the
number of nonstop competitors decreases from two to one.”

Knoxville, where I am from, is fortunate to have probably more
airlines than any city anywhere close to our size, larger or smaller.
Though we don’t have any low-cost carriers, so-called low-cost car-
riers, so we get some extremely high prices, particularly on the
flights from Knoxville to Washington.

And I remember a few years ago, when I Chaired this Sub-
committee, we had a hearing in Wichita, and the staff told me later
that it cost $1,000 for me to fly round-trip from Knoxville to Wich-
ita coach. And that same weekend in The Washington Post they
had had an advertisement advertising a round-trip ticket to Ma-
drid, Spain, and two nights in a hotel for $389.

And so, you know, people have a hard time understanding how
all these fares come about. And I was just wonder, maybe you have
already given some assurances about these fares, but I would like
to hear what you have to say about the lack of competition in some
of these smaller or medium-size cities.

But, also, several years ago, I was told that each one-penny in-
crease in jet fuel or aviation fuel costs the aviation industry as a
whole $200 million. Now, many people feel that there is going to
be such restrictions put on the offshore oil production that the price
of fuel is going to go way up. And I am wondering, have you all
given that any consideration? And what effect would a doubling of
jet fuel or aviation fuel have on your companies?

Mr. TILTON. It is a rather multi-part question, I guess.

Mr. DUNCAN. Yes, sir.

Mr. TiLTON. I will take the back end.

A dramatic escalation in the price of fuel would likely eliminate
the prospect of economic recovery for the industry this year, which,
as advertised now, and we agree, as the incipient economic recov-
ery in our markets, we are seeing the return of business travelers.

But were that to happen, it would have such a collateral effect
on overall GDP that, in all probability, it will put the cork in the
bottle of economic recovery in business travel, and we could be
back into one of the challenges that I mentioned to your colleague
a moment ago that we systemically face that only stronger eco-
nomic enterprises can actually survive.

So that would be a very bad thing, irrespective of my hedge book
and my colleagues’ hedge book, where we have tried to lock in a
price that even by historic standards is a high price. I mean, if our
average hedge price is a $70 barrel of crude oil, that is not an inex-
pensive consideration for that most important cost input.

You know, one way of thinking about that is, those bags that we
heard so much reference to here a little while ago weighing, let’s
say for discussion’s sake, 50 pounds apiece, they consume a tre-



89

mendous amount of jet fuel. And the idea that they should be
transported for free when they are transporting that amount of jet
fuel is debatable.

Mr. SMISEK. We spend more on fuel at Continental than we do
for our employees worldwide, our airplanes worldwide, our facilities
worldwide. So a doubling of jet fuel would obviously be devastating
to Continental and to the entire industry.

As to pricing, first, let me be clear that this merger is not predi-
cated on fare increases. The synergies are not predicated on fare
increases. The merger is not predicated on capacity reductions.
This is a brutally competitive industry, particularly in the United
States, where low-cost carriers have essentially 40 percent of the
market and continue to grow. Air fares have dropped 30 percent
over the past decade on an inflation-adjusted basis. We have lost,
over at Continental, over a billion dollars since 9/11.

So, certainly, we are currently charging amounts that are clearly
below our costs. We need to change the business mix at Conti-
nental, bring more business travelers into our system, who do pay
a higher price because they consume inventory that we hold open
until the very last moment, and we run the risk of that inventory
spoiling—that is, the aircraft taking off without someone in that
seat.

And that is an expensive risk for us to take, and, therefore, the
business traveler who books at the last minute and wants to be
able to change at the last minute and take a later flight or an ear-
lier flight pays for that privilege, compared to the leisure travelers
who book far earlier than that and pay a much lower fare. Because
we, as a company, are taking a much less business risk with re-
spect to those people than we are with holding the seats out until
the last.

But I can assure you, this is a very competitive business. We do
not have a single market in the United States where we overlap.
And we only overlap on 15. There is not a single market where the
number of competitors is reduced to just one. So that is not going
to occur in this merger.

Mr. DUNCAN. All right. Well, thank you very much. There is not
an easy business out there, but I think your business has to be one
of the most difficult in the world, with so much that is beyond your
control—the natural resource problem, the weather problem, and
so forth. But thank you very much.

Mr. LiPINSKI. [Presiding.] Thank you, Mr. Duncan.

The Chair will now recognize himself for 5 minutes.

As Chicagoland’s only Member of this Committee, a top priority
of mine is working to enhance and improve the region’s transpor-
tation network. And since Chicago is the transportation hub for the
Nation, what is good for Chicago in many ways is good for the Na-
tion. So I believe that this merger, if implemented correctly, will
benefit the Chicago region.

In addition, it has the potential to be good for O’Hare Airport
and the O’Hare Modernization Program, which is definitely, with-
out question, good for our Nation’s air traffic.

However, there are a number of critical issues that need to be
examined as this process moves forward. For instance, we clearly
need to consider the merger’s impact on consumers, including how
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the proposal would impact pricing and service. Chairman Oberstar
carefully went through these issues, and I am sure that we will
hear more about that. And we have spoken a little bit—you have
provided in your testimony some answers on that.

We also need to look at the impact the merger would have on
jobs, especially with respect to job loss and to benefits. And, finally,
we also need to make sure, I believe, that there is a commitment
by the new United, the merged airline, to projects that increase
system capacity, especially the O’'Hare Modernization Program.

So I want to start on that last point. Right now, OMP, O’Hare
Modernization Program, most critically would provide parallel run-
ways and will reduce delays by 75 percent at O’Hare. Two runways
have already been completed. One runway project is currently
being worked on. And there are three more runway projects re-
maining to be done.

So I want to ask Mr. Tilton, are you committed, if this merger
goes through with this new airline, or are you committed in gen-
eral, to moving this critical program forward, specifically with re-
spect to the three remaining runway projects at O’'Hare?

Mr. TiuTtoN. Congressman, as you know, we have been sup-
porters from the beginning of the modernization and the expansion
of O’Hare. We are supportive of the runway development, the two
that have been developed and the additional runway capacity.

It goes significantly to something that Jeff mentioned in his re-
marks, that we are indeed and have been for quite some time the
number-one on-time carrier, network carrier in the United States.
Much of that has been enabled, Congressman, by the moderniza-
tion and the development of those new runways at O’Hare.

Before we get to, perhaps, the follow-on question, there are
issues associated with the modernization of O’'Hare that go to facili-
ties that we think are perhaps no longer necessary. And those are
terminal facilities and the expansion of terminal facilities in the
current economy. But as you also know, we are at the table negoti-
ating those issues with Mayor Daley and with Ms. Andolino. And
I think that those discussions are going to be constructive and good
for Chicago and good for O’Hare.

Mr. LipINsKI. Well, you mentioned the terminal project, but are
you

Mr. TiLTON. Yes.

Mr. LIPINSKI. —committed to the three runway projects when
United——

Mr. TiLTON. Yes. United, given the current economic cir-
cumstances we face, thinks those runways are justified.

Mr. LipINSKI. The other question that I wanted to get to is the
impact on employees. Because, certainly, you understand the con-
cern with the uncertainty that employees face at United and Conti-
nental. We have seen other mergers, and sometimes the impact on
the employees certainly has not been what was expected; it has
been detrimental to the employees. United’s bankruptcy, the em-
ployees certainly paid a high price in that for allowing United to
continue to operate.

I want to focus specifically here on pensions, because I under-
stand—and this has been touched on a little bit already—that the
defined benefit plans no longer could exist at United Airlines after
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the bankruptcy. Now, some Continental employees do have defined
benefit plans. There are going to be problems with putting all of
the employees together in a merged airline.

Will it be possible for the Continental employees to keep their de-
fined benefit plans, or is this forbidden by the bankruptcy settle-
ment?

Mr. SMISEK. Congressman, let me speak to that.

Yes, Continental’s defined benefit plans will continue after the
merger. And we have received confirmation from the Pension Ben-
efit Guaranty Corporation to that effect.

As we go forward, as we negotiate joint collective bargaining
agreements with each of our collectively bargained units, we will
obviously be discussing a broad range of wage and benefit items,
including the form of their pensions and amounts of pensions.
Those defined benefit plans could change. For example, our own pi-
lots union, in negotiations, determined to freeze their plan and go
to a defined contribution plan, which we have been funding since
that was negotiated.

Last year, we at Continental lost $282 million, but nonetheless
we put $283 million into our employees’ retirement plans.

Mr. LIPINSKI. Does this mean, then, that there is a possibility
that United—if the merger goes through, former United and former
Continental employees now in the merged airline will have dif-
ferent pension plans? I just want a better understanding of what
this will mean.

Mr. TiLTON. Well, it does, Congressman.

If you think about it—we were saying earlier on, for example,
our IAM-represented employees have a multi-employer plan that it
is supported by the IAM. It was a product of the negotiations dur-
ing the bankruptcy. The IAM represents employees at both compa-
nies.

How the employees choose to be represented, just using their
multi-employer plan as an example, in a course of their representa-
tion choices will determine whether or not more or fewer employees
are given the opportunity to be beneficiaries of that plan. But that
is a function of, at the end of the day, which union represents
which employees at the end of the decisions made by the employees
on that matter.

So there are significant differences across the two employee
groups. And the process, that will be made transparent to employ-
ees when they make it their selections.

Mr. LipiNskI. Well, I certainly believe, as we move forward with
this in consideration of the merger, that this is going to be a crit-
ical piece of it. The more things, if possible, that can be worked out
with the employees, the better off we will be and I think the, cer-
tainly, greater likelihood of this merger moving forward. But I
think that is something that we have to continue to keep our eye
on.
With that, the Chair will now recognize—the gentleman from Ar-
kansas is not there. We will go back over to the Democratic side
here. The Chair will recognize the Chair of the Surface Transpor-
tation Subcommittee, Mr. DeFazio.

Mr. DEFAZ1O. Thank you, Mr. Chairman.
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Gentlemen, I will read you two quick statements, and then you
tell me how this merger I think is in reaction to this, but how it
is going to solve this problem.

Alfred Kahn: “I must concede the industry has demonstrated
more severe and chronic susceptibility to destructive competition
than I, along with other enthusiastic proponents of deregulation,
was prepared to concede or predict.”

And then former American Airlines CEO Robert Crandall: “Mar-
ket-based approaches alone have not and will not produce the avia-
tion system our country needs and that some form of government
intervention is required.”

I think your merger reflects that. Is this going to solve the prob-
lem once and for all of this cutthroat, deregulated, race-to-the-bot-
tom industry?

Mr. SMISEK. Congressman, I am not sure it will solve all the ills
of the aviation industry. I don’t hold it to such a high standard.

What we are trying to do is to create an entity that can be profit-
able, that can withstand the external shocks, that can offer a fu-
ture and some stability to our employees, that can reverse the
trend of the employment loss that this industry has suffered, par-
ticularly since 9/11.

Mr. DEFAzIo. OK. Well, that is good.

Quick, Mr. Tilton, because I have several other questions.

Mr. TiLTON. Congressman, I don’t think that the merger is going
to be able to resolve many of the structural issues that lead to the
cutthroat competition that you mention, such as the absence of ap-
parent barrier to entry that allows a significant number of new en-
trants to come into the business and fail repeatedly but, in the
process of so doing, destroy tremendous value. And they destroy
value collaterally—employee value, shareholder value, and even,
for that matter, community value, because they come and they go.

Mr. DEFAZ10. OK. So there might be something in the statement
by Bob Crandall, some form of government intervention might be
required.

And I guess that gets to my second point—I am sorry to inter-
rupt, but I have very little time—Mr. Smisek, you said safety
would not be affected. And, actually, I didn’t take that as positively
as you might think, because I would hope it would be.

And I would reference both the chairs of your Master Executive
Council, when they are talking about, “Passengers do not want air
travel that is provided by the lowest bidder. They want and deserve
safe and reliable transportation provided by the network carrier of
their choice.” That was Captain Jay Pierce. And then, “When a
passenger buys a ticket from United Airlines, they deserve to have
United pilots at the controls. This merger presents the opportunity
to put an end to management’s preoccupation with outsourcing.”
That was Captain Wendy Morse.

Will this merger lead to any reduction in outsourcing or any im-
provement in who you contract with?

Mr. TiLTON. Congressman, we don’t really perceive at United
that the regional carriers that are our partners and are really the
entry level into the industry for coworkers of our employees as
being outsourcing. You know, United is not going to fly an A319
or a 320 to Minot, North Dakota, to collect those passengers——
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Mr. DEFazio. Right. But we are paying someone $18,000,
$20,000 a year with a low number of hours to be the pilot. I mean,
we tried to deal with that through government intervention in the
FAA bill and in the safety bill.

Mr. TiLTON. Right. Right. All I am saying——

Mr. DEFAZI0. You are being pulled down by people who are—you
nillay well require a higher standard, but you have to compete with
these

Mr. TiLTON. Well, and, as I said, Congressman—I know you are
in a hurry—as I said, we spend a lot of time talking to our regional
partners about the very things that you just mentioned a moment
ago, and that is taking our safety practices, sharing them with
them, and expecting them to abide by them.

Mr. DEFAzIO. OK.

Mr. Smisek, would we see, perhaps, we wouldn’t go to the lowest
bidder for outsourcing in the future and require a higher standard,
or are we going to have to wait until we pass legislation to require
more hours, more experience, et cetera?

Mr. SMISEK. We support all improvements in safety in this busi-
ness. Safety is incredibly important, as you know. However, the
combined carrier will not be flying mainline aircraft into small cit-
ies——

Mr. DEFAZI10. No, I understand.

Mr. SMISEK. —because demand won’t be there. So that service
will always be provided by third parties.

Mr. DEFAzI10. Well, you could operate a subsidiary that provided
that service, or you can contract—there are different levels of con-
tracting.

Mr. SMISEK. Sure, sure. I appreciate that. But our practice at
Continental and our practice at United and our practice as a com-
bined carrier would be to use third parties to do that. But we are
very committed to safety for ourselves, for our regional carriers.
And we, like United, share best practices with them.

Mr. DEFAz10. OK. Well, I am out of time, Mr. Chairman, but I
just want to say I think there are a lot of people out there trying
to run airlines well and safely and with respect for their employees,
but what we have seen is this pattern of destructive competition.
And it may be a transient entrant who, you know, goes away, or
it may be other people who persevere longer but they drag down
the standards.

And I think the industry should wholly support setting a much
higher floor that everybody has to meet, and then there is no com-
petitive disadvantage among any of the industry for any level of
service out there. And I hope you would both support that.

Thank you, Mr. Chairman.

Mr. LipINSKI. Thank you, Mr. DeFazio.

Congressman Boswell has been called away, but he asked me to
express his serious concerns that contractual arrangements with
pilots, flight attendants, and other labor groups be worked out in
fairness and completely fulfilled.

At this point, the Chair will recognize the gentleman from Obhio,
Mr. Boccieri.

Mr. BoccIiERI. Thank you, Mr. Chairman.

Thank you both, gentlemen, for your testimony today.
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While I may not be as long in tooth as some of the Members here
in the Committee who have experienced deregulation and such, I
know that, from my experience in the State legislature and past
airline mergers that have affected Ohio, to put it mildly, it has not
gone well. Dayton, Columbus, Wilmington, Cincinnati have all ex-
perienced significant service and job loss, and a movement, if not
complete outsourcing, of these jobs.

And I remain concerned, while I have not taken a position on
this, I remain concerned that this business model that is now being
proposed would put added strain on the hub in Cleveland, espe-
cially after so many taxpayer dollars have been funded to expand
the facility, as well as corporate investment. But I remain con-
cerned about that.

I want to just hone in on one thing. I am really concerned, and
I have not been convinced by the testimony thus far, that by reduc-
ing the number of competitors—both of you are competitors cur-
rently—that we are going to increase competition. And we may be
setting up a scenario of too big to fail.

Can you give a brief comment to that?

Mr. SMISEK. Certainly, Congressman.

I think what we are creating is a carrier not too big to fail but
big enough to succeed. We compete on a global scale. We compete
with large foreign airlines. We compete with large domestic air-
lines, for example like Delta or American. And we are putting our-
selves in a position through this merger to be able to successfully
compete.

I do not believe that competition is reduced by this merger be-
cause this is a brutally competitive industry as it is. It is today.
It will be after this merger. There are essentially no barriers to
entry; there are high barriers to exit. This industry does not earn
anything on its invested capital. We have lost billions of dollars.

Mr. BOCCIERI. Sure. Can you name one legacy carrier outside of
bankruptcy that have merged where they have actually produced
lower costs, lower operating costs, and have not had a significant
reduction.

Mr. SMISEK. Well, let me speak to what Delta Airlines—and we
will leave the capacity reduction aside for the moment, because
that, I believe, was caused by the global recession, not by the merg-
er. But you will need to speak directly to Delta executives about
that.

But they have been on the public record saying that they believe
that the synergies from their merger will be approximately double
what they anticipated. And that gives me great hope at Conti-
nental. I am not saying we will be able to deliver that in this merg-
er, but so far what they are claiming publicly is their merger has
been very successful, both in cost efficiencies and in revenue gen-
eration.

Mr. BocciiRl. Hubert Horan provided testimony here, and I just
want to read to you because I think it is pretty prescient. He said,
“United’s own public statements acknowledge that the merger will
not reduce costs to disadvantaged versus low-cost carriers or more
efficient legacy competitors, and that the industry does have finan-
cial problems, but those problems will not be solved by suspending



95

antitrust laws so business strategies that have moved into obsoles-
cence can exercise artificial market power.”

Again, he is suggesting that the costs are not going to be reduced
and that this is going to put an added strain on you to cut corners
down the line. How do you respond to that?

Mr. TILTON. By its very nature, Congressman, it is sort of a con-
tradictory statement. We have already established that there are
going to be the elimination of overhead redundancies that are
clearly going to reduce cost. So, on the one hand, we have a ques-
tion as to, are you going to be sympathetic to the concerns of em-
ployees whose jobs are going to be eliminated because there is only
going to be one headquarters? On the other hand, we have a state-
ment that says that is going to be insufficient in the context of cost
reduction.

Whether or not the network hub-and-spoke model is obsolete and
redundant is yet to be established. And creating a company that is
going to have the hub structure that we have and the ability to op-
timize the hub structure that we are going to create from Newark
to Washington to Cleveland to Houston to Chicago to Denver to
San Francisco and to Los Angeles, to connect small communities
into those hubs, is really the premise upon which we think we are
going to succeed.

Mr. BOCCIERI. Sure.

Mr. TILTON. But if somebody thinks that the business model has
failed, it actually doesn’t go to the point of the proposition of the
merger.

Mr. Boccierl. Well, the big money is where the international
carriers are shuttling folks back from vacations over in Europe.

Mr. TiLTON. Right.

Mr. BoccCIERI. But, more specifically to your point, Mr. Tilton, we
talked about outsourcing jobs, and safety is a big issue for me, after
having lived through testimony from the Colgan crash here, where
the pilot, under the NTSB after-actions report, showed that they
weren’t even trained in their own safety equipment that that air-
plane was required to have for saving the day.

And right now we have 1,400 pilots furloughed by United, but
you are flying routes from Washington, D.C., to Spain with foreign
pilots. Can you guarantee me that those pilots are trained, edu-
cated, and have the same experience level, as well as the other air
crew members that are aboard that aircraft, that our own domestic
air carriers have?

Mr. TiLToN. That relationship with Aer Lingus is analogous to
our offering our code on Aer Lingus as a code share partner, if one
thinks about it, and telling a passenger, “You can book on United,
but you will fly on Aer Lingus,” or, “You can book on United, sir,
but you will fly on Lufthansa,” or, “You can book on United, but
you will fly on US Air.” And that is a function of the reciprocal
agreements that this industry has. It is a part of the joint venture
that we have across the Atlantic with four participants in it: Air
Canada, Lufthansa, Continental, and United. We share that.

I take for a given that my Aer Lingus partner is as committed
to safety as I am. And with Aer Lingus being the operator of that
flight and United being the marketer, it is a relationship that is
symbiotic between the two of us, and I ensure that they are.
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Mr. Boccierl. Well, I am glad you share that, but I don’t know
if I share that, and I don’t know if many other pilots who

Mr. TiLTON. Well, but think of the interrelationships that we
have across the business, where all of that code is shared.

Mr. Boccigrl. I am OK with that, but, you know, if you asked
your customers if they would prefer an American pilot versus an
international pilot flying them from the United States over to Eu-
rope—because when you fly back from Europe, those are mainly
American pilots, correct?

Mr. TiLTON. No, sir. If they are flying on Lufthansa, they are
German pilots. If they are flying on BA, they are British pilots. If
they are flying on ANA, they are Japanese pilots.

Mr. BOCCIERI. Are Aer Lingus pilots United pilots?

Mr. TiLTON. No, they are Aer Lingus pilots.

Mr. Boccigrl. OK. That is my point.

Thank you, sir.

Mr. LipINSKI. Thank you, Mr. Boccieri.

The Chair now recognizes the gentleman from California Mr.
Garamendi.

Mr. GARAMENDI. Thank you for the testimony today. And also let
me congratulate you on a new way to describe job loss as synergies.
Very unique. Your PR folks should be congratulated.

I do have some questions that are specific to safety. The San
Francisco maintenance facility was discussed earlier today. It is my
understanding that you are, in fact, at United moving jobs away
from that maintenance facility to China, Singapore and the Phil-
ippines; is that correct?

Mr. TIiLTON. So as I said in my response to a prior question, we
have long had

Mr. GARAMENDI. No, no. Get directly to answer this. Are you
moving jobs out of San Francisco to foreign countries for mainte-
nance purposes?

Mr. TiuTroN. We have overseas maintenance facilities that do
maintenance work for the company and have for quite some time.

Mr. GARAMENDI. You did not answer my question. Please do so.

Mr. TiLTON. There are no plans to move any further jobs out of
San Francisco, if that is your question.

Mr. GARAMENDI. My question is very simple. Are you moving jobs
out of San Francisco to foreign facilities, yes or no; and if so, how
many?

Mr. TILTON. No, we are not moving jobs out of San Francisco
today to foreign facilities.

Mr. GARAMENDI. Did you do so yesterday?

Mr. TILTON. Yes.

Mr. GARAMENDI. How many?

Mr. TiLTON. We have a maintenance facility in Beijing that is the
maintenance facility for our 777 facility—for our 777 fleet, and it
is a joint venture between Lufthansa and Air China.

Mr. GARAMENDI. Does the FAA regularly inspect that facility?

Mr. TiLTON. That is FAA’s responsibility without a doubt.

Mr. GARAMENDI. That is not the answer to my—that is not the
question I asked.

Mr. TiLTON. Well, that is a question better posed to the FAA.
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b er. GARAMENDI. It is posed to you because it is your responsi-
ility.

Mr. TiLTON. Well, my view is the FAA fulfills its obligation and
its responsibility with respect to such facilities, yes.

Mr. GARAMENDI. Then you must be aware of earlier testimony
before this Subcommittee that the FAA doesn’t regularly inspect to
the same degree that——

Mr. TILTON. No, I am not aware of that testimony.

Mr. GARAMENDI. We will get the testimony for you.

Mr. TILTON. I would appreciate that.

Mr. GARAMENDI. With regard to the question of continued
outsourcing, the question about pilots was asked. I want to follow
up on that question. Are foreign pilots in the left and right seats
of the United airline jets?

Mr. TILTON. Are foreign pilots——

Mr. GARAMENDI. Aer Lingus or any other foreign pilot?

Mr. TIiLTON. On our airplanes?

Mr. GARAMENDI. Yes.

Mr. TiLTON. No.

Mr. GARAMENDI. Thank you.

One final question. Could you describe the personal benefits that
the two of you will receive as a result of this merger, specifically
golden parachutes and the like?

Mr. TiLTON. So I think I know I have made the decision already,
I don’t know that Jeff has, that anything that I might receive is
going to be converted into shares of the new company and deferred
until such time as I eventually retire from my board seat.

Mr. GARAMENDI. And the estimated value of that?

Mr. Tiuton. It will largely depend on how successful the new
company is and indeed whether the new company is formed, Con-
gressman.

Mr. GARAMENDI. I would like have specific information on that,
and I would not like to have to receive that from the SEC filings.
So if you could deliver it personally.

Mr. TiutoN. I will do so. I have already filed it, as a matter of
fact.

Mr. GARAMENDI. Thank you. And you will be able to deliver it
to me. Thank you.

Mr. SMISEK. Congressman, my compensation is set by my human
resources committee, which consist of independent directors. My ar-
rangements regarding becoming CEO of United have not yet been
negotiated. That is a process that is going to go through both Con-
tinental’s human resources committee and the compensation com-
mittee of United Airlines. The amount of compensation that I will
receive thus has not been determined.

Mr. GARAMENDI. What is your present compensation?

Mr. SMISEK. I receive no salary whatsoever, sir. I have waived
that until Continental is profitable. I am also not eligible for a
bonus as a result of my waiver of my salary.

Mr. GARAMENDI. And stock options?

Mr. SMISEK. I have no stock options, sir.

Mr. GARAMENDI. And you are receiving any benefits?

Mr. SMISEK. I am participating in long-term performance pro-
grams, the pay-out of which is dependent on the amount of profit
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sharing that we share with our employees, as well as the stock
price.

Mr. GARAMENDI. I thank you.

Thank you very much, Mr. Chairman.

Mr. COSTELLO. [Presiding.] The Chair thanks the gentleman and
would ask any Members present if they have additional questions.
I understand that Mr. Boccieri does.

Mr. BoccIERI. Thank you, Mr. Chairman.

One follow-up question that came to my mind. My synapses
aren’t working as quickly as they used to at 41. But you had sug-
gested that Aer Lingus pilots are trained as well as domestic air-
craft commanders, pilots and captains on board our aircraft. How
can you make that assumption when your own regional carriers
aren’t training to the same level as legacy carriers? We found this
in constant NTSB reports. We found this over and over and over
again. Explain to me how you draw that connection when your own
regional carriers cannot commit to the same level of experience
level that you have been training your pilots.

Mr. TILTON. So back to the relationship between the network car-
riers and our regional partners, as I have said, and Jeff has echoed,
our safety management organization works together with our re-
gional partner management organization to ensure that the safety
processes that we hold to best practice at United share it with the
regional carriers. We audit them; we audit them together with the
FAA. We share information with the FAA relative to our work with
the regional carriers. We are mindful of the risks associated with
new anything, new employees of any type, so we are mindful of
that, we understand that. But as Jeff has said a moment ago, they
are necessary, they are important.

So just bear with me for a second. With respect to our relation-
ship with all of our foreign partners, you have to think about it,
all of them, All Nippon, Air China, Singapore Air, Lufthansa, all
of British Midland, Austrian Air, all the carriers with whom we
share code across the entire Star Alliance, we, either from an IATA
perspective, the global international association carriers, all of the
safety authorities that exist in all of those countries, we have to set
a safety standard for the entire industry worldwide regardless of
the nationality of pilots. That is the essence of the alliance struc-
ture. And we will fly a passenger across four or five of those car-
riers. And we know we are making an implied commitment to the
training of all of those carriers, which is why, Congressman, to get
into the Star Alliance or to get into a code-sharing agreement, you
have to be approved across a spectrum of safety considerations be-
fore you are approved.

Mr. Boccigrl. Mr. Tilton, the after-actions report from the NTSB
for the Colgan crash showed that the regional air carrier in part
of their syllabus did not teach the pilots how to recover from a full
stall. They taught only stall recognition through a stick shaker, not
a stick pusher. What happens if the aircraft goes into a full stall
recovery and what were the pilot’s reaction, that was not part of
the training syllabus. When asked they said it wasn’t part of the
FAA’s requirement. So what we have seen—Colgan has said this
wasn’t part of the FAA requirement, so what we have seen is now
where airlines had reached for the stars in terms of their training,
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they are now reaching for the minimums in some of these regional
carriers.

And I have grown very concerned about this over my term on
this Committee. But I want you to say to this Committee and for
the record that you know that those aircraft that are flying out of
Washington, D.C., while we have 1,400 grounded pilots in your air-
line, if they are trained, and you know for certain that they are
trained to recover from a full stall.

Mr. TiLTON. So all of our foreign carriers, all of the foreign car-
riers with whom we do business, are trained to a level that is satis-
factory to both the FAA, to ourselves, to ourselves, and to their re-
spective safety jurisdictions in their countries.

Mr. BoccCIERI. Mr. Smisek, was Colgan Air training to your satis-
faction?

Mr. SMISEK. No, it was not.

Ml:? BoccIieRl. And why did you keep them as one of your car-
riers?

Mr. SMISEK. We were not aware of that training deficiency. That
is the responsibility of the Federal Aviation Administration. We ex-
pect all of our regional carriers
b er. BoccierL. That is your responsibility. That is your responsi-

ility.

Mr. SMISEK. Let me tell you that we are very concerned with
safety. We did not train those pilots, we did not maintain those air-
craft, we did not operate the aircraft. We expect them to be safe,
we expect the Federal Aviation Administration to do its job, we ex-
pect that you do your job

Mr. BoccIiERI. Well, we expect you to do your job too, sir.

Mr. SMISEK. And I expect me to do my job.

Mr. BoccIERI. You need to make sure that your domestic carriers
in these international agreements that you are going to be making,
outsourcing jobs and outsourcing training and doing all the other
stuff that i1s going to move this type of level of expertise off our
coast, needs to be maintained. I can’t sit here and guarantee as a
representative of the people from Ohio who fly on your airline and
fly on other airlines to be certain that this level of training is going
to be maintained if we are going to be getting into these big agree-
ments, too big to fail, with other international carriers.

Mr. SMISEK. We are very focused on safety. The training of pilots
across the globe is a responsibility too great for Continental Air-
lines. We do not have the resources. Each jurisdiction has its Fed-
eral regulators; each jurisdiction has its regulation over safety. We
participate and share our best practices.

But if you take a look at Star Alliance, Star Alliance has rigorous
requirements for joining and rigorous requirements for safety. And
I am confident in the safety of all the Star Alliance carriers.

What you point to was a problem. There is no question about it.
And everyone in the aviation business, and I personally and every-
one at Continental, regrets that training failure at Colgan. That
has been identified and will be, I am confident, corrected. And we
need to make sure we all share your concern with safety. Safety
is the most important thing that we have. But we can’t possibly be
responsible with the limited resources we have for the safety of
every carrier in the globe and every carrier that is out there. We
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can be responsible for our own safety. We can certainly share our
best practices, and we do so. And we support all improvements in
pilot training, and we support regulatory reform within the Federal
Aviation Administration if that is what is required for oversight for
U.S. carriers.

Mr. BocciERrl. We are going to get to that reauthorization bill.
We are going to make sure that it is mandatory that pilots know
how to recover from a full stall.

Mr. SMISEK. And I would support that.

Mr. BoccigRrl. Thank you.

Mr. CosTELLO. That Chair thanks the gentleman. And I was
going to make that very point that is the reason why we passed
legislation through both the Committee and out of the House, that
when we come out of conference, we are going to have a reauthor-
ization bill that has the Airline Safety and Pilot Training Improve-
ment Act, which will in course raise the standards for pilots at the
regional carriers as well. We recognize that the both United and
Continental and some of the other major carriers do not hire at the
lower standard even though they can, but many of the regionals do.
And that is what we found with Colgan, and that is what we have
found with other regional carriers.

And I would just interject as well and agree with the gentleman
that while it is the FAA’s responsibility, it is also your responsi-
bility as CEOs of airlines that contract with regional carriers to
make certain—not just rely on the FAA, but to make certain that
these regional carriers are hiring pilots that have training in excess
of the minimum requirements as opposed to the minimum even
after we increase the minimum requirements in the conference re-
port.

With that, the gentleman from California Mr. Garamendi is rec-
ognized.

Mr. GARAMENDI. Mr. Chairman, thank you. And thank you for
bringing up that last point. You gave me an opportunity to cool
down a little bit.

I heard the most astounding testimony I have heard in my 34
years, that the chief executive officer of an airline that contracts
for services to provide services to that airline, in this case Conti-
nental—and I did not hear this from United, and pleased I didn’t
hear it—that it is not your responsibility to ascertain the safety of
the pilots with which you contract.

Mr. SMISEK. Sir, I did not say that.

Mr. GARAMENDI. I am delighted to hear you did not say that.
Could you specifically tell me what your responsibility is with re-
gard to the qualifications of those pilots with whom you contract
on your flights?

Mr. SMISEK. We do expect, we do require all of our regional car-
riers to be safe carriers. Colgan in this instance had a training fail-
ure. It resulted in a terrible accident, which we regret tremen-
dously.

We are as focused on safety as you are, sir. We expect safety, we
require safety. You have to understand, however, that there are
limitations on the resources. Since all airlines contract with large
numbers of other airlines, for example in code shares, we do rely
on the requirements and the safety audits of IATA, on the Federal
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Aviation Administration, we have our on-line safety audits, safety
audits that Star Alliance conducts with respect to its other carriers
as well.

Mr. GARAMENDI. I am particularly concerned about the domestic
situation because that is where the accident occurred, that is where
the training was inadequate. I would like to have you specifically
in writing present to me and to the Committee exactly what you
and United do to ascertain the quality and the safety record and
training record of those pilots with whom you contract in your hub-
and-spoke situation.

Mr. SMISEK. Sure, we will do so.

Mr. TiLTON. And we will be delighted to do that. We will go be-
yond that. We will actually give the Congressman a report on the
nature of our best practice transfer; on the nature of the relation-
ship between the two safety organizations, the regional carrier
safety organization and ours; the extent to which we have on occa-
sion found them wanting, and suggested that until something was
addressed, we would be suspending any contractual services of a
particular sort with them. So we will be glad to do that.

Mr. GARAMENDI. And I would hope that would also include the
specific actions that your airlines take to verify individual pilots.

Mr. SMISEK. We will do so.

Mr. TiLTON. We will be glad to do that.

[The information follows:]
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Question from the Honorable John Garamendi
“The Proposed United-Continental Merger: Possible Effects for Consumers and the Industry”
Hearing held on June 16, 2010
Subcommittee on Aviation
U.S. House of Representatives
Response by Jeffery Smisek
Continental Airlines

Question asked by Congressman Garamendi:

I am particularly concerned about the domestic situation because that is where the accident
occurred, that is where the training was inadequate. 1 would like to have you specifically in
writing present to me and to the committee exactly what you and United do to ascertain the
quality and the safety record and training record of those pilots with whom you contract in

your hub-and-spoke situation.

And I would hope that would also include the specific actions that your airlines take to

verify individual pilots.

CONTINENTAL RESPONSE:

Thank you for providing Continental Airlines, Inc. (“Continental™) the opportunity to follow up
and further expand on Continental’s strong commitment to safety. Our highest priority is to
provide a safe and secure product for all our customers and our employees. All employees at
Continental, from senior management to front-line employees, are dedicated to safety, a
dedication that is shared by United Airlines. In addition to our robust internal safety culture, of
which | am very proud, we remain equally committed to working with all members of the
aviation community to share best practices and support imtiatives that will help improve the

safety of air transportation. It is important to me and to all ot us at Continental that members of
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this Committee and the public in general understand and appreciate our position on this very

critical issue.

At the June 16, 2010 hearing on the United-Continental merger, you raised questions relating to
safety in the context of domestic or regional code-sharing arrangements, and this letter and
attachment will serve as Continental’s response. As you know, the concern you raise has been
the subject of other hearings outside the context of the United-Continental merger. [ welcome
the opportunity to provide you and this Committee with the attached response {Attachment A) by
Captain Don Gunther, which incorporates and adds to information he previously provided to
Congress in his capacity as Staff Vice President of Safety at Continental as part of a safety
hearing held in July 2009. This attachment details the relationship between Continental and
regional carriers with whom it has code-sharing arrangements. Captain Gunther has been
employed by Continental since October 1977 and has served our organization in various
capacities, including as Captain (on B727, B737, B757, B767 & B777 aircraft); Manager, Flight
Engineer Training; Manager, Human Factors; Director, Human Factors and Safety and; currently

Staff Vice President, Safety.

I trust my comments, along with the information supplied by Captain Gunther in Attachment A,
will address the issues raised at the United- Continental hearing with regard to Continental’s

commitment to safety, particularly in the context of the domestic regional code-share operations.
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ATTACHMENT A — SUPPLEMENTAL INFORMATION FROM CAPTAIN DON

GUNTHER, STAFF VP, SAFETY, CONTINENTAL AIRLINES

Safety is Continental’s number one priority.

Aviation satety is a shared endeavor that involves all stakeholders in the industry,
including aircraft operators, manufacturers, airports, service providers and the Federal Aviation
Administration (FAA). Continental is committed to the role that it plays and remains committed
to working with all members of the aviation community to continuously improve the safety of
our air transportation system. As Mr. Smisek mentioned at the June 16, 2010 hearing, safety is,

and will always be, the airline’s number one priority.

As | have stated before, the commercial aviation industry operates under a regulatory
framework which recognizes the FAA as the entity ultimately responsible for regulating and
overseeing air carrier compliance with safety regulations. [n fact, Congress has created a strong
statuotry mandate to the FAA to ensure all air carriers are safe for passengers to fly. In addition,
each carrier is responsible for operating its flights safely, is required to uphold its regulatory
obligations under its operating certificate issued by the FAA, and is directly accountable to the

FAA through inspections and, if necessary, legal enforcement action to ensure safety issues are

resolved properly. All carriers—mainline and regional alike—must respect the importance of
compliance with safety regulations in their own right.  Notwithstanding individual

responsibilities, carriers should and do work together to promote and enhance, those standards of

satety that have been developed within the industry.

There are many ways in which Continental supports this important initiative of airlines

working together to address safety issues. For example, Continental participates in committees
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and task forces, such as the Aviation Safety Information and Analysis Sharing (ASIAS) program
and the Commercial Aviation Safety Team (CAST). Continental also participates in safety
forums and meectings where best practices and other aspects of the FAA voluntary safety
programs (ASAP, FOQA, LOSA, and AQP) are shared and discussed. Both mainline and
regional carriers routinely attend and participate in these programs with the common goal of

promoting safety.

Continental’s own commitment to safety is carried through to its relationships with
regional carriers. Prior to entering into a business arrangement with a regional carrier,
Continental always reviews the carrier’s status with the FAA and determines whether it has a
current operating certificate.  Continental recognizes the FAA’s leadership as the body
responsible for determining a carrier’s fitness to fly safely, authorizing the carrier’s operation,
and promoting and enforcing safety standards. In addition, Continental’s contracts with regional
carriers specifically require them to comply with federal safety standards and regulations.
Continental also engages in a number of other safety-specific actions before entering into
commercial relationships to code-share with a regional carrier, and it continues to assess those
carriers after entering into an agreement.

For example, with respect to domestic code-share operations, Continental has developed
and follows a “Domestic Commuter Code-Share Safety Review Program.” The purpose of the
program is to validate the safety and compliance status of each domestic regional carrier with
which it has a code-share arrangement. The objective of the program is to ensure, through a
systematic program of evaluation, that processes exist for complying with the FAA’s regulatory
framework and that the code-share carrier is actually complying with its own compliance

standards.
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Continental obtains and reviews safety audits performed by highly qualified independent
entities. These include:
e The International Air Transport Association’s (IATA) Operational Safety Audit

(“IOSA™).

e The DOD survey, which is an audit performed by the military under the Secretary
of Defense to ensure safety compliance of airlines that transport military

personnel.

Pursuant to its Domestic Commuter Code-Share Safety Review Program, Continental

conducts bi-annual reviews that include:

e Discussions with the code-share partners to review safety, operations and

maintenance concerns;

s Noting major changes to the air carrier’s fleet, organization or safety program:

and

e Reviewing any threats and safety issues of the code-share carrier that may be

derived from publications and other means.
Furthermore, Continental conducts biennial reviews that include:
e Obtaining and reviewing current [IOSA Audit Reports:
e Obtaining and reviewing current DOD Air Carrier Survey results; and
e Conducting an on-site visit at the code-share partner’s facilities.

Continental also communicates about code-share operations with those regional carriers

which operate under its code to discuss various industry developments and safety issues. If
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Continental determines at any time that a carrier is having safety issucs, it promptly addresses

those issues with the carrier.

Additionally, Continental conducts Regional Partner Safety Summits twice a year.
During the Summits, safety and operational issues affecting our airlines are discussed. These
Regional Partner Safety Summits afford Continental and the regional carriers with which we
contract the opportunity for open dialogue concerning industry trends, best practices, voluntary
programs, and strategies for managing and enhancing operational safety. A collaborative agenda
and allowing ample time for open discussion have resulted in lively contributions and positive

responses from the session participants.l

The FAA holds cach carnier—whether mainline or regional—responsible for ensuring
proper qualifications and training for its own flight crews. It would be inconsistent with the
regulatory structure that Congress established for ensuring aviation safety for any airline to
require certain elements to be included in the FAA-approved training program of another airline,
which is separately certificated by the FAA. It is recognized throughout the industry that,

coupled with appropriate oversight by the FAA, the carrier that operates the aircraft must

" Continental offers one example of the shared benefits that can flow from such collaboration. At a recent
summit, Continental shared and discussed information about our Line Operations Safety Audits (LOSA) program
(LOSA is a program tor the management of human error in aviation operations). Following the summit, Continental
provided two trained observers to work with a regional carrier that was is in the process of initiating such a
program. This allowed that regional carrier to leverage Continental’s LOSA experience in conducting its own

operational safety audit.
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develop and implement an appropriate crew qualification criteria and training for a specific
aircraft.

Continental reserves the right to choose the carriers with whom it maintains a business
relationship. Continental will not maintain a business relationship with any carrier that does not
meet FAA standards. Nor will it maintain a relationship with any carrier that does not share in
its commitment to a robust safety culture. Safety is Continental’s highest priority in all aspects

of'its business, including the decision to enter into a code-share arrangement with another carrier.
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Mr. GARAMENDI. Thank you.

Mr. COSTELLO. The Chair thanks the gentleman from California
and now recognizes the gentleman from Michigan Dr. Ehlers.

Mr. EHLERS. Thank you, Mr. Chairman. And before I ask ques-
tions, I will just comment on the Colgan situation.

I read the transcript, and I think beyond the training issue was
the issue of the lack of competence of the individuals. It made me
shudder to read the cockpit transcript and observed the conversa-
tion back and forth. They were totally preoccupied with personal
issues and not with flying the plane. And so I think it is not just
a matter of training, it is a matter of hiring responsible individ-
uals. And I think anyone who reads that transcript would realize
that was a good share of the problem.

I just want to comment. We have had some other airlines coming
together, and I understand all the advantages of airlines combining
and working together and the many different ways they do that.
But I am afraid what I have seen is that there is something lost
every time we get some airlines going together.

A very recent case, I won’t give specific names, but one airline
that I thought was operating very, very well, and I got to tell you,
everyone in the Congress is an expert on flying in the airlines be-
cause we do it every week ad infinitum. There is an airline that
I thought was really operating very well was combined with a very
large airline which had not operated as well, and now the combina-
tion of the two is not operating very well in a number of cases, so
I won’t get into specifics.

I really caution you, make sure that you are improving service
for the public. And I know it is easy for you to say, yes, yes, yes,
of course, that is our business, that is what we should do. That is
not what happens in too many cases. And I want to warn you
about that. And I hope you will give assurances that you will con-
duct frequent surveys of your frequent flyers and of the general
public as well to evaluate how well you are doing in that of com-
bining the two, because I am just astounded that the number of
what I call poor judgments being made by executives who didn’t
even bother to understand the culture of the company they were
absorbing and have lost some very good people, but above all have
lost a lot of good spirit, and the public is the worse for it.

I am not convinced that all this combining of airlines is really
that advantageous. It may reduce cost of the passengers very
slightly, it may result in you making more money, which is your
goal of course, but I am not sure the overall picture is really all
that great. And I just wanted to caution you on that from my per-
spective, but also give you an opportunity to rebut what I have just
said.

Mr. TiLTON. Well, what you just said may well present a com-
petitive opportunity for Jeff and myself.

Mr. EHLERS. It may well be. I know that Continental has had a
very good history in the last decade of being extremely well run
under the CEO that really renovated it. And I fly all the airlines.
Unfortunately, being in Grand Rapids, Michigan, we have just
about every airline under the sun flying in and out of there, so we
have a large choice, and we exercise that choice depending on the
service we get.
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Do you have anything to say, Mr. Smisek.

Mr. SMISEK. Sure, Congressman. You are right, we are well
known for our customer service. I have been in Continental since
the turnaround 15 years ago and have been part of all the decision-
making at Continental during that 15-year period. We are very at-
tuned to customers. We have corporate advisory boards, we bring
in frequent flyers, we participate in a flyer talk forum. We are very
attuned to our customers, and that is how we get the reputation
for customer service.

But largely, Congressman, our reputation for customer service is
built around the culture of Continental Airlines. We work together
very well. We may have disagreements. Working together does not
necessarily mean saying yes; what it means is listening respectfully
to someone’s position, treating each other and our customers with
dignity and respect. And as a result—and being honest and open
and direct. And as a result we do give very good customer service.

And I anticipate the combined carrier, that with our combined
cultures—United has very, very good people. They are delivering
tremendous operational performance today. They have a fine prod-
uct, they have great facilities, they have very good people. We will
combine that into a culture of dignity and respect, which they have
today, which we can bring together, and we can have a carrier that
will have wonderful customer service.

The reason I am so confident that we can deliver on the
synergies is I am confident in the team that I will build, I am con-
fident in the culture that we will have, and I am confident in the
customer service that we will focus on.
hM;". EHLERS. Well, if you are so great, why are you even doing
this?

Mr. SMISEK. Because alone we are too small. We compete on a
global stage, and we are too small. We are a global carrier, but a
small one, and we need to be big enough to succeed against our
large foreign and large domestic competitors.

Mr. CoSTELLO. The Chair thanks the gentleman from Michigan.

Mr. EHLERS. Well, Mr. Chairman, I just want to offer my services
to you at some point to go in the planes and just ask people about
what they think.

Mr. SMISEK. That would be great.

Mr. EHLERS. I did this last week.

Mr. TiLTON. I will take you up on that.

Mr. EHLERS. I didn’t initiate it, but someone else in the airplane
did sitting in the front row of first. And, of course, all the people
in first were frequent flyers who said, this airline used to be good,
what happened to it?

Mr. TiLTON. We appreciate both the competitive opportunity that
you have advised us of, and we certainly appreciate the offer of
your services.

Mr. EHLERS. OK. But at any rate, this one individual said it, and
the next person said, yeah, I agree with that, and pretty soon the
entire first class section was saying it has really gotten lousy.

Mr. SMISEK. We have a great competitive opportunity. I appre-
ciate the heads up.

Mr. EHLERS. That company has something to worry about.

Thank you. I yield back.
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Mr. CoSTELLO. The Chair thanks the gentleman from Michigan.

And, gentlemen, thank you for your testimony today before the
Subcommittee. And with that we will dismiss this panel and ask
the next panel to come forward. Thank you.

Mr. CosTELLO. I will begin to do the introductions for this panel.
Captain Wendy Morse is the chairman of the United Master Execu-
tive Council, Air Line Pilots Association. Captain Jay Pierce is the
chairman of the Continental Master Executive Council, Air Line Pi-
lots Association. Ms. Patricia Friend, the international president
for the Association of Flight Attendants, CWA. Mr. Robert Roach,
dJr., general vice president of the Transportation International As-
sociation of Machinists and Aerospace Workers. Mr. Albert Foer is
the president of the American Antitrust Institute. Mr. Hubert
Horan, who is the aviation analyst and consultant. Mr. William
McGee, consultant on travel and aviation issues, Consumers Union.
And Mr. David Strine, who is the portfolio manager, Impala Asset
Management, LLC.

Ladies and gentlemen, as you know, we will put your entire
statement in the record. We would ask that you summarize your
testimony in a 5-minute period. And that will allow both myself,
Mr. Petri and other Members to ask questions.

With that, the Chair will recognize now Captain Wendy Morse.
Captain Morse.

TESTIMONY OF CAPTAIN WENDY MORSE, CHAIRMAN, UNITED
MASTER EXECUTIVE COUNCIL, AIR LINE PILOTS ASSOCIA-
TION; CAPTAIN JAY PIERCE, CHAIRMAN, CONTINENTAL
MASTER EXECUTIVE COUNCIL, AIR LINE PILOTS ASSOCIA-
TION; PATRICIA FRIEND, INTERNATIONAL PRESIDENT, AS-
SOCIATION OF FLIGHT ATTENDANTS-CWA; ROBERT ROACH,
JR., GENERAL VICE PRESIDENT OF TRANSPORTATION,
INTERNATIONAL ASSOCIATION OF MACHINISTS AND AERO-
SPACE WORKERS; ALBERT A. FOER, PRESIDENT, THE AMER-
ICAN ANTITRUST INSTITUTE; HUBERT HORAN, AVIATION
ANALYST AND CONSULTANT; WILLIAM McGEE, CONSULTANT
ON TRAVEL AND AVIATION ISSUES, CONSUMERS UNION;
AND DAVID STRINE, PORTFOLIO MANAGER, IMPALA ASSET
MANAGEMENT, LLC

Ms. MORSE. Good morning, Chairman Costello and other Mem-
bers of the Subcommittee. I am Captain Wendy Morse, chairman
of the United Master Executive Council of the Air Line Pilots Inter-
national. We have more than 7,700 active and laid-off pilots at
United Airlines, and I appreciate the opportunity to speak before
the %ubcommittee regarding the United-Continental merger as pro-
posed.

Over the past decade the airline industry has experienced the
worst economic storm in the history of commercial aviation. An un-
precedented series of financial shots have taken their toll on airline
service and on employees. Bankruptcies, employee layoffs, contrac-
tual concessions and outsourcing have all been well chronicled. The
proposed merger between United and Continental represents not
only an opportunity for both airlines, but a possible sea change in
the economic direction and customer satisfaction for the airline in-
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dustry. How this merger is handled will determine whether it has
changed for the better.

This choice could not be clearer, and a recent history of airline
mergers provides a vivid picture of which path to choose. We are
not traveling down uncharted territory. The obvious path to suc-
cess, should it be selected, has already been established. The ad-
vantage of the knowledge of what has worked and what hasn’t
worked must be recognized.

The Delta-Northwest merger in which the company worked out
a mutually satisfactory contract with the pilots has been a resound-
ing success. It has exceeded initial estimates for financial
synergies, leading to a more viable company that provides greater
service for the flying public and provides greater employment cer-
tainty for its employees. The America West-U.S. Airways merger in
which management failed to negotiate contract terms in advance is
still run as two separate companies. Mired in lawsuits, America
West-U.S. Airways has failed to realize the advertised synergies,
even though the merger took place more than 5 years ago, and con-
tinues to have its share of unresolved labor issues, which benefits
neither the company nor the consumer.

One axiom in the service industry stands as a beacon of truth:
Take care of your employees, and ultimately they will take care of
the customers, and the business will take of itself. It is imperative
that the combined United-Continental establish a management
team not only capable of running the airline well, but also that cul-
tivates a culture where the combined entity provides the revenue
and capital generation for a great product.

In order for this merger to be successful, there must be a joint
collective bargaining agreement with assurances for wages, work-
ing conditions and job protections that are commensurate with the
professionalism that our pilots exhibit each and every day. Thanks
to the professionalism, commitment and financial sacrifice of pilots
and other employees, our airline has weathered numerous chal-
lenges and now flourishes, but there are still challenges ahead.

One of the biggest for the pilots of United and Continental, and
indeed for the airline piloting profession, is the industry’s contin-
ued drive to outsource as much flying as possible to an ever-shift-
ing collection of the low-cost subcontractors. Last year United Air-
lines laid over 1,437 highly experienced pilots, their jobs outsourced
to these low-cost subcontractors. The average United Airlines pas-
senger now has a 50/50 chance that their flight is being operated
by United Airlines. This philosophy, which puts profits ahead of
safety and the traveling public, must come to an end.

While United Airlines has been on the Hill saying all the right
things, seeking approval, I speak for the United pilots when I tell
you that our contribution must be recognized in order for this
merger to be successful and the synergies to be realized. We ask
that as you consider the benefits this transaction will have for the
industry and for consumers, you also measure whether managerial
actions are consistent with their words.

United and Continental managements now stand at the thresh-
old of what could be a great airline, one that sees sustainable prof-
its and will also provide unmatched service to our customers. A
combined United-Continental could establish a new paradigm in
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commercial aviation, one where management and labor work to-
gether to establish a solid, profitable airline, where employees are
properly compensated and where job security is not a constant con-
cern.

As key stakeholders, the United pilots stand ready to embark on
this new business opportunity. Our favorable participation will lead
to a stable, sustainable airline. This in turn will produce an un-
precedented level of success for United stakeholders and an exem-
plary level of service for the flying public. I thank you.

Mr. CoOsSTELLO. The Chair thanks you, Captain, and now recog-
nizes Captain Pierce.

Mr. PIERCE. Good morning, Mr. Chairman, Ranking Member
Petri and Members of the Committee. I am Captain Jay Pierce,
chairman of the Continental Airlines Master Council of the Air
Line Pilots Association International. Thank you for the oppor-
tunity to speak regarding the proposed Continental-United merger.
I am particularly thankful that you have taken the time to consider
the effect this proposed merger may have on labor.

I began my aviation career in the United States Army in the late
1970’s and have been a professional airline pilot for over 25 years.
I am in my second term serving in the Continental Pilot Group as
its chairman. And as a Continental pilot I can assure you that I
have been trained to recover from a full stall.

I tend to think in terms of opportunities, risks and rewards. I be-
lieve that this merger will be an exercise in all three. The ques-
tions that have to be answered are, will the opportunities produce
success; who will assume the risks; and finally, who will reap the
rewards?

To some, the initial value created by participating in the merger
will allow for claims of success. However, if creating a story for
Wall Street simply through participation is the goal, that bar is set
very low. None of us should accept the philosophy of mediocrity as
the standard for success. If done correctly this merger can
strengthen our airlines and help resurrect a failing industry. This
is the opportunity.

Our merger partner United’s financial performance has been in
critical condition, and although ours is better, has been in—could
be considered somewhat anemic. Over the last decade network car-
riers have reported over $60 billion in net losses. Since deregula-
tion there have been over 180 airline bankruptcies. Historical
greats, such as Pan American, CWA and Eastern, have become ex-
tinct. Thousands of employees have lost their jobs, shareholder
value has been erased, and communities have suffered. The indus-
try is broken and is badly in need of an overhaul.

Continuing down the well-traveled path of economic irrationality
does not bode well for the traveling public, shareholders, or for the
long-term interest of airline employees. It is incumbent on us to
find rational solutions. I believe that a properly executed merger
can be a better solution for the industry than consolidation by fail-
ure.

Going third in this round of airline consolidation provides us an
opportunity to examine what has worked and what has failed. It
is clear to see that the difference between marginal success and
real success can be tied directly to labor, and more specifically pilot
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labor. In a merger it is not the executives, the bankers or the law-
yers who assume the risk; it is the employees, and it is labor. If
we must carry the risk, we must share in the rewards.

I cannot guarantee that this merger will be successful, but I can
with all certainty predict its downfall if our pilots do not support
the path our managements have chosen. The merger is expected to
produce over $1 billion in airline synergies. If the merger is suc-
cessful, that success will be determined by the strength of the new
entity, the value added to shareholders, and, even more impor-
tantly, by the pride of the airlines’ labor force. This pride can only
be regained by first returning to labor what has been lost through
years of concessions. As irrational as it is to continue to foster a
failing industry, it is equally irrational to use the benefits derived
from a merger to simply enrich those who put the deal together or
to continue to throw good money after bad with ill-conceived busi-
ness plans that reward only those at the top.

It 1s also important that this merger provide benefits for pas-
sengers. We should use this opportunity to reexamine subcon-
tracting and outsourcing. When a passenger books a trip with Con-
tinental from Houston to Newark and then beyond, they have an
expectation that the entity they purchased the ticket from is re-
sponsible for their travel experience. Network carriers should be
operational airlines, not merely ticket agents.

Our passengers have a right to receive one level of service and
one level of safety from the beginning of their journey to their final
destination. To achieve that single platform experience, flights
must be operated under the operational control of the network car-
rier and therefore be crewed by pilots working under contract with
that airline. As Continental employees we bring an award-winning
culture of customer service to an industry marked with sharp de-
clines in customer satisfaction. We bring strong job protections that
limit the outsourcing of flying to its lowest bidder. If done in the
right fashion, this merger can bring the best of Continental to the
United name.

In closing, I would like to remind you that Continental Pilot
Group did not search out or solicit this merger. We are, however,
cognizant of the fact that if done correctly, this could be an oppor-
tunity to create a great airline, one enriched by Continental’s cul-
ture, with a route structure capable of transporting customers to
almost anywhere in the world and a pilot group unmatched in pro-
fessionalism and experience. Thank you for your time, and I look
forward to your questions.

Mr. COSTELLO. The Chair thanks you, Captain Pierce, and now
recognizes Ms. Friend.

Ms. FrIEND. Thank you, Chairman Costello, Ranking Member
Petri and the Members of this Committee, for giving AFA-CWA,
the world’s largest flight attendant union, the opportunity to testify
on this proposed merger of United and Continental Airlines.

The voices of the workers often take a back seat in these hear-
ings and in the public pronouncements about the benefits of airline
mergers. I am here today to give those workers a voice. As a
United flight attendant for 43 years and the president of AFA-
CWA for 15 years, I have had a unique perspective on the dramatic
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changes that have reshaped the commercial aviation industry and
eliminated thousands of jobs.

Lately I have listened to airline CEOs testify before this Con-
gress about the need to consolidate the industry in order to achieve
a sustainable business model. After hundreds of airline bank-
ruptcies, thousands of employee furloughs, devastating pay and
benefit cuts, destruction of pensions and 32 years of deregulation,
it seems that airline management has figured it out, albeit in the
worst fashion, that our Nation needs a stabilized and a rational
aviation industry.

Mr. Chairman, the Nation’s flight attendants and all aviation
workers also need a stable industry. The consumers are rightfully
concerned that airline mergers will lead to higher fares and re-
duced service. We agree. But we also recognize the reality that air-
line fares must increase in order to stabilize this industry, provide
a robust air transportation system, and provide more stable em-
ployment for thousands of aviation workers.

To strike this balance between a stable industry and reliable air
service, we assert today that the increase in consolidation activity
requires appropriate regulatory oversight to protect the interest of
employees and consumers. But while some protections are in place
today for consumers and communities, since deregulation there are
virtually no protections for airline workers. Of all the well-devel-
oped, prederegulation rules of the Allegheny-Mohawk Labor Protec-
tive Provisions, only one exists today, a provision that establishes
basic seniority protections in the event of a merger.

After deregulation the Congress was concerned that massive
postderegulation restructuring of the airline industry would dis-
place large numbers of employees. So in order to assist laid-off em-
ployees, they added the Airline Employee Protection Program to
the Deregulation Act of 1978. Unfortunately, the almost 40,000 em-
ployees who lost their jobs in the immediate wake of deregulation
never received the benefits that Congress promised since funding
was never authorized for the benefits.

As Congress looks into the impact of mergers on employees, it
should definitely look at the failed EEP as a framework to provide
meaningful protections to workers in the future.

As we have testified in the past, we are not proposing to reregu-
late the industry, but we do think that at a minimum something
needs to be done to shield workers from the harshest effects of this
merger and all future mergers.

So what can the workers at United and Continental expect as
they combine their workforce and route structure? While manage-
ment has provided information that is otherwise publicly available,
management has not been forthcoming about critical and future
business plans. I call on this Committee to compel United and Con-
tinental management to provide the information on their plans for
current United and Continental employee-based and hub oper-
ations.

In addition to the proposed merger, United is the architect of a
new global alliance revenue-sharing scheme. They have contracted
with Aer Lingus to operate an international route for them using
Aer Lingus aircraft, but employing flight attendants from a third-
party operator. We call on this Congress to stop this type of so-
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called joint venture scheme by enacting H.R. 4788. We call on you
to not let United and Continental management use this merger as
a vehicle to outsource more good middle-class jobs.

We also ask this Committee to consider the impact this merger
may have on the contract negotiations under way between the As-
sociation of Flight Attendants, CWA and United Airlines. For al-
most 6 years the flight attendants at United have been working
under a collective bargaining agreement that was negotiated while
the company was in bankruptcy. They sacrificed nearly $2.7 billion
in salary and benefit concessions in addition to the loss of their
pension. We are asking your help to ensure that the current con-
tract negotiations are satisfactorily resolved before this merger is
finalized.

We will not allow the negotiation process at United to be delayed
as a result of this merger. The employees at United Airlines make
deep sacrifices to keep the company flying, and it is time for the
workers to share in those rewards. While much will be made over
the coming months about the impact of this merger on consumers
and communities, I urge you to remember the hundreds of thou-
sands of airline employees across this country. Keep us in mind as
you review this merger and the impact that it will have on our
lives and our families. We are the ones who have the most to lose,
and we have the least protection.

I thank you for your time, and I look forward to your questions.

Mr. CosTELLO. The Chair thanks you, Ms. Friend, and now rec-
ognizes Mr. Roach.

Mr. RoAcH. Thank you, Chairman Costello, and Ranking Mem-
ber Petri, and Members of the Committee, for the opportunity to
speak to you today. My name is Robert Roach, Jr. I am the general
vice president of the International Association of Machinists and
Aerospace Workers, the largest airline union in North America.
The Machinists Union represents over 27,000 employees that could
be adversely affected by this merger at Continental Airlines; the
flight attendants, Air Micronesia, a subsidiary of Continental; the
flight attendants, Express Jet, a regional partner of United and
Continental; and fleet and passenger service, as well as other clas-
sifications at United Airlines.

We echo Chairman Oberstar’s statement when he wrote to the
Department of Justice, this merger will move the country far down
the path of an airline system dominated by three megacarriers. If
United and Continental merge, another domino in a chain of
merges will fall, and there will also be additional consolidations to
help them survive. Already the president of U.S. Airways of the re-
gional—of a low-cost carrier has announced that if this merger goes
through, that his airline will soon follow suit.

We cannot look at the United-Continental transaction in isola-
tion. The airline industry has been in turmoil since the passage of
airline deregulation in 1978. The Machinists Union argued against
deregulation. Our predictions have come true. Deregulation in this
industry and others has had disastrous effects. In 2007, the finan-
cial and housing meltdown was a result of unregulated corporate
greed in the banking and mortgage industries. Looking daily at the
news reports about the catastrophe in Louisiana and the Gulf
Coast, with oil spilling out, ruining the lives of people down there,
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we can tell that deregulated industries only operate in their own
best interest and not the interest of the consumers or their employ-
ees.

The airline industry needs to be stabilized because it drives $1.4
trillion in economic activity and contributes $692 billion per year
to the gross national product. It is too vital an industry to leave
to its own destructive devices.

It is clear that the airline industry has failed to deliver on the
promises of a stable, profitable industry, and staying the course
will only continue the industry’s downward spiral. Albert Einstein,
the great scientist, said, “Insanity is to continue to do the same
thing over and over again and expect a different result.”

Can we allow the airlines to continue to consolidate and merge
and continue to lose money, lose employees, destroy cities and
States with their supposed service without some sort of regulation
to protect those interests? Even Alfred Kahn, the major architect
of deregulation, said, “I must concede that the industry has dem-
onstrated a more severe and chronic susceptibility to destructive
competition than I, along with other enthusiastic proponents of de-
regulation, was prepared to conceive.”

The industry is crying out for limited reregulation. Does anyone
really believe that having only a few major airlines in operation,
each with immense market control and offering consumers fewer
choices, will benefit the country? If one of these megacarriers
should fail, how will that impact the country?

The Machinists Union has serious concerns not only about the vi-
ability of a combined carrier, United-Continental, but the industry
in general. Although we have met both airlines jointly and sepa-
rately since the airline merger was announced, IAM members still
have many questions unanswered and concerns that need to be ad-
dressed.

We estimate that United, the merger—the merger of United with
Continental carrier would start out with $13.8 billion in debt. What
is the business plan to deal with that debt structure? Will the
merged carrier have any choice but to eliminate hubs in order to
avoid competing with itself? Closing hubs initiates a cascade of job
loss that begins with airline employees and continues throughout
the communities to the firms that provide services to the airline.
Will the merging of these two carriers and wholesale reshaping of
the industry destroy competition and harm consumers?

As details about the combined carrier business plan emerge, it
must be closely scrutinized to determine if the merge will result in
a successful airline or not. We ask Congress to help determine if
this transaction will be good for employees. The carriers admitted
that homogenizing pensions is a complex issue, and although they
have given it much thought, they do not know how it will be re-
solved.

The Machinists Union will not allow a member’s retirement secu-
rity to become a casualty of this merger. United Airlines has
passed billions in pension liabilities to the American taxpayer al-
ready. The Machinists Union is currently in contract negotiations.
For all eight classifications we have members of the two carriers.
It is premature for anyone to talk about combining the carriers’
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employees, and each airline must recognize a responsibility to con-
tinue bargaining in good faith.

I would like to say that all the past mergers—U.S. Airways and
America West, which is now being said we are going to another
carrier, has operated as a separate carrier for 5 years. Although
your announcements that Delta is working fine, Delta is working
as a separate carrier in many of its classifications.

And let me just say very quickly in closing that I am a product
of one of these mergers. I was at TWA. My seniority was changed
from 1975 to 2001. And we heard the same predictions, the same
predictions that we hear from all CSOs and CEOs, that these air-
lines were not going to lay anybody off, that we were going to con-
tinue to service. St. Louis is a ghost town. The people in Kansas
City have lost their jobs. As Mr. Tilton testified, planes are going
over to China to be maintained.

It is time to put a stop to this. Enough is enough. We need to
reregulate the airline and put a halt to this airline merger until
we have a stable airline industry.

Thank you, Mr. Chairman. I look forward to your questions.

Mr. LiPINSKI. [Presiding.] Thank you, Mr. Roach.

The Chair now recognizes Mr. Foer.

Mr. FOER. Thank you, Mr. Chairman, Members.

Since most of my analysis today closely resembles my testimony
before this Committee 2 years ago, my first recommendation, as
foreshadowed by the gentlewoman from Hawaii, is that Congress
ought to hold retrospective hearings on the Delta-Northwest merg-
er. Has it accomplished its stated objectives? Were the projected ef-
ficiencies obtained? Has competition been adequately protected? Is
the American consumer better off or worse off? I don’t have the an-
swers, but there is no question that the answers would be invalu-
able in our efforts to predict what the implications of the United-
Continental marriage are going to be. Indeed, it might make sense
to actually delay the consummation of this merger until a fully
credible study of the prior merger can be taken into account.

The essential points of my written statement are the following.
One, this is an industry in which there are substantial network ef-
fects, but the incremental costs of expanding an already large net-
work may offset the network benefits.

Two, the industry is already concentrated on a national basis,
but this generalization underestimates the market power that is
present at most hubs and on most routes.

Three, a merger of this magnitude will in all probability lead to
at least one more merger of similar size, and that will leave the
U.S. domestically with three national network carriers, plus South-
west, and a fringe of other low-cost carriers.

And four, this merger will itself likely lead to rationalizing capac-
ity by closing or scaling back hubs, probably in the Midwest, which
will harm a significant number of consumers.

Now, these considerations require us to ask whether the four, or
more likely three, national networks that will emerge from this
process will be sufficient to provide a satisfactory range of choice
and service and sufficient competition to keep prices close to cost.
Standard antitrust analysis focuses on horizontal overlaps between
airport pairs and, in certain markets, between city pairs. If an ori-
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gin and destination route is served by only a few airlines, and the
merger will leave the particular market more highly concentrated,
then the DOJ will likely and properly require a divestiture or some
other arrangement with respect to that route as a condition of ap-
proving the transaction. This is necessary, but it is not sufficient,
especially if we look at competition among the systems and not
merely within specific route pairs.

Much has been made over the role of low-cost carriers in pre-
serving competition. Southwest clearly influences prices wherever
it competes, and there may be an effect even when Southwest is
perceived as a potential competitor. But Southwest and the other
low-cost carriers have found their success by competing indirectly
rather than directly with the networks. They are called low-cost
carriers in large part because they do not bear the cost of large net-
works. They do not offer the same type of one-stop shopping, fre-
quent flyer benefits or airport amenities as network carriers. So de-
cisions about the future of domestic air transportation should not
rest on the concept that Southwest will always play its current
role. Its strategies could change, its management could make mis-
takes. It could choose to relax under the price umbrella of a tight
oligopoly of network carriers.

The ultimate question is whether the public will be satisfied with
three domestic and three global air transportation systems. There
is little, if any, empirical knowledge that says how many systems
are needed to provide a workable degree of intersystem competi-
tion. There is substantial data, both empirical and theoretical, that
suggests that competitive problems increase as the market becomes
highly concentrated. There is substantial experience with domestic
air mergers that suggest how difficult they are to execute success-
fully, how few efficiencies have resulted from big carrier mergers,
and how minimal entry has been at the network level.

To the extent there is doubt about the United-Continental merg-
er, it should be resolved as essentially a public policy question: Are
we willing to interfere with private business decisions in order to
preserve the few competing systems at the possible expense of
whatever efficiencies might realistically be lost?

We suggest that the magnitude and certainty—and I am just
about finished—of these proclaimed efficiencies should be analyzed
with great skepticism, and must be laid against inefficiencies due
to other diseconomies of scale and scope, the cost of consummating
the merger, and the reduction of competition arising from the
merger. From a public perspective there should be no reason to
rush to a decision on whether to allow United and Continental to
merge, and it would make particularly good sense to examine the
effects of the most recent similar merger, Delta and Northwest, be-
fore opting for further consolidation.

Thank you very much.

Mr. LipiNskI. Thank you, Mr. Foer.

Mr. Horan.

Mr. HOrRAN. Mr. Chairman, the United-Continental merger and
the ongoing airline consolidation process creates four major prob-
lems for consumer and industry efficiency. I believe all four prob-
lems have a common cause the Committee needs to address going
forward.
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Problem number one, as documented in Exhibit 1 of my testi-
mony, is the overwhelming evidence that anticompetitive market
power created by North Atlantic consolidation has already created
consumer welfare losses in excess of $5 billion a year. These con-
sumer welfare losses will be much worse in a few years after the
implementation of United-Continental and American-British Air-
ways.

Problem number two is that United-Continental is part of a well-
planned, three-phase process to consolidate the entire legacy net-
work business so that a permanent cartel of three too-big-to-fail
collusive alliances control 80 percent of the overall U.S. aviation
market, including 100 percent of the transatlantic and transpacific.
In the North Atlantic phase 1, the DOT handed exclusive control
of all intercontinental traffic to and from the United States to three
companies. In phase 2 those three companies used that artificial
market power to force the other three domestic legacy airlines out
of business. Phase 3 began last year with the Japan ATI cases that
are designed to create the same type of multibillion-dollar con-
sumer welfare loss as we have already seen on the North Atlantic.
Continental-United is an integral part of all three phases and can’t
be evaluated as an isolated event.

Problem three is the domestic market power threat. United-Con-
tinental will not cause immediate price increases in the local Chi-
cago-Houston market, but broad categories of U.S. consumers are
at risk. Legacy network carriers cannot survive without a strong,
secure source of the international traffic that is the heart of their
business model. When DOT gave three legacy companies exclusive
control over all of this traffic, the DOT issued a de facto death war-
rant for legacy companies 4, 5 and 6. The Delta-Northwest merger
eliminated number 4; the current merger eliminates number 5 and
is designed to cripple or kill U.S. Airways, number 6, who has no
hope of independent survival even though it is the most efficient
of all the legacy carriers.

The destruction of competitors in forced mergers where compa-
nies can be acquired for pennies on the dollar are market power
abuses every bit as serious as the cartel pricing you see in inter-
national markets.

Consumers also face the threat of oligopoly service reduction in
hundreds of smaller cities once this control of the legacy 80 percent
of the market shrinks from six to three carriers, a threat that will
not be addressed or mitigated by low-cost carrier expansion.

Problem number four is that these mergers cannot be justified on
efficiency synergy grounds, the heart of the CEQ’s arguments ear-
lier, and are strictly motivated by the potential for increased anti-
competitive market power. No previous merger between large air-
lines has ever produced a material reduction in unit operating cost,
no previous merger between large airlines has ever produced large
enough synergies to justify the enormous implementation costs of
these mergers, and the vast majority of airline mergers since de-
regulation have been dismal financial failures. There is no evidence
that the PR claims about the Delta-Northwest merger producing
multibillion-dollar synergies are true.

The single root cause of these four consumer inefficiency prob-
lems is the DOT’s willful refusal to obey or enforce longstanding
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antitrust law. Antitrust law is not a barrier to any airline consoli-
dation that can demonstrate public benefits, be they efficiency gain,
service expansion, or lower prices, and that does not create or en-
hance artificial market power. But the evidence in this and in
every previous case has been either nonexistent or fraudulent.

The DOT refused to conduct the legally required Clayton Act
market power test in any previous case. The DOT has not only
willfully ignored the evidence of growing anticompetitive pricing
that I have documented in my testimony, but they failed to collect
any evidence on pricing or entry barriers whatsoever. The DOT
simply made the false assertion the North Atlantic is a fully con-
testable market, even though there hadn’t been new entry in 23
years.

Every DOT ATI decision is based on completely fraudulent public
benefits evidence, directly violating the horizontal merger guide-
lines requirements for verifiable, case-specific evidence that is nei-
ther vague nor speculative. The public benefits in each case rely on
the completely false DOT claim that eliminating competition actu-
ally reduces prices in certain markets and does so automatically re-
gardless of market or competitive conditions. And the DOT has
used this “prices fall whenever we reduce a competition” rule to
nullify the legal requirement for verifiable, case-specific evidence of
public benefits in all future cases.

The Committee and Congress must address this core problem
that is DOT nullification of evidence-based antitrust enforcement
means that airline competition is no longer being determined by
consumers and investors in the marketplace in accordance with the
Airline Deregulation Act, it is being determined by government bu-
reaucrats working at the behest of politically powerful incumbent
companies. The Committee cannot allow this merger review to pro-
ceed without full assurance there will be rigorous, independent
scrutiny of the core synergy and market power claims, and, more
importantly, the review cannot proceed until the DOT’s nullifica-
tion of evidence-based antitrust enforcement has been clearly re-
jected, and the irreconcilable split that exists today between the
DOT and DOJ approaches to antitrust has been resolved.

Mr. HORAN. And my last point, the Committee must intervene in
the current U.S.-Japan ATI case, where the DOT has clearly sig-
naled they have no intention of enforcing the law, plans to rubber-
stamp a massive reduction in trans-Pacific competition that is
going to weaken U.S. competitiveness and basically use multibil-
lion-dollar consumer price increases in order to protect inefficient
foreign carriers such as Japan Airlines.

Thank you, Mr. Chairman.

Mr. LipINSKI. Thank you, Mr. Horan.

The Chair will now recognize Mr. McGee.

Mr. McGEE. Thank you, Mr. Chairman and Members of the
Committee. Good afternoon. My name is William J. McGee, and I
appear before you today as a consultant on travel and aviation
issues for Consumers Union, the nonprofit publisher of Consumer
Reports. I thank you for the opportunity to express our deep con-
cerns about the proposed merger between United Airlines and Con-
tinental Airlines.
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Just as we have seen with banking and other businesses, we are
now seeing the airline industry evolving into an oligopoly, and
some carriers are rapidly approaching the too-big-to-fail threshold.
In this environment, those who previously decried any form of as-
sistance to financially struggling carriers would reverse that argu-
ment, claiming a mega-carrier, such as United-Continental, will be
too big to fail. And they would be right; a shutdown would have
immediate and adverse effects throughout the country.

When the U.S. Airline industry received a $5 billion bailout in
2001, it was argued that airlines were essential to America’s econ-
omy, infrastructure, security, and defense. Consumers Union
agrees. Yet what we have been witnessing is an incredibly shrink-
ing airline industry. With this merger, in less than 20 years we
will have seen the demise of seven major brands in the United
States: Pan Am, Midway, Eastern, TWA, America West, North-
west, and now Continental.

While others can speak to the adverse effects on labor, the travel
and tourism industries, and a host of suppliers, I will focus my
comments on the potentially adverse effects upon passengers.

In February 2001, the General Accounting Office reported on air-
line consolidation and identified several potential threats to con-
sumers. We can’t predict with absolute certainty how the United-
Continental merger ultimately would affect consumers, but we can
examine the recent historical record to see how passengers were af-
fected by American’s acquisition of TWA’s assets in 2001, US Air-
ways’ reverse merger with America West in 2005, and Delta’s ac-
quisition of Northwest in 2008.

Unfortunately, the record for consumers is not good. In addition
to the too-big-to-fail argument, we have identified other key prob-
lems that emerged. More details are available in my written testi-
mony.

One, less choice and fewer flights: Historically, we have not seen
a merger among major carriers that has not led to reductions in
service. United-Continental states it will maintain 10 hubs, eight
of them in the continental United States. What we do know is that
other mergers between major airlines eventually led to hub clo-
sures and flight reductions, despite promises to the contrary.

Consider that TWA’s former hub in St. Louis saw a reduction in
total passenger traffic from 23 million in 2002 to 12 million in
2009. America West’s former hub in Las Vegas has shrunk as well.
And although the full effects of Delta-Northwest have yet to be
seen, Delta’s hub in Cincinnati is already experiencing cutbacks.

Meanwhile, consumers on many routes are losing the opportunity
that some airline executives suggest to “vote with their feet,” where
there is no effective competition.

Two, loss of service: It seems apparent the United-Continental
merger would mean some cities, particularly smaller cities, would
lose nonstop air service, if not all air service. The more mega merg-
ers that are approved, the higher the probability that additional
cities will lose service.

Three, higher fares: A July 2008 report from the GAO concluded
that mergers and acquisitions can be used to generate greater reve-
nues through fare increases. Some analysts argue low-cost carriers
will fill the void, but, one, there is no guarantee they will do so,
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and, two, even when a low-cost carrier enters a former hub, prices
fall only on selected routes, not on all routes.

Four, reductions in service: Airline mergers tend to be conten-
tious, and this case involves two mature companies. United was
founded in 1926, Continental in 1934. So, therefore, a clash of cor-
porate cultures is virtually guaranteed, particularly after layoffs.

These sterile corporate terms—downsizing, right-sizing,
outsourcing, off-shoring, furloughing—really mean two workforces
will experience more trauma and jockeying for position on blended
seniority lists. Inevitably, this will lead to employee morale issues
and slowdowns due to melding of policies, procedures, and tech-
nologies.

Five, fewer start-ups: Greater concentration of market share has
a negative effect, according to a 2001 DOT report. It noted in-
stances in which incumbent airlines drove new entrants out by cut-
ting fares and flooding the market with capacity, only to later in-
crease fares and reduce service.

Six, less resistance: Since deregulation in 1978, we have repeat-
edly seen how one major carrier will initiate a fare increase and
then watch if rivals will match. If enough key players resist, then
the fare hike will be withdrawn. This same principle has applied
to introducing airline fees and even to service initiatives. In a
smaller industry, the likelihood of a rival carrier resisting a new
fee or airfare increase will dissipate.

Seven, widespread disruptions: With greater concentration, the
United States faces a much greater threat of travel disruptions.
Imagine the nationwide effects of a labor action or FAA grounding
at a combined United-Continental, which analysts estimate would
control nearly a fifth of all domestic airline seats. Even a 24-hour
loss of service would have severe consequences.

Eight, raising the stakes: Since the approval of the Delta-North-
west merger, some proponents of the United-Continental merger
argue that “fair is fair.” That is why executives from American Air-
lines may soon appear before this very Committee seeking a merg-
er with U.S. Airways, which, of course, just merged with America
West in 2007. Ironically, this sudden leapfrogging in the airline
ranks has not been due to genuine growth, expanding service, and
creating jobs, but to reductions in service.

It seems only fair to ask what the end game is here. At what
point will this merger mania subside? Today we are told the do-
mestic airline industry can only support only three large network
airlines. How long before we are told that number has been re-
duced to two or one? Before further consolidation is approved, Con-
sumers Union feels there should be more discussion about the air-
line industry’s ultimate goals and how those goals affect U.S. con-
sumers.

Thank you. And I look forward to your questions.

Mr. LipiNskI. Thank you, Mr. McGee.

Mr. Strine?

Mr. STRINE. Thank you, Mr. Chairman and Members of the Com-
mittee.

Like you, investors in the capital markets have heard different
arguments about why or why not mergers should take place in the
U.S. airline industry. The balance of these arguments and the re-
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sulting policy impact how the market prices risk and sets the cost
of capital for the airline industry.

To help you with your analysis, I will provide you with a perspec-
tive from the financial markets. So long as the airlines source their
funding from the debt and equity capital markets, the boards of di-
rectors and management teams have fiduciary duties to their
shareholders and creditors. In keeping with that duty, it is incum-
bent upon them to manage risk and work to enhance returns on
invested capital.

While managing costs and delivering products that customers
value are important, making strategic structural decisions that per-
mit their companies to adapt to changing market conditions are
also critical. The airline industry is in dire need of lowering its fi-
nancial risk and its cost of capital, and consolidation is one part of
the solution.

By several objective measures, the performance of the industry,
including Continental and United, has been abysmal. The regu-
larity of loss and failure goes unrivaled in corporate America. For
example, looking at the performance over the past decade, we can
see that the industry has reported an aggregate loss of about $68
billion, there have been 58 bankruptcies, about 130,000 jobs lost,
and defined benefit pension plans were offloaded to the Pension
Benefit Guaranty Corporation. In addition, the average age of the
fleet increased to about 11 years.

To cap it all off, the value of the XAL, which is the New York
Stock Exchange airline index, has dropped by about 77 percent
since 2000. Taken as a whole, the body of evidence supports the
need for profound change. The leadership at United and Conti-
nental are trying to address this need.

The poor financial performance of the industry through a full
business cycle can be attributed to its high fixed-cost structure,
overleveraged balance sheets, low barriers to entry, higher barriers
to exit, fragmentation, and fierce competition from low-cost carriers
and recently consolidated, well-funded international carriers in Eu-
rope, the Middle East, Asia, and Latin America. These factors con-
tribute to the higher cost of capital, which limits growth.

Over the past year, airline asset-backed debt has frequently gar-
nered yields over 10 percent. In one debt transaction, United paid
17 percent. Further, in the autumn of 2009, every major network
carrier except Delta issued equity at steep discounts in trans-
actions that were highly dilutive to shareholders, which also raises
the cost of capital. To this day, the weighted average cost of capital
remains well into the double digits because of the significantly
overleveraged balance sheets.

Over the long term, value can only be created when the return
on capital exceeds its cost. This is a fundamental financial goal the
airline industry has never been able to achieve through a full cycle.

Now, consolidation is certainly not a cure-all, but it is self-help.
While the United-Continental merger is far to small to significantly
change the competitive dynamics of the industry, given that the
two carriers combined only produce about 18 percent of the avail-
able seat miles and they have de minimis route overlap, their focus
on improving efficiency and creating synergy is a step in the right
direction toward financial stability.
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Although labor costs are likely to rise, as they typically do in
mergers and after reductions and bankruptcy, the scale of the com-
bined entity should enhance purchasing power with suppliers and
the global network should be more attractive to high-yielding cor-
porate customers.

In addition, although United-Continental may gain additional
corporate customers, which should improve their yield mix, it
would be wrong to conclude that the merger would stop the domes-
tic yield deterioration, which has been going on for the last 30
years due to the continued growth of low-cost-carrier market share.
Over the last 10 years, network-carrier market share has dropped
by 33 percent.

In conclusion, as you weigh policy objectives for the airlines, you
may want to consider the benefits from having airlines in a better
position to generate a return on invest capital in excess of their
cost of capital through a full business cycle.

The balance of positions which seek to socialize aspects of the
airline industry without social funding versus those that promote
growth in the free market will contribute to how the market prices
airline capital risk and measures the required rate of return to jus-
tify growth.

The ability to generate more consistent returns on equity and
free cash flow is the path to repairing balance sheets and longer-
term financial stability. Only then will there be a solid foundation
for increased capital expenditures, rising wages, and increased
service.

Thank you.

Mr. LipINSKI. Thank you, Mr. Strine.

I would like to thank the witnesses for their testimony.

We will now move on to Members’ questions. And I will begin
with the distinguished gentleman from Minnesota, the Chairman of
the Full Committee, Mr. Oberstar.

Mr. OBERSTAR. Thank you, Mr. Chairman.

And I want to join his compliments to the panel for their splen-
did testimony.

Vice President Roach, your very personal witness to your own ex-
perience, I remember it so well, of TWA. You are right, it did hol-
low out. St. Louis, it did empty out—Kansas City. The result of the
acquisition meant the sale of their nonstop service between St.
Louis and London Heathrow, which Mr. Icahn sold to American
Airlines for $400 million. It should never, never have acquired
value in a marketplace. These are rights given in the public inter-
est for the public convenience and necessity, not for the personal
enrichment of the carrier.

And American made that money back in about a year. But St.
Louis lost its connection to the world beyond, and an awful lot of
people lost their jobs in the process. And, ultimately, TWA, one of
the great proud carriers of years and decades past, was absorbed
by American and now has to beg O’'Hare for service to the whole
country. That is the encapsulated summary of mergers and big-
ness.

Yeah, “too big to fail.” United-Continental, as one of our wit-
nesses just said, would control a fifth of the domestic market share,
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115 billion of available seat miles. That is enormous capacity con-
trol.

I asked several years ago, and I think Mr. Foer may recall this:
Why would anyone, would any carrier spend $150 million on a 747
when, for $50 million, you can buy a whole fleet? Do you remember
what I had referenced to, Mr. Foer? Checchi and Wilson acquiring
Northwest. For $50 million, they bought a whole fleet of 747s. And
it took an airline that had $2 billion in equity and $1 billion in
debt and turned it just the exact 180 degrees, $2 billion in debt and
less than $1 billion in equity, and put it on a path towards the
brink of bankruptcy.

Now, this bigness and this merger mania, they spent 6 months
looking for other carriers to acquire until they realized they needed
to manage an airline. And all of you who have been captains, flight
attendants, the maintenance personnel, all have seen this happen
in the industry. Bigness leads to neglect and to difficult labor rela-
tions and to lower-quality service.

Now, Mr. Foer, your testimony said, I predicted, along with many
others, that a merger for Delta-Northwest would lead to a merger
between United and Continental. I put it just the opposite of your
testimony, your exact words, but that is what you meant. And that
is what has happened.

Now, isn’t it likely that the next shoe will drop if this one is ap-
proved—that is, American, US Airways, BA, Iberia, and Czech Air-
ways, and JAL—and then have you three global mega carriers,
right?

Mr. FOER. Right. Basically, right now, on the international scene,
we have three airlines operating under a variety of brand names.
And I have been told by somebody in a position to know that, in
those alliances, once there is antitrust exemption, the multiple
companies can operate as if they are a single company.

And so, why not face the reality? The reality is we are down to
three international, global companies, supposedly competing
against each other, but, you know, to the extent possible, they
avoid head-to-head competition, just as domestically.

Mr. OBERSTAR. They are just carving up the international pie,
really, is what they are doing.

Mr. FOER. Right.

Mr. OBERSTAR. And with antitrust immunity, which they are all
desperately seeking, which I opposed for United, and which they
will want now with—and you have cited the U.S.-Japan case. ANA
wants antitrust immunity for their alliance with United. Well,
there is no competition in an antitrust-immuned alliance. And you
will see fares goes up, service go down, more traffic concentrated
on the most profitable routes, and the medium- to small-size hubs,
the non-hubs in the United States get further downsized. That is
really what happens.

You said, hold retrospective hearings on Delta-Northwest. I will
tell you what it has led to: baggage fees, $3.8 billion in baggage
fees by the carriers, half of which are attributable to the Delta op-
eration. You know, the next step is they are going to figure out how
to charge us for printing out our boarding passes at home, how to
charge us for our own paper that we use.
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They are very good at this. They have little people who work day
and night, they are little gnomes, in their economics and finance
departments. And they work night and day, figuring out how to
squeeze more money out of this turnip they have in their hand.
And I am determined that won’t happen.

Stable, profitable does not mean ever bigger and fewer. Who was
it that said that airlines are looking for stability and profitability?
That doesn’t mean that there should be fewer of them.

They are always talking about rationalizing capacity. Mr. Horan,
was that you who used that term? Rationalizing capacity, consoli-
dating, too much capacity in the market. That wasn’t the purpose
of deregulation. We didn’t say that they were going to take the gov-
ernment out of deciding market entry and pricing so that the air-
lines could consolidate and have more power. We wanted more
competition in that marketplace, right?

Mr. Roach, didn’t your members, and, Ms. Friend, didn’t your
members have more options, more choices in the previous era?
Have the machinists union and the AFA ever had to face each
other in a consolidation in an election?

Mr. RoACH. Not yet.

Mr. OBERSTAR. Not yet. Well, if I have my way, you are never
going to do it. I am doing my darnedest to make sure that that out-
come doesn’t happen.

In a hearing in this room in 1990—and I was Chair of that Avia-
tion Subcommittee, and Mr. Petri, Bill Clinger was the ranking Re-
publican on the Committee at the time. And I asked Secretary Sam
Skinner, the Secretary of Transportation—this hearing was on air-
line finances and mergers and acquisitions. And I said, how many
carriers really constitute competition in the marketplace? And the
Secretary said, “Well, I think two.” Really? Then he stopped, “Well,
maybe three,” he said. That is where we are headed, and that is
not good.

What I hear from the Uniteds and the Continentals and Amer-
ican and the rest of them is, “There is plenty of competition. Just
look at what Southwest does to the marketplace. They drive the
prices down. And legion are my constituents lining up to use
Southwest Airlines frequent flyer miles to fly to London and Paris.”
They don’t fly there. They are not in the world competition. You
are all right.

Thank you.

Mr. LipINSKI. Thank you, Mr. Chairman.

The Chair will now recognize Mr. Petri.

Mr. PETRI. Well, thank you.

Thank you all for your testimony. It is very helpful.

I guess I have a couple of questions. One for Mr. Strine: You
talked about—and I have heard about low barriers to entry in the
aviation industry because you can just lease a plane and have ac-
cess to an airport and get in business. But what are the high bar-
riers to exit that you refer to?

Mr. STRINE. That references basically to the bankruptcy laws.
Through the Chapter 11 process, we see companies who have pur-
sued a path which was basically a failing business model survive.
And, you know, I think today you have heard a lot about destruc-
tive competition. That law, in itself, is something that keeps a com-
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pany alive and keeps capacity in a market that was failing capac-
ity. So that is the high barrier to exit.

Mr. PETRI. And, second, you analyze the industry and its com-
petitiveness and so on for a living. When you stand back and look
at it, here is a very, very, very profitable industry for a lot of—not
for the airlines, but for the auto rental companies, for the fixed-
base operated airports, for the hotel business, for all kinds of peo-
ple who have figured out how to make money from people trav-
eling. But the airlines don’t. And probably the people leasing the
planes to them are making a lot of money.

But, for some reason, this center of loss seems to be among the—
if the $68 billion figure is at all accurate, it is on the ones who are
generating profit for everyone else on a systemic basis.

What is different about that segment of the overall aviation
transportation business that causes it to lose when everyone else
is doing pretty well, or at least seems to be doing a lot better?

Mr. STRINE. Well, there are several factors that contribute to the
poor financial performance. One is that the industry has a very
high fixed-cost structure. So, as we inevitably move through eco-
nomic cycles, they cannot cover their costs with the revenue they
can generate, given the amount of supply and demand in the mar-
ket. It is as simple as that.

You know, if you look at the capital expenditures that are re-
quired and the debt that is baked into these companies, they have
overleveraged themselves. And the interest expense that they pay
on the assets, the aircraft or the aircraft rental fees that they pay,
contribute to the high fixed-cost structure.

So, to finance a business which is highly asset-intensive is expen-
sive. And when you have a structure that doesn’t generate enough
revenue to cover the cost, the cost of capital, meaning the interest
expense, goes up, which is the irony of all this.

I think everybody wants to see a stronger industry; it is how you
get there. One of the drivers will be the cost of capital. The more
financially stable the industry is, the lower the cost of capital will
be, which will then provide a lower hurdle for growth.

Mr. PETRI. Now, one last thing. You would assume, if there had
been a huge consolidation in industry and just a few big global
players, that they would have more pricing power, and ticket prices
would go up and they would make money. But what seems to be
happening is that prices have been steady or even declining, and
it 1s an increasingly better buy for the traveling public.

So what is wrong, from the point of view of these people trying
to create monopolies? Or will there be a pot of gold at the end, from
their point of view? Will they eventually extract monopoly profits?

Mr. STRINE. To apply that specifically to this merger, I think that
the aim, if you listen to what the companies are arguing, is that
they think they will get a better share of the corporate traveler,
which is a higher-yielding customer, which will improve their mix
and improve their yield.

But I think when you look at the competitive structure, it is real-
ly, from a financial standpoint, it is important to look at it holis-
tically and globally. I mean, certainly domestically, there is low-
cost competition, there are companies that come and go. Inter-
nationally, we have seen consolidation in Europe. There has been
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a lot of consolidation, now Air France-KLM. British Airways and
Iberia are merging. Deutsche Lufthansa has purchased both Swiss
and Austrian over the past 2 years.

In Latin America, there is only one airline, outside of Brazil, that
basically controls the whole region; that is LAN in Chile. And in
Asia—in China, there are only three major carriers in China. You
have Air China in Beijing, China Southern in Guangzhou, and
China Eastern in Shanghai. And they have been consolidating.

So part of the analysis has to be, the companies here are going
to be competing for international travelers against those foreign en-
tities. And I think that is something that we shouldn’t ignore.

Mr. PETRI. Thank you.

Mr. LipINSKI. Thank you, Mr. Petri.

The Chair will now recognize himself.

During the testimony of Mr. Tilton and Mr. Smisek, I had raised
the issue of what is going to happen with the employees. And judg-
ing by the prior experience with airline mergers and what has hap-
pened to employees—and Mr. Roach raised the experience that he
has been through—I understand that there is a lot of uncertainty
about the future of a merged airline, what is going to happen to
the employees.

And I had also raised the point that I think that, if there were,
as this moves forward, this consideration of the merger moves for-
ward, if there are agreements that can be worked out with the
unions, it certainly would make this a much smoother path to the
merger being approved.

So I wanted to know, thus far—I wanted to ask Captain Morse,
Captain Pierce, Ms. Friend, and Mr. Roach, have you been at the
table thus far, as the merger has been discussed? What have you
learned, if you have? If you have or if you hadn’t, what are the an-
swers that you are waiting for?

So I just wanted to throw that general question out there, and
we will start with Captain Morse and go down the line. I just want
to know what has happened so far and what do you want to see
happen.

Ms. MORSE. I would begin by saying we have started the process.
We have negotiated an expense reimbursement provision that isn’t
quite enough but it is a step in the right direction. We don’t think
the employees should have to pay for the expenses of the merger.
It is the CEOs that decided they wanted to merge, not the pilots,
not the employees. So that was a step in the right direction, but
just a very small step.

We see indications that the managements are interested in doing
the right things, but until we actually see what they propose at the
negotiating table, we are working on a transition agreement. That
transition agreement would be more of a standstill type of agree-
ment.

As we process down that path, our next step would be a joint col-
lective bargaining agreement. And whether we will get to that
quickly or not will be really the indication of how well this merger
will go. If we do not get to it quickly and, to quote Captain Pierce,
if management doesn’t learn the word “yes” and learn it relatively
quickly, then the merger will be unsuccessful.
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So, as we proceed down the path, we see great opportunity here
to lead, but we can’t lead by ourselves. We must lead with the
managements of the company to make it a successful merger. We
see the right steps, but time will tell whether those steps are really
taken.

Mr. PIERCE. And I would agree with Captain Morse that the
steps——

Mr. LipINSKI. Would you pull the microphone closer?

Mr. PIERCE. Yes, sir.

I would agree with Captain Morse that, so far, since May 3rd,
when the announcement was made, we have seen steps by manage-
ment that would lead to cautious optimism, in terms of information
sharing, in terms of working toward a transition agreement.

I will say that the two pilot groups, United MEC and the Conti-
nental MEC, are working very well together. We have, I would say,
outstepped our management counterparts, in terms of doing our
due diligence and creating an environment for success.

It has to be a sequential order. There has to be a certain order
of things to occur that we have agreed upon. We are going to nego-
tiate this transition agreement, and once that is complete, we will
move to the joint collective bargaining agreement. And once that is
complete, we will move to finalization of the seniority list integra-
tion.

Each of those steps will be tests for our management groups to
ensure that they are participating, good-natured, in good faith. And
if they don’t participate in good faith, then things won’t progress.
And as things don’t progress, then they don’t hit their synergies,
they don’t meet their obligations, they don’t meet their commit-
ments. It is very much in the hands of labor and our management
counterparts, working together, if this is going to succeed.

Mr. LipiNsKI. Thank you.

Ms. Friend?

Ms. FrRIEND. Well, I am afraid we have no optimism at all. We
have been at the bargaining table with this management team on
an open and amendable agreement that was reached in bankruptcy
for well over a year now. We have made no progress. The company
has not moved on their opening concessionary proposals.

Since they have announced the merger, they have been unwilling
to discuss with us the expense reimbursement for what it will cost
the employees to participate in putting this merger together. They
have been unwilling to talk to us about what we refer to as a
“fence agreement,” which allows for separate operations while we
work through these issues.

In fact, they have been unwilling to talk to us at all about the
merger, other than to provide us with information that is publicly
available that we could simply read in the newspaper.

So, a very difficult labor-management relationship has not im-
proved, nor have the executives of United Airlines given us any in-
dication that they would like to improve it. So, any synergies that
they hope to get from a combined flight attendant workforce are
very, very far on the horizon and will not happen unless there is
a change in attitude.

Mr. LipiNskI. Thank you, Ms. Friend.
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And, Mr. Roach, I know you were shaking your head imme-
diately when I started asking questions. So I am afraid you are
going to have a similar response here to Ms. Friend.

Mr. RoACH. Yeah, we have the unique—the machinists union has
the unique—we have bargaining relationships on both carriers.
And we have met separately and with both management teams. We
have asked a lot of questions, and they don’t have any answers.
They have been willing to meet, and they continue to say they will
give us the answers.

Our concerns are obviously about pensions. We worked very hard
during the bankruptcy to maintain pensions, during the bank-
ruptcy, and getting the IAM National Pension Plan. We worked
very hard on Continental to maintain a single-employer plan. And
there is a lot of work. We have met with the PBGC, and they have
expressed that there is a lot of work in trying to go through that
process. And they haven’t started, and they said they have thought
about it but they don’t have any answers.

We are concerned about the regional partner, Expressdet, we
represent. They operate on United and Continental. What happens
to them? What happens to the subsidiary of Air Micronesia?

We are concerned about the overall business plan, that this is
not too big to succeed and that we create this monster airline with
two different, separate cultures that cannot be put together.

Again, Northwest-Delta are not together. There are big problems
over there. And their morale is down, and the employees are not
happy. And there has been no integration. Although it is portrayed
in the public as it is, that is not the case.

And so we want to see the business plan. We want to see that
this carrier can survive. We have asked for the information. They
said it is forthcoming, and we look forward to it. But beyond the
collective bargaining agreement, we want to make sure the carrier
can survive and be successful. Having a good contract and no job
means nothing.

And so, if they build this carrier and the carrier fails because
they are unable to pull it together, I guess there is an old cliche,
“When the camel dies, we all walk.” And we don’t intend to walk.
We want to see the thing survive. So, we need information.

Mr. LipIiNsKI. Thank you.

And I can’t emphasize enough how important it is that these
issues are worked out.

With that, I will yield back, and I will now recognize the gen-
tleman from Ohio, Mr. Boccieri.

Mr. Boccigrt. Thank you, Mr. Chairman.

I just have a quick question for the two gentlemen who seem to
be on opposing sides with respect to their testimony. Mr. Strine
and Mr. Horan, just if you could balance this out with your com-
ments.

Mr. Strine, in your conclusion, you said that, “The ability to gen-
erate more consistent returns on equity and increase free cash flow
is a path to repairing balance sheets and longer-term financial sta-
bility.”

However, Mr. Horan, from his testimony, has a very different
picture or world view, suggesting that any merger between network
airlines will produce modest connecting revenue gains, but without
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major growth of their hubs, significant sustainable revenue
synergies are impossible.”

Can you guys balance those two comments out, please?

Mr. Strine?

Mr. STRINE. Well, I think when you look at returns of a company,
you have to start with revenue, and you need to think about what
drives revenue. And what drives revenue is supply and demand
and price.

And what is clear to us all is that the revenue has not been suffi-
cient to cover the costs, the operating costs of the business and the
interest expense of the business. So there have been losses, and the
retained earnings have been negative. So the companies, to keep
going, have borrowed more and more money over the years.

And, as those balance sheets become more laden with debt and
overleveraged, the cost of borrowing and the cost of equity rises.
And that constrains growth. So the hurdle rate for growth becomes
higher, so growth becomes more difficult.

Mr. BoccigRrl. Sir, I don’t want to get into a theoretical debate,
but please explain to me how reducing the number of competitors
actually increases competition.

Mr. STRINE. I am not arguing that, that it does.

Mr. Bocciert. OK.

Mr. Horan?

Mr. HORAN. I think you have summarized my argument quite
well. The core claim that these companies are making is that this
is good for the public, this is good for consumers, this is good for
the long-term health of the industry, because it will create measur-
able economic benefits in terms of network synergies or cost reduc-
tions.

I believe both of those claims are fundamentally false. I believe,
if you look at historical record, there is no evidence of anyone else
having found this. I believe, if you look at the historical record of
how networks work, you can create network synergies in a case
where you build up a large hub—when TWA and Ozark merged in
1983, there were huge network synergies. You can create network
synergies in an environment where the merged carrier suddenly
creates a new ability to expand, grow into new markets, things like
that.

I used to run these networks; I know where to look. And what
I am saying is, there is no evidence in this case or from any public
statement that they are going to do any of those things that would
enhance what are legitimate network synergies.

And the cost side, the cost of putting these companies of this size
and these levels of complexity together runs into the billions. We
have already heard plenty of testimony on the collective bargaining
issues that need to be resolved. Those are expensive. And, equally
important, the integration of the maintenance systems, core to all
the safety concerns raised by many people today; the integration of
the reservation and other financial infrastructure.

All of those costs are 100 percent certain. They occur right away.
Do you save because you don’t need two general counsels? Yes, but
that is pretty trivial, and it is down the line.

Mr. BoccIeRI. Do you think——
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Mr. HORAN. So I am just saying, if do you a simple cash flow—
you know, United claimed, after 3 weeks of negotiation, their PR
staff said, “We will get cost reductions equal to 0.6 percent of our
combined operating costs.” And I am just saying that any person
with common sense would look at that and say, that is what the
PR guys are saying before the collective bargaining process has
started and before you have done the hard, messy work of inte-
grating maintenance systems and reservation systems. Chances are
the cost synergies will be a big negative number.

Mr. BoccIERI. Do you think that previous mergers with the unin-
tended consequences of these unforeseen costs that have been
added have led to, sort of, farming out of some of these routes and
some of the domestic routes to the low-cost carriers?

Mr. HORAN. Well, people were discussing American-TWA, which
was justified on the exact same kinds of synergies we are talking
about today. There were no new hubs created. There was no expan-
sion that was going to happen. It was just that somehow one plus
one was going to equal three. And no one in the government scruti-
nized that.

And, again, that is my message for the Committee. You pointed
out the, sort of, difference in the arguments in what I am saying
versus what the CEO is saying. The issue for the Committee is,
you have to have absolute confidence that the DOJ is going to run
through those very critical synergy efficiency claims.

And, by golly, if they are proven to be true and Mr. Tilton and
Mr. Smisek have found opportunities that every past airline man-
ager failed to find, and that Continental management, who had
been saying, you know, “We don’t want to do a merger because it
is too risky for our shareholders, and that is not really where the
benefits are, and it would be a bad thing,” he has found things that
his previous management couldn’t find—God bless him, if the
synergies are honestly there, they are verifiable, they ought to be
able to proceed. Because then what Mr. Strine is saying is those
ﬂr? legitimate things, that would improve efficiency, that is self-

elp.

But if those efficiencies aren’t there, it begs the basic question,
well, what about all these anticompetitive problems? Isn’t that
what you are really going after, and isn’t all the synergy stuff just
a smokescreen?

Mr. STRINE. Can we take a simple example to maybe elaborate
on this?

Let’s say you were running an airline and you were going to pur-
chase 50 aircraft from Boeing. And then you were a much larger
airline, and you were then going to purchase 100 aircraft from Boe-
ing. Do you think you would get a lower price if you were pur-
chasing 100? Do you think you would get a better deal on your
service, your maintenance, et cetera? The scale, in terms of their
purchasing power with suppliers, should have some benefits.

Mr. BoccIiRI. Too big to fail, right.

Mr. HORAN. Could I just quickly reply to that, sir?

The idea that an airline the size of United Airlines isn’t big
enough to compete and it needs to be bigger to be efficient is one
the more ludicrous claims that anyone has made in this industry
in the last half-century.
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And the example I keep going to is that Mr. Tilton and Mr.
Smisek ought to fly to Moscow and sit down with the Russians, and
tell them what a terrible mistake they made when they broke up
Aeroflot. It had such scale economies, it not only did all the com-
mercial aviation, it did the military and the crop dusting. But they
broke it up with this silly notion that, while you wouldn’t have the
scale economies on ordering pencils and legal pads, benefits from
competition and spurring innovation would greatly offset the re-
duced scale with many smaller companies.

And, again, it comes back to a factual point. If the scale econo-
mies, which is the synergy claim that Mr. Smisek and Mr. Tilton
are making, are really there, which no one else has found, great.
If they are not—Dbut this is a factual question that objective people
can sort through fairly easily.

Mr. STRINE. The fact is, United already did go bankrupt, and
they are still here.

Mr. HORAN. Yeah. Right. Look at the financial performance of
U.S. airlines in the last 15, 20 years. There is almost a perfect neg-
ative correlation: Smaller airlines have earned the kind of return
for their shareholders that Mr. Strine is taking about, and the big,
entrenched ones do not.

Mr. Boccierl. Well, I appreciate that. And I know that did re-
ceive some government taxpayer dollars right after September
11th.

Captain Pierce, I just want to comment. I know you talked about
that your training would have prevented—or would have prepared
you to recover from a full stall. And I concur that the legacy car-
riers have done a great job with training and the expertise that
they have added.

I want to see that same level of commitment now with the re-
gional airlines. Not all, you know, have been deficient like Colgan
have. But we certainly want to see that higher standard be main-
tained. And we are going to require the FAA, but we want to make
sure that the companies do so, as well, because they are ultimately
in charge of the training requirements.

Mr. CoSTELLO. [Presiding.] The Chair thanks the gentleman and
now recognizes the gentleman from California, Mr. Garamendi.

Mr. GARAMENDI. Thank you very much, Mr. Chairman.

Chairman Oberstar has gone on and on about efficiencies at
Northwest and Delta. I have my own story, Chairman. Due to the
lateness of our session and the cancellation of the United flight out
of National, I had to jump on a Northwest-Delta flight via Min-
neapolis on a through-flight presumably to Sacramento. It was
about $990, as I recall, for that one-way ticket.

When I got to your part of the world, Mr. Chairman Oberstar,
I got off the plane and found out that it stopped, I wasn’t going to
go any further, and I was dumped in Minneapolis-St. Paul for the
night. All well and good, they handed me a ticket for the next flight
out the next morning. I went to pick up my ticket, I went to get
on the flight, and I wasn’t booked, much to my surprise and angst.

Eventually, I was able to get on the very last seat, which I sus-
pect may have been a pilot seat that somehow would cause a delay
somewhere else. Anyway, the way in which the system worked was
a telephone call—the computers didn’t work at all, which should
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have been obvious since I didn’t have a seat. But the only way they
did it was by telephone to somebody that they found in, I guess,
Atlanta. So much for the efficiency issue of mergers.

But that is just a personal problem. My real concern is one of
safety all the way around. I was astounded by the information
given by the two CEOs about who is going to make sure that the
maintenance in China, Singapore, and the Philippines was of qual-
ity, as though they had no responsibility themselves for that; it
was, in fact, an FAA responsibility. No, that is not the case.

Similarly, with regard to the quality of the pilots and other per-
sonnel on those regional airlines that contract, in this case, with
United or with Continental, it is the responsibility of the manage-
ment of both United and Continental today, to say nothing going
forward, it is their responsibility to provide assurances that the
highest quality maintenance, wherever it may be, San Francisco or
Shanghai or wherever, is done.

Those are my comments. And I will do everything I can to hold
the management responsible for the quality of the pilots as well as
the quality of the maintenance facilities.

Finally, with regard to the issue going forward of the financials
on the merger and whether, in fact, the Justice Department is look-
ing at it, Mr. Chairman, I might recommend, based upon what we
just heard, the testimony, that we invite the Justice Department
to come and testify as to what they have found with regard to the
issue of synergies of all kinds. And if they are not even looking at
them, we might want to beat them over the head and ask them to
look at those, and, in fact, are there real synergies or is it just one
way to put smoke up in the air.

I don’t have any further questions. If any of the participants
azvould like to jump in with my remaining 1 minute and 35 seconds,

0 S0.

Ms. MORSE. I think we both would.

With regard to the outsourcing of flying that you both spoke so
eloquently about earlier, we have a very good mentoring program
that has worked for certainly more than the 25 years, probably
since our inception in 1926. And that mentoring program is where
a senior captain mentored the more junior first officer.

Today, we have a different scenario, where we have 1,437 people
on the street, highly experienced pilots that are not working, when
instead we have less experienced pilots. You can’t train for that.
We have a mentoring program, and we should have a flow down
and a flow up.

As the CEOs indicated, we don’t have those airplanes to put on
those routes. Well, last I checked, they have yokes and ailerons and
rudders. And there is no reason why we can’t fly those airplanes.
We are very capable of flying those airplanes. And to say that that
is the solution to the problem, is “we don’t have that size aircraft,”
is ludicrous.

The people that mentored us were the people whose very pen-
sions were taken away. And we are going to have to solve for both
the outsourcing problem and the disparity in the pensions as we
move forward.

Mr. PIERCE. And I would add on top of Captain Morse that, you
know, the FARs, the Federal Aviation Regulations, for training
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standards and for flight time and duty regulations basically set a
baseline of acceptability. For years and years and years, ALPA con-
tracts have increased those levels of safety, those levels of training.
And what we saw through the concessionary period that began
post-9/11 is that those were areas that got degraded in our con-
tracts.

Now, as we rebuild those contracts, we are going to have to pay
more attention to reparations, the training standards and through
flight time and duty time. And I hope we have your support, as
well, in pushing through the training standards language that
ALPA supports as well as the flight time and duty time regulations
that have been stalled for so long and, you know, were born by
Captain Babbitt over a year ago and do not seem to be making
much progress.

Mr. GARAMENDI. Mr. Chairman, just a very brief comment.

We had two CEOs here. I have been sitting on a dais like this
for some 35 years, and I can really recognize BS and being shined
on. And I know that I was shined on, if not inundated with BS.

There is a very, very serious problem here, in my view, about
safety. And when they tell me that it is the FAA’s responsibility,
and when they claim, and then backed away from it, that it is not
their responsibility to the quality of the people they contract with—
that is, the airlines and the people that are then hired by those re-
gional carriers—I know that something is seriously wrong.

And I, for one, have been too long at this game, not in this par-
ticular chair but in chairs in California, to listen to that kind of
thing and find it acceptable. And they have said they are going to
respond to me. They had better.

Thank you, Mr. Chairman.

Mr. COSTELLO. The Chair thanks the gentleman.

And let me mention to the gentleman that we invited the Justice
Department to send representatives over to testify today. It is their
standard practice when they are reviewing a case that they decline
to testify. They have sent a letter to us just explaining the proce-
dure that they will follow in reviewing the proposed merger.

And I will tell the gentleman that we will take your comments
from the record and write a letter to the Justice Department, tell-
ing them that we specifically want them to concentrate on the
synergies that are claimed by the CEOs on this proposed merger.

Mr. GARAMENDI. Thank you, Mr. Chairman.

Mr. CoSTELLO. The Chair would ask Members if they have any
other questions, comments.

And, if not, the Chair would recognize the Chairman of the Full
Committee, Chairman Oberstar, for closing comments.

Mr. OBERSTAR. Thank you, Mr. Chairman.

This has been a most enlightening and valuable hearing, espe-
cially this panel, with some very specific issues involved raised by
mergers. And, of course, rather standard testimony we expected, I
almost could have written it, with the two CEOs.

But before I make a closing observation, Mr. Foer and Mr.
Horan—Mr. Foer, you said, “Standard antitrust analysis focuses on
horizontal overlaps. It is necessary but should not be considered
sufficient.”
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Mr. Horan, you observed, “The Committee needs to address the
root cause of these problems: DOT’s nullification of longstanding
antitrust law and evidentiary requirements.”

Both comments go to the heart of the issue that we are dealing
with here and in the Delta-Northwest merger, acquisition, however
you want to phrase it.

What are your suggestions for—just want your verbal response
and then put something in writing as you think about it. How can
we restructure the DOT role in the antitrust proceedings to give it
more weight, give it more force in the calculations done on these
antitrust proceedings?

Because the antitrust law is limited, as you say, horizontal over-
laps. I had to ask the Justice Department in the Delta-Northwest
situation whether they would consider the domino effect, the down-
stream effect of a Delta-Northwest merger on other possible merg-
ers, and it was like pulling teeth, but eventually they said, yes, we
would give that consideration. They didn’t say it would be a factor,
didn’t say it would be a decisive factor.

But the antitrust role is very—it is like a straightjacket. It is
very limited. The DOT has wider latitude in these matters, but
they, nonetheless, have gone on to approve antitrust immunity,
along with Justice, for international alliances.

So what are your thoughts about how we can rephrase that au-
thority? What provisions could we include in future legislation?

Mr. FOER. Mr. Chairman, I don’t think the answer is with giving
DOT a larger role. DOT had the role all by itself after deregulation,
and it blew it. And Congress said, OK, let’s let the antitrust divi-
sion handle these matters. DOT provides information that is very
important.

It is not that the law, the antitrust law, is necessarily that nar-
row. It has been interpreted in a very narrow way for 30 years.

The Justice Department and the FTC have put forward for public
comment revised horizontal merger guidelines. And in that, they
recognize the role of incipiency, for instance. Section 7 of the Clay-
ton Act is an incipiency statute. It is supposed to stop mergers be-
fore they become dangerously anticompetitive. And that is a trend,
it is a prediction.

I don’t think that that has been the way either of the agencies
have been interpreting the law sufficiently in the past, but the law
is there. And pressure from Congress to utilize the law to its fullest
is what is needed.

And I think that the agencies are capable of looking at not only
the merger before it, but recognizing salami tactics and recognizing
that companies interact on a strategic basis, and when one goes
forward and changes the structure of the industry, the others have
to respond. I think that that can be taken into account by anti-
trust, but it hasn’t been.

Mr. OBERSTAR. And it should be.

Mr. Horan, do you think there is not much more we could do
with DOT?

Mr. HoRAN. I agree that the law as written is not the problem.
There are no obstacles in the law to considering the actual econom-
ics of the applicant’s proposed a merger, but they refuse to do that.
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The problem is that deregulation of the airline industry, Mr.
Chairman, you understand this as well as anyone, was designed
specifically on the concept that all other laws that apply to all
other deregulated industries designed to create a level playing field
and protect consumer interests—such as antitrust laws, consumer
protection laws, and labor laws—were always intended to apply to
the deregulated airline industry.

The problem is that the Department of Transportation has been
gutting the antitrust laws in response to the lobbying efforts of
companies like United, Delta, and Continental. Those companies
would like to distort competition to hurt the US Airways, hurt the
Northwests, hurt the Southwests, hurt the JetBlues. And the De-
partment of Transportation is a willing participant.

And I am saying, consumers are already paying $5 billion a year
in higher fares solely attributable to artificial pricing power, and
the Department of Transportation’s major objective right now is to
make sure those same kind of anticompetitive pricing impacts hurl
into the Pacific. They are doing everything possible to stop scrutiny
of those cases. They do not want evidence presented.

I have had applications to examine the core claim of these Japan
cases—the network synergies. I used to run a hub, the biggest hub
in Tokyo, at Northwest. I was the person who developed antitrust
immunity networks. I can evaluate this claim. If I am not the best-
qualified person on the planet to look at it, I am in the top five.

The Department of Transportation said, “No, absolutely not. We
cannot have anyone evaluate trans-Pacific network synergies. We
are creating a new rule that says only lawyers can do it. Mr.
Horan, you may not evaluate this claim.” So I am saying they are
going to any length to say, “No, we don’t want any scrutiny of these
clients.”

And so, just go back and allow verifiable scrutiny in accordance
with the Horizontal Merger Guidelines, and I think you have
solved two-thirds of the problem right there. Unfortunately for
DOT, you would also bring the airline consolidation movement to
a grinding, screeching halt. Because without the suspension of
those antitrust laws, none of this would have happened.

Mr. OBERSTAR. Well, you are quite right. From down there some-
where in the podium where I sat in 1978 and rubbed my worry
beads about this deregulation, now, what is going to be the out-
come here, we anticipated that the Carter Justice Department
would ride herd on any mergers that might result. We didn’t count
on Carter losing the election, Reagan winning, and the Reagan Jus-
tice Department never meeting a merger it didn’t like.

But the argument made today and 2 years ago by Delta-North-
west was, “We need to be big, we need to really be big in the mar-
ketplace.” And I think you have said, the notion that United is not
big enough to compete in the domestic and international market is,
I will concur, ludicrous.

But the language of the applicable provision of the antitrust code
is, “Any activity affecting commerce in any section of the country,
the effect of such acquisition may be substantially to lessen com-
petition or tend to create a monopoly.” There is a large, how shall
I say, judgmental opportunity in those words that has not been
used in so many years by the Justice Department as to be flaccid.
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And it needs to be—the people who are administering this law
need to be strengthened and need a backbone and need to be en-
couraged.

And that is why I am looking for something that we can—our
Committee doesn’t have jurisdiction over the judiciary, but we do
have over DOT. And I am looking for some way that we can
strengthen the hand of DOT in this process.

Look, what it has led to, the bigness, bigness has led to $2.7 bil-
lion in baggage fee collections for 2009. That is 10 carriers. Of
those 10 carriers, Delta and Northwest combine for one-third of the
total, $766 million in baggage fee collections.

That is what big business has given you: more market power in
the domestic marketplace, more suppression of passengers and
travelers and communities. It hasn’t given you more choices.
Maybe it will give you a few more choices on United or Delta, but
not more choices for all travelers and consumers. It has led to job
loss, it has led to a shift of employment from one city to another
and downsizing and—well, I am now being repetitive.

So I just want to say this is a terrible, awful, no-good thing, and
the Justice Department ought to turn it down. And I will continue
to do everything in my power to make that happen, because I think
this is the very antithesis of deregulation and will lead to—the mo-
ment this thing is approved, I will draft and introduce legislation
to reestablish market regulation by the government of airlines.

Mr. CoSTELLO. The Chair thanks the gentleman.

And I was going to——

Mr. OBERSTAR. Maybe you shouldn’t. It is just going to give you
more headaches.

Mr. CosTELLO. I was going to mention that maybe what deregu-
lation has led to because of the Justice Department is possibly re-
regulation. And we have discussed that on more than one occasion.
And it may be something that we will have to move forward on,
depending on what the Justice Department does.

Ladies and gentlemen, thank you. We appreciate you offering
your testimony today. I think Chairman Oberstar and others have
summarized the issues. You heard in my opening statement, you
heard from many of the Members deep concerns concerning safety,
concerning the workforce, a number of other issues. And we will
urge the Justice Department to specifically look at those issues in
reviewing this proposed merger.

Again, we appreciate your testimony.

And the Subcommittee stands adjourned. Thank you.

[Whereupon, at 1:38 p.m., the Subcommittee was adjourned.]
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THE HONORABLE RUSS CARNAHAN {MO-03)
HOUSE TRANSPORTATION AND INFRASTRUCTURE COMMITTEE
SUBCOMMITTEE ON AVIATION

Hearing on
The Proposed United-Continental Merger: Potential Effects for Consumers and the industry

Wednesday, June 16, 2010

Chairman Costelio and Ranking Member Petri, thank you for holding this hearing on the proposed
merger of United Airlines and Continental Airlines and its impacts on consumers and the industry.

The United-Continental merger is the second between U.S. legacy carriers to be announced since the
crisis faced by the industry starting with their struggle to regain profitability in the aftermath of the 2001
terrorist attacks, increasing oil prices, and a global economic crisis.

While | recognize the challenging environment being faced by legacy carriers | do have hesitation about
the impact this merger may have on the employees of United Airlines and Continental Airlines as well as
the communities these airlines serve. If this merger is approved, the combined airline will exceed Deita
in size, thus making it the world’s largest airline as defined by revenue and available seat miles.

One concern | do have about the proposed merger of United Airlines and Continental Airlines is the
potential for it to lead to higher air fares in certain pair-city markets where there will be a reduction in
competition as a result. Post merger they would be the world’s largest airline and with this power they
will be a far greater competitor at their hubs, which could have the effect of discouraging their
competitors from entering the market thus leading to higher fare.

Additionally, | have concerns about the effect of the merger on the employees of United Airlines and
Continental Airlines. Although, both airlines have stated the merger will not result in a significant
reduction of employees and that any reductions can be done through voluntary programs, retirement,
and attrition if recent mergers are any evidence of what can be expected that is not it. In my home
state of Missouri, as a result of the 2001 American Airlines merger with TWA thousands of Missourians
lost their jobs when TWA's Missouri headquarters were closed, the hub at Lambert-St. Louis
International Airport was eliminated, and the Kansas City maintenance facility was closed.

Finally, I am interested to hear from both United Airlines and Continental Airlines what steps they plan
to take with regard to workforce integration to ensure employees maintain their seniority. When
American Airlines and TWA merged, TWA employees lost decades of seniority because they were
unfairly integrated into the American Airlines workforce. The unfortunately consequence was that
many of these employees were the first to be laid off and placed an a recall fist later although they had
many more years of actual seniority.

in closing, | want to thank our witnesses for joining us today and ! look forward to their testimony.

Clen Ol
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i

“The Proposed United-Continental Merger: Potential Effects for Consumers and the Industry”

June 16, 2010

I am pleased to be here today to receive testimony from distinguished members of
Congress, the Chairmen of United and Continental Airlines, and experts representing all aspects
of the aviation industry.

As the Congressman of Memphis, Tennessee, I have the great privilege of representing
the Memphis International Airport. Memphis International Airport is not only the headquartets
of FedEx Express but is also a Delta/Northwest hub that provides world-class passenger service
to more than seven million passengers a year. As you all know, nearly two years ago Northwest
Airlines, which had one of their three major hubs in Memphis, merged with Delta Airlines to
form the premier global airline. So far this merger has been beneficial to the city of Memphis as
well as Delta and Northwest. That being said, one of the few downsides of this merger is that
Memphians experience substantially higher air fares compared to other major markets because of
the monopoly that exists. This reality is consistent with numerous studies that have found that
fairs at concentrated hubs are higher than fares elsewhere.

As members of the Transportation and Infrastructure Committee, it is our duty to assist
and support the aviation industry which is so vital to the American economy. But we are also
responsible for monitoring and regulating the aviation industry to ensure that it is providing safe,
adequate, and affordable service to the American people. [ look forward to hearing from our

witnesses today their thoughts on this important issue.
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STATEMENT OF %
THE HONORABLE JERRY F. COSTELLO

SUBCOMMITIEE ON AVIATION
HEARING ON
‘THE PROPOSED UNITED-CONTINENTAL MERGER: POTENTIAL EFFECTS FOR CONSUMERS
AND THE INDUSTRY
JUNE 16, 2010

» 1 welcome everyone to the Aviation Subcommittee’s hearing on
the proposed merger between United Air Lines and Continental
Airlines and its potential effects for consumers and the industry.
In particular, I want to recognize and thank the Families of
Colgan Flight 3407 for being with us today and for their
steadfast support to improve pilot training and safety in the

industry.

» Given that we have several panels, I intend to make a brief
opening statement; then recognize Mr. Petri for his opening

statement and then proceed to the member panel.
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> Last month, United and Continental announced they would
metge to form an airline that, by several measures, will be the
wortld’s largest airline. United and Continental claim the
proposed merger will generate up to $1.2 billion in annual
revenue and will create cost synergies from more effective
aircraft utilization, a more comprehensive route network, and

improved operational efficiency.

» In 2008, this Subcommittee also held a hearing on the merger of
Delta Air Lines and Northwest Airlines. At that time, there was
speculation that other carriers within the industry would merge,
to create a U.S. airline industry dominated by just a few mega-

carriers.

» Just two years later, as many predicted, we are meeting again to
discuss another proposed combination that would surpass Delta

2
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as the world’s latgest aitline. This merger would leave our U.S.
industry with only four legacy network airlines. We all have a
shared interest in maintaining a safe, reliable, éompetitive, and
profitable air transportation system, and we must ask critical
questions on the long-term implications of continued mergers

for the future of the industry.

» 1 am very concerned how this merger, if approved, will affect
ticket prices for passengers; how the merger would affect the
pilots, flight attendants, mechanics, and employees of both
airlines; how many employees will lose their jobs or see reduced
wages and benefits; and what will happen with existing union
contracts. Less competition generally leads to higher prices,
fewer choices, and a loss of jobs. 1 sympathize with the
thousands of airline employees who have suffered as a result of

airlines’ financial problems in the past. Many have seen their
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hard-earned pensions dropped during airline bankruptcies,
seniority rights disappear, labor disputes go unresolved, wages

frozen or cut, and jobs lost to outsourcing and consolidation.

» The merger should not take place at the expense of consumers
or the workers who have already made tremendous sacrifices.
Unfortunately, past mergers have not always demonstrated that
consumers, employces, and local economies will be better

served by consolidation.

» Therefore, what I want to learn from this hearing is: (1) How is
this proposed merger different from past mergers? and (2) How

will this merger really affect consumers and employees?
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» Currently, both the Department of Justice (DOJ) and the
Department of Transportation (DOT) are in the process of

reviewing the merger,

» T understand that United and Continental are hopeful a decision
will be made before the end of the year. Although we do not
have a government panel testifying today, I trust that the
approptiate Federal agencies will subject the proposed merger to
thotough review and will ensure it is consistent with the

requirements of the law.

> Finally, I am interested in hearing from the analysts on our
second panel regarding the pros and cons of this merger, the
prospects for future mergers, and whether low-cost carriers will
be able to effectively keep air fares down in markets affected by

the merger.
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» Before I recognize Mr. Petri for his opening statement, I ask
unanimous consent to allow 2 weeks for all Members to revise
and extend their remarks and to permit the submission of

additional statements and materials by Members and witnesses.

» Additionally, on my request, the Department of Justice has
prepared a letter explaining its antitrust review process in
general. The letter does not deal with this merger specifically,
but it may be helpful to Members of the Subcommittee in
understanding the review process. I would therefore ask
unanimous consent to have the letter placed into the record.

Without objection, so ordered.
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Chairman Costello, thank you for holding
this hearing today on an issue which has
the potential to affect not only our nation’s
aviation industry, but also our economy,

and consumer choice.
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While | would like to believe the rosy
scenario envisioned by both Continental
and United as a result of their merger, | think
we owe it to the future of our aviation
industry, the traveling public, and the
employees of both carriers, to take the time

to ask a few questions.

| would like to be confident that this merger
is truly in the best interest of our nation —
and that hubs, service, competition, and the
jobs of hardworking men and women who
have devoted their entire lives to these

carriers are not negatively impacted.
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Mr. Chairman, | do have confidence that our
current Administration will not be a mere
rubber stamp for this proposed merger, as
was the base during the Bush

Administration.

| believe the current Administration will look
at the critical labor and consumer issues
that need to be addressed before

proceeding with approval of this merger.

I want to thank our witnesses who are here
with us today.
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I look forward to receiving an honest
accounting from their perspective of what
this proposed merger will mean for the
hardworking men and women of the
respective carriers, and for the travelers
who rely on the service provided by our

aviation industry.

Thank you, Mr. Chairman.
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Aoy & Wik

Statement of Rep. Harry Mitchell
House Committee on Transportation and Infrastructure
Subcommittee on Aviation
6/16/10

--Thank you Mr. Chairman.
--The proposed United-Continental merger would create the world’s largest airline.

--Already the two employ approximately 89,000 people combined, both in the United
States and around the world.

--According to the aitlines, a combined carrier would generate $29 billion in annual
revenue.

--But as we contemplate a further consolidation in the airline industry, I think we need to
ask: is this good for passengers?

--Airline passengers have had a rough go of it lately. They’re facing surcharges for
baggage and other things that used to be free.

--Will these mergers result in more convenience and lower fares?
--1 ook forward to hearing from our witnesses on these and other issues.

--At this time, I yield back.
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T Ulerss.-

STATEMENT OF
THE HONORABLE JAMES L. OBERSTAR
SUBCOMMITTEE ON AVIATION
HEARING ON
THE PROPOSED UNITED-CONTINENTAL MERGER: POTENTIAL EFFECTS FOR CONSUMERS
AND THE INDUSTRY
JUNE 16, 2010
1 thank Chairman Costello and Ranking Member Petri for holding this hearing.

We will hear testimony today on an aitline merger of great significance to the traveling
public: a combination of two large aitdines that will create a mega-carrier, the world’s
largest by several measures. I welcome our witnesses, who include the chief
executives of United and Continental, labor group leaders, and industry and legal

expests. Ilook forward o hearing their testimony and to exploring the merger’s

effects for those who pay for, and depend on, aitline service,

At the Aviation Subcommittee’s 2008 hearing on the merger of Delta Air Lines
and Northwest Airlines, 1 ended my opening statement with an oft-quoted
admonition from the poet George Santayana, who said, “Those who cannot
remember the past are condemned to repeatit.” Tt is only fitting that we begin this
hearing with the same admonition, because we are again in this room to receive
evidence on a merger that will likely reduce competition, reduce choice, and increase
air fares. Moreover, it will place the furure welfare of our delicate aitline industry - a

necessaty and indispensable industry — in the hands of three mega-cartiers. United
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and Continental are repeating a strategic move that many airlines before them have

made but that has brought sustained success 1o none.

When Delta Air Lines and Northwest Aitlines merged in 2008, I cautioned that
their merger would lead to further mergers and set in motion a chain of events that
would leave the domestic and international markets dominated by three mega-carriers.
Mega-cartiers build concentrations of market share and levy air fare increases with
impunity. We are approaching a point where they may become too big to fail. Mega-

cartiers do not serve the public interest.

The larger an airline becomes, the greater its ability to wield its market share to
the detriment of passengers. United and Continental combined would hold
approximately 20 percent of the U.S. domestic market share. That share would be
more than the share of any other carder, by most measures. The way aitline
competition works today, when established cartiers control matkets, those cartiers
follow their competitors’ fare changes so that the fares are identical and passenger
choice ts imited. This phenomenon is worse in a market dominated by only a few
major aitlines with incentives not to compete. As the Department of Transportation

(DOT) aptly stated, “[e]conomic theoty teaches that the competitive outcome of a

duopoly is indeterminate: the result could be either intense rivalty or comfortable
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accommodation, if not collusion, between the duopolists.” Aisline deregulation was

never intended to pit strong competition against an aitline’s best interests.

When T voted for airline deregulation in 1978, 1 did not vote for an industry of
mega-carriers. I voted for vibrant competition among airlines, competition that
would encourage innovation in schedules, pricing, and services. I voted for the
promise of an industry in which carrders would have every incentive to create value
through intense compedtion. There are only a few of us left who voted in this
Committee room on deregulaton in 1978. When I cast my vote, | expected the

antitrust laws 1o be vigorously enforced, as did others.

This merger’s consequences fot consumers and employees are practically
certain. It will reduce consumer choice and increase air fares — significantly, in some
cases — among major U.S. and world markets, from Washington, D.C., to Beijing.
With abundant suppott, the Department of Justice (DOJ) has found that air fares are
likely to increase significantdy when the number of competitors in any given market is

reduced from three to two or from two to one.

The United-Continental merger will erode competition in international

markets, as well, including one marker in which the DOJ previously found that United
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and Contnental, if combined, would attain an anticompetitive market share. United
and Continental already enjoy an extraordinary privilege: immunity from enforcement
of clearly established Federal antitrust law. Under cover of that immunity, United,
Continental, and their foreign Star Alliance partners collude on pricing and schedules
in ways that, without immunity, would amount to violations of antitrust law. After
this merger, the combined airline and its Star Alliance partners would be able to divide
up transatlantic traffic with their SkyTeam and Oneworld alliance counterparts. A real
danger exists that mega-cartiers enjoying such anturust privileges will engage in cartel

pricing; consumers traveling across the North Adantic will be at their mercy.

To those who say low-cost carriers provide a buffer, T say, show me how to fly
Southwest to London, or JetBlue to Duluth, or AirTran to Lubbock. Our network
legacy carrers fill a niche unfilled by low-cost carriers. In many of the markets that
matter, low-cost carriers will not offset the fare increases that will result from this

merger.

This merger will have consequénces for employees, as well. United and
Continental employ roughly 89,000 people in hubs and at small airports across the
country. We must ensure that this merger does not come at the expense of those
employees or jeopardize any jobs during these delicate economic times.

4
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1look forward to hearing from the chief executives of United and Continental.
1 am skeptical that the business decision they have announced will be good for
consumers, but I hope they will be able to demonstrate to the contrary. Ilook
forward, too, to hearing from our labor group leaders and aitline industry experts on
their outlook for the future of the industry. I sec that we have an antitrust expert, Mr.
Albert Foet, who will be testifying, and I am eager to hear his thoughts on how the

arguments in favor of this merger stack up against our antitrust laws.

Mergers may or may not create value for airlines and their shareholders. The
storied history of airline mergers tends to suggest they do not. But whatever the
motvation of this merger, we must keep a laser focus on its effects for consumers and
employees. The Ametican traveling public deserves nothing less than a vibrant,
competitive, profitable, and safe air transportation system.  We must work to ensure
that the industry delivers what the public demands and requires. We must not repeat
the mistakes of the past by ignoring this merger’s potential effects for consumers,

employees, and the industry as a whole.
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STATEMENT OF
REP. THOMAS E. PETRI, Ranking Member
SUBCOMMITTEE ON AVIATION
HEARING ON

“The Proposed United-Continental Merger:
Possible Effects for Consumers and Industry”

June 16, 2010, 9:30 AM

I want to thank the Chairman for holding this very

important hearing today.

It is essential that the Subcommittee use this
hearing to fully explore the proposed United-
Continental merger in order to gauge not just its
potential effects on both companies and their
thousands of employees but, more importantly, on

consumers.
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Since 2001, the airline industry has lost over
150,000 jobs and seen over 35 bankruptcies. In
today’s economy, airlines must significantly cut costs
and increase operational efficiency, or face closing

their doors.

Over the past decade the commercial aviation
industry has faced a variety of challenges, including
terrorist attacks, volatile fuel prices, and a massive
decline in demand due to the global recession.
Unprecedented events such as SARS, HIN1, and the

volcanic ash plume also added to the industry’s woes.
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In addition to these financial strains, U.S. carriers
must also compete in the world marketplace against
financially strong competitors. We cannot deny that
the airline industry is a global industry. Decisions to
merge over the last few years have, in part, been
driven by the need to improve U.S. carriers’ ability to

compete world-wide.

Last month, United Airlines and Continental
Airlines announced their intention to merge. Global
competition, the struggling economy, and a need to
improve operating efficiency are cited as the main

reasons for the merger.
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Since the proposed merger was announced,
aviation experts, labor groups, consumer advocates,
and other interested parties have commented both for
and against airline mergers in general and the

United/Continental merger specifically.

The proposed merger’s impact on consumers,
competition in the marketplace, air service, air fares,
and a combined 89,000 employees has been the

subject of a great deal of speculation.

Today, we have before us representatives of the
interested groups to testify about airline
consolidations, focusing on the United/Continental

merger.
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We also will hear from the Chief Executive Officers of
both airlines. It is important that the Aviation
Subcommittee hear from the interested parties to gain
a better understanding of the proposed merger of

United and Continental Airlines.

Procedurally, the merger cannot be completed
without approval from the Antitrust Division of the
Department of Justice. That review, currently
underway for the proposed merger, is a grueling and
thorough process that ensures the proposal will not
have negative consequences on competition.

In the interest of fairness, I urge the Department to
continue their tradition of objectivity and impartiality

as they conduct their antitrust analysis.
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I look forward to hearing from all of our

withesses.

Before I yield back the balance of my time, I ask
unanimous consent that letters of support from various

Wisconsin interests be included in the hearing record.
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Fax: {202} 225-8611
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The Honorable Jerry Costello

Chairman
Subcommittee
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Congress of the United States
bouge of Representatives
TWashington, BE 20515-3306

on Aviation

June 22,2010

2251 Raybum House Office Building
Washington, D.C. 20515

Dear Chairman Costello:

Recently, the Subcommittee on Aviation held a hearing entitled “The Proposed

COMMITTEES:
JUDICIARY
RankinG MeMBes,
SuRCOMMITTEE ON COURTS
AND COMPETHION PoLicy

TRANSPORTATION AND
INFRASTRUCTURE

PRINTED (N RECYCLED PAPER

United-Continental Merger: Possible Effects for Consumers and the Industry.” Enclosed,
please find a flash drive with letters from stakeholders that T ask be included in the hearing
record as a supplement to the oral testimony.

Thank you in advance for your consideration of this request. If our office may be of
further assistance, please do not hesitate to contact us.

HC:ah

Surre 101
222 SUNSET AVENUE
AgHgaono, NC 27203-5658
Prong: (336} 626-3060
Fax: {336} 628-7819

124 WesT Euv STAeeT
Post Osics Box 812
Granam, NC 27253-0812
PronE: (336) 229-0159
Fax: 1336} 228-7974

Sincerely,

HOWARD COBLE
Member of Congress

BOE SouUTH SALSBURY AVENUE
PosT Qrfice Box 807
GpanTe Duanay, NC 28072-0807
Prone: {704) 200-0426
Fax: 1704} 209-0428

Sune 8
2102 Noam: B Srager
Greenspono, NC 27408-5100
Frone: (336) 233-5005
Fax: (336} 333-5048

1634 NoRTss Mam STaseT
Susre 101
Higk PoinT, NC 27262-2644
Prione: (336} 886-5106
Fax: (336} 886-8740
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SIPEMCO

WORLD AIR SERVICES

June 20, 2010

The Honorable Jeff Sessions
United States Senate

326 Russell Senate Office Building
Washington, D.C. 20510-0104

Dear Senator Sessions:

| am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that will
be better able to succeed in an increasingly competitive domestic and international aviation
industry. The merger could allow us to build on our current relationship and become a stronger
partner with the combined airline. Given the upheaval in the airline industry of the past decade,
this is particularly good news for our company and our thousand employees in Tampa, Florida,
Dothan, Alabama and Cincinnati, Ohio/Northern Kentucky.

United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America,
Africa and the Middie East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level, and we want to be a part of
their future success.

| urge you to support a fair, expeditious and ultimately favorable regulatory review so that our
business is able to realize the benefits of the merger without delay. | ask that you let Attorney
General Holder and Transportation Secretary LaHood know of PEMCO’s support for the merger
and hope you will support it, to00.

Sincerely,
Pemco World Air Services

Kevin Casey
President

100 Pemco Drive ® Dothan, Alabama 36303 ® pPhone {334) 983-7000 ® Fax {334} 883-7022
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June 18, 2010

The Honorable Russell D, Feingold
506 Hart Senate Office Building
Washington, DC 20810

Fax: 202-224-2725

Dear Senator Feingold:

{ am writing to express my support for the proposed merger of United Airlines and Continental Airfines
because of the benefits for the customers who use the Chippewa Valley Regional Airport in Eau Claire.

The mergec of United and Continental wilt create a financially stronger, sustainable aiffine that will be
better able (o succeed in an increasingly competitive domestic and international aviation environment.

In the last ten years, airines have cut back on service, which has harmed the operations of airports large
and small. The combined company will ngve the network breadth and financial strength to turn the tide.
United and Continental will maintain service to all the communities they now serve with the possibility of
adding domastic and international routes 1o their current 370 destinations around the world. This is good
news for the Chippewa Valley Regional Alrport and everyane who flies from here,

| ask that you let Attorney General Holder and Transportation Secretary LaHood know of our support for
the merger and hope you will support it, too.

Sincerely,
Charitmw
Airport Manager

3800 Starr Avenue . Fau Claire, Wi 54703 . 715-839-4241 . cvra@clearwire.net
www.chippewavalleyairoort.com
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SAN FRAMNCISLO
CHAMBER OF CORIMERCE  Whive e braiosy oo T

Steven B. Falk
President & CEQ

May 21, 2010

Honorable Dianne Feinstein
United States Senate

331 Hart Senate Office Building
Washington, DC 20510

Dear Senator Feinstein,

I am writing to express my enthusiastic support for the proposed merger of United and
Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that will
be better able to succeed in an increasingly competitive domestic and international aviation
industry. And for businesses in San Francisco, this means we can look forward to the combined
airline providing access to 370 destinations around the giobe.

United and Continental have very little overlap on routes. By coming together, they will offer a
seamless global network with eight hubs across the country. Corporate travelers will have an
easier time making connections, reaching customers and doing business, and that is exactly what
we need in San Francisco to keep our economy on the right path.

United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America,
Africa and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level.

| ask that you let Attorney General Holder and Transportation Secretary LaHood know of our
support for the merger and hope you will support it as well,

Sincerely,

Steven B. Falk

235 Montgomery St., 12" Fir.. San Francisco, CA 94104 « tel 415 392 4520 / fax 415 392 0485
PDF Created with deskPDF PDF Writer - Trial :: hitp://www .docudesk.com
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May 27,2010

The Honorable Michael Bennet
United States Senate

702 Hart Senate Office Building
Washington DC, 20510

Dear Senator Bennet:

On behalf of the Metro Denver Aviation Coalition (MDAC), [ am writing to express support for the
proposed merger of United Airlines and Continental Airlines.

MDAC is a membership committee of the Metro Denver Economic Development Corporation dedicated
to the continued growth of Metro Denver’s aviation industry, and the success of Denver International
Airport (DIA) and the region’s general aviation and reliever airports. Its membership encompasses a
broad spectrum of business leaders from both private and public sector who provide advocacy and
support for aviation job growth planning, infrastructure development, and route expansion and retention.

We believe that a successful merger of United and Continental Airlines will result in a financially
stronger and sustainable airline that will contribute to the continued growth and success of DIA. The new
airline’s increased financial strength will positively impact the job stability of nearly 5.000 employees.
and we are also encouraged by the new company’s intent to offer performance-based incentive
compensation programs,

In this challenging economic environment, airline stability and access to key routes are increasingly
important for business. The combined airline’s access to 370 domestic and international destinations will
play a key role in helping Colorado businesses stay competitive in today s global marketplace. Both
companies have also worked together as Star Alliance members, and this merger will take that partnership
to the next level.

We ask that you convey the Metro Denver Aviation Coalition’s support for the merger to Attorney
General Holder and Transportation Secretary LaHood. and hope that you will atso support it.

Sincerely,

S

Michael 1. Caflisch
Chair, Metro Denver Aviation Coalition

1445 Market Street = Denver = CO. 80202
Tel: (303) 620 8083
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Metro Denver

Tkl 25# tconomic Development Corporation

May 27, 2010

The Honorable Diana DeGette

United States House of Representatives
2335 Rayburn House Office Building
Washington, D.C. 20515

Dear Representative DeGette:

On behalf of the Metro Denver Economic Development Corporation, T am writing to express support for
the proposed merger of United Airlines and Continental Airlines.

The Metro Denver EDC’s strategy in crafting the region’s economic development efforts focuses on the
types of industries to target for growth and retention. The aviation industry is one of our seven major
industry clusters in the nine-county Metro Denver and Northem Colorado region key to our economic
base.

The nine-county region ranked 10th out of the 50 largest metro areas for aviation employment
concentration in 2009. With direct employment of about 15,690 aviation employees, the region ranked
11th out of the 50 largest metro areas in absolute employment. United and Continental Airlines employ
approximately 4,600 people in Colorado,

We believe that a successful merger of United and Continental Airlines will result in a financially
stronger and sustainable airline that will contribute to the continued growth and success of DIA.

The combined airline’s access to 370 domestic and international destinations will play a key role in
helping Colorado businesses stay competitive in today’s global marketplace. Both companies have also
worked together as Star Alliance members, and this merger will take that partnership to the next level.

We ask that you convey the Metro Denver Economic Development Corporation’s support for the merger

to Attorney General Holder and Transportation Secretary LaHood, and hope that you will also support it.

Sincerely.

/\,/95{4 LA é{’cé/‘

Tom Clark

Executive Vice President, Metro Denver EDC

1445 Market Street = Denver » COL 80202
Tel: (3033 620 8083
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Crry oF QRLANDO

QFFICE OF
BUDDY DYER
MAYOR
June 11,2010

Honorable Bill Nelson

United States Senator

‘716 Hart Senate Office Building
‘Washington, DC 20510

Honorable George LeMieux
United States Senator

356 Russeil Senate Office Building
‘Washington, DC 20510

Dear Senators Nelson and LeMieux:

1 am writing to express my support for the proposed merger of United Airlines and Continental Airlines because it will benefit the
businesses and residents of Orlando, the employees of the combined airline, and our local economy.

The merger of Umwd and Conhnental will create a fi fally inable airfine that will be betier able to succeed in an
d ic and i jonal aviation industry. And for businesses and residents in Orlando, this means we can
look forward to the combined airline providing access to 370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together, they de offer a seamless global network with eight
hubs across the country. Corporate travelers will have an easier time making and doing business,
while tourists will find it more convenient to visit our city. This is exactly what we need to keep our economy on the right path.

With the bined airline’s i d ial h will also provide enhanced job mhility for the 1,600 Florida employees of
the combined airline. The companies have said that they beheve the impact of the merger on frontli ployees will be minimal and
that they will offer performance-based incentive p progr This kind of i to the employees who have seen

them through recent chalienges shows good faith, and it’s important to our economy.
United and Continental are well-suited to combine. They have the most complementary route networks of any U.S. carriers and will
offer convenient access to Asia, Europe, Latin America, Africa and the Middle East. The two companies have also worked together as

members of the Star Alliance. This merger will take their partnership to the next level.

Iurge you to support a fair, expeditious and ultimately favorable regulatory review so that our businesses are able to realize the
benefits of the merger without delay.

Sincerely,
/S
Buddy Dy .

Mayor

CITY HALL » 400 SOUTH ORANGE AVENUE + P.0. BOX 4990 » ORLANDO, FLORIDA 32802.4990
PHONE {407) 246-2221  « FAX (407;246-2842 » hup/ioww.cityoforiando.ner
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May 20, 2010

Honorable Dianne Feinstein

United States Senate

331 Hart Senate Office Building
Yashington, DC 20510

Dear Senator Feinstein:

[ am writing 10 express Bay Area Council support for the proposed merger of United Airlines
and Continental Airlines. As you know, airline services are a key driver and enabler of the
Bay Area’s innovative, world-leading businesses, providing vital connections to other
powerhouse regions and innovation centers in the United States and abroad. The Bay Arca’s
economy and workers will benefit from the merger of United and Continental, thanks to a
stronger aicline that can expand travel options to and from the Bay Area.

United and Continental are well-suited to combine, having very little overlap on existing
routes and many synergies to offer to aithine customers. With the most complementary route
networks of any domestically owned airlines, the combined carrier will offer convenient
access across the nation and to Asia, Europe, Latin America, Africa and the Middle East.
Business travelers will have an easier time reaching customers and conducting business with
far flung partners. At the same time, the tourism economy of the Bay Acea will benefit from
easier domestic and international travel connections.

United and Continental have already been working together as members of the Star Alliance.
A fult merger of United and Continental will expand this existing partnership and will create
a financially stronger airfine that can survive and prosper in an increasingly competitive
domestic and international aviation industry.

The combined airline’s increased financial strength will also provide enhanced job stability
for the 14,000 California employees of the combined airtine. The companies have said they
believe the impact of the merger on frontline employees will be minimal and that they will
offer performance-based incentive compensation programs. This kind of commitment to the
employees who have seen the two airlines through recent challenges shows good faith, and
it"s important to the California and Bay Area economy.

As you discuss this proposed merger with Atorney General Holder and Transportation
Secretary Lablood. please feel free to fet them know that the Bay Area Council supports the
merger. | hope that you will give this merger your enthusiastic support as well.

Best,
SN,
'\_ } oS oifin

Jim Wunderman
President and CEO



STATE CAPITOL BUILDING, ROOM 257
200 E. CoLFAX AVENUE
DENVER, COLORADO 80203
{303) 866-5291

BRANDON C. SHAFFER

SeNaTE DISTRICT 17
brandon@brandonshaffer.com

SENATE
STATE OF COLORADO
DENVER

PRESIDENT OF TIIE SENATE

May 25, 2010

The Honorable Mark Udall
United States Senate

317 Hart Office Building
Washington, D.C. 20510

We are writing to express our support for the proposed merger of United Airlines
and Continental Airlines because it will benefit the businesses and residents of our
state, the employees of the combined airline and our Colorado economy.

The merger of United and Continental will create a financially stronger,
sustainablie airline that will be better able to succeed in an increasingly
competitive domestic and international aviation industry. For businesses and
residents in the Denver metro area, this means we can look forward to the
combined airline providing access to 370 destinations around the globe.

United and Continental have very little overlap on routes. By coming together,
they will offer a seamless global network with eight hubs across the country.
Corporate travelers will have an easier time making connections, reaching
customers and doing business, while tourists will find it more convenient to visit
our city/state. This is exactly what we need to keep our economy on the right
path.

The combined airline’s increased financial strength will also provide enhanced
job stability for the nearly 5000 Colorado employees of the combined airline. The
companies have said that they believe the impact of the merger on frontline
employees will be minimal and that they will offer performance-based incentive
compensation programs. This kind of commitment to the employees who have
seen them through recent challenges shows good faith, and it’s important to our
economy.

oo O
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United and Continental are well-suited to combine. they have the most
complementary route networks of any U.S. carriers and will offer convenient
access to Asia, Europe, Latin America, Africa and the Middle East. The two
companies have also worked together as members of the Star Alliance. This
merger will take their partnership to the next level.

We ask that you let Attorney General Holder and Transportation Secretary
LaHood know of our support for the merger and hope you will support it, too.

A=l

Brandon C. Shaffer Michael Joh#iston
President Senator
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May 24, 2010

The Honorable Diana DeGerte

United States House of Representatives
2335 Rayburn House Office Building
Washington, DC 20515

Dear Representative DeGette:

1 am writing to express my support for the proposed merger of United Airlines and Continental Airlines
because it will benefit the businesses and residents of our state, the employees of the combined airline and
our Colorado economy.

The merger of United and Continental will create a financially stronger, sustainable airhine that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And
for businesses and residents in Denver this means we can look forward 1o the combined airline providing
access to 370 destinations around the globe.

United and Continental have very little averlap on routes. By coming together, they will offer a seamless
global network with eight bubs across the country. Corporate travelers will have an eusier time making
connections, reaching customers and doing business, while tourists will find it more convenient to visit
our city/state. This is exactly what we need to keep our economy on the right path,

The combined airline’s increased financial strength will also provide enhanced job stabilily for the nearly
3000 Colorado employees of the combined airline. The companies have said that they beliove the impact
of the merger on frontline employees will be minimal and that they will offer performance-based
incentive compensation programs. This kind of commitment to the employees who have seen them
through recent challenges shows good faith, and it’s important to our economy.

United and Continental are well-suited to combine. They have the most complementary route networks
of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and the
Middle East. The two companics have also worked together as members of the Star Alliance. This
merger will take their partnership to the next level.

Task that you let Attorney General Holder and Transportation Secretary Latood know of my support for
the merger and hope you will support it, to.

Jofn W. hd\cnluopu
Mayor
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SIPEMCO

WORLD AiIR SERVICES

June 20, 2010

The Honorable Bobby Bright

United States House of Representatives
1205 Longworth House Office Building
Washington, D.C. 20515-0102

Dear Representative Bright:

| am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines.

The merger of United and Continental will create a financially stronger, sustainable airline that will
be better able to succeed in an increasingly competitive domestic and international aviation
industry. The merger could allow us to build on our current relationship and become a stronger
partner with the combined airline. Given the upheaval in the airline industry of the past decade,
this is particularly good news for our company and our thousand employees in Tampa, Florida,
Dothan, Alabama and Cincinnati, Ohio/Northern Kentucky.

United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America,
Africa and the Middle East. The two companies have also worked together as members of the
Star Alliance. This merger will take their partnership to the next level, and we want to be a part of
their future success.

| urge you to support a fair, expeditious and ultimately favorable regulatory review so that our
business is able to realize the benefits of the merger without delay. | ask that you let Attorney
General Holder and Transportation Secretary LaHood know of PEMCO's support for the merger
and hope you will support it, too.

Sincerely,
Pemco World Air Services

Kevin Casey
President

100 Pernco Drive ®  Dothan, Alabama 36303 ¢ Phone {334) 983-7000 *® Fax {334) 98 3-7022
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May 28, 2010

The Honorable Roland Burris
United States Senator

387 Russell Senate Office Building
Washington, D.C. 20510

Dear Senator Burris:

As Commissioner and on behalf of the Chicago Department of Aviation (CDA), |
write to express my support for the proposed merger of United Airlines and
Continental Airlines. it is my belief that the merger will create a more sustainable
and financially sound airline.

A stronger more viable United Airlines is good for O'Hare International Airport and
the City of Chicago. The combined carrier will become the world's largest airline,
and as progress continues on the O'Hare Modernization Program, O'Hare will be
ready to accommodate the additional capacity for potential growth. This will further
strengthen O'Hare and Chicago's reputation as an important global center for
aviation and business.

United and Continental are well-suited to combine. They have said that they will
maintain service to ail the communities they now serve, and possibly add domestic
and international routes to their current 370 destinations around the world. The two
airfines have complementary route networks, offering convenient access to Asia,
Europe, Latin America, Africa and the Middle East. As a result, the merger will
strengthen O'Hare'’s importance in the global aviation system providing even more
connections from Chicago to cities around the world.

Thank you for your consideration and for all of your efforts to ensure Chicago’s
airports remain at the forefront of the globatl aviation system.

Sincerely

s

. A
Rosemarie 5. Andolino
Commissioner

[ Members of lllinois’ U.S. Congressional Delegation
Eric H. Holder, Jr., Attorney General, U.S. Department of Justice
Ray LaHood, Secretary, U.S. Department of Transportation
Valerie B. Jarrett, Senior Advisor, Executive Office of the President
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June 4, 2010

The Honorable Robert C. Byrd The Honorable John D. Rockefeller IV

United States Senate United States Senate

311 Hart Senate Ottice Building 531 Hart Senate Office Building

Washington, DC 20510 Washington, DC 20510

Dear Senator Byrd and Senator Rockefeller:

[ am writing to express my support for the proposed merger of United Airlines and
Continental Airlines because it will benefit the businesses and residents of West Virginia, the
employees of the combined airline and our state economy.

We can look forward to the combined airline serving six airports across the Mountain
State, providing access to 222 domestic and 148 international destinations around the globe.
United and Continental have very little overlap on routes. By coming together, they will offer a
searnless global network with eight hubs across the country, and will have the industry’s leading
frequent flver program. Corporate travelers will have an easier time making connections,
reaching customers and doing business in our state. while tourists will find it more convenient to
visit our state. This is exactly what we need to keep our economy on the right path.

The combined airline’s increased financial strength and sustainability will also provide
enhanced job stability for the West Virginia employees of the combined airline. The companies
have said that they believe the impact of the merger on frontline employees will be minimal and
that they will offer performance-based incentive compensation programs. This kind of
commitment to the employees who have seen them through recent challenges shows good faith,
and {t’s important to our economy.
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OFFICE OF THE GOVERNOR

United-Continental
June 4, 2010
Page 2

United and Continental are well-suited to combine. They have the most complementary
route networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin
America, Africa and the Middle East. The two companies have also worked together as
members of the Star Alliance. This merger will take their partnership to the next level.

With warmest regards,

Gt

Joe Manchin 1]
Governor

[ Attorney General Eric Holder
Transportation Secretary Ray LaHood
Senior Advisor Valeric farrett



Ca

187

EGION AIRPORT AUTHORITY

Chris Holman
Chainnan

Dick Boker
Victor Celentino
Todd Conk

Paul Hultaget

Robert ¥, Selig, AAE
Exveutive Uirveter

June 7, 2010

The Honorable Mike Regers
133 Cannon House Office Building
Washington, DC 20515

Re: Support for the United / Continental Merger
Dear Congressman Rogers:

Mid-Michigan has enjoyed the services of United Alrlines through Chicago for many years.
Further, the Airport Authority continues to encourage United to provide non-stop service from
Lansing, M (Michigan's capital city) to Washington D.C., the region’s highest demand
business destination.

Additionally, the Airport Authority has actively solicifed the introduction of Continental Airiines
services from Lansing to Continental hub alrports at Clevaland, OH and Newark, NJ. Airport
Authority market analysis has demonstrated sufficient demand for these services, yet
Continental has reported that they do not have the aircraft available to meet this regional
community need.

Accordingly, the Capital Region Airport Authority requests that the federal government do
everything possible to enable the continued, and expanded, operation of United Airlines and
Continental Airtines out of the Capital Region Intemational Airport. This inciudes supporting
the proposed merger between United and Continental.

The Airport Authority’s support for the United / Continental merger is based upon the
commitment from United Airdines that it will maintain service to all the communities they now
serve with the possibility of adding domestic and international routes to their current 370
destinations around the world, This means that Mid-Michigan will at least continue to
receive the same leve! of service (4-5 daily flights) that has been experienced in the past.
While we trust in this United commitment, it is important to note that air service to / from
Lansing, Ml has not benefited from airline mergers in the past In the most recent
experience, the region experienced a significant decline in air service prior to and after the
Delta / Northwest merger. This air service reduction has seriously impacted the Airport and
the Mid-Michigan travel economy.

United reports that the merger of United and Continental will create a financially stronger,
sustainable airine that will be better able to succeed in an increasingly competitive domestic
and international aviation environment. United recognizes that, in the last ten years, airiines
have cut back on service nationally, which has harmed the operations of airports large and
small. Yet, United and Continental report that it is their intent that the combined company
will have the network breadth and financial strength to tum the tide by increasing regional
community access to the national air transportation system.  This is certainly good news for
the Capital Region international Airport and everyons who flies from Mid-Michigan.

Capital Region international Airport 4 4100 Cupitgd City Bivd, ® Luqsing, Michigan 48906 ¢ 517-321-6121 # Fax §17-321.6197

www. flyfansing cori
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Support for the United 7 Continental Merger
June 7, 2010
Page 2

In conclusion, the Capital Region Airport Authority, and Mid-Michigan travelers, hope that a
"new" United's improved financial condition will equate to expanded United flights to hub
destinations noted above that will in turn fill the air travel void created by the downsizing of
other airline mergers.

Sincerely,

4

Robert F. Selig, AAE
Executive Director
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May 24, 2010

The Honorable Mark Udall
United States Senate

317 Hart Office Building
Washington, D.C. 20510

Dear Scnator Udall:

[ am writing to express the Denver Metro Chamber of Comimerce’s support for the proposed
merger of United Airlines and Continental Alrlines.

This new company will benefit Colorado by creating a financially stronger, sustainable airline. As
Denver [nternational Airport (DIA) continues to grow, stability in the aviation industry will be key to
DIAs future success. For businesses in Colorado., that stabitity means we can took forward to the
combined airline providing access to 370 destinations around the globe and better business access for
Colorado companies.

The combined airline’s increased financial strength will also provide enhanced job stability for
nearly 5.000 employces. We continue to have confidence that the impact of the merger on frontline
employcees will be minimal and that the new company will ofter performance-based incentive
compensation programs. This kind of commitment to the employces who have seen them through recent
challenges shows good faith, and it is important to our local economy.

United and Continental are well-suited to combine. They have the most complementary route
networks of any U.S. carriers and will offer convenient access to Asia, Europe, Latin America, Africa and
the Middle East. The two companics have also worked together as members of the Star Alhance. This

merger will take their partnership to the next fevel.

1 ask that you let Attorney Genceral Holder and Transportation Scerctary LaHood know of the
Denver Metro Chamber’s support for the merger and hope you will also support it.

Best regards,

o fo B

Kelly J. Brough
President & CEO

1445 Market Street, Denver, CO 80202 - 303-534-8500 - fax 303-534.3200 - www denverchamber.arg
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A ic Data Pr g, Inc.
One ADFP Boulevard ENE

° ISNS)
Roseland, NJ 07068 Z/?'—?/“{

973 8745000 Phone

June 1, 2010

The Honorable Robert Menendez
United States Senate

528 Hart Senate Office Building
Washington, DC 20510-3002

Dear Senator Menendez:

{ am writing to express my enthusiastic support for the proposed merger of United Airlines and
Continental Airlines because it will benefit ADP and our employees.

The merger of United and Cantinental will create a financially stronger, sustainable airhne that will be
better able to succeed in an increasingly competitive domestic and international aviation industry. And for
ADP, this means we can rely on the combined airfine to provide the foundation for opportunity that comes
with access to 370 destinations around the globe.

United and Continental have very little overlap on routes and are well-suited to combine. By coming
together, they will offer a seamless global network with eight hubs across the country and will offer
convenient access o Asia, Europe, Latin America, Africa and the Middle East. Corporate travelers will
have an easier time making connections, reaching customers and doing business, which will benefit ADP
and the business travel industry.

The combined airline will also be positioned to continue its investrment in globally competitive products,
upgrade technology, refurbish and replace older aircraft, and implement best-in-class practices of both
airlines. {it will also offer the industry's leading loyalty program, providing access fo more benefits than
any other program, with more ways to earn and redeem miles.} [As a member of the Star Alliance, the
combined airine will provide loyalty program members with the opportunity to use miles for award travel
with partner airlines to more than 1,000 destinations around the world.]

turge you to support a fair, expeditious and ultimately favorable regulatory review so that our business is
able to realize the benefits of the merger without delay. | ask that you let Attorney General Molder and
Transportation Secretary LaHood know of our support for the merger and hope you wilt support it, too.

Sincerely,

Dt endo e EIL

Deoclinda da Costa
Vice President
Automatic Data Processing, Inc {ADP)
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{he Amencan Aptitrust Institute

TESTIMONY OF THE AMERICAN ANTITRUST INSTITUTE
BEFORE THE U.S. HOUSE OF REPRESENTATIVES COMMITTEE ON
TRANSPORTATION AND INFRASTRUCTURE, SUBCOMMITTEE ON AVIATION,
ON THE PROPOSED UNITED-CONTINENTAL MERGER:
POSSIBLE EFFECTS FOR CONSUMERS AND INDUSTRY

ALBERT A. FOER
AMERICAN ANTITRUST INSTITUTE
JUNE 16,2010

Introduction

I am Albert A. Foer, President of the American Antitrust Institute. The AAI is a 12-year-old
independent non- profit education, research, and advocacy organization. We operate as a network of
more than 100 antitrust experts, including men and women trained and experienced in law,
economics, and business. The AAI believes that the vigorous enforcement of the antitrust laws is
the best way to protect consumers, innovation, and the economy as a whole from anticompetitive
corporate behavior, and in this way ensure that competition will be both aggressive and fair. For
further background, visit www.antitrustinstitute.org. We are currently working on a white paper on
the proposed United-Continental merger that we will make available to the Committee when it is
completed. Testimony on the United-Continental merger was presented on May 27 to the Senate
Judiciary Committee on behalf of the AAI by Professor Darren Bush of the University of Houston

Law Center.'

I previously testified before this Committee in 2008, to discuss the merger between Delta and

Northwest.” 1 confess to having succumbed to the temptation to submit nearly the identical

YU Testmony 020527 052720101125, i‘df (’V[a} 27, 2010).

HTUSUNSTHILTE. O TIMONY 20D el NTY,20A A%
08 9.pdf (May 14, ZOOQ) \X’e also issued 2 more extensive White Paper,
butp:/ Fwww andiustnsinge.oryg/ Archives/ deltaNWpaper.ashs.

2919 ELLICOTT ST, NW « WASHINGTON, DC 20008
PHONE: 202-276-6002 » FAX: 202-966-8711 * bfoer@antitrustinstitute.org
www . antitrustinsurate. org
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testimonial statement, substituting the names United and Continental for Deita and Northwest. In

hat earlier testimon

U
v, 1 predicted, slong with many others that a merger berween Un !
Continental would follow if Delta-Northwest was permitted. Today I'll predict that there will be one
mote major consolidation, perhaps between American and US Alrways, if the current merger is
permitted. The American consumer will then be left with three national nerwork carriers plus

Southwest, and a few small low cost point-to-point carriers.

Since most of my analysis today closely resembles my analysis in 2008, my first recommendation to
the Subcommittee is to hold retrospective hearings on the Delta-Northwest merger. Has it
accomplished its stated objectives? Is the American consumer better off? Has competition been
adequately protected? Were projected efficiencies obtained? I do not have answers to these
questions to offer at the moment, and I do not know if enough time has gone by for enough
integration of the two aitlines to have been achieved so that 2 convincing evaluation currenty can be
made; but there is no question the answers would be invaluable in our efforts to predict the
implications of a United-Continental marriage. Indeed, it might make sense to delay the
consummation of this merger unil a credible study of the prior merger can be raken into account.
This is too important a decision to be rushed. Indeed, as a matter of policy, all questionable mergers

that are permitted should be conditioned on making follow-up evaluatory data available.

1. Getting the Perspective Right

It is critical to place this merger into context. I will be using the terms “network” and “system” more
or less interchangeably. The essential points are that: (1) this is an industry in which there are
substantial network effects, but the incremental costs of expanding an already large network may
offset the network benefits; (2) the industry is already concentrated on a national basis, but this
generalization underestimates the market power that is present at most hubs and on most routes; (3)
a merger of this magnitude will in all probability lead to at least one more merger of similar size; and
(4) this merger will itself likely lead to rationalizing capacity by closing or scaling back hubs, probably
in the Midwest, which will harm a significant number of consumers. These considerations require
us to ask not only the standard question of whether this merger should be allowed to go through
after requiring the divestiture of identifiable overlapping city pairs in a few concentrated routes, but
also the more fundamental question of whether the four or possibly three national networks that will

emerge from this process will be sufficient to provide a satisfactory range of choice and service and
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sufficient competition to keep prices close to costs.

The aitlines predictably assert that the merger brings efficiency benefits from economies of scale and
scope, but these—to the extent they are likely to be realized-- must be weighed against inefficiencies
due to other diseconomies of scale and scope and the reduction in competition between systems
arising from the merger. For consumers not to be harmed, the benefits of the merger must ourweigh
the costs and at least some of these net benefits must be .passed on to consumers in the form of

lower prices and improved service.

2. The Limits of Standard Antitrust Analysis

Standard antitrust analysis focuses on horizontal overlaps between airport pairs and (in certain
markets) between city pairs. If an origin and destination route is served by only a few aitlines and the
merger will leave the particular market more highly concentrated, the DOJ will hkely——and
properly——require a divestiture or some other arrangement with respect to that route, as a condition
of approving the transaction. Because this is standard operating procedure, I will not address it
further, except to note that this conventional approach tends to downplay the important role of
potential competition in airline markers. Airlines not presently serving a route but which can fairy
readily enter, serve to constrain pricing, and mergers that eliminate such a constraint may be

anticompetitive just like mergers between airlines that currently do serve the market.

Standard overlap analysis is necessary but it should not be considered sufficient, because it captures
only one part of the competition picture. In many markers, additional capacity can enter or depart a
given city pair route with ease, which suggests that substantal competition occurs at the network
level. Additional observations about competition at the network level will be provided later in this

statement.

In contemplating an aitline merger, the observer’s lens needs 1o be adjusted in order to look not
only at the trees but also at the forest. A more complete analysis must answer these questions: how
many airline networks or systéms are enough to guarantee the kind of pricing, service, convenience
and innovation that the American public desires from its air transportation industry? How many are
enough to provide the current competition or potential entry on specific routes that can serve as a

constraint on higher prices by other systems?
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The aitline industry in the U.S. consists of carriers following three principal business models:
network, point-to-point, and hybrid. There are currently five major network carriers (Amersican,
Continental, Delta, United, and US Airways). Other carriers, including those that are categorized as
“low cost carriers” and “connectors” either operate point-to-point o, as is the case of Southwest,

have begun to move to a kind of hybrid of point-to-point and hub-oriented service.

It is possible, I suppose, that one day Southwest will become a national network carrier, bur that
remains to be seen. As things stand today, with United and Continental saying they will not close
any hubs and Delta not having closed any hubs, it seems unlikely that Southwest would evolve into
an additional network system within the coming few years, There are disadvantages as well as

advantages to a network strategy, which will be discussed below.

The non-network cartiers do play a role as competitors to the networks. In terms of capacity as
measuted by available seat miles, United-Continental will have over 200 million; Delta abour 200
million; American about 150 million; Southwest about 100 million; and US Airways about 70

million. Airtran and Alaska will each have about 23 million.”

Southwest cleatly influences prices wherever it competes, and there may be an effect even when
Southwest is perceived as a potential competitor. But Southwest and the other low cost carriers have
found their success by competing indirectly rather than directly with the networks. They are called
low cost carriers in large part because they do not bear the costs of large networks. They do not
offer the same type of one-stop shopping, frequent flyer benefits, or airport amenities as network

carriers.

Dedisions about the future of domestic air transportation should not rest on the concept that
Southwest will always be around to provide price compention. Its strategy could change. Its
management could make mistakes. It could choose to relax under the price umbrella of a tight

oligopoly of network carriers. Public policy in the air transport sector should not rest on the

3 GAO, Aisline Mergers, Testimony before the U.S. Senate Committee on Commerce, Science, and Transportation, May
27,2010, at 13,
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shoulders of a single, albeit very successful maverick.

4. The Importance of Systems from a Network Perspective

There is some question as to whether the DO]J considers networks relevant from the demand side.
Airline passengers benefit through network effects. When an aitline adds service berween irs hub
and a new location to accommodare passengers at that location, 1t also creates new service offerings
between that location and other locations that can be reached through its hub. Code-sharing
atrangements between airlines and other alliance functions can also facilitate network effects to the
extent they promote coordination of schedules, route expansion, and the appearance of increased

flight frequency.

From the perspective of the individual non-business air traveler, whether or not a carrier is part of a
network may or may not be important, depending on what service is available from the origin to the
ultimate destination. The benefit of 4 larger network is that it enables a consumer at any given city to
reach more cities on the same aitline, although most if not all of the additional choices involve
changing planes. (The enhanced ability of a consumer to fly non-stop rather than via multiple legs
would be an important consumer benefit. A one-stop journey generally adds at least an hour to a tip
and increases the risk not only of delay but of danger in that most accidents occur on takeoff or
landing.) If the traveler has frequent flyer miles, he or she may be biased to stay within a particular
system, and indeed this may be a factor that makes new entry more difficult and which grows in

value with the scope of the network.

From the perspective of businesses that negotiate the purchase of large amounts of travel service
requiring specific scheduling, there is an advantage in that a single negotiation can cover a larger

fraction of potential destinarions and origins of flights.

If two airlines merge, both business and non-business customers receive a convenience benefit only
if the average number of hops to reach all destinations goes down. For this to be a non-trivial effect,
there must be significant cities that are not served by one of these carriers. Otherwise, one can get to

any other city in one or two hops on either carrier.

Although networks may bring important consumer benefits as they grow, the incremental network
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benetits may decline as carriers get larger. Expanding a network by merger may add city-pair routes
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consumer if both carriers serve all major airports through each hub.  Because low cost carriers
compete only on certain non-stop routes, they provide at best only a limited discipline on 2 system-

wide basis.

Network or system competition therefore should be taken into account in anttrust analysis from

both the demand and supply side.

5. The Value of Considering Systems Competition

Each network can also be thought of as a “system,” and we can say that for many purposes and for
many travelers today, a particular travel expetience can usually be accommodated by only one or two
systems. Price competition on ovetlapping point-to-point routes is not the only dimension of rivalry
under a systems view of airline competition. Travelers also look to the ease of connections, arrival
and departure times, airport amenities, seamless baggage transfers, frequent flyer programs, etc. in
making their aitline choices. But aitlines tend to think of their seats as a commodity, such that the
systems carriets usually do not want to fly head-to- head against each other in circumstances where
price would be the only differentiating factot-- which results in relatively few choices of airline for

most non-stop flights.

One of the unique aspects of the proposed United-Continental merger is that both airlines are
already part of the Star Alliance and to some extent already cooperate. A merger, of course, is
broader in scope and has more thorough sharing than an alliance, whereas independent airlines can
pull out of an alliance or switch alliances, and thus resume a more competitive role. A horizontal

merger 15 forever.

6. The Role of Entry

What barriers constrain entry in the form of route expansion? With a number of important
exceptions, mostly in congested airports serving hub functions, gates are not constrained.
Importantly, dominant aitlines have succeeded in detetring entry at their hubs through predatory
strategies {(such as temporary lower pricing perhaps combined with more flights and more

promotional advertising) which neither antitrust nor regulation has been able to stop. To a large
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degree, it is a matter of strategic decision for the larger airlines whether they want to compete on
certain routes, Why cannor United and Continental independently expand routes to gain greater
network effects? Why is it more costly for United to add setvice rather than to buy the service from
Continental, which is the practical effect of this merger? Overarching may be the efficiency question
of why the most successful airlines are smaller, if network effects are supposed to be the dominant

factor in airline success?

Whether non-system aitlines such as Southwest, Airtran, Jet Blue and Frontier will become more
like the system aitlines is not clear and their potential entry as systems should thetefore not be
counted on in our current analysis of the industry, If two or more mergers of systems carriers
occurs, Southwest and other non-system catriers may have the opportunity to pick up additional
routes and perhaps even hubs, if hubs are abandoned or associated assets must be divested as a
condition to merger clearance— possibiliies that should not be taken for granted. Moreover, the
non-network carriers might benefit from a raised price umbrella if a less competitive network
strategic segment is able to raise its prices. Keep in mind that a low cost carrier that competes
directly against a network carrier may not be in positdon to expand its output (i.e., carry more
passengers), even though a price increase by the network carrier might encourage some passengers
to switch catriers. If carrying more passengers is not feasible, the low cost carrier might as well raise

its own prices.

Entry is particularly difficult in several well-known congested airports. Government policies could
make entry for low cost carriers easier, which would improve the competitive situation in those
airports. But such other factors as corporate contracts between businesses and nerwork airlines,
frequent flyer lock-in, and the difficulty of obtaining financial capital, availability of planes, and the
FAA requirements for operating cash on hand are among the reasons why the public cannot count

n low cost carriers to discipline post-merger price increases in the absence of vigorous competition

between the systems airlines.

7. Using Caution in Considering the Parties’ Efficiency Claims
If there is one thing that we have learned from the long history of antitrust, it is that efficiencies are

easy to assert, difficult to achieve, and rarely of the magnitude that the parties project.
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As in the Delta-Narrhwest merger, the r\rmmpq! P‘FF!riPnr‘y rlatms }\Ping o forward in ;nqﬂﬁraﬂnn
of this merger are economies of scale and scope on the supply side and rationalization of the use of

planes to “right-fit” them to their routes.

The network aitlines initially obtained large supply-side cost economies through the hub and spoke
system rtesulting from increased traffic density, particularly as they induced increased passenger
volumes on hub-to-hub flight segments. However, it appears that a system which relies too heavily
on hubs is expensive to operate compared to a point- to-point system, and that there may be limits
to the efficiency gains achievable through networks. For example, bigger networks create peak-load
problems at an airport. The basic idea of 2 network is that all planes arrive at an airport at about the
same time, the through-passengers then reassemble on different planes, and the planes depart at
about the same time. This increases the disparity during the day in the number of arrivals and
departures, and so creates problems for efficient staffing of gate, ticket, and maintenance personnel.
By contrast, back-and-forth non-stops and multistep puddle jumps do not create as much of a peak-

load problem.

The structure of the nerworks means that if weather or a mechanical problem causes a delay in the
arrival of a plane at a hub, the problem quickly metastasizes throughout the system, as each delay
causes 2 multitude of other delays. As networks grow, therefore, minor inconveniences become

major national inconveniences, if not emergencies.

It is an empirical, not theoretical, issue to identify the point at which an airline begins to experience
diseconomies of scale and scope. For mergers among big catriers, no one has found a significant net
benefit. As such, many of the efficiency claims by the parties should be viewed with some skepticism

and with a healthy concern about the potential fragility of a small number of very large systems.

For example, United and Continental say they anticipate large savings because they operate different
types of aircraft and, if merged, the new company can “right-size” by flying more small or large
planes on short or long routes. A proper analysis will ask the following questions and answer them
with the help of experts not employed by the companies: (1) To what extent can these changes be

made internally over time? (2) Why can’t these friendly, Star Alliance airlines simply swap some
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assets to accomplish these changes? Wouldn't this be in each airline’s interests? (3) Given that many
planes are leased, why Is a merger the only way to right-fit planes to their routes? In any event, the

projected savings from this type of efficiency need to be scrutinized route-by-route and system-wide.

8. Strategies and Counter-Strategies

United and Continental justify their merger in terms of the desirability of increased scope — which
they refer to as “presence” — and scale. They argue that the savings they can attain will help them
survive the current fuel crisis and economic downturn, Implicitly, the economies of scope and scale
cannot be maximized until a company is as large as the combined United and Continental. Of
course, low profitability has been a chronic complaint of the large airlines regardless of merger

activity, which has been plentiful over the years since deregulation.

The very same motivations wete cited by Delta and Northwest. Northwest actually predicted that
their merger would likely lead to at least one additional systems merger in the near term. They
reasoned that the other systems carriers will see that the new largest carrier has unit cost advantages
detiving from the economies and will have no choice but to quickly emulate the size of Delta via the
only possible method, which 1s merger. Presumably the remaining four network airlines would also
have to find a way to bulk up. Thus, we concluded, if Delta and Northwest were right, the merger
wave that their merger kicked off would not stop there. If United-Continental goes through,
American and US Airways will have to find dancing partners, perhaps with each other, and we will

be down to three national networks.

On the other hand, if Delta and Northwest were wrong about the efficiencies, then there was no
justification for distorting the equilibrium of six systems and there is no justification for going down
to three. We see no reason to believe that the benefits of merger are due to efficiencies rather than

expanding market power and we are therefore quite skeptical about the current proposal.

Giving additional market power to the airlines that survive the mergers will not reduce the price of
fuel. That is out of the aitlines” control and will have to be passed on to consumers. This will
predictably result in fewer people flying. The question is whether the inevitable downsizing needs to
be handled through shrinkage of the industry by mergers or through individual operational decisions

by the incumbent airlines. It is our commitment to competition in the airline industry, as opposed to
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regulation, that s fundamentally at stake here. Downturns are cyclical and the country will be better

off in the next growth peried if there are

13

ore rather than fewer systems §

another.

We are at a critical moment in the structural history of the US air transportation industry. While
there are a few instances in which an antitrust agency has looked at two proposed mergers in the
same industry simultaneously, the usual approach is to say that the agency can only consider that
which is immediately before it. Taking this narrow view would be a disservice to the public, which is
already concerned about the increasing unreliability and discomfort associated with air travel. While
we have no inside knowledge that a follow-on merger by American and/or US Airways or perhaps
by others is in the works, it will be extremely difficult to argue against the next one if Delta and
United will have both been allowed to have their mergers. We urge that the antitrust analysis take
the broad view of the industry’s furure. The strategic plans and counter- plans of all large carriers

must be examined and analyzed before any antitrust decision is rendered.

CONCLUSION

The ultimate question is whether the public will be satisfied with three domestic and three global air
transportation systems. There is lictle if any empirical knowledge that says how many systems are
needed to provide a workable degree of intersystem competition. There is substantial data, both
empifical and theoretical, that suggests that competitive problems increase as a market becomes
highly concentrated. There is substantial experience with domestic air mergers that suggests how
difficult they are to execute successfully; how few efficiencies have resulied from big carrier mergers;
and how minimal entry has been at the network level. To the extent there is doubt about the United-
Continental merger, it should be resolved as essentially a public policy question as to whether we are
willing to interfere with business decisions in order to preserve the few competing systems, at the
possible expense of whatever efficiencies might realistically be lost. We suggest that the magnitude
and certainty of these proclaimed efficiencies should be analyzed with great skepticism and must be
weighed against inefficiencies due to other diseconomies of scale and scope, the cost of
consummating the merger, and the reduction in competition arising from the merger. From a public
perspective there should be no reason to rush a decision on whether the allow United and
Continental to merge and it would make particularly good sense to examine the effects of the most

recent similar merger, Delta and Northwest, before opting for further consolidation.

10
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Thank you for holding this vital and t1mé1y hearing on the proposed merger of United and
Continental Airlines. My name is Patricia Friend and I am the International President of
the Association of Flight Attendants - CWA, AFL-CIO (AFA-CWA). AFA-CWA
represents over 50,000 flight attendants at 22 U.S. airlines and is the largest flight
attendant union in the world. We especially thank the Committee for inviting us to testify
today and giving voice to the concerns of the working women and men of these two great

airlines about what this merger could mean to them.

As a front line employee in the airline industry for over 40 years, I have had a unique
perspective on the cyclical and dramatic changes that have reshaped the commercial
aviation industry and impacted thousands of jobs. As the President of a union
representing employees from legacy or network carriers such as United, US Airways and
Northwest (Delta); low cost carriers such as Air Tran Airways and Spirit; charter carriers
such as Miami Air, Ryan International and USA 3000; to large majors and regional
carriers such as Hawaiian, Alaska, American Eagle, Mesa and Mesaba, I am here to
testify today about an aviation industry that is transforming in ironic fashion from a post
deregulation industry to a consolidated industry that will look like a pre-deregulation
industry. Seismic changes brought on by airline deregulation in the late 1970°s caused
endless bankruptcies and the end to historic airlines such as Pan Am, Eastern, TWA,
Northwest and soon Continental. Each bankruptcy spelled disaster for airline employees
who were left behind in the so-called rush to a market based airline industry. Thirty-two
years later after the 1978 Airline Deregulation Act, I testify today about an industry that

is in a swift consolidation mode. In just five short years, we have now witnessed two
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major mergers at US Airways and America West and at Delta and Northwest. The United
and Continental merger, if approved, will mean that we have almost cut in half the
number of major legacy network carriers. Credible news reports point to further
consolidation on the horizon if the United-Continental merger is approved. Mr.
Chairman, as I indicated, I began my flight attendant career 44 years ago and worked
under a regulated industry that was stable and provided middle class jobs to thousands of

workers.

When Congress voted in 1978 to deregulate the industry, the Association of Flight
Attendants, and other unions, warned of the catastrophic results that would soon follow
rapid and uncontrolled expansion of the airline industry. We knew that airlines would
slash fares to remain competitive and that employees would be the one group who would

subsidize the fare reductions through pay cuts, wage stagnation and furloughs.

Lately, [ have listened intently to airline CEO’s testify before this Congress about the
drastic need to consolidate the industry in order to achieve a sustainable business model.
After hundreds of airline bankruptcies, thousands of ernployee furloughs, devastating pay
and benefit cuts, and 32 years of deregulation experience, it seems that airline
management has figured it out, albeit in the worst fashion, that our nation needs a
stabilized and rational aviation industry. The irony is that AFA-CWA - for decades - has
been the leader in calling for a national and rational aviation policy that recognizes the

vital role the aviation industry plays in our nation’s economy and the middle class jobs.

(8
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Mr. Chairman, the nation’s flight attendants and ali aviation workers need a stable
industry as well. My experience has taught me that airline management is transient in
nature with airline management coming and going and exiting our industry with a
bountiful payoff while airline workers, who have truly invested in our industry, are left
with a declining standard of living. Unfortunately one thing has remained constant during
my career - corporate greed. If anything in that category has changed, it’s that the
amounts that CEOs reward themselves every year grows more and more excessive while

employees eamn less.

The voices of the workers often take a back seat in these hearings and in public
pronouncements about the benefits of airline mergers. I'm here today to give those of us

most invested in this industry — the true stakeholders — a voice.

I have opened my testimony with this perspective because it is a story that must be told

and it is entirely relevant to the discussion topic today.

As in the case of the mega merger between Delta and Northwest, this merger between
United and Continental has drawn significant attention from the media, communities
served by both carriers and once again, here on Capitol Hill. The attention focused on
what will become the world’s largest airline, for the time being, is appropriate . . . and as
before necessary. Once again this merger has led to speculation about which airlines will
merge next. The remaining airline CEOs continued to call for greater consolidation in

light of the anticipated rises in the cost of fuel. We would like to point out that the merger



205

drumbeat started years earlier as airline executives sought greater profits following the

epidemic of bankruptcies.

Consumers are rightfully frightened that another airline merger in particular, and
anticipated consolidation of the industry as a whole, will lead to much higher fares and
reduced service. We recognize the reality that airline fares must increase in order to
stabilize this industry and provide more stable employment for thousands of aviation
workers. In order for this industry to survive and stabilize, airlines must be able to charge
a realistic fare. Airfares in the U.S. have fallen from a 1978 average of 10.08 cents per

mile to 4.2 cents per mile in 2006, adjusted for inflation.'

To strike this balance between a stable industry and reliable air service, we assert today
that the increase in consolidation activity requires appropriate regulatory oversight to
protect the interests of employees and passengers. Federal regulators need to consider the
impact that mega mergers have on the consumers and communities. We hope that this
Committee and other Congressional Committees will exercise vigorous oversight

responsibilities as well.

1t is unfortunate that while some protections are in place today for consumers and
communities, there are virtually no protections for airline workers in this merger. There
has been little attention paid to the extreme upheaval that mergers create for the
thousands of airline employees who find themselves unemployed or whose lives are

disrupted.

! James Larder and Robert Kuttner “Fling Blind: Airline Deregulation Reconsidered "; Démos 2009
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This loss of protections has been yet another result of the market driven industry. There
were many important protections in place for airline workers prior to the Airline
Deregulation Act of 1978; the Allegheny-Mohawk Labor Protective Provisions
(commonly kﬁow as the LPPs) were made a condition of government approval of
virtually every airline merger. The LPPs contained extensive and specific protections —
like displacement and relocation allowances, wage protections, transfer and seniority
protections, layoff protection, and others — as part of a standardized set of provisions
designed to shield workers from an unfair share of the burden resulting from corporate

mergers.

But since deregulation there are no real protections from our federal government to
cushion airline workers involved in mergers. After Deregulation, airline management
successfully lobbied for an end to the LPPs, arguing that those matters are “better left to
the collective bargaining process”. And while union contracts did provide a level of
protection for employees covered by collective bargaining agreements, a series of
industry bankruptcy filings have severely reduced negotiated protections in today’s

contracts and there remains little to no protection for non-union airline employees.

Additionally the very employers, who argued to leave these merger protections to the
bargaining process, now spent millions of dollars on union busting — through bankruptey
or other venues - trying to strip the provisions in place for decades. And today, as those

same employers hold press conferences to trumpet the fact that the merger impact on
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employees will be minimal, they often refuse to provide information about the impact on

the workers in writing,

Of all the well-developed pre-deregulation rules of the Allegheny-Mohawk Labor
Protective Provisions, only one exists today — a provision establishing basic seniority
protections in the event of a merger. And that provision was only resurrected a couple
years ago with the advocacy of AFA-CWA and the strong support of Representative Russ

Carnahan, Senator Claire McCaskill and the 110" Congress.

After deregulation, Congress was concerned that the massive post deregulation
restructuring of the airline industry would displace large numbers of employees and
therefore added the Airline Employee Protection Program (EPP) to the Airline
Deregulation Act of 1978 in order to assist laid-off employees. Unfortunately the almost
40,000 employees who lost their jobs in the wake of Deregulation never received the
benefits Congress promised since funding was never authorized for the benefits, turning

the whole program into a cruel joke for airline employees in desperate need of a life line.

Congress has recognized the need to assist airline employees facing the traumatic effects
of industry consolidation in the past; we need a federal effort in what is shaping up to be
another significant era of airline consolidation. As Congress looks into the impact of
mergers on employees, it should look at the failed EEP as a framework to provide

meaningful protections to workers in the future.
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Unloriunaiely, ihere seems to be more concern for the consumer and even the airports,
building and route structures of these two airlines then there is for the concern of the
workers. As we have testified in the past, we are not proposing to re-regulate the industry
today; but we do think that — at a minimum — something needs to be done to shield
workers from the harshest effects of this merger and future mergers.

It seems reasonable to assume that within any airline merger there will be consolidation;
blending corporate offices, the elimination of competing of hubs and overlapping routes
networks may potentially lead to crew base closures. It seems that for airline workers

consolidation likely translates to unemployment for far too many.

When Delta merged with Northwest in 2008 the CEOs of both corporations testified
before this committee that disruptions to communities, consumers and employees would
be minimal. Yet a mere two years later flight operations at Cincinnati, a former Delta
hub, has been reduced from 600 flights in 2005 to between 160-170 flights now, cutting
more than 840 jobs.” Not only has the number of flights been cut, there has also been a
reduction in seat capacity. Routes once flown by aircraft with 150 seats — or more - are
now being reduced to aircraft with 50 seats. Since the FAA mandates that there must be
at least one flight attendant for each 50 passengers seats using smaller aircraft translates

to a loss of two flight attendant jobs.

* Dan Monk and Lucy May, “Delta to cut 840 jobs at Cincinnati airport, reduce flights”, Dayton Business
Journal, March 16, 2010,
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We can also look to the America West and US Airways merger to learn lessons from past
mistakes. The synergies promised by this merger and consolidation have not occurred as
promised or anticipated. Nearly 5 years after the America West/US Airways merger the
two sides are still operating as separate entities. The “new” US Airways has closed four
crew domiciles and displaced several hundred flight attendants, and workers at both
carriers fly under separate contracts. America West flight attendants have not received a
wage increase in over seven years and US Airways flight attendants are working under a
concessionary agreement from previous bankruptcies. What has failed these employees is

the lack of regulatory oversight in negotiating a combined contract.

So what can the workers at United and Continental expect as they combine their
workforce and route structure? While management has provided information that is
otherwise publicly available, management has not been forthcoming about critical and
future business plans. Accordingly, we are seeking additional detailed information from
management about the impact this merger will have on our members and our Collective

Bargaining Agreement at United.

As witnessed in previous mergers, base or domicile closures can be extremely traumatic
to employees and their families. Even though airlines may offer assistance, the stress of
being displaced and forced to move to another location can be devastating. These are
workers with families and homes and who are part of communities. I call on this
committee to compel United and Continental management to provide more information

on their plans for current United and Continental base or domicile operations.
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United and Continental are partners in Star Alliance, a global network of airlines. The
Star Alliance, and other alliances, is using revenue sharing agreements, code share
agreements and joint venture schemes to increase their global presence. Traditionally,
global alliances incorporated an incentive for each airline to provide flying using one or
the other’s aircraft and ground equipment and employees. As the operator of a route, the
airline collects the majority of passenger and freight revenue. In this scenario, employees
benefited from the arrangement. However, a new type of joint venture goes far beyond
the typical code share agreements that are prevalent today. These new joint ventures

threaten the long-term job security of flight attendants.

United is the architect of a new global alliance revenue sharing scheme. They have
contracted with Aer Lingus to operate a route between Dulles International Airport in the
Washington, DC area and Madrid, Spain using Aer Lingus aircraft but employing flight
attendants from a third party operator. This has displaced United flight attendants from
operating this route and United is threatening to expand this type of joint venture to other

markets.

We call on this Congress to stop this type of so-called joint venture operations by passing
H.R. 4788. Do not let United and Continental management use this merger as a vehicle

to outsource more middle class jobs.
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While we are on the subject of globalized networks and alliances, its time to have a
discussion on recent international treaties and negotiations between our country and the
European Union and China. These treaties may have far reaching implications in the
United-Continental merger, as both carriers provide significant service to Atlantic and

Pacific markets.

In the spring of this year, the U.S. and the European Union (EU) concluded talks on stage
two of the U.S.-EU Open Skies Agreement (Open Skies). As this committee is aware, the
U.S. and EU reached a comprehensive Open Skies Agreement in 2007 and the parties
agreed to further talks, called stage two. The premise of Open Skies was to liberalize
flying between any city in the U.S. and any city in the EU, including the United
Kingdom. Notably, stage two of the Open Skies negotiations resulted in landmark labor
protection language in that treaty that should provide workers some protections in a more

liberalized environment.

However, AFA-CWA remains concerned and vigilant that the U.S.-EU Open Skies treaty
must not provide the framework for the outsourcing of U.S. aviation jobs. We were
encouraged that our U.S. negotiators and this Congress reaffirmed existing U.S. aviation
law on foreign ownership and control. Those laws must remain in place and protected by

Congress and the Administration.

Last week, U.S. and China negotiators began talks for a U.S.-China Open Skies-type

treaty as well. The talks concluded on June 10, 2010 at the U.S. State Department in

11
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Washington. While no agreement was reached, taiks will continue and AFA-CWA's
concerns about protecting existing U.S. aviation laws and preventing the outsourcing of
good paying middle class aviation jobs remains front and center. [ call on this committee

to remain vigilant as well,

We view these treaties today in much the same way we viewed the deregulation of our
industry in 1978. International flying provides thousands of good paying jobs for U.S.
aviation workers and we must not allow management to use these foreign treaties as a

mechanism to outsource jobs.

We also ask this Committee to consider the impact this merger may have on the contract

negotiations underway between the Association of Flight Attendants - CWA and United

management.

For almost six years the Flight Attendants at United have been working under a collective
bargaining agreement negotiated while the company was in bankruptcy. The flight
attendants at United sacrificed nearly $2.7 billion in salary and benefit concessions, and
that doesn’t take into consideration effects of the termination their defined benefit

pension plan that was turned over to the PBGC during United’s bankruptcy.

Under the terms of the current agreement, United Flight Attendants have received four

meager pay increases. The last raise, a modest 1%, was awarded on December 31,
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2008. Meanwhile, United’s CEO, Glean Tilton, received compensation that increased

from $1.7 million to $3.9 million.

We are here today to ask this committee to help to ensure that the current contract
negotiations, governed by Section 6 of the Railway Labor Act are completed in some

manner before this merger is finalized.

Already there have been discussions that the current contract negotiations be set aside,
since ultimately a new contract will need to be negotiated for the combined work group.
Unfortunately we have had a front row seat and have witnessed what can happen when
Section 6 negotiations are set aside in a merger. When US Airways and America West
merged in September 2005, the America West flight attendants were two years into their
Section 6 negotiations. Section 6 is a section of the Railway Labor Act (RLA) and it
means that a current airline contract becomes amendable and negotiations begin to reach
a new agreement. The current contract remains in place until a new contract is agreed to
by the parties and members vote to ratify or approve that agreement. The RLA provides a
mediation process to guide negotiations. The America West flight attendant contract talks
were under the guidance of a federal mediator prior to the merger. When the merger was
announced, the America West negotiators were requested by the National Mediation
Board to set aside those negotiations and to focus on negotiating a combined contract
with US Airways. Negotiations to combine contracts between unionized work groups are

not governed by the RLA or the National Mediation Board.
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After five years of negotiations, a combined contract between America West and US
Airways has not been achieved. As I mentioned earlier, America West flight attendants
have not received a wage increase in seven years and US Airways flight attendants work

under a concessionary agreement that cut their wages and benefits.

We cannot allow the negotiation process at United to get delayed as a result of this
merger. The employees at United made deep sacrifices to keep the company flying. It’s
time for the workers to share in the rewards. We must have resolution to the United

contract negotiations that is satisfactory to the workers there.

Labor relations at United have been combative. Management insists that flight attendants
must accept additional concessions to their current contract. This is entirely unacceptable
to the United flight attendants. If the focus of this hearing is on the possible effects for
consumers - you only have to observe how United is treating its workers to understand
how the passengers at the “new” United will fare; when you treat workers as
commodities can you really expect a corporation to treat their passengers (and customers)

as anythin g other than a commodity?

When this merger of two airlines with very different styles of labor relations is approved,
there will be representational elections between the various work groups at these two
companies including the flight attendants. United flight attendants are represented by
AFA-CWA and Continental flight attendants are represented by the International

Association of Machinists and Aerospace Workers (IAM). These elections will be

14
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conducted under the procedures defined by the National Mediation Board. However,
without an open dialog with management, contract negotiations that are satisfactorily
completed and support from labor groups, the integration of these two airlines will not go

as smoothly as promised by management.

While much will be made over the coming months about the impact of this merger on

consumers and communities, [ urge you to remember the hundreds of thousands of airline
employees across this country. Keep us in mind as you review this merger and the impact
that it will have on our lives and our families. We are the ones who have the most to lose;

and we have the least protection.
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Written Testimony of Congressman Luis V. Gutierrez
(Ilinois, District 4)

Subcommittee on Aviation
HEARING on

"The Proposed United-Continental Merger:
Possible Effects for Consumers and Industry”

Wednesday, June 16, 2010

9:30 a.m. 2167 Rayburn House Office Building

Chairman Costello, Ranking Member Petri and distinguished colieagues of this
Committee, thank you for inviting me to speak before the Committee on the proposed
merger of United and Continental airlines.

While this merger has generally been greeted with enthusiasm, I believe we should not
overlook the potential serious impact it could have on consumers and employees.

For consumers, the issue of airline fees-- which we all know cover just about everything
except the air you breathe onboard--requires further scrutiny.

{n 2009, United and Continental made $523 million in baggage fees alone. Recently,
United announced that its passenger-unit revenue was up almost 25 percent from a year
ago and topped pre-recession levels. Given this good news for United, I believe it's a
good time to review the fairness and necessity of these excessive fees.

[ also want to ensure that loyal customers of frequent flyer programs have easy access to
their awards without being misled. Afier receiving complaints from residents in my
district, I began to look at the fine print on these highly-promoted programs-- which are a
significant source of revenue for the airlines. Unfortunately, I found they lack reliability,
honesty and fairness.

If you read the fine print, vou will find as [ did: airlines can deny a ticket, change the
terms of the awards, charge a fee or even eliminate the program -- at will. Congress must
stand up for consumers and protect their interests in frequent tlier programs.

I am also deeply concerned with the impact this merger will have on United and
Continental employees. To keep these airlines in business, workers have made serious
concessions and their requests deserve consideration.
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STATEMENT OF HUBERT HORAN

THE ANTI-COMPETITIVE IMPACTS OF A UNITED-CONTINENTAL MERGER
AND THE CONSOLIDATION OF 80% OF THE US AVIATION MARKET
INTO JUSY THREE COMPETITORS

HOUSE COMMITTEE ON TRANSPORTATION AND INFRASTRUCTURE
AVIATION SUBCOMMITIEE HEARINGS 16 JUNE 2010

Executwg Summary—United/Continental and Industry Consolidation Create Four Major Problems
Multi-billion dollar consumer welfare losses due to anti-competitive pricing in international
markets that will steadily increase in the coming years

2. Extreme fevels of consolidation where a cartel of three Collusive Alliances will permanently control
80% of the entire US aviation market and 100% of trans-Atlantic and trans-Pacific markets

3. Seriously new distortions to domestic competition, including risks of major oligopoly service cuts in
thousands of smaller cities where Low Cost Carriers (LCCs) do not compete. Just as the KLM-Air
France merger destroyed Northwest Airlines as an independent competitor and destroyed aimost
all of its corporate value, this merger is designed to cripple or destroy USAirways’ ability to survive
as an independent competitor. This reduced competition will not be addressed by new LCC
expansion or by future competitive entry. It is highly unlikely that consolidation will produce
stable competition; given the weaknesses of American and USAirways it is much more likely
competition will be imbalanced in favor of just two competitors {(United and Delta)

4. This merger cannot be justified by synergy or efficiency gains, and can only be explained by
United’s pursuit of increased anti-competitive market power. The merger does not do anything to
solve the industry's many problems, and the distortions created by this merger will actually make
those problems worse.

Executive Summary-—The Committee Needs to Address the Root Cause of These Problems, The DOT's
Nullification of Longstanding Antitrust Law and Evidentiary Requirements

None of the extreme concentration and consumer welfare losses would have occurred without the DOT's
willful refusal to enforce longstanding antitrust law, including its failure to conduct required market
power tests and its use of fraudulent evidence of public benefits. The Committee and Congress must
ensure that the United/Continental review and all future airline antitrust cases are based on verifiable,
factual, case-specific evidentiary standards consistent with the Horizontal Merger Guidelines and reject
the DOT's use of non-factual, non-evidentiary “rules” to eliminate the need to evaluate the actual market
power and public benefits impacts of consolidation. The Committee and Congress must ensure that the
United/Continental review and alt future airline antitrust cases include the rigorous, independent review
of synergy, efficiency and public benefits claims that are required under the law, but have been missing in
every prior airline consolidation case,

Hubert Horan has been in aviation for over 25 years, and his consulting practice is based in Phoenix.
The testimony presented here is based on his personal experience with over a dozen major airline
mergers, alliances and restructurings. He was responsible for the original development of the
Northwest-KLM alliance network, which served as the template for all subsequent immunized airline
alliances. He also managed Northwest's Tokyo-based trans-Pacific network, developed and
implemented the business and fleet plan America West used to successfully emerge from bankruptcy
in the mid 90s, held strategic planning and network management positions at Swissair and Sabena,
and worked on the bankruptcy reorganization plans for Hawaiian and United.

As with his 2008 Congressional testimony on the Delta/Northwest merger, this testimony is based on
his concern that extreme airline consolidation will undermine the benefits of liberal, market-based
competition and will damage long-term industry efficiency. He has no financial relationship with any
of the current merger or antitrust immunity applications. He has published extensively on airline
competition and consolidation issues, the restructuring of Legacy airfines in both America and Europe,
and the negotiations leading to the recent US-EU Open Skies treaty. A full publication list and
professional biography is available at his website, horanaviation.com. He is a graduate of Wesleyan
University and the Yale University School of Management and is based in Phoenix, Arizona.
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Me Chairman, the United/Continenta! merger and the ongoing airline conenlidation nrocass craatec four
Mr. Chairman, the Uniteg/Continental merger anc the ongoing airnne conseligation proceoss craates tour

major problems for consumers and industry efficiency. | would like to open with a brief overview of these
four problems, {which are fuily documented in my written testimony). The heart of my testimony is that
ali four problems have a common and very simple cause, and | believe a very simple solution.

Problem #1. Consumer Welfare Losses From Anti-Competitive Pricing Power Already $5+ Billion and Rising

M Problem #1 is that the anti-competitive market power created by trans-Atlantic consolidation has
already created consumer welfare losses in excess of $5 billion per year. These consumer welfare
losses will be much worse in a few years—the historical evidence doesn't reflect the recent
consolidation due to ATt grants for United/Continental and American/British Ajrways/tberia. The
evidence is overwhelming and shows that the growth of anti-competitive pricing on the North
Atlantic exactly tracks the movement to extremely high levels of North Atlantic concentration that
started in 2004, with the KLM-Air France merger, continued with the three major ATl cases creating
the current situation where meaningful competition has been eliminated in favor of a permanent
Cartel of three Collusive Alliances. What has developed on the North Atlantic is the exact type of
artificial pricing power that is specifically forbidden by the antitrust laws--extreme concentration
levels, in completely non-contestable markets. There hasn‘t been successful new entry on the North
Atlantic in 23 years, so there is no possibility that future competition could ever discipline the
growing anti-competitive behavior that has been documented
{3 For decades, pricing trends in the domestic and trans-Atlantic markets tracked closely, because

the factors driving market demand and airline efficiency in both markets were virtually
identical. But as exhibit 1 below clearly shows, artificial trans-Atlantic pricing power emerged
after 2004, and ever since Atlantic prices have been rising three times faster than domestic
fares.
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post 2004 Atlantic market power defied normal laws of supply and demand
Domestic fares up due to capacity constaint (seats + 1% fares +15%)
North Atlantic fares up +46% even though seats up +45%

[J  The pricing gap in exhibit 1 actually understates the market power problem; the trans-Atlantic
carriers have developed sufficient pricing power to raise fares despite huge capacity increases
that would depress yields in any competitive market. Despite robust (dot-com era) demand
conditions, North Atlantic prices fell after 1998 in response to 10% capacity growth because
carriers had no artificial pricing power. In the domestic market carriers, recent unit revenue
growth was made possible by strong capacity discipline--fares increased 15% in four years
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because capacity only grew 1%. But North Atlantic carriers have been able to raise prices 46%
in the same period, despite 45% increases in seat capacity.’

{3 Exhibit 1 reflects actual 2008 North Atlantic fares $10-12 billion higher than they would have
been if fares had continued to track domestic fare trends, as they always had when both
markets were fully competitive. A detailed analysis (such as the Clayton Act market power

test required in cases such as these) would need to adjust this raw comparison upward for the
additional market power demonstrated by the industry’s ability to significantly increase prices

in the face of rapid capacity growth, and downward to recognize that fess capacity would be
provided in a lower revenue environment. $5-8 billion is a (conservative) estimate of the true
consumer welfare loss due to anti-competitive pricing after these adjustments. That analysis
would likely find that the greatest 2008 consumer welfare losses were in Continental

European markets where concentration levels and entry barriers are highest.

M Exhibit 2 documents the movement from modest North Atlantic concentration prior to 2004, to the

imminent situation where a permanent Cartel of three Collusive Alliances controls the entire market.

The KLM-Air France merger {announced in 2003 and finalized in 2004) eliminated the strongest
price competitor in European longhaul markets, immediately pushed top 3 concentration levels in
the US-Continental Europe markets from 60-65% to 85%+ and ensured that it would be a
permanent Air France/Lufthansa-controlled duopoly. The US-UK market and the overall North
Atlantic market will reach similar concentration levels once the recent United/Continental and
British Airways/American antitrust immunity grants have been implemented.’.

exhibit 2
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! Data in the graph is US carriers” entity totals from DOT Form 41; passenger revenue data is from schedule P12, segment
passengers from schedule T100. The aggregate US carrier Atlantic unit revenue data shown in the graph should very
closely track aggregate market levels since US flag cartiers serve the identical markets with comparable schedules and
capacity. Capacity growth rates are total (US and non-US) carriers entity seat capacity from DOT Form 41 schedule T100.
See Congressional testimony of Hubert Horan, “The Anti-Competitive Risks of a Defta-Northwest Merger and the Extreme
Consolidation of Intercontinental Airlines”, House Committee on Transportation and infrastructure, 14 May 2008, and
testimony in the “Oneworld™ (British Atrways-American Airlines) ATI case at docket DOT-OST-2008-0252-3394 p.2-3

? The three Collusive Alliances are controlled by Air France/Delta (*Skyteam™), Lufthansa/United (“Star™) and British
Airways/American (“oneworld™). Alliance members with ATI are free to collude on all pricing, capacity and product
decisions. Concentration Jevels based on seat share using DOT Form 41 Schedule T100 data; 2009 shares assumes the
approval of the current application {which was originally scheduled to be concluded during 2009); 2011 shares assumes
other small network airlines based in *‘Open Skies™ countries cannot survive as wholly independent competitors and are
absorbed intp the three large collusive groups. Although it has not been granted immunity, there is no evidence that
USAirways competes aggressively on price with its Star Alliance partners, and the table explicitly assumed that with a 4%
capacity share it would have neither the motivation nor ability to provide such competition, and would eventually be

granted full immunity or merge with another immunized carrier
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M The antitrust issue here is not Collusive Alliances, per se, but the market power needed to sustain
anti-competitive behavior. ATi arants since 2004 have helpad create this market power although
Collusive Alliances produced strong consumer benefits when they were first introduced in the mid
90s. The original Alliances created tangible, readily-measurable pricing and service advantages
across a large range of markets, and consumers received maximum benefit because they were
introduced in a highly robust competitive environment. These incremental gains were fully
exhausted by the late 90s as the inferior interline connecting service that had been supplanted by
the new alliance connections had been driven out of the market, and large increases in nonstop and
online one-stop service supplanted much of the value created by the initial alliance connections.
There are no legitimate independent studies showing any material consumer benefits created by
Collusive Alliances in the last decade’

M Anti-competitive pricing supported by the combination of extreme concentration, cartel conditions
and high entry barriers is the only possible explanation of the pricing shifts shown in exhibit 1.
Neither fuel or GDP shifts nor any other economic factor except artificial market power could
possibly explain multi-biltion dollar shifts in the economics of one market since 2004, but not the
other. Factors such as fuel, exchange rates, and GDP shifts can explain the smailer variances
observed before 2004 {and small portions of subsequent variations), but not the huge, steady post-
2004 shift.

B The critical issues are not the precise estimate of consumer welfare losses in past years, but that the
DOT enthusiastically supported the increase in trans-Atlantic concentration from 40% levels to 90%
levels while ignoring powerful evidence of multi-billion dollar reductions in consumer welfare, and
the risk that the current phase of industry consolidation, including this merger and the fapan AT!
cases are likely to proceed without a rigorous analysis of market power issues.

Problem #2. United/Continentai is Part of a Weli-Pianned, Ongoing Process io Consoiidate Virtualiy Ail
Legacy Network Airlines Into Just Three Competitors That Will Control 80% of US Airline Traffic

W Problem #2 is that United/Continental is part of a well-planned, coordinated, ongoing process to
consolidate the Legacy Network sector so that three competitors control roughly 80% of the US
aviation market. Phase 1 of this process was the North Atlantic consolidation between 2004 and
2010 that areated the growing anti-competitive pricing power and artificially handed exclusive
control of all intercontinental traffic to three companies. In Phase 2 those three companies use that
power to artificially force the other three Legacy airlines out of business. Phase 3 began last year
with the Japan ATI cases that are designed to eliminate competition and give the three Collusive
Alliances control of the trans-Pacific market, and create the same type of multi-billion dollar
consumer pricing impacts already seen on the North Atlantic. United/Continental is key to all three
phases of radical industry consolidation, and cannot evaluated as an isolated event. The central
antitrust issues is not what will happen to prices the day after this merger closes, but whether the
process whereby a Cartel of three "too-big-to-fail” competitors end up with control 80% of the
overall US aviation market and nearly 100% of the trans-Atlantic and trans-Pacific markets is
justified by efficiency gains that clearly offset any competitive detriments.

* The original mid-90s North Atantic Collusive Alliances (KLM-Northwest in 1992, Swissair/Delta in 1995 and
United/Lufthansa in 1997) not only provided offering superior schedules and a wider range of discount fares in thousands
of small connecting markets, but traffic growth stimulated by these lower fares led to capacity growth and further consumer
benefits. For a more detailed discussion of Collusive Alliance economics see Comments of Hubert Horan in the
“Oneworld™ case, 31 January 2010, DOT Docket OST-2008-0252-3389, pp.7-9. based on my experience developing the
original Northwest/K LM alliance network {that has served as the template for all subsequent North Atlantic alliances), and
my subsequent work on Swissair-Sabena-Delta alliance. The DOT documented the schedule and price benefits of the
original 90s alliances in studies conducted in 1999/2000, although they overstated the benefits attributable to antitrust
immunity by including some of the consumer pricing gains stimulated by non-alliance capacity growth. See US Department
of Transportation, Office of the Secretary (1999) “International Aviation Developments: Global Deregulation Takes Off”
and (2000) “Transatlantic Deregulation: The Alliance Network Effect.” But neither DOT nor any other public agency has
conducted similar analysis of the consumer and competitive impacts of immunized airline alliances since 2000.
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3 Each phase was driven by a small set of directly linked transactions, each making the same basic
economic claims. The sequence and timing of applications was fully coordinated by Air France
and Lufthansa on the European side and by Delta and United on the US side. Phase 1
consolidation was driven by the 2004 Air France-KLM merger and the coordinated antitrust
immunity (AT} petitions that increased concentration above 90%. Phase 2 consolidation,
shrinking six domestic Legacy carriers to three, is being driven by the Deita/Northwest merger,
the inevitable follow-on United/Continental application, and whatever deal USAirways is
forced to make. The phase 3 process began last year with the coordinated AT! petitions that
will reduce US-Japan competition by 50%.

Top 3 Concentration rises from  Destroy value of most efficient (2008) 26 independent
47% to 95+% Legacies (NWA, USAirways) competitors, low concentration
13 large competitors (02) Enhance, entrench power of least {future) 3 Alliances control
consolidated into just 3 efficient legacies (Delta, United) entire market

Exhibit 3

{1 The Dormestic and Pacific consolidation that will occur in phases 2 and 3 would not have been
possible without the market power created by the phase 1 Atlantic consolidation. Phase 1 not
only created a growing multi-billion dollar pool of supra-competitive profits, but it created
artificial market power based on the three alliances’ control of ali longhaui connecting traffic
toffrom the North America and Europe. This control of these huge traffic flows allows the
three alliances can block or distort competition since no other longhaul Network airline can
provide meaningful service to North America or Europe uniess they agree to whatever terms
the three alliances might choose to set.”

B The industry consolidation that occurred after 2004 versus is fundamentally different from the
consolidation that occurred prior to 2004, Pre-2004 consolidation was entirely market driven, post
2004 consolidation was strictly the result of large incumbent carriers petitioning DOT and other
government agencies for reduced competition, and the willingness of DOT and those government
agencies to engineer changes to industry structure that free-market competition would have never
created’. Most pre-2004 consolidation was due to smaller carriers with uncompetitive networks
shrinking operations or exiting markets, allowing more efficient carriers with stronger networks to
grow more rapidly. Mergers were very rare, but none had any expectation of producing high
market concentration or pricing power. In contrast, none of the post-2004 consolidation had
anything to do with competitive “market forces” (highly efficient carriers displacing the capacity of

* Carriers from Brazil or China or India or other countries can serve the US and Europe with direct nonstop flights, but this

timits them to a small number of very large gateway markets (New York, Los Angeles, London). Traditionally, these

carriers could serve interior markets via interfine connecting agreements with local network carriers, and heaithy

competition among US and EU network carriers ensured reasonable access to these connecting opportunities. But the

Cartelization of US/EU network carriers creates new market power so that the three alliances can simply refuse to

nterchange connecting passengers (in the hope of driving the foreign carrier out of the market completely) or by imposing
unitive terms for alliance membership or interline agreements.

The one post-2004 exception involving US airlines was the 2005 USAirways-America West combination, which occurred
as part of the court-supervised chapter 11 reorganizations of both carriers, It not only met the longstanding “failing
company” antitrust test. but the chapter 11 context allowed the merger plan to incorporate a much greater magnitude of
efficiency improvements that would be possible with United/Continental or any other non-chapter 11 merger. While
employees and other creditors suffered painful losses, it is likely that both airlines would have liquidated without a merger,
and thus significant employment. service and competition was preserved.
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carriers with higher costs and poorer service). Post-2004 North Atlantic ronsolidation reflects a
totally artificial, governmentally driven process whereby DOT and the EU drove massive changes to
industry structure designed to massively reduce competition on behalf of the interests of a smali
handful of politically powerful companies.

1993: 42% top 3 2002: 47% top 3

2011: 95+%

concentration concentration concentration
Large:(min 2% share) ’ Large:(min 2% share| Luftha‘nsa,hd
KLM Lufthansa TWA KLM/Northwest -
British Air Air France ;7 Ia’gle Lufthansa/United 13 large co!lus“’e
Delta United Americar] 6 fota British Air Air Frg Alliance
SAS Alitalia Swissair t’ans" Arnerican Alitalid . Air F led
Iberia Virgin Abiantic  [swissair/Delta | Atlantic ir France-le
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. Air Canada Aer Lingus
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Post-2004: extreme consolidation
and market cartelization
GOVERNMENT-DRIVEN
STRUCTURAL CHANGE

shakeout of small carriers+
original 90s alliances
MARKET-DRIVEN
COMPETITIVE SHIFTS

exhibit 4

M The consolidation process started and is largely focused on Intercontinental markets because those
markets have always been highly competitively deficient, and because market power is easily
created through the combination of high entry barriers and government market interference.
Exhibit 5 demonstrates that intercontinental competition has been completely stagnant for three
decades, and contrasts the highly non-contestable intercontinental (fonghaul) sector with the highly
dynamic domestic/regional (short/medium-haul) sector®.

All growth in Airline competition 1980-2008 due

exhibit 5
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¢ See “If Consolidation occurs, it would reverse decades of airline history™, Airlines International, January 2009. The graph
includes all airtines operating regularly scheduled passenger services with aircraft of 30 seats or more, and all airlines that
operated more than |5 aircraft of 30 seats or less. Airlines included as domestic/regional carriers operate exclusively on
short/medium haul routes, while any airline operating longhaul aircraft on routes 3000 miles or longer are considered
intercontinental carriers even if they also operate in short/medium haul markets. The graph does not reflect any of the
reduced competition in intercontinental markets due to recent alliance antitrust immaunity grants.
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3 The number of passenger airlines has more than doubled in this period, but 100% of this
industry expansion occurred in the domestic/regional sector, while there has not been any
competitive growth in the intercontinental sector for the past three decades. Over 800
airlines fight over the 45% of giobal aviation revenue earned in domestid/regional markets
while huge entry barriers have limited share the 55% of global aviation revenue earned in
intercontinental markets to a stagnant group of roughly 100 companies.

O Consolidation advocates falsely claim that recent consolidation is a rational response to the
chronic osses caused by “too many airlines”, and the ease by which new entrants can create
excess capacity, when in fact consolidation is only occurring among the intercontinental
carriers, who always enjoyed huge entry barriers, the strongest demand growth, and the least
excess capacity.

W The greatest threat to consumer welfare going forward is the program to cartefize trans-Pacific airline
service that began with the recently opened US-Japan Alliance ATl case, and is designed to create
the same anti-competitive pricing power illustrated in exhibit 1. Pacific market power will be even
easier to develop than it was on the Atlantic because of much greater governmental interference,
and much higher competitive barriers (such as Japanese airport slot limitations). Most Pacific carriers
(including Singapore, Thai, Cathay Pacific, Qantas and JAL) had long resisted North Atlantic-styie
alliance network integration because they felt that the added costs and strategic risks greatly
outweighed the limited connecting revenue benefits. But due to the artificial market power created
by the altiances control of all North American and European longhaul connecting traffic, these
carriers will soon face the choice of accepting full integration on whatever terms the alliances might
offer, or being almost entirely shut out of access to both the huge United States and European
Union markets. Cartelization of the US-Japan market already has the enthusiastic support of both
governments; it serves the DOT's desire to limit international markets to just two or three
competitors, and the Japanese Ministry of Transport sees the pricing power that reddced trans-
Pacific competition would create as critical to the bankruptey restructuring of Japan Air Lines. Once
alt of the US and Asian carriers that had served the Pacific via the Tokyo and Seoul hubs have full
collusive immunity, and competition between the Tokyo and Seoul hubs has been neutralized, then
other carriers serving smaller or less-developed markets will be forced to join the Collusive Alliances

as well,

exhibit 5 Delta Air France LH-led Delta Singapore
Northwest KiLM . Thai
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Problem #3. Domestic Consumers Are Threatened by Weakened, Distorted Competition that Low Cost
Carriers Will Not Address; United/Continental Directly Threatens the independent Survival of USAirways

B Problem #3 is the domestic market power threat. The United/Continental merger will not cause
immediate price increases in the Chicago-Houston market, and the antitrust issues are different
from those already documented in international markets, but broad categories of US consumers are
at risk. Until recently there had been six (or more) competitive Legacy Network Carriers’, each with

7 The national Legacy network carriers are American, United, Delta, Continental, Northwest and USAirways and their
regional airtine partoers; the three national LCCs are Southwest, Airtran and Jetblue. The two largest of the carriers that do
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strong international operations; in fact Legacy Network carriers cannot survive without a strong,
secure source of international traffic. The domestic market power problem was created when the
DOT's ATl decisions granted the three Collusive Alliances excdusive control over the lucrative
intercontinental traffic that is the heart of Legacy Network business model. When the DOT gave
three Legacy companies exclusive control over this international traffic, they issued a de facto death
warrant for Legacy companies #4, 5 and 6. The Delta/Northwest merger eliminated competitor #4,
the current merger will eliminate competitor #5, and is designed to cripple or kill USAirways, carrier
#6. The artificial competitive distortions that will cause harm in the marketplace fall into four major
categories
1. Distortions already caused by the artificial destruction of corporate value of Northwest, and
the threat to the corporate value of USAirways created by this merger. Although USAirways
is the most efficient Legacy carrier, it has no hope of independent survival, solely due to
DOT actions designed to help Delta and United. The destruction of competitors and forced
mergers where companies can be acquired for pennies on the doflar are market power
abuses every bit as serious as cartel pricing behavior.
Distortions caused by consolidation of the 82% of the domestic market currentiy served by
Legacy Network Carriers from six to three carriers, that will primarily occur in the form of
oligopoly service reductions in smaller cities, and will not be addressed or mitigated by Low
Cost Airline {(LCC) expansion
3. Further risks that the consequent impacts of this merger on USAirways and American don’t
just shrink the Legacy sector from six to three, but produce a highly imbalanced situation
with only two-and-a-half, and eventually only two companies controlling the Legacy 80% of
the overall market
4. Distortions in the large city markets where direct Legacy-1.CC competition remains, where
the Legacy carriers will be able to cross-subsidize competition against the much more
efficient LCCs using supra-competitive gains from international markets

[N

B Domestic consumers and investors have aiready suffered as a result of reduced competition due to
this artificial alliance market power. Regulatory approval of the Air France-KLM merger destroyed
Northwest Airlines’ corporate viability, even though Northwest was one of the lowest cost Legacy
carriers and operated highly competitive hubs in Minneapolis and Detroit. That merger meant the
end of its alliance with KLM, which rendered Northwest's highly profitable North Atlantic
operations unsustainable, effectively destroying Northwest's going-concern value. Those regulatory
actions also gave Deita {Air France's exclusive US alliance partner) market power over Northwest's
future access to North Atlantic, market power that it exercised by dictating punitive terms for
Northwest's subsequent merger into Delta, where Northwest's shareholders were paid nothing for
all of Northwest's physical, network and brand assets®. Northwest was a much more efficient airline
than Delta, but Delta survived while Northwest's corporate value was totally destroyed because
Deita had artificial market power thanks to its contro} of the Air France alliance "franchise position”,
and because DOT had ignored these competitive risks when it approved the Skyteam AT deals that
had created this market power.

B United/Continental similarly threatens the viability of USAirways, the most efficient of the six Legacy
carriers. USAirways' survival depends the large North Atlantic revenue base that depends on
connections with Star Alliance’s European members, Despite public claims that status quo

not operale national networks (Alaska/Horizon and Hawaiian) also follow the “Legacy Network™ business model. Any
competitive analysis must consider the Legacy regional carriers (such as ASA, American Eagle and Air Wisconsin) as
integral parts of the “mainline™ Legacy carriers, and none of these regional airline companies could survive independently
of the Legacy companies. Intercontinental traffic is critical to legacy carriers as this is the one market where they have
significant competitive advantage and LCCs like Southwest and Ainran cannot compete. Legacy Network carriers also
serve the vast majority of cross-border North American traffic {Canada/Mexico/Caribbean) as their hub networks and
marketing infrastructure gives them advaniages that the LCCs have been unable to match. No Legacy Network airline could
survive as a predominately domestic carrier as they could not compete with the large cost advantage of the LCCs or the
revenue advantage Legacy carriers with large iniernational networks would have

¥ The Delta-Northwest merger was structured as a stock swap; Northwest shareholders got Delta stock equivalent in value
to the Northwest's cash and liquid assets, thus Delta paid nothing for Northwest's routes, brand equity. hub networks.
computer systems or other non-lquid assets.
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arrangements are secure, United/Continental has every motivation to cripple or destroy USAlrways’

current Star Alliance position, because any trans-Atlantic traffic USAirways carries over Philadelphia

directly reduces United/Continental revenue over Newark and Washington,” and reduces the
network synergies used to justify the UA/CO combination. Since USAirways does not have a secure
international traffic base, and no longer provides unique value to the Star Alliance network, it has
no hope of independent survival. USAirways entered merger negotiations with United because it
fully recognized its vulnerability; United exercised its alliance market power by pitting USAirways
and Continental in a bidding war against each other, and getting Continental to agree to a merger
that it had said for many years that it didn’t want.

[0 USAirways’ corporate value has thus been seriously compromised (if not destroyed) by DOT's
actions giving United control over the Star Alliance US traffic base. The inevitable loss of
USAirways' Star Alliance traffic does not mean that it would immediately collapse and shut
down, but that {like Northwest) its corporate value would be now limited to whatever United,
American or Delta are willing to offer, which might be extremely limited given USAirways
weak bargaining position and the problematic nature of all three options. The trans-Atlantic
network advantages of an American/USAirways merger would not be large enough to offset
major integration obstacles and American’s much weaker cost structure. Merger with United
or Detta would likely require liquidation of significant USAirways capacity given the larger
network redundancy. USAirways is only at risk because DOT ignored the risk that the Star AT}
deals they approved could be used to destroy viable competitors. Under healthy competitive
market conditions, there was no possibility that Delta and United could have driven more
efficient carriers such as Northwest and USAirways out of business, or forced them to accept
highly unfavorable merger terms.

1 A full merger of USAirways with United/Continental would allow all current Star Alliance links
to remain in place, but would be one of the most anti-competitive scenarios imaginable. it
would give United an overwhelming advantage in the North Atlantic market since it would
control of the three strongest North Atlantic hubs in the Eastern US (Newark, Philadelphia
and Washington Dulles). Over half of all trans-Atlantic traffic originates in this region’ and
neither of the other two alliances have profitable, competitive hubs anywhere north of
Atlanta (Deita) or east of Detroit and Chicago (Delta and American). This would also allow
United to control the combined Washington National/Dulles markets.

M legacy Network Airfines currently provide 82% of all capacity in the US aviation market; the forced
consolidation of domestic Legacy carriers due to the DOT's ATI decisions simply means that three
companies will control this 82% of the US aviation market instead of six carriers. This reduced
competition will not mitigated by Low Cost Carrier expansion. Some modest LCC growth is
possible—from today’s 18% market share to perhaps 20-21% but growth to 25% or more would
require more dramatic industry shifts than have ever occurred before. More importantly for
consumers, these small shifts would have almost no impact on price competition, as LCC expansion
would only occur in the high volume markets where LCCs already compete. Legacy competitive
behavior will always be limited in these markets that LCCs can readily contest. The risks to
consumers are in the 50-60% of the domestic market where £CCs do not meaningfully compete, and
will never meaningfully compete—most shorthaul transborder markets, most markets at slot
constrained airports and Legacy hub cities (LaGuardia, Newark, Dallas-Ft. Worth, Philadelphia,
Minneapolis-St. Paul, etc.) and thousands of smaller volume/smaller city markets. The question is

? Lufthansa brought USAirways into the Star Alliance and acquired an equity position in JetBlue during United's
bankruptcy. as insurance against the possibility of a major United downsizing, and to add incremental Eastern US feed that
United could not provide. The United risk no longer exists, and Continental renders the USAirways/jetblue feed role
completely redundant. Jetblue has already shifted North Atfantic alliance cooperation from Lufthansa to American.

' News that USAirways role in Star Alliance was being minimized or terminated would undoubtedly cause a major
collapse in its stock price. A weakened USAirways would quickly become unsustainable because they would rapidly face a
farger unit revenue gap (less international and corporate traffic) and a shrinking cost advantage (due to scale effects). The
status quo is also untenable because USAirways is the only Star trans-Atlantic partner without AT, USAirways currently
camns lower unit revenues than other Legacy carriers (due to less international and very high yield domestic business traffic)
but remains competitive because they also have lower unit costs than other Legacy carriers.

' In a recent note Bob McAdoo of Avondale Partners noted that “over half the U.S. traffic 1o Evrope is still originating in
the eastern 1/3 of the U.S., in an area generally north of the Carolinas and east of Michigan™.
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1 1tal zre merging in the expectation that the elimination of Northwest,

us, irways an other competitors will create increased domesnc market power over the next 3-5

vears in the 50-60% of the domestic market where LCCs do not compets, just as it took 3-5 years

from the beginning of radical North Atlantic consolidation for multi-billion dollar consumer welfare
losses to develop.

3 Appendix A describes the current and historical Legacy/LCC breakdown of the US aviation
market. Share shift from Legacy to LCCs has slowed to almost zero since 2007, as the cost
advantage that fueled price competition in the past has diminished significantly. Rapid LCC
growth has only occurred during periods of major bankruptcy-driven capacity retrenchment,
or when Legacy carriers have abandoned hubs in major markets (Baltimore, Nashville,
Milwaukee) well suited to the LCC business model. Neither situation is likely to occur in the
near future, and all of the three large LCCs have adopted very slow/zero growth strategies.

W The greatest risk to consumers from reduced domestic competition is the likelihood of oligopoly
service reductions in the thousands of smaller cities where LCCs will never have a significant
presence. Some service reductions would occur in these markets even under highly competitive
conditions, since not all of today's capacity can be financially justified. The danger is supra-
competitive service cuts in these markets, as the three carrier Cartel terminates all air service at
many cities and attempts to drive fares and yields as high as possible in the remaining regional cities,
This oligopoly behavior would place huge burdens on these communities, and the local businesses
that depend on airline service”.

M| Consolidation will also weaken the direct Legacy-LCC competition that remains, although LCC price
competition will never be completely neutralized. At Atlanta, Delta can use supra-competitive
international revenues to cross-subsidize competition against Alirtran, which is a much more
efficient provider of domestic service. The Legacy carriers could subsidize below market corporate
travet programs to capture traffic that LCCs and other smaller carriers could serve more efficiently,

and then raise prices once those smaller carriers are forced to reduce service.

M These domestic competitive problems will become even worse if USAirways and American are unable
to merge and successfully compete with United and Delta, although it is difficult to imagine a
successful merger given American’s current cost competitiveness problems. Under any other
scenario competition between the surviving Legacy carriers would be imbalanced and unstable, so
only two {or two-and-a-half) carriers were competing for the Legacy 80% of the US market. Since
Delta and United would enjoy both size/scope advantages and much greater supra-competitive
international profits, they would be able to steadily weaken American’s ability to compete.

Problem #4. Mergers such as UA/CO and DUNW Cannot Be Justified on Efficiency/Synergy Grounds and are
Strictly Motivated by the Potential for increased Anti-Competitive Market Power

W Problem #4 is that Mergers such as UA/CO and DI/NW cannot be justified on efficiency/synergy
grounds and are strictly motivated by the potential for increased anti-competitive market power.
No previous merger between large airlines (outside of bankruptcy) has ever produced a material
reduction in unit operating costs and no previous merger between large airlines has ever produced
large enough overall synergies 1o justify the enormous acguisition and implermnentation risks, and
the vast majority of US airline mergers since deregulation have been dismal financial failures. There
is no evidence that the Delta/Northwest merger produced the multi-billion dollar efficiency benefits
claimed at the time. There is no broad-based merger movement in aviation because these synergies
do not exist, and megamergers make no sense unless they can establish anti-competitive market

"2 This concern about future Legacy oligopoly behavior in these smaller cities was echoed by former American Airlines
CEO Robert Crandall: “It is beyond me why a network carrier that does not need feed for an international network would
operate service to smaller destinations that will not support fares high enough to make the feeder flights profitable in their
own right. Across time, if consolidation continues, the network guys will simply withdraw from more small cities. Then
where will we be? Consolidation will doubtless go on. but | am dead sure we will be sorry in the long run™ See National
Journal Transportation Expert Blogs “Should United and Continental Be Allowed to Merge?". May. 17, 2010
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power. Absent compelling evidence that United/Continental will generate massive efficiencies that

no prior merger has been able to achieve, the only rational explanations for the merger are the

pursuit of anti-competitive pricing power in international markets, the expectation that they could
cripple or kil USAirways and establish oligopoly power in large portions of the domestic market.

[1  All of these past mergers are listed in Appendix B; the rare successful mergers were either
involved bankruptcy financial restructuring (such as America West-USAirways), hub
consolidation immediately following deregulation (such as TWA-Ozark and Northwest-
Republic), fixing network inefficiencies that had been mandated by the CAB, or involved the
acquisition of very small, easy to integrate carriers (Southwest-Muse, Southwest-Morris).

[0 this merger could be justified by efficiencies absent market power, it would have been
pursued years ago when the cost and network synergies would have been even greater;
Continental refused merger overtures for many years because the conditions for anti-
competitive market power were not ripe, but is pursuing this merger today, because
conditions supporting artificial market power are now secure,

M The claim that the UA/CO merger is needed to “solve the industry’s financial problems” is false and
completely inappropriate in any antitrust context. United and Continental are not proposing this
merger out of an altruistic desire to help improve the profitability of other airlines. The industry
does have financial problems, but those problems will not be solved by suspending the antitrust
laws so that mediocre airlines clinging to obsolete business strategies can exercise artificial market
power at the expense of consumers and more efficiently run airlines. This merger is designed to
artificially transfer wealth from the more efficient to the less efficient, and that will actually make
the industry’s long-term problems even worse.

MW This merger will not produce any material reductions in unit costs, and United’s own public
statements acknowledge that the merger will not reduce its cost disadvantage versus LCCs or the
more efficient Legacy competitors. Mergers between airlines as large as United and Continental
cannot exploit scale economies as these carriers already have extremely low overhead rates due
their already huge scale and years of draconian cost cutting. Any merger between network airlines
will produce modest connecting revenue gains, but without major growth or hub development,
significant, sustainable revenue synergies are impossible. Most importantly, potential long-range
synergies will be dwarfed by the up-front, multi-billion negative cash flow impacts of combining the
two companies maintenance programs, {T systems, and other work processes.

71 United’ immediate press release claims were that the UA/CO merger would achieve net savings
equal to only sixth-tenths of one percent of current operating expenses; actual savings would
most likely be negative since the multi-billion dollar costs of systems/airport/fleet/employee
integration would be huge, absolutely certain, and would be incurred immediately following
merger approval, while most offsetting synergies woutd be far less certain, and would only be
realized well into the future. United's PR cost synergy claims were not based on detailed
operational analysis and could have easily been inflated by savings that could have been
achieved without merging

{3 The same press release predicted annual revenue increases of $800 million (2.5% of current
revenue levels) indefinitely into the future even though the merger will not lead to capacity
growth and any revenue from new routes is merely replacing revenue from cancelled routes.
The claimed increases are merely zero-sum shifts from other airlines that do nothing to
improve overall industry efficiency, and these gains will not be maintained indefinitely since
competitors will rapidly respond to new network challenges. United/Continental’s revenue
synergy claims were publicly question by Don Carty, who as CEO of American Airlines was
responsible for the unsuccessful American-TWA merger in 2001, "Revenue is a zero sum game.
You can't count on revenue synergies because implicitly you are taking revenues from
someone and they will have a strategy to take them back.””

{1 The efficiency/synergy claims made in support of the Delta/Northwest merger were never
independently scrutinized by any objective outsiders, and Delta’s financial performance in the
two years since the merger does not support the claim of huge merger efficiencies

BSec Jeremy Lemer, “Airlines try to get merger off the ground™ Financial Times. 28 May 2010.
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[0 As with every other carriar, a sizeable portion of both United and Continental’s fleet and
network is fundamentally unprofitable, part of what is commonly referred to as the industry’s
“excess capacity” probiem. The merger wili not make these unprofitable assets profitabie,
since it will not materially reduce unit operating costs. Contrary to claims made by many
financial analysts, the merger will not improve profitability by eliminating these unprofitable
assets. Such capacity cuts could improve unit revenues by strengthening supply/demand
relationships that depress industry-wide yields, but United and Continental management
have explicitly ruled out such merger-driven capacity cuts.

The Root Cause of Alf of the Growing Consumer Welfare Losses is the DOT's Wiliful Refusal to Enforce
Longstanding Antitrust Law and its Nullification of Verifiable, Factual Evidentiary Standards

M Fuill enforcement of the antitrust laws is not only central to liberal, free-market airline competition
but the Airline Deregulation Act specifically intended that airlines have the same exposure to
antitrust laws as every other unregulated industry™. But free market competition would not have
created the billions in anti-competitive consumer welfare losses documented here if the antitrust
laws had been enforced. Free market competition would not have created the market power to
wipe out competition and destroy the corporate value of Northwest and USAirways if the antitrust
laws were being enforced. Free markets with antitrust enforcement would not have produced the
sudden post-2004 shift from robust trans-Atlantic competition with 47% concentration to a
permanent Collusive Alliance Cartef with over 90% concentration, and would not have created the
current process to eliminate trans-Pacific competition and 1o give three (or fewer) companies
control of 80% of the entire US aviation market. The single root cause of these anti-free market
changes is the DOT's wiltful refusal to obey or enforce longstanding antitrust law. Antitrust law is
not a barrier to any airline consolidation proposals that can demonstrate public benefits (such as
efficiency gains, service expansion or lower prices) and that do not create or enhance artificial
market power. The industry consolidation since 2004 completely fails to meet these consumer
welfare/industry efficiency based standards. The DOT’s failure to obey the antitrust laws means
airline competition is no longer being determined by consumers and investors in the marketplace in
accordance with the Airline Deregulation Act, it is being determined by bureaucrats in the
Department of Transportation at the behest of politically powerful incumbent companies.

M The DOT refused to conduct the legally required Clayton Act market power test in any ATl case. The
DOT has not only willfully ignored the evidence of the growing anti-competitive pricing problem
documented here, but they failed to collect any evidence whatsoever pertaining to pricing, entry
barriers or market contestability””. The DOT simply made the false assertion that the North Atlantic
was a fully contestable market, even though there has not been successful new entry in 23 years.

W Every DOT ATi decision is based on completely fraudulent public benefits evidence, directly violating
the Horizontal Merger Guidelines requirement that applicants must demonstrate public benefits on
the basis of verifiable, case-specific evidence that is neither vague or speculative. The public
benefits findings in each case rely on the completely false claim that eliminating competition via AT}
automatically reduces prices 15-25% in certain markets regardless of market or competitive
conditions”. The DOT has actually established this “prices always fall when competition is reduced”

™ “In enacting the Airline Deregulation Act, Congress directed that control of the air transportation system be returned to
the marketplace. We have consistently held that a part of the return to market contro! is exposure of participants to the
antitrust Jaws, as that exposure exists in unregulated industries™ Competitive Marketing of Air Transportation, Order 82-5-
106,99 CAB [, 131

'* With the narrow exception of entry barriers on four Heathrow nonstop routes in the Oneworld case. an issue that is
irrelevant to the market power issues discussed here.

*® This claim, known as “double marginalization™ is entirely based on a paper by a United Airlines consultant, based on
market data that is over ten years old. There is nothing in the paper (or any other analysis) supporting the public benefits
findings DOT actually made in any ATI case. The applicants in the Oneworld case claimed that AT would generate $137
million in annval public benefits; $92 million of their claim is solely based on the DOT's “rule” that reductions in
competition via AT] automatically reduce fares in any and all cases, regardless of market and competitive conditions. For a
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claim as an established rule, so that future AT applicants do not have to provide any objective

evidence showing that its customers will actually receive price cuts. In the BA-AA case DOT rejected

the evidence of rapidly increasing prices in alliance markets shown in exhibit 1 solely on the
grounds that its since its rule “proves” that alliance immunity always reduces prices it is not
required to consider pricing evidence that contradicts its rule. The applications in the Japan ATl case
present no evidence about public benefits in the US-Japan market whatsoever, but merely assert
that their applications must be approved because of the DOT rule that prices fall whenever
competition is reduced.

[ The DOT also violated the Horizontal Merger Guidelines by using non-public benefits to satisfy
public benefits requirements, in particular, claims of benefits that the applicants or some of
its customers might enjoy, without any evidence that consurmers in general, or the industry in
general will be any better off.

M All previous cases ignored consequential downstream events and the overall consolidation process, in
order to misrepresent the actual market power issues. Earlier cases only considered market shares
the day after imptementation and ignored the near-certainty that consolidation would spur further
consolidation, even ignoring cases that had already been filed, or the industry-wide public
statements about the need for further consolidation. Even though every case made directly
comparable economic claims, DOT evaluated later cases without making any effort to see whether
the claims from earlier cases had actually been realized. At no point in any ATl case did DOT ever
consider the market concentration impacts of the overall consolidation process, such as those shown
in exhibit 2.

M DOT's AT! decisions are based on the wholly unsubstantiated assertion that airline consumers are fully
protected as long as there are two or three competitors. The major airlines believe this is now an
established DOT “rule;”one of the US-Japan ATI petitioners explicitly states “The Department has
found that as long as two or more nonstop competitors will remain in a city-pair following a grant
of ATI, there is no risk of a substantial reduction in competition”"". This claim is not based on any
objective analysis of actual airline competition and falsely assumes that the Legacy business model,
based on the economics of a complex network of low volume connecting routes across hubs, has
the same competitive characteristics of isolated large volume point-to-point nonstop markets.

M The DOT's nullification of factual evidence-based antitrust enforcement has created an irreconcilable
split between the DOT and DOJ. Both agencies play a role in airline antitrust enforcement, but their
basic approach to antitrust jurisprudence are nearly 180 degrees apart, and are not amenable to
compromise. This conflict surfaced publicly during the United/Continental ATI case last year when
the DO filed detailed comments demonstrating that the DOT had not only failed to meet the
Horizontal Merger Guidelines requirement for verifiable, case-specific evidence, but the DOT had
done nothing more than "copy/paste” the applicant’s unsubstantiated public benefits claims. The
DOT's Final Order completely rejected all of the DOJ's evidentiary objections out of hand, and
affirmed DOT's nullification of antitrust standards based on verifiable factual evidence. The DOJ
position was based on the view that the law required a neutral judge to weigh case-specific
evidence against the consumer welfare and industry efficiency standards of antitrust law, and that
antitrust regulators do not have the legal authority to use merger cases as the basis for
reengineering overall industry structure. The DOT argued that DOJ was interfering with their
prerogative to base antitrust decisions on their desire to reengineering airline competition in favor
of 2-3 politically powerful companies.”™ These are basic black-and-white questions that the
Committee and Congress must resolve before the antitrust review of this merger can proceed.

more detailed discussion of the DOT’s fraudulent regulatory use of the “double marginalization™ claim see Oneworld ATI
testimony at docket DOT-0ST-2008-0252-3389 pp.3-19.

' Joint Response of American Airlines and Japan Air Lines to Order 2010-4-9, DOT-OST-2010-0059-020. p. 4, citing the
DOT’s Skyteam ATI final decision.

® See Comments of the Department of Justice on the Show Cause Order (Public Version), 26 June 2009, Docket DOT-
OST-2008-0234-0239 and the DOT Final Order Docket DOT-OST-2008-0234-0253, 10 July 2009. For an overview of the
ensuing inferagency dispute see Stephen Labaton. “Antitrust Chief Hits Resistance in Crackdown™, New York Times, july
26, 2009. For a detailed explanation of the DOT’s “policy advocate™ approach see Dean, Warren. L. aad Shane, Jeffrey N
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M The DOT has clearly signaled that they have no intention of enforcing the law in the upcoming US-
japan ATi case, and pians to rubber-stamp the two alliances’ request to massively reduce trans-
Pacific competition. North Atlantic carriers have had some form of ATl since 1992; the recent North
Atlantic consolidation cases have been active since 2004, and the BA-AA case has been pending for
20 months. Yet the DOT agreed to complete its review of the two new Japan ATl cases by
September, even though these markets are subject to huge governmental interference and have
much greater competitive deficiencies than any transatiantic market, DOT has never conducted a
major transpacific competitive analysis, and the cases will be subject to huge uncertainty due to
Japan Air Lines’ bankruptey reorganization and political instability within Japan. One must assume
that DOT has no intention of conducting legitimate market power or public benefits analysis, since
it would be impossible to conduct any analysis using evidence that met Clayton Act and Horizontal
Merger Guidelines standards within this unrealistic deadline.

[J The Japanese bilateral treaty and the Japan ATl cases are explicitly designed to weaken US
carrier competitive positions and force consumers to pay high prices in order to protect the
incumbent Japanese carriers, two of the highest cost carriers in the world. Under healthy
competitive conditions US carriers {who are much more efficient) would have a much larger
share of the US-Japan market and Japan Air Lines would most likely be forced to liquidate.

[ The DOT sees "antitrust enforcement” as an inseparable part of its "bilateral treaty
negotiation” role; thus having negotiated a new Japanese bilateral treaty that promised the
Japanese a massive reduction in market competition needed to protect Japan Alr Lines from
market forces, it plans to violate all existing antitrust requirements and rubber-stamp the
lapan ATl applications as part of the process of “honoring” its treaty commitment. But the
DOT's "bilateral treaty negotiation” role is primarily responsive 1o the narrow interests of the
big incumbent carriers and protectionist foreign governments, just as it was in the days of Pan
Am and BOAC. By making antitrust enforcement a secondary adjunct of treaty negotiation,
the DOT is explicitly making consumer welfare and overall industry efficiency a secondary
adjunct to the short-term interests of a small number of private companies.

M While it has had only a limited role in the consolidation that has occurred to date, and certainly has a
stronger appreciation of the consumer welfare/industry efficiency objectives of antitrust law, the
DOJ's past track record does not inspire confidence that its upcoming United/Continental review
will fully address these competitive issues.

{7 While the DOJ correctly objected to the DOT's willful refusal to decide the United/Continental
ATl case in accordance with the law, it has taken no substantive actions since then to deal
with the DOT's adamant rejection of Horizontal Merger Guidelines based evidentiary
standards

{1 The DOJ's Delta/Northwest merger review was not based on a serious review or understanding
of the industry and market economics critical to the case. DOJ failed to meaningfuily
scrutinize the synergyfefficiency claims, failed to evaluate any of the market power issues that
had destroyed Northwest's corporate value, failed to consider the merger in the context of
the ongoing industry consolidation process, failed to consider likely follow-on impacts (such
as this case), and its focus on competition in large nonstop O&Ds was not appropriate for
hub-based economics of the Legacy Network business model.

Congress Cannot Allow United/Continental, Japan AT} and Industry Consolidation To Proceed Without
Clearly Rejecting the DOT's Nullification of Longstanding Antitrust Law and Evidentiary Requirements

M The Committee and Congress must ensure that the United/Continental review and all future airline
antitrust cases are based on verifiable, factual, case-specific evidentiary standards consistent with

(2010), ~Alliances, tmmunity and the Furure of Aviation™, Air and Space Lawyer. v22 nd p.1. Although Dean and Shane
are highly supportive of the DOT’s “policy based™ airline antitrust jurisprudence. their paper offers no post-1999 evidence
that the public or the industry have benefited from this approach. The DOT “policies” that Dean and Shane support are not
based on any published analysis, and are not explained in any publicly disclosed policy papers,
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the Horizontal Merger Guidelines and reject the DOT's use of non-factual, non-evidentiary “rules”
to eliminate the need to evaluate the actual market power and public benefits impacts of
consolidation. The Committee and Congress must ensure that all future merger and AT1 cases are
based on the actual market power and public benefits impacts of individual transactions based on
US law, and that applications are not evaluated in terms of agreements negotiated with foreign
governments, or DOT desires to reengineer a different industry structure than free market
competition would produce. The Committee and Congress must either align DOT and DOJ antitrust
jurisprudence under a consistent approach using verifiable case-specific evidence or reallocate
airline antitrust review responsibilities between the agencies.

B The Committee must ensure that the United/Continental review considers ali consequent downstream
impacts, based on all of the factors shaping the economics of industry competition. These should
include risks to USAirways international revenue base, corporate value and independent survival;
the possibility of a consequent USAirways/American merger giving three companies control of 80%
of the US aviation market; mergers between a highly weakened/downsized USAirways and either
United or Delta (producing much more imbalanced competition between the three surviving Legacy
carriers); the risks of oligopoly service cuts in smaller cities where LCCs do not compete, and
whether Legacy consolidation would undermine price competition with LCCs, or stimulate increased
competition from LCCs

W The Committee must ensure that the United/Continental review includes a rigorous independent
review of all efficiency/synergy claims, based on evidence of the actual efficiency/synergy gains
achieved by Delta/Northwest and other prior mergers. The Committee must ensure that the
United/Continental market power review is based on the actual economics of the internationally
focused Legacy Network business model, and considers the market power impacts of the three
ailiances control of North American and European longhaul connecting traffic.

M The Committee and Congress must ensure that the DOT does not rubber-stamp the Japan AT!
applications based on fraudulent, non-evidentiary claims of network synergies and price reductions,
must ensure that the DOT is not limited by an September deadline and takes whatever time is
required to conduct a review consistent with Horizontal Merger Guideline standards, and must
ensure that its decisions do not reduce consumer welfare or reduce the competitiveness of US
carriers in order to subsidize or protect Japan Air Lines.

M The Committee and Congress must ensure that DOT initiates rigorous economic analysis of the actual
consumer and industry efficiency impacts of the North Atlantic consolidation that has occurred since
it last analyzed the impact of immunized alliances in 1959/2000.
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Annendix A—Consolidation would give three comnanies control aver 80% of the US aviation market:
Low Cost Carriers are unlikely to ever serve more than 20% of the total market (or 30% of the purely

domaestic market) and they will never compete in Regional or Intercontinental markets

W Legacy Network Airlines currently provide 82% of all capacity (ASMs) in the US aviation market and
77% of all capacity in purely domestic markets. Low Cost Airlines currently provide 18% of total
capacity and 23% of domestic capacity. The LCC share of industry capacity increased modestly untit
2007 but has been flat in the last three years.”

[ 77% of industry ASMs serve domestic markets; 23% serve international markets; 55% of the
capacity in international markets is operated by US flag carriers, 45% by foreign carriers

100%
0%
80%
70%
60% | N
50% | aLecs
40% T . T
30% - OForeign. .
% | i
0% { Diegacy
10% i
0w oo
Total Domestic -
exhibits 6,7
50% ¢
a4
w% T e LCCHTOT - LCCHDOM
35% ¢
30% - .
; ,.,-.W
5% _
0%
1996 1997 1998 1999 2006 2001 2002 2003 2004 2005 2006 2007 2008 2009

M Legacy Network carriers will continue to control 75% or more of the US aviation market for the
foreseeable future; further increases in LCC share are possible, but are likely to be modest

[J Legacy carriers will continue to completely dominate Intercontinental markets {where they
have insurmountable competitive advantage) and have an overwhelmingly strong share of
shorthaul international markets (Canada, Mexico, Caribbean)

0 Legacy carriers will continue to dominate domestic markets served by the highly efficient
megahubs (Chicago, Atlanta, Dallas-Ft. Worth, Newark, etc), and will completely control low
volume domestic O&D markets served via regional aircraft, where LCCs are uncompetitive

[0 Larger share shifts from Legacy to LCC carriers are not impossible, but would require the types
of major Legacy capacity cuts that occurred after multiple bankruptcies in the 2002-05 period

M| Airline consalidation would give three competitors control over the vast majority of this huge market;
meaningful price competition would be limited to high volume O&Ds where LCCs have already
established a strong market presence. There is no possibility that LCC competition would discipline
anti-competitive behavior in international markets, regional airline markets or most megahub
markets.

'* DOT Form 41 Schedule T-1 and T100 data. 2009 data is year ending November.



233

Horan, Anti-Competitive Impacts of United/Continental and Aviation Consolidation, Draft 8 June 2010 17

Appendix B--No Large US Airline Merger Has Ever Been Economically Justified by Cost Efficiencies or
Network Synergies and Almost All Mergers Since Deregulation Have Been Dismal Financial Failures

There were 18 mergers of major airlines in the years between deregulation and the 2008 Delta/Northwest
merger. In almost every case, airline mergers failed to generate positive returns for shareholders, which is
to say profit improvements {above and beyond what the carriers would have earned absent the merger)
that fully justified the financial costs and implementation risks. Mergers that cannot earn positive returns
for shareholders cannot possibly justify the risks (from reduced competition) imposed on consumers.

All ten of the “Synergy/Scope” mergers that had been justified on the basis of scale economies and
revenue synergies from combining existing networks, were complete economic failures. In many cases the
acquired network was quickly liquidated andfor the merged carrier went bankrupt.

Mergers such as Delta/Northwest and United/Continental have none of the characteristics of the four
successful cases. The recent USAirways/America West merger justified its costs and risks because it occurred
as part of a Chapter 11 bankruptcy restructuring, which allowed asset shifts that are impossible in non-
bankruptcy cases. The 1994 Morris merger allowed Southwest to acquire a very small set of aircraft and
routes that were very easily integrated into Southwest’s network and operation. And two mergers in the
mid 80s, TWA-Ozark and Northwest-Republic, led to the integration of operations at large hubs (Detroit,
Minneapolis and St. Louis) that had been artificially segregated by CAB route requlations.

Exhibit 9
Large Airline Mergers ategory P’Nere merger acquisition and implementation costs
ully justified by improved profitability?
80: Pan Am/National Post Deregulation JFAILURE-—NA network largely liquidated
'82: Texas Intl/Continental [Post Dereguiation FAILURE—carrier quickly went bankrupt
'85: Southwest/Muse Small Acquisition [FAILURE —MC assets quickly liquidated
]85: People Exp/Frontier  [Synergy/Scope FAHLURE-— carrier quickly went bankrupt
[86: TWA/Ozark Post Deregulation IProfitable—Restructured STL into a competitive hub
!86: Northwest/Republic Post Deregulation Profitable—Restructured DTW/MSP into competitive hubs
[86: Armerican/Aircal Synergy/Scope FAILURE—OC network totally liquidated
l87: Continental/PE/NY/FL.  [Synergy/Scope FAILURE—carrier soon bankrupt, FUNY networks liquidated
[87: Delta/Western Synergy/Scope FAHURE—WA network largely liquidated
[87: Continental/Eastern  [Synergy/Scope IFAILURE—CO soon bankrupt, EA network liquidated
}88: USAIr/PSA ISynergy/Scope FAILURE—PS network largely liquidated
188 USAir/Piedmont Synergy/Scope [FAILURE—US soon bankrupt, Pl partially liquidated
94: Southwest/Morris Small Acquisition  [Profitable—easy fit with SWA network/operations
199: American/Reno ISynergy/Scope FAILURE—QQ network largely liquidated
00: American/TWA ynergy/Scope EAILURE-TW network largely liquidated
00: United/USAIr {plan) Synergy/Scope FAILURE—both carriers went quickly bankrupt
05: America West/USAir  {Chapter 11 reorg  [Profitable—helped avert liquidation, but profits still weak
07: Northwest/Midwest  Small Acquisition [FAILURE--YX soon bankrupt, NW had massively overpaid

Note: 2000 United/USAir merger reached regulatory review process but was never implemented
All Canadian airline mergers during this time frame were also failures
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Hearing on
The Proposed United-Continental Merger: Possible Effects for Consumers and the Industry
2167 Rayburn House Office Building

June 16, 2010

Good morning Chairman Costello and Members of the Subcommuttee. Thank you for the
invitation to testify on the proposed merger of United Airlines and Continental Airlines.

The proposed merger is a matter of immeunse importance to both my constituents in
Cleveland and to the nation as a whole. The post-merger United Airlines (the “New United”),
with projected revenues approaching $30 billion, would be the world’s largest airline measured
in terms of carrying capacity and volume of passenger traffic. [n hindsight, it is easy to sec that
the merger is a culmination of Continental’s efforts over the past two years to integrate its
operations with those of United. But a year ago, Continental was insisting that it did not need to
merge. Rather, the company pursued antitrust immunity to join United in a marketing alliance
and a joint venture. Over the strenuous objections of the Department of Justice (“DOJ™),
Continental received antitrust immunity.

Now they are back, pursuing the merger they said last year was not necessary, When,
last month, the merger was announced, and at the request of the Mayor of Cleveland, [ directed
staff of the Domestic Policy Subcommittee of the House Oversight and Government Reform
Committee, which [ chair, to investigate the legal and policy implications of the proposed
merger. In addition to the significant antitrust concerns that | will discuss below, we have found
the troubling possibility that Continental may not have been completely forthright with Congress
and regulators with respect to its marketing alliance and joint venture last year or the proposed
merger before us today. Adequate enforcement of the nation’s antitrust laws depends, in part, on
the veracity of Continental’s representations. Our preliminary findings were sufficiently
concerning to warrant an expansion of our probe. Yesterday. [ sent a document request to
Continental. The request is directly relevant to significant concerns produced by the inquiry (and
discussed below) regarding the legality of the proposed merger under section 7 of the Clayton
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Act and the Horizontal Merger Guidelines (the “Guidelines™),' the merger’s advisability as a
matter of policy, and the veracity of Continental’s and United’s representations regarding the
merger’s purposes and likely effects.

Continental’s Representations to Government Officials

For instance, when Continental pursued antitrust immunity for its marketing alliance, key
stakeholders concluded that the alliance was in lieu of a full-blown merger. Senator John
Cornyn stated that Continental officials seeking his support for its antitrust immunity application
informed him that immunity for the alliance and joint venture was an attractive alternative to
Continental merging with United. Continental further explained to Senator Cornyn that a merger
“wasn’t in the best interest of its shareholders, employees or the communities [Continental]
serves,” antitrust immunity for the alliance and joint venture “would provide much of the benefit
of a merger without the {abor integration and financial risks,” and “Houston and Cleveland
would be some of the biggest losers in terms of jobs™ in the event of a mergelr.Z Following these
representations, Senator Cornyn joined members of the Texas Congressional delegation in a
letter to DOT Secretary Ray LaHood supporting antitrust immunity for Continental as a
mechanism for Continental and United “to achieve additional network reach without moving
Jorward with a full-scale r;?erg@z‘,““’ Similarly, Cleveland’s Mayor, Frank G. Jackson, wrote

' The Guidelines mandate a five-part inquiry: First, the Agency assesses whether the
merger would significantly increase concentration and result in a concentrated market, properly
defined and measured. Second, the Agency assesses whether the merger, in light of market
concentration and other factors that characterize the market, raises concern about potential
adverse competitive effects. Third, the Agency assesses whether entry would be timely, likely,
and sufficient either to deter or to counteract the competitive effects of concern. Fourth, the
Agency assesses any efficiency gains that reasonably cannot be achieved by the parties through
other means. Finally the Agency assesses whether, but for the merger, cither party to the
transaction would be likely to fail, causing its assets to exit the market. See Department of
Justice and the Federal Trade Commission, Horizontal Merger Guidelines {April 8, 1997)
(online at www justice.gov/att/public/guidelines/hmg. htm). DOJ and the Federal Trade
Commission have recently proposed substantially revised Horizontal Merger Guidelines. See
Department of Justice and Federal Trade Commission, [Proposed] Horizontal Merger
Guidelines for Public Comment (April 20, 2010). The comment period on the proposed
guidelines is closed. To the extent that the revised guidelines will be applicable to the proposed
merger {or to the extent that they are relevant by signifying current DOJ merger policy), experts
suggest that they will likely provide DOJ an additional amount of discretion in its merger
analysis.

* See Senate Judiciary Committee, Subcommittee on Antitrust, Competition Policy and
Consumer Rights, Hearing on The United/Continental dirlines Merger: How Will Consumers
Fare? 111th Cong. (May 27, 2010) (online at
judiciary senate.gov/hearings/hearing.cfm?1d=4607).

7 Letter from Senator Kay Bailey Hutchinson, Senator John Cornyn. et al. to Raymond H.
LaHood, Secretary, DOT (Jan. 23, 2009) (online at
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DOT supporting antitrust immunity as a way to “ensure the long term viability of [Continental’s]
Cleveland Hub,” and Ohio Senators George V. Voinovich and Sherrod Brown wrote DOT
supporting antitrust immunity to “help both airlines maintain their financial viability while
operating as independent competitors.”™

Yet only one year later, Continental is in fact pursuing a merger. Continental’s pitch of
the alliance and joint venture as an advantageous alternative to the merger when possibly gearing
up the proposal for the same merger that was finalized only a year later calls into question its
credibility. Perhaps more importantly, these earlier representations contradict current
representations of Continental (and United) on issues central to the merger’s legality under the
Clayton Act and the Guidelines, including the general issue of whether the merger would be in
the interest of its shareholders, employees, and communities; and subsidiary issues regarding the
extent of the financial risk of the merger, the likelihood and magnitude of jobs losses in Houston
and Cleveland, and whether there are any additional benefits of merger over efficiencies already
or expected to be realized through entry into the Star ATI Alliance and the launch of the Atlantic
Plus Plus (“A-++7") joint venture with United.

More generally, Continental’s apparent willingness to make whatever representations are
necessary to elected officials and regulators to garner support for its plans casts doubt on both
Continental’s stated motivations for the present merger and its intended post-merger conduct.
Continental and United have stated that they have no present plans to close hubs in a New United
and refuse to offer any predictions whether Cleveland would lose its status. They have also
stated that the purpose and likely effects of the merger is not to restrict services or consolidate
hubs but to moderately decrease overhead costs and more substantially realize between $800 and
$900 million of revenue gains by more effectively routing network customers through hubs for
more profitable business and international flights, from increasing market share, and from more
efficiently deploying New United’s larger fleeting, matching plane capacity with passenger
load.® Not surprisingly. Continental does not list cutting flights or raising fares as a means to
revenue growth.

However, many of the numerous market observers contacted by my Subcommittee’s staff
— including some who support the merger — take a different view. First, they doubt the

www.regulations.gov/search/Regs/home html#docketDetail?R=DOT-OST-2008-0234)
(emphasis added).

* Letter from Frank G. Jackson, Mayor of Cleveland, to Raymond H. LaHood, Secretary,
DOT (April 2, 2009) (online at
www.regulations.gov/search/Regs/home. himl#docketDetail?R=DOT-OST-2008-0234).

* Letter from Senator George V. Voinovich and Senator Sherrod Brown to Raymond H.
LaHood, Secretary, DOT (Jan. 30, 2009) (online at
www regulations.gov/search/Regs/home.htmb#docketDetail 7R=DOT-OST-2008-0234)
(emphasis added).

© See, e. g., United Airlines, Investor Presentation: Let’s Fly Together, at 18-19 (May 3,
2010} {online at
www.unitedcontinentalmerger.con/sites/default/files/pdfs/FINAL+ Investor+Presentation%5B 1

%3D.pdf).
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magnitude of the merger-specific efficiencies, including United and Continental’s projection of
revenue gains realized by rationalizing the use of a combined fleet or by more efficient use of
their networks. A substantial portion of the claimed network efficiency gains may already have
been realized by Continental joining United in the Star ATI Alliance and the A++ joint venture.
Moreover, analysts and scholars have pointed to the extensive and rocky track record of past
airline mergers: the purported cost and revenue synergies of past airline mergers have almost
never materialized; and, despite the theoretical ability of low-cost and regional carriers to enter
markets exited by merging airlines, service cuts and loss of hubs have been a common
consequence. Many analysts flatly predict that Cleveland will lose its hub and service to
communities formerly served by the hub will not be sup})lied either New United service out of
surviving hubs or low-cost carriers entering the market.

Does the Proposed Merger Pose Antitrust Concerns?

Perhaps more troubling, is the mechanism by which industry analysts believe New
United can increase its profitability. They believe that New United can eliminate up to ten
percent of their post-merger capacity and increase its and the industry’s profitability by
subsequently raising fares. According to many merger supporters, the industry’s tens of billions
of doliars of losses since deregulation are largely a product of destructive competition among
airlines that has led to overcapacity and artificially low prices.® Those who approve the merger

7 See Testimony of Protessor Darren Bush, University of Houston Law School, and Mr.
William J. McGee, Consumers Union, Hearing on The United/Continental Aivlines Merger:
How Will Consumers Fare? 111th Cong. (May 27, 2010) (online at
judiciary senate.gov/hearings/hearing.cfm?id=4607) (fiercely criticizing the proposed merger
and discussing historical evidence of severe service reductions not sufficiently mitigated by the
entry of low-cost carriers into de-hubbed or more greatly concentrated markets, including the
elimination of 840 jobs and 123 flights from the Delta’s hub i Cincinnati after the 2008 Delta-
Northwest merger).

¥ See, e.g., Paul Mifsud, Carlos Bonilla, and Vaughn Cordle, United + Continental: A Big
Win for All Stakeholders - US/AA Next? (May 3. 2010) (online at
seekingalpha.convinstablog/398764-vaughn-cordle/66397-united-continental-a-big-win-for-all-
stakeholders-industry). According to this view, the structure of the industry since deregulation in
1978, especially the legacy carriers, is not one of perfect competition, but destructive
competition, and it is marked by an industry that is characterized by a relatively high percentage
of tixed costs as percentage of total costs and persistent problems of excess capacity. In
response to this, legacy carriers must try to extract profits with inelastic travelers, such as
business travelers, or inelastic markets (hubs) and are forced to engage in practices such as
market predation to prevent barriers to entry. While there are efficiency gains for economies of
scope, scale, and network benefits, all these are not sufficient to be profitable in an industry
subject to these fundamental deficiencices, episodic and cyclical disruptions in demand, and oil
price spikes,
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applaud the fact that the New United and the industry in general would profit from the decreased
number of market participants in efforts to reduce capacity and raise fares.”

While the arguments that destructive competition and overcapacity are the root of the
industry’s losses and consolidation is the appropriate mechanism for industry’s sustainable
profitability is advanced by merger supporters, I find its premise unpersuasive and its proposed
remedy deeply troubling in its implications for law and policy. There are other explanations
accounting for losses in the industry, which do not involve some inherent competitive structures
of the industry, but instead are the product of specific poor choices involving the capital structure
and management by the legacy carriers, including an overreliance on leveraged buy-outs, poor
decisions not to hedge fuel prices, and improvident entry into plane lease agreements.'”

Moreover, the implications of the overcapacity narrative are of great concern to me and 1
would hope to DOJ. First, increased fares and declines in service are prototypical examples of
the adverse competitive effects of the exercise of market power contemplated under step two of
the Guidelines. Second, with respect to efficiency gains, the Guidelines require DOJ to assess
“any efficiency gains that reasonably cannot be achieved by the parties through other means.” It
is quite possible that any efficiency gains that are trumpeted as a result of the merger, to the
extent that they are cognizable and not vague and speculative, may have already been or will
soon be realized through the Star AT Alliance and A++ joint venture. Finally, cognizable
efficiency gains “are merger-specific efficiencies that have been verified and do not arise from
anticompetitive reductions in output or service.™'' Revenue gains realized by exercising market
power to cut service and increase fares should not count.

In addition, there are a number of other possibilities for anticompetitive behavior that
could be exacerbated by further industry consolidation'” - all of which should be cognizable
under antitrust law."> T will mention a few here.

? Sustained profitability for our domestic airline industry is certainly a legitimate concern.
United has recently reorganized in a Chapter 11 bankruptey, which resulted in huge concessions
by labor and losses to sharcholders and creditors. And while Continental has avoided this fate,
the losses sustained by the legacy carriers have been staggering, the bankruptcies frequent, and
the federal government has stepped in on more than one occasion to insure the industry’s
solvency. While it may be in the national interest to preserve the legacy carriers — for the
consumers who benefit from the extensive regional services offered by the hub-and-spoke
system and the jobs that these airlines provide, further consolidation is an unlikely mechanism to
ensure the long-term viability of the industry, and consolidation’s potential harms are multifold
and substantial.

'® See Paul S. Dempsey, The Financial Performance of the dirline Industry Post-
Deregulation, 45 Hous. L. Rev. 421 (2008).

" See Department of Justice, J. Bruce McDonald, Deputy Assistant Attorney General,
Antitrust Division, Antitrust for Airlines (Nov. 3, 2005) (online at
www justice.gov/atr/public/speeches/217987 htm).

" Most analysts regard a subsequent merger between American Airlines and US Atrways
as inevitable if the United-Continental merger is approved. The formation of the New United
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In a meeting with my Subcommittee staff, Continental representatives cited as a key
advantage of the merger the New United’s increased ability to negotiate on better terms with
large corporations for packages of business fares because of it could provide “one-stop
shopping™ for business and especially international business travel. While Continental stressed
that the expanded network services of the New United would be attractive for these corporate
customers, it is also likely that a consolidated company would be in a stronger position to
negotiate these agreements on more favorable terms (and prices) given the reduction of
competition.

Similarly, the reduction of market participants will likely provide the New United greater
leverage to force concessions out of a whole host of vendors and customers up and down its
supply chain. This could lead to the exercise of vertical abuse of market power at the expense of
a wide variety of actors, including travel agents, vendors, and even localities, which may
increasingly be pressured to supply better publicly funded infrastructure and facilities for the
airlines.

Finally, the size and importance of a New United could raise the prospect of systemic
importance (if not systemic risk) to the economy. Even if the New United is not officially
considered “too big to fail,” it will certainly be big enough to exert increased power over
regulators. If the current financial crisis has taught us anything, it is the difficulty in predicting
ex anie the myriad ways in which immense and concentrated corporate entities can leverage their
corporate power to the detriment of citizens.

Will the Department of Justice Vigorously Enforce the Law?

Assistant Attorney General Christine A. Varney, the DOJ’s antitrust chief, has explained
that the Administration’s pursuit of “vigorous antitrust enforcement in this challenging era” will
involve the development of competition policy more broadly based not simply on the case before
it but a consideration of “the overall state of competition in the industries in which we are
reviewing potentially anticompetitive conduct or mergers, or providing guidance to regulatory
agencies charged with industry oversight. We thus must consider market trends and dynamics,
and not lose sight of the broader impacts of antitrust enforcement.” [ am concerned that the
proposed Continental-United merger may by itself and as part of the latest phase of airline
consolidations that has notably included the 2008 merger between Delta Airlines and Northwest
Airlines result in a highly concentrated domestic airline industry to increasingly be in the
position to exercise market power at the expense of the consumer.

would place additional pressure on the DOJ to approve subsequent mergers even if it they raise
antitrust concerns.

" The testimony of the only two non-airline witnesses at the recent Senate subcommittee
hearing is instructive in the types of market power and consumer harm that potentially could be
expected subsequent to the proposed merger. Sce Testimony of Professor Darren Bush,
University of Houston Law School, and Mr. William J. McGee, Consumers Union, Hearing on
The United/Continental Airlines Merger: How Will Consumers Fare? {11th Cong. (May 27,
2010)
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Traditionally, a major focus of the DOJ in assessing the antitrust implication of airline
mergers has been the danger that competition would be immediately be reduced between city
pairs that have been served by both incumbent airlines. There has been speculation and
commentary that because the amount of city pairs so affected in the proposed merger is relatively
modest and, in fact, less than those in the Delta-Northwest merger, the prospects for DOJ
approval of the merger were favorable. While not discounting the importance here of an analysis
of reduced competition in certain routes — especially hub-to-hub routes where competition would
likely be reduced — antitrust precedent, the statements of Assistant AG Varney to not lose sight
of overall “market trends and dynamics,” and the interest of consumers all support a more robust
antitrust inquiry here than an exclusive focus on the immediate effect on competition in
overlapping city pairs.

The trends and dynamics that most worry me are the following: the prospect that the
New United will exercise market power to the detriment of consumers through the adoption of
anticompetitive measures, including service cuts to certain regional locations and price increases
that will subsequently be adopted industry-wide because of reduced industry competition and
capacity. Furthermore, fare increases and service cuts and associated job reductions threaten to
disproportionately harm Cleveland and surrounding communities now served by Continental’s
Cleveland hub irrespective of whether Cleveland loses its hub status.

In 2009, the DOT, over DOJ’s strong objection, granted Continental’s application for
antitrust immunity to join United and 20 other airlines in the Star ATT Alliance, a marketing
alliance allowing for code sharing, coordinated processes for reservations and baggage transfer,
through-ticketing, frequent flyer reciprocity and lounge sharing; and to launch A++, an
integrated joint veoture among Continental, Untted, Air Canada, and Lufthansa. permitting
participants to jointly manage capacity, scheduling, pricing, revenue management, sales, marketing,
and to share revenuc on certain transatlantic routes. Today, there is just as much reason for DOJ
to oppose this proposed merger.

[ urge this Subcommittee, other Congressional committees (two of which are holding
hearings on the proposed merger this week), and members to make sure that DOT and DOJ take
the concerns discussed in my testimony and by other witnesses here seriously. It is crucial that
agencies avoid applying statutes and regulations designed to protect consumers in an overly
formalist way characteristic of the previous Administration deference to corporate
prerogatives,

" There are encouraging signs that DOJ is committed to a robust Clayton Act analysis.
I June 2009, when DOJ advised against a preliminary grant of antitrust immunity by the DOT
to Continental, DOJ opposed urged the adoption of significant measures that would mitigate the
danger of what it believed was the possibility of collusion by United and Continental on
international flights and reduced competition and the possibility of “substantial consumer harm.”
DOJ's analysis, which was conducted under the same Guidelines applicable to the proposed
merger, was instructive on a number of grounds. First, as is proper in antitrust analysis, DOJ did
not defer o Continental’s mere assertion of the need for and efficiency gains gleaned from its bid
to enter the alliances. Instead, it critically examined these assertions and found that Continental
had not made the case, and, importantly did not agree that Continental had established that it
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Thaok you.

would sufficiently realize efficicncy gains through antitrust immunity. Second, DOJ objected to
Continental’s application in part because of its possible spitiover effects on competition on
domestic routes. Given that the ramifications of the extensive coordinated activities involved 1n
the Star ATI Alliance and A++ joint venture are only now beginning to be felt, [ urge DOJ to
analyze carefully whether some its fears regarding the possible anticompetitive etfects of United
and Continental’s joint participation in the alliance and joint venture have been realized before
approving a full-fledged merger.
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Thank you Chairman Costello and Members of the Committee:

Good morning. My name is William J. McGee. | appear before you today as a
consultant on trave! and aviation issues for Consumers Union’, the nonprofit publisher
of Consumer Reports®. | thank you for the opportunity to express our deep concerns
about the proposed merger between United Airlines and Continental Airlines.

When Congress passed the Air Transportation Safety and System Stabilization Act just
11 days after the 9/11 attacks and the U.S. airline industry received a $5 billion bailout,
it was argued that the nation's airlines were essential to America's economy,
infrastructure, security, and defense. Consumers Union agrees with these assertions,
and that is why we're so concerned that a mega-merger between United and
Continental will be detrimental o airline passengers.

What we've been witnessing in recent years is an incredibly shrinking airline industry.
With the approval of this merger, in less than 20 years we will have seen the demise of
seven major airline brands in the United States: Pan Am, Midway, Eastern, TWA,
America West, Northwest, and now Continental.

As | pointed out last month in testimony before the Senate, such a merger undoubtedly
will have an adverse effect on {abor, since thousands of jobs will be at risk. It also will
dampen the travel and tourism industries in certain destinations and threaten a host of
airline suppliers, ranging from aircraft manufacturers to travel agencies. In fact, some
airports, cities, and even entire regions woulld stand to lose service and jobs. This
seems particularly true for Houston, Continental's headquarters, after the new airline
consolidates at United's headquarters in Chicago. While others can speak to the
consequences the proposed merger will have on communities and jobs, I will focus my
comments on passengers, because passengers will suffer adverse effects as well.

in February 2001, the U.S. General Accounting Office (GAO) reported on airline
consolidation and identified several potential threats to consumers, including:

» adecrease in vigorous competition in certain markets;

« agreater threat of travel disruptions due to {abor or financial crises;
+ aloss of service in certain communities;

« additional barriers for new-entrant airlines.

! Consumers Union of United States, Inc., publisher of Consumer Reports®, is a nonprofit
membership organization chartered in 1936 to provide consumers with information, education,
and counsel about goods, services, health and personal finance. Consumers Union's
publications and services have a combined paid circulation of approximately 8.3 million. These
publications regularly carry articles on Consumers Union's own product testing; on health,
product safety, and marketplace economics; and on legislative, judicial, and regulatory actions
that affect consumer welfare. Consumers Union's income is solely derived from the sale of
Consumer Reports® its other publications and services, fees, noncommercial contributions and
grants. Consumers Union’s publications and services carry no outside advertising and receive
no commercial support.
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in short, this means that consumers in these cities now have fewer choices, fewer
flights, and fewer nonstop flights. Separately American and TWA could support hubs in
Chicago, Dallas, and St. Louis, but after acquiring TWA American could only support
hubs in two of those three cities. It's fair to ask if United-Continental will be able to
support eight domestic hubs should their merger be approved. In addition, as the
industry consolidates, consumers on many routes are losing the opportunity to "vote
with their feet." The pressure to satisfy customers at the point of sale and during air
travel is diminished when there is no effective competition for the consumer’s business.

2. LOSS OF SERVICE. It seems apparent that a United-Continental merger would
mean some cities—particularly smaller cities—would lose nonstop air service, if not all
air service. A total of 12 cities recently lost nonstop service to St. Louis in the wake of
the American-TWA merger, and a total of 10 cities have lost nonstop service fo Las
Vegas since the US Airways-America West merger. The more mega-mergers that are
approved, the higher the probability that additional cities will lose service.

3. HIGHER FARES. A July 2008 report from the GAO concluded: "Mergers and
acquisitions can also be used to generate greater revenues through increased market
share and fares on some routes.” Proponents of the United-Continental merger have
noted that airfares have fallen nationwide in recent years, but this is an ironic
observation since fares have fallen despite legacy airines such as United and
Continental, not because of them. Without this new generation of Low Cost Carriers,
legacy airlines undoubtedly would be charging more on routes populated by these low-
fare airlines, particularly in vacation markets such as Florida.

As the GAO noted, airfares rise after former rivals stop competing and merge into a
single airline. In the case of United-Continental, overlaying their route maps indicates
where such fare increases are likely to ocour. The Wall Street Journal recently reported
an aitline analyst from J.P. Morgan identified 13 nonstop routes served by both United
and Continental, and further noted that seven of these routes have no other
competitors, which is even a higher concentration than occurred with Delta-Northwest.
Further, this analyst indicated "only" four cities would experience price increases after a
United-Continental merger. However, these are four very large cities: Washington, D.C.;
New Orleans; Seattle; and San Diego. This means that millions of air travelers will
experience fare hikes due to less competition.

What we saw in St. Louis was rather clear. A few years after American's acquisition of
TWA, fares rose on three of the six routes dominated by those carriers pre-merger. The
only reason fares also did not rise on the other three routes was because Low Cost
Carriers such as Southwest had entered the market. This raises a key issue, since
some analysts argue that a major airline abandoning a former hub will not harm
consumers in the long run, because Low Cost Carriers will fill the void. The problem
with this theory is that 1) there is no guarantee that Low Cost Carriers, with their more
limited resources, will do so; and 2) even when a Low Cost Carrier enters a former hub,
prices fall only on selected routes, not on all routes. In fact, spikes in ticket prices are
particularly common on routes connecting the former rivals' hubs, such as American's
hub in Dallas and TWA's hub in St. Louis. In late 2004, the St. Louis-Dallas route
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airfare increase will be much less likely. Conversely, there will be less chance of a
single carrier successfully introducing consumer-friendly initiatives. In recent years, for
example, we've seen major domestic airlines attempt to differentiate their products,
such as American offering more legroom, Continental offering economy class meal
service, and Southwest resisting baggage fees. Eventually both American and
Continental gave in to competitive pressures, while the jury remains out on Southwest's
ability to resist the fee movement. Obviously, greater concentration among the majors
will mean e