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“T would be much more difficul for us, no
question absout it. We weould not have been
able 1o achieve the sore of growth levels thar
we've been able to achicve. But the feadback
e have is that those communities where we
have those acangements in place are really
secing the benefit of that.

“Wee can provide a service which is afford-
able to the penple who are using it, and one
where we can use fare levels, because of the
lovw costs, whese we can further genesate
market growth."

An example of that growth is the increas-
ing use of Rex services for workers to
eommute from homes in regional centres
the major cities 10 wack durning the weck.

“The bottom line s you've go 1o have 3
o8t sructure that can enable you to be able
o afforsd to do char, and that' why we partic-
ularly ave been quite vocal in our comments
ahoat the eost of infrastructure and the cost
of regulation, because we've worked really
hard to get our cost structure right. The anes
that we don't have control over, the costs of
airports s landing charges, Airservices and
the costs of regulations —Whey're the ones
e really need 1o put some pressure on to
get some efficiencies there. So thar’s why the
pannerships with the councils and the airpart
OPErAORS are so important.”

“Tight controls on costs, fare levels thas
stimulate markets and Lrger arcraft operating
maore frequent levels of service all combine m
mve Rex a growing sive and scale that other
smaller rogonal sivlines lack,

“There 15 also 2 need for a level of
ceonomy of scale. You need 1o have a level
of aczivity which enables you to cover off the
really substamtial overheads that are involved,
One of the difficuliies thar | see for regional
aviation in this country is that there are quite
a number of operators that really don't have
that lovel of coonomy of scale, that don't
have that ceitical mass. | sce that as going o
be an issue for the furare.

“1 sec that possibly as an area wherehy Rex
can be the saviour in certin circumstances,
beeause we've pow reached the stape where
we have got good economies of scale, we
have 4 got 3 good bevel of edtical mass and
we can provide a service to s market on 8 cost
basis which is lower than somebody whe has
anly got 8 few aircrafe.”

Conversely Rex's size and scale for the most
jpart sits comforably under the (Jaotas be-
‘hemath. Rex's recent withdrawal of services
from Armicale and QantasLink’s withdrawal
from South Australia and Burnie in Tasmania
mesns Rex and Qantaslink eompete on juse
foar routes — Sydoey-Waggs, Sydacy-Dabbo,
Sysbney-Albury snd Melbourne-Mildure.

The affordable fates strategy has created its
oam virtuous circle,

“Having the fares affordable has given us
the ahilizy 1o be sble to increase demand, and
we've had sernny growth scrass the network
a3 4 resalt. Thae has then led to us increasing
frecquency and capacity, upgrading the aircraft
froem 19521 Metro services 1o Saab 340
serviees, and increasing our econoemics of scale
«quite considerably and reducing our unit cost.
Tha's basically the approach we've had o tum
the losses around ino eonsiderable profies”

The airfine has also been quite successful in
working with the regional cities and com-
munities its serve, especially council operated
Iocal sirports,

“The third approach to it is thet we very
much see ourselves as beiog a megional
operator and being a partmer i the regional
comemunities we serve,” says Breust. "That's
imporant because you need to be very moch
aware of the cegional communiey, 1o be very
rmusch aware of the business acdvity and the
eraved requirements of those communities,
and actually wilor your service 1o satisfy those
ticeda™

Rex's partnerships with regional commursi.
tics has been as successful as any sirfines In
particular Rex has developed incentive based
commetcial armngements with 2 number of
sl council operated regional airports which
has resulted in incseased passcriger numbers
and lenwer per passenger charges.

“Oe af the parts of that which we believe
o be ummdy:mporum are the
hips wetve beer; sblc to entot ko with local
councils that opernte sispoets, We see that the
operation of the air service and the opesation
of the airpary and the costs associuted with
those two go hand in hand

Rex has 1 tange of agreements with the
regional airpores it operates to, which help
reduce the airline’s costs and increase traific
mumbers. Pechaps the best cxample of this
is at its engincering home base of Wagga
Wigga, where the charge for each passenger
in excess of 70,000 per year lls by 75 per
cent, and by %0 percent where total passen-

gers exceed BO000.

“Thar's u great incentive to us to not only
pass o that reduction through lower fares,
but on top of that o invest in more services.
And whats happencd in Wagga is that we've
now gone from four retur (Syedniey) services
weekdays 1o six... Thac in iself has generased
e market for the services becanse it is
convendent.”

Rex now has incentive based charging
regimes at moee than a doxen of the sirports
it flies 10, 50 where would the sirline be
without them?

director Geoff Breast sasd of the sirfines
profizable growih in an interview with
Auptrasbian Auistion at Wagga Wagga recently.

“It is a very tough industry, there's no
‘question about that, It is dafficult, but by the
same token you can be successful if you work
extremely hard on making sure there's a level
of efficiency and that you've got control over
your eosts”

Bireust cxplains thar these are “three basic
platforms™ to Rex's mrnaround and growth.
“These are operating reliably and on time,
rronking fares affordable, and parmering with
the regaonal communites iz serves.

“The second part was 1o adopt the srategy
of makiry; fares much mote affordable,”
Breust explaing, “Whilst tharls casy to say it's
really quite hard to do, because you have o
really go out and work on your costs o get
your cost structure rght.™

Lower fares have deiven increasing traffic
mumbers, with Rex passenger numbers up 13
per cent last financial year (to 1.2 million),
with the airline now operating over 1200
flights a week to 32 destinations

“The Rex average fare now is considerably
lovwrer than what it was when we first started,”
says Breust. The average Rex one-way fare
is around §100, excluding the airines fisel

Regional Express — or Rex — has been
one of the hig success stories of late in
Australian aviation.

The airline wis formed a lithe over four
years s out of the ashes of the Ansenr
collapse with the mesging of Anscrt owned
Kesndell anel Hawelton. But the aidline's start
was tenueas, posting & finss year Joss of §24
million. There were disagreements berween
the airfine's then sharcholders and the chal-
Renge of merging rew different airline culmires
w cope with, not to mention the compen-
tive threat from Qantaslink plus the wtaal
eoanomic and regulamry hurdles of operating
a regional sirkine in Aus

But any doubts to the viabiliy of
Australin's largest independent regional airline
‘have certainly been erased, In the 2005/06
financial year Rex reported a 140 per cent
profit increase 1o §15.7 million, on revenue
double thar of four years ago. It has consali-
dated its operations hubbing out of Sydney,
Melbourne and Adedaide fiying to regional
centres in four states, acquieed a 50 per cent
holding in night freight operazor Pel-Aie
and 100 per cent of Dulsbo based Air-Link,
floated an the stock cxchange, and mast
recently announced plans for o complete feet
rencwal with the scquisition of 25 Saah 340B
Plus siriners. surcharge. “And even with the fuel levy in it

“There's no greas secret to it all, ics all still some 20 per cent lower than what it was
fairly basic stuff;" Regional Express managing - fouir years aga”

out of the orgariation s more of the
Sasbs come on lne"

Even more Saabs will now come on Bne
with Rex's announcensens that it is acquir-
ing 25 Saab 3408 Plus Sashs to replace
and augment its cxavting flect, which will
miimber 31 by the end of the vear.

The new aireraft will begin armving
from Jamissry 2007 and will allow Rex
1o replace older Saab 34045 and 1o add
capacity and new routes o s network,
These new aireraft, sume of the last
Saab 340s builr (fearuring noksc cancel-
Eing systems, improved cabin interiors
and better perfarmance duc to their
extended wingtips), have an ceonomic
life of up to 20 years, says Brews. S0
the bssue of fleet replacement for the
out-of-production Saab is a long way
aff. Breust says the lease rates for the
new alreraft are also significandy lower
than for existing leases.

Eight ‘new” Saabs will arrve in 2007,
mane i 2008 and eighe in 2009, with Rex

Inside one of Rex's maintenance hangars a1 Wigga, Ssab 3408 VH-KDQ (foreground) ks
undergoing a C check, newly arrived 5aab 3408 VH-ZLX i being prepared for service entry
withh thee akfine.

Eight Sasb 3408 Piuses will amive in 2007, nine in xcs and eight in 2009, with Rex having a fieet of around 40 Ssab 3405 once ail are

e compete quite fercely on all
those markets," Breust says Rex also
openates Sydney-Balling, as does Jetstar
and Virgin Bluc, bus the two jet opens-
tors fly non-business friendly schedules
there.

“Wee still belseve there arc a pumber
of (new) markets where Rex could be
squite successful, but by the same olen
there i no great pressure on us to
expand the network out further. There's
no huge pressure on us to go out and
compete heavily against QantasLink on
other murkets.”

CuntasLink two i moving sway from
its smallest aircraft, the 30-scar Dash &
1060/ 200, although same growing Rex
routes could be the target of more offi-
cient ChantasLink Dush 8 Q300 services
in the furure.

Alhough only enmpeting with
Cpammslink in a few, albeit key, markets,
Rex says its approach 1o serving its
ports is the same whether they are
comptitive or monopaly mutes.

"Our approach for the routes we op-
erate by ourselves is the same approach
where we aperate in competition with
somebody elie, paricalarly QansasLink.
We try to keep fares as affordable as
pensihle, We ke to have fares in the
509, 5109, 5119, 5129 fead-in rype levels
aeross the network, depending on the
route length and other issues. And our
whole approach 1o it is that as the load
factors on all of those roates get oo
paing where we'te above the 70 per cent,

Saab 3408 VH-RAXG o Mersmbula. Thirty-one 340 iwill be in the fest by the end of the year

Rex's recent abarted bid 1o take over
Sunshine Express is anather example
of Rex's ahbility to mave quickly to
take advantage of opportunitics. The
Sunshine Express negotiatons ended

acrimoniously with the rew sides waging
an unusual publc bactle via press release

(Sunshine Express sought an apology
from Rex, sapng & Rex press release of
August 31 was “defamatory™), bus the
speedd at which the deal almost came
ogether was impressive.

HOwer time there could well be
other opportunities Bke that (Sunshine
Express), or indecd opportunitics that
might anise from operators that say ‘we
don’t think we can do this any more’,”
Breust explains.

“We think there probably will be

some opportusnities thar will come along

over the next year or 5o and we'll rake
those ugy as they come,” says Breuse,
who points out that Rex has no debt
andd has cash available to fund sequisi-
tions.

“80 when the opporunity arises its
then very, very easy fior you to be able

g0 out and source aireraft anc resources

0 be able to do dat”

Even with the Sunshine l.xpnudu]

75 per cent level, we'll start patting in
exira capacsty, either through upgrad-
ing from Metros to Saabs or additional
Frequency™

Breuss says there’s abuays the possibil-
ity another operator may tackle 2 Rex
route, bat it woulda't put the company
itself at risk.

“Wi've reached a position on most of
our mutes whereby we provide quite 3
high Yevel of frequency and capacity and
we also have fares which are very afford-
able. And for anather operator 1o come
along and try to compete either on price
ot an eapacity or frequency = we'll make
it exeremely diffieult”

Rex also sees waific grooth across s
existing network connnuing,

“There's still growth available o us
an osiF current nerwork, and we've said
that we belicve our profit in "06/07 will
ben 10 per cent rise on what we did last
year, We continue 1o get more efficency

Anather Ren sarvice depaning Wags

OF those opporranites alreardy aken,
Rex is exercising a $6 mullion option 10

axpuire another 25 per cent stake of
Pel-Air (the sale contrace allows Rex

10 take the final 25 per cent stake next
Movember, i Pel- Air continues o meet

profit mrgers).

“Oyur im i5 to develop Pel-Air, par-
ticularly in the Freight arca, we see that
ns ekt thar still has potential, We also
belicve there's a good market in charter
activities, and we'd like to see Pel-Air,
and indeed Rex and Alr-Link, develop

some of those activities.”
Rex's control of Pel-Air hasn't

broughs significant change there. s
cerminly not broken, so why fix it? The

idea with it s it should operate as &
separate entity”

O the Bghideck of Saati 2404 VH-EXD.

w

g, there could be opp
for Rex 1 expand into Queensland at

some stage.

“Wie sec that Brishane it now becom-
ing meore and more 1 service centre for

communitics in the northern part of
New South Wales. Again there is no

pressure for us to do anything but if the

oppartniny anses and it makes sense
commercially we would certainly look
lot choser at it™

baving a fcctof around 40 Saab 3405
once all are delivered.

“The good thing that we've heen ahle
o have the benefit of is the regional
et opemsions put a aumber of Saabs
on the marker at prewy cheap ratcs, and
we've been able t take advantage of
that. Whars neve: happened with fuel
prices is that the anmsctiveness of the
furboprop has come back a linde bit, 50
their prices have come back a firtle bit,
bt we're still buying very, very well”

S0 Rex will be 2 significant Saaly
operator for many vears yet, with no
replacement sircaft in sight:

“Moving m decide on 4 new type
at the moment is virmally impossible,
Thiere's only o couple of manufaciuress
and they're relatively old technology: 1
think whar we have to do is ok at a
new type on the basis of what the next
generation is going to be, but thar's
some time away, we've got time 1o sit
back.”

And Re is ot booking at expanding
further with bigger sircraft types. “le
may well be that the next fleet type
we will have will be a larger type, but
I'm not necessarily convineed of thar,
¥ suill think there's still going to be 3
wery major tole for the 30 1o 40 sear
turhoprop type aiteraft in Australia, bae
1 can’t erystal ball that far ahead?"

S0 for the medium term the Saab
will form the basis of the Rex Acer, and
Breuat speaks effusively of the Swedish
built workhorse.,

With Rex beginning w rall over its
Saah fleet, some of the older 340As it
retines could be converted to freighters
for service with Pel-Air.

Breust also flagged the Rex group's
interest in operating resouree charer
work, "Because we've got the availability
of quite a range of irceaft we're able

resources in relarvely casily.”

Rex's Air-Link acquisition, mesnwhile,
gives it the ahility to serviee muarkers
more suited to smaller aircraft, in
particular the 19-seat Beech 19001,

“It’s an extremely well run regional
airkine,” says Brewst, “and its success
running the Beech 190D beracen
Do and Sydney really showed us
that an sircraft ype like thar can be
very, very effective. So we see that the
development of Air-Link into 19-seat
markets is a way of the futare.”

Since coming into the Rex group Air-
Link has scquired a second 190D for
aperations in New South Wales

“The great thing with the Beech
1900 Air-Link operation and our own
Rex operation with the Sasb on Dubbo
in that we've now been able 1o dffer a
high level of frequency on that mar-
ke, which has again grown the mwial
market. We're getting very close to the
stage where we can consider replacing
the 19D on Dubba with additional
Saab services, and then redeploy the
19000 1o other routes in New South
Wales that are more appropriate to that
size atreraft.”

Some of these could be existing
services such as Rex's Sydney-Bathurst

deftvered, Pictured ts 3408 VH-RXE

“Ir's got o be one of the best aircraft
for regional operations in Australia
because of its operating economics, irs
passenger appeal and its relisbility. It a
well made, well thought out acroplane.
I juse @ great package.”

Rex's eurrent mixed fleet of Saab
3404 and B models of varying per.
fisrmance capabilitics, ages and interior
it standards does present the airline
with some small challenges. The A
and B models have different engines,

3 maintenance planning complication,
while same As have alder interiors
which lack overhead hins and feature
older siyle seab. The 3404 also

faces snme operting restrictions in

(et} R has 15 own ﬂgu‘esnabal Waiiga, (right) Inside newsy armived Sash VH-2LX

bot weather where seat numbers have
to be restricied because of perform.
ance imitations. But with the B Pluses
coming on line the six remaining As will
be progeessively retired from passenger
service.

Certainly the 34-seat Saab seems
particulary sutted to the Rex nerwork,
and has been o key contributor m Rex's
SUCCERS.

“1 think the suceess of Rex is because
we've very much understood the niche
we're in and we've worked on the
swrengths of that,” Breust explains.

"1 think that in some respects we're
probably hitting & ‘sweet spot’ because
of the strategy 0f cost managernent

but also in terms of maving 1o a single
airerat eype in the Sash, by becoming
irmvobved with Afr-Link and using Air-
Link's strengths in terms of its 19-sear
capability, plus gerting involved in Pel-
Air to work on the stengths of Pel-Air
in fireight and charter activiry.

*1 think all of those things combined
pat us in 3 position where we can be
really guite »

The acquisitions of Air-Link and
Pel-Air are also Hlustrations of what
Breust says is 3 management structure,
led by exceutive chairman Lim Kim Hai,
that is “particularly adepa at being able
1 mave quickly to ke opporinites as
they arise”.

R and Gartaslink only exnss patha on fow compelitive routes: Sydney- Wagea, Sydney-Dubbe, Sydney-ARwry nd Melbourne-Midur.

rouite, or AlrLink's Sydney-Mudgee,
currently served by a Piper Chicfrain,

=1 think there's godng to be some
further changes there (New South
Wales) and we should be in 2 position
18 be able 1o ke those opportunities
when and if they come along™

Rex itself has now completely moved
out of using 19-scaters on its network,
1ts last scheduled RPT passenger
Metro 23 service was due w operate on
Okctober 15. Rex still has four Metros on
its books — one of which is on lease m
Sunshine Express — and the Meero will
continue i operate a regular charter for
BHP from Adelside fo Olympic Dam in
South Australia.

“We're still going through options as
10 hem we might redeploy the Metrs"
explains Breust. Other airfnes have ex-
pressed interest in purchasing them, “but
we see them as sill very good sirceaft for
the growp, not anly for passenger and
charter wark but also particularly in the
freight activities at Pel-Air™

With both the 19-seat 190D and
Metro now in the Rex group fleet, Rex
is well placed to appreciate the merits of
the two sircraft.

“Inn reality the 190003 {5 a far more
anmsctive sireraft in terms of passenger
appeal... 1 think the Metro in regional
passenger operations is probably etting
tovwards the end of its accepeance,
eapeeially if there's alternarives, but as
an aireraft its very efficient. Kendell and
Rex and 10 a degree Hazelton did very
very well operating Mctros, particularly
in the South Australian market whene
you have a lot of long thin roures and
the Metro has really been the savioue,
It’s done extremely well over a long

period of time. But where there js an
alternative it really does struggle because
of its {seall) cabin and its noise levels
More efficlent sircraft are improv-
ing Rex's operating cfficiencies, but
good old fashion cost cutting plays a
significant role in improving profit-
abiliry. Rex has 1 productivity com-
mittee which has the goal of taking
$2 million in costs out of the business
cach year, which it has achieved by
rencgotiating contracts and supply
agreements for items Hke fuel, ground
handling, insurance, IT, sccommoda-
ton, telephones and carcring
ou're not on top of those all the
time, it ean just blow our on you,” says
Breust, who explains how ch

labaur of puning things on a tray and
then putting it in @ trolicy. So what we
did was we went back and bulk loaded
a ot of that and the flight anrendant
ands out the imdividual items"

Rex's staff huve come to see the ben-
chits of the airline’s efficiency drive bat
Swe had to be fasrly forceful ingerting
the message out initially, bt our people
are understanding "

In turn seaff loyaly has been reward.
ed by perhaps the local airline industry’s
most generous profit share and share
it arrangements.

“When we said to them we'll give you
10 per cent of profits if we mect our
frofit trgets Fnr the year there was a lot

toring practices reduced costs. A bot of
the coss was associsted in making up the
meal package so it was the cost of the

Riex staff s recatving & profit share bonus of
atound $3200 for the kst financial year.

af sk Iy, p from
the union movement, who didn't want
0 have anything to do with it, but our
staff understood is and all the EBAs
came through that way"

For the 200504 financial year staff
are receiving a profit share bonus of
around §3200 cach, “which is fantstic,
really fantastic. And on wp of that
they get two per cent of their sabary in
shares

“One of the great things about Rex
is becawse it was both Kendell and
Hazelton, both very much family type
companies, there was always a very
strong sense of family o We've
been able to build on that here and [
think thats going to be another good
reason for the success of Rex because
if you gee the staff in behind ir, ar-
rached to it, feel very much part of it
and with ownership of it, that makes
all the difference, and I think that's
ane of the difficulties that some of
the other operatars have,”




