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Executive Summary

What are Airport Slots?

An airport slot is a time to take-off or land on a particular day at a particular time at an airport. Take-off and landing
times at airports are an important part of an airline’s schedule of operations. An airline has cancelled services when it
has flown fewer flights then presented in its schedule.

What is the 80/20 rule?

Airlines that have scheduled take-off and landing times at airports in the current year have the right to retain these
scheduled take-off and landing times in the following year if they have used 80% of those take-off and landing times

in the current year. If an airline with historical rights to a take-off or landing slot cancels more than 20% of the services
attached to that take-off or landing slot, then the airline will lose the right to have access to that take-off or landing slot
in the following year.

Airlines and Capacity Flexibility

Airlines can vary their capacity over three different planning horizons - the short run (0 to 6 months), the medium
run (6 to 36 months) and the long run (in excess of 36 months). The airline can only make significant alterations to
capacity over the medium and long runs. In the medium run this may involve changes to the airline’s schedule, which
includes the number of flights and the aircraft that is used on those flights. In the long run this involves adding new
aircraft, or newly configured aircraft, to the fleet.

Airlines do not have access to an operating lever that allows it to make significant changes to capacity over a short
horizon. The only operational lever that the airline has access to, to modify capacity in the short run is cancellation of
services. Increasingly, airlines are using this short run lever to modify capacity when their demand for flying has fallen
short of expectations, or the cost of flying is significantly higher than expected.

Recent trends in Domestic Cancellation rates

By Airlines

The Jetstar cancellation rate for its entire domestic network began to trend upward after 2007, reaching a pre-Covid
high of 2.6% in 2019. Covid sent the cancellation rate of the airline to a high of 17.6% in 2021. The cancellation rate
of Jetstar remains elevated in 2023, with the cancellation rate of the airline over the year to September 2023 sitting at
5.8%, more than double 2019 levels.

Qantas mainline’s cancellation rate rose steadily between 2004 and 2013 from 0.8% up to 1.5%. It then stayed around
the 1.1% to 1.5% mark for a further four years, before sharp increases in the cancellation rate just prior to Covid,
resulting in a cancellation rate of 2.9% in 2019. Following the return to normality after Covid in 2023, the cancellation
rate of the airline continues to remain elevated at 3.4%.
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The QantasLink average cancellation has risen in trend terms from 1% in 2004 up to 3.0% in 2017 before dropping to
1.8% in 2019. In 2023 the airline’s cancellation rate remains at elevated levels of 3.7% which is higher than any other
pre-Covid annual cancellation rate.

Regional Express’ cancellation rate rose sharply in 2008 like the cancellation rate of Qantas Mainline and QantasLink,
before falling sharply in 2009 and then returning to an upward trend thereafter, rising to 1.0% by 2019. The cancellation
rate has remained elevated in the return to normality post-Covid, with the 2023 cancellation rate of 2.0% twice the most
recent pre-Covid cancellation rate.

The Virgin Australia cancellation rate has doubled between 2004 and 2019. The post-Covid cancellation rate has
remained elevated, with the 2023 cancellation rate of 3.6% more than double the 2019 cancellation rate of 1.7%.

By Major Airports

The average domestic cancellation rate at Australia’s busiest airport, Sydney, has more than quadrupled over the pre-
Covid period 2003 to 2019, increasing from 0.8% in 2003 up to 3.3% in 2019. The 2023 cancellation rate sits at 5.3%,
which is 2 percentage points higher than 2019 levels.

Melbourne Airport’s average cancellation rate in the case of its domestic business has increased more than five-
fold between the 0.6% recorded in 2003 up to the pre-Covid high of 3.2% over the 2019 calendar year. After the large
spike in the cancellation rate during Covid in 2021, the cancellation rate in 2023 has fallen but still remains elevated
compared to pre-Covid levels at 4.8%.

Brisbane Airport’s average cancellation rate was very low at 0.6% throughout calendar 2003, jumped to 2.2% in 2008
as a result of the Global Financial Crisis and has slowly trend-increased to 1.8% by 2019. The cancellation rate remains
elevated over 2023 at 3.3%, which is well above the high reached pre-Covid.

Perth Airport's domestic cancellation rate was just 0.3% in 2003 but climbed to three-times this level by 2019 at 1.1%.
The cancellation rate post-Covid in 2023 is 2.9%, which is almost three times the pre-Covid peak.

Adelaide Airport's domestic cancellation rate increased from 0.6% in 2003 up to 1.4% by 2019. The 2023 cancellation
rate of 3.1% remains more than twice pre-Covid levels in 2019.

The Gold Coast domestic cancellation rate has risen gradually from 0% in 2003 up to 2.0% by calendar 2019. The 2023
cancellation rate is currently 3.7%, which is 1.7 percentage points higher than the pre-Covid levels in 2019.

The Darwin Airport domestic cancellation rate increased from 0% in 2003 up to 1.0% by 2019. The cancellation rate
still remains high at 1.7% over calendar 2023, 0.7 percentage points above the most recent pre-Covid levels.

In 2003 the cancellation rate for Hobart Airport was just 0.4%, but has steadily increased to 1.2% by 2019. The
cancellation rate at Hobart domestic remains elevated in 2023 at 2.5%, which is well above 2019 levels.

Canberra Airport’s cancellation rate was 1.2% in 2003, which is almost twice the cancellation rate of the airport with
the second highest cancellation rate in 2003, which was Sydney at 0.8%. The cancellation rate subsequently declined
to more normal levels over the following four years but increased sharply between 2008 and 2010 in response to the
Global Financial Crisis and has remained elevated since. By 2019 the cancellation rate rose to 2.4% and remains at
5.3% in 2023.

The Cairns Airport domestic cancellation was 0.4% in 2003 but has gradually increased to 1.3% by 2019. After the
sharp increases in the cancellation rate during Covid-19 the cancellation rate has remained elevated in 2023 at 2.4%,
which is almost double the most recent pre-Covid level.

There is a very high level of correlation between cancellation rates at Australia’s domestic airports because a
departing cancellation also coincides with an arriving cancellation. The two Australian domestic ports with the highest
correlation between cancellation rates is Melbourne and the Gold Coast with 99.2% correlation between 2003 and
2023, followed by Adelaide and Hobart with 99.1%, and Melbourne and Brisbane with 99%. The airport pairs with the
lowest cancellation rate correlations are between Darwin and Canberra with 90.3% followed by Darwin and Perth

with 91.5%.
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0.4.3 By High Frequency City Pairs by Airline

[21] Between 2003 and 2008 Qantas mainline had a consistently higher cancellation rate on SYD-MEL than Virgin Australia.
When Jetstar entered the market in 2009, Qantas, Virgin Australia and Jetstar took turns in having the highest
cancellation rate. Post Covid, Jetstar’s cancellation rate has remained the highest, with a cancellation rate on the roue
of 11.4% in 2023, followed by Virgin Australia with 9.0%, Qantas with 8.4% and Regional Express Airline’s at 2.3%.

[22] Prior to Jetstar entering the SYD-BNE market, Virgin Australia had the highest cancellation rate on the route over most
years. From 2013 onwards, however, Jetstar's deteriorating cancellation rate shot above all other carriers, reaching a
peak of 24.8% during Covid in 2021, which was much higher than the 14.1% and 13.3% peaks of Virgin Australia and
Qantas mainline. Over 2023 Jetstar continues to have the highest cancellation rate of any other carrier on Sydney-
Brisbane with 9.9%, followed by Virgin Australia with 6.4%, Qantas with 3.9% and Regional Express Airlines with 1.6%.

[23] In the case of BNE-MEL, it is Qantas that has the highest cancellation rate on more occasions than Virgin Australia between
2003 and 2008, but only marginally so. When Jetstar entered the market in 2009, the carrier soon establishes itself as having
the highest cancellation rate across most years (2012, 2015-2016 and 2021-2023), followed closely by Tigerair Australia
(2011, 2013, 2018-2019), and Virgin Australia (2014, 2017). Over 2023, Jetstar has the highest cancellation rate of 10.0%
followed by Virgin Australia with 4.6%, Qantas with 2.3% and Regional Express Airlines with 1.3%.

[24] Over most annual time periods between 2007 and 2012, Virgin Australia had the highest rate of cancellation on the
SYD-0OOL route. From 2013 onwards Jetstar took over as the airline with the highest cancellation rate on the route over
most annual time periods. Over 2023 after significant recovery from Covid-19, the cancellation rate was highest for
Jetstar at 7.2%, followed by 2.5% for Virgin Australia and 1.3% for Qantas mainline, with all airline cancellation rates
remaining above pre-Covid levels.

[25] Between 2003 and 2009 the highest cancellation rate on MEL-ADL switches between Qantas and Virgin Australia. From
2010 to 2014 Tigerair Australia has the highest level of cancellation over most annual periods, and from 2015 onwards this
mantle is taken over by Jetstar. Qantas, Virgin Australia and Regional Express Airlines all had equally high cancellation rates
during Covid, however Jetstar’s cancellation rate has not recovered as well as the other airlines. Over 2023, the cancellation
rate of Jetstar remains stubbornly high at 4.0%, followed by Qantas at 2.1% and Virgin Australia at 1.5%.

[26] In the case of the OOL-MEL, there is no single airline that stands out as regularly having the highest cancellation rate
between 2003 and 2019. During the peak of Covid-19 in 2021 Virgin Australia had the highest cancellation rate of
25.7%, followed by Jetstar and then Regional Express Airlines. Virgin Australia’s cancellation rate settled down the
fastest in 2023 with a cancellation rate of just 2.5%, however, Jetstar's cancellation rate remains elevated at 6.6%.

[27] For the MEL-PER route both Qantas and Virgin Australia’s cancellation rates were very low between 2003 and 2008. When
Jetstar entered the route in 2009 this lifted the market cancellation rate. Jetstar has had the highest cancellation rate on
the route in every year between 2009 and 2023 except for 2011. As the route returns to normal following Covid, Jetstar
continues to have the highest cancellation rate in 2023 at 8.2%, followed by Virgin Australia at 3.4% and Qantas at 1.9%.

[28] For most annual time periods between 2003 and 2009 on ADL-SYD Qantas had the highest cancellation rate. Tigerair
Australia took over the mantle of having the highest cancellation rate on the route between 2009 and 2011, with a
cancellation rate above 4% in 2011. Jetstar took over from Tigerair Australia in 2012 as the airline with the highest
cancellation rate. Post Covid, Jetstar’s cancellation rate in 2023 remains highest at 11.7%, which is followed by Virgin
Australia with 4.9% and 2.0% for Qantas.

[29] The cancellation rate was steady at low levels for both Qantas and Virgin Australia between 2003 and 2010 on PER-
SYD, with both airlines presenting the highest cancellation rate at various stages. By 2011, it was Jetstar with the
highest cancellation rate, with a large spike in 2011 and elevated rates for the subsequent 3 years. Tigerair Australia
also operated with very high cancellation rates on the route, particularly in 2014, and 2017 and beyond. The Jetstar
cancellation rate surged above those of other carriers during Covid, with the airline also maintaining the highest
cancellation rate in 2023 at 6.1%, compared to 3.1% for Virgin Australia and 2.3% for Qantas.

[30] In the case of HBA-MEL between 2003 and 2023 the carrier that has the highest cancellation rate over 13 of the 21
years examined is Jetstar. The cancellation rates of Qantas, Jetstar and Virgin Australia were all heavily impacted by
Covid in 2021, but none more than Jetstar. In the return from Covid, Jetstar continues to be the carrier with the highest
cancellation rate, with 4.5% of flights scheduled on HBA-MEL cancelled over the 9 months to September 2023, which
compares to 2.3% for Qantas and 0.7% for Virgin Australia.
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Why do Airlines Cancel Services?

Airlines cancel services because of weather events, sick flight crew and air traffic control staff, aircraft mechanical
issues, and to make higher profits.

The dominant reason for cancellation that is outside of the airline’s control is the weather. Weather events that cause
cancellation of airline services include strong crosswinds, low cloud, fog, thunderstorms and lightening, and heavy rain
and flooding. The most important weather source of cancellation of services at Australian airports is the existence of
strong crosswinds. When the wind is blowing across a runway, and the wind speed is significant, which is typically in
excess of 35 knots, this makes it difficult to safely land aircraft and for aircraft to take-off. For most airports around
Australia, winds blowing from the east or west in excess of 35 knots will typically cause major problems with flight
cancellations because most major runways run north-south.

When many crew members call into the airline ill at the same time, or they call in ill on the morning of a flight or close
to the departure of a flight, this makes it very difficult for the airline to find replacement crew. Short notice illness of
staff can also affect the operations of air traffic control towers. If air traffic controller staff call in ill at short notice and
cannot be replaced, then this may leave the control tower with too few staff to oversee the arrival and departure of the
scheduled aircraft.

A problem with an aircraft that that has been identified by line maintenance crews or the pilot may need to be fixed before
the aircraft can return to the air. The process of fixing the aircraft requires maintenance technicians to follow a series of
steps that are outlined in the maintenance procedure manual. The time that it takes to fix the problem may be too long for
the aircraft to return to the air for the next flight. If the aircraft can't be replaced, then the next flight will be cancelled.

Take-off and landing slots at highly congested airports are so highly valued by airlines that they often form a part of
the intangible assets of an airline. If the landing or take-off slot occurs at a morning or afternoon peak, this raises the
value of the asset to the airline. This is because the airline is likely to generate more income by flying aircraft during
the morning and afternoon peaks compared to an off-peak time of the day. The morning and afternoon peaks will
generate higher seat factors, higher yield, and greater revenue for airlines because passengers place a higher value on
flying during these more convenient times of the day. Airlines do not like to give up these slots because they are highly
profitable, and they don't want to turn them over to a competitor who could profit from them.

Airlines will cancel a flight when the variable costs that are saved by cancelling the flight are greater than the revenue
that is lost by cancelling the flight. The main driver over time of the costs that are saved by cancelling flights are jet
fuel prices. When jet fuel prices are unexpectedly high, this increases the motivation for airlines to cancel flights.
Airlines will also cancel flights when demand is much lower than expected on marginally profitable flights. It is for this
reason that we observed a significant increase in the cancellation rate across all major airports, airlines and routes
during the Global Financial Crisis, as this crisis resulted in much weaker demand than airlines expected.

What are the Costs of Cancelling Services?

In the case of travel agents the major cost associated with cancellation of flights includes the time that it takes
travel agent staff to reorganise trips on behalf of passengers, which is valued at the wage rate per hour of the staff
member multiplied by the time it takes to reorganise the booking. Travel agents also face an opportunity cost, which
is the revenue that may be lost by the agency because the travel agent staff could have used the time to reorganise a
cancelled flight and other bookings, to book a new flight for new clients.

Cancelled flights will also result in lost aeronautical and non-aeronautical revenue at airports if passengers decide not
to travel in response to the cancellation of a flight. If just 5% of passengers on cancelled domestic flights decide not to
travel, then the impact on aeronautical revenue at Australia’s top ten airports totals around A$4.8m per year at current,
listed aeronautical charges while the impact on non-aeronautical revenue is estimated to be AS$1.5m per year.
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When an airline cancels a service and the passenger is first notified about the cancellation on arrival at the airport,
then a passenger that decides to cancel the trip bears the out-of-pocket costs of travel to and from the airport as

well as the opportunity cost of time that could have been spent on a more productivity activity. The passenger may
receive a refund for the fight, but not necessarily on other bookings that are a part of the travel itinerary, such as
accommodation. If the passenger does not decide to cancel the trip, the passenger will incur opportunity costs as

a result of waiting longer at the airport for the new flight. The opportunity cost of time for leisure and VFR travellers

is currently around A$18.77 per hour. If the passenger cannot secure a flight on the same day as the cancelled flight
and must return home or return to a hotel, then the passenger is likely to incur additional out-of-pocket expenses.
Cancellations also lead to seats being withdrawn from the market, which raises airfares for those passengers who are
yet to book a flight.

The cost to business-purpose passengers is usually higher than that for leisure and VFR-purpose passengers because
business-purpose passengers place a higher price on time, estimated to be around three times that of leisure and

VFR passengers at A$59.69 per hour. A business-purpose passenger who must wait longer at the airport for a flight

as a result of a cancellation, bears a higher opportunity cost because the price of time is higher. For business-purpose
passengers it is also far more difficult to re-organise meetings in response to a flight cancellation because there are
usually multiple attendees at meetings. The need to reorganise meetings is therefore disruptive to all those who attend
the meetings. Business-purpose passengers are also more likely to book flights at the last minute. If an airline cancels
flights and therefore withdraws seats from the market, this raises airfares. Business-purpose passengers are more
likely than other passenger types to buy these more expensive post-cancellation seats because they are more likely to
buy seats at the last minute, resulting in an additional out-of-pocket expense for business-purpose passengers.

When passengers decide not to travel because of domestic flight cancellations this affects domestic tourism. If we
assume that 5% of passengers on cancelled flights decide not to travel at all, then the estimated impact on domestic
tourism that is facilitated by Australia’s top ten domestic airports is estimated to be AS405m over the 12 months to
October 2023.

Economic Benefits of Moving to a 95/5 rule

Evidence indicates that airlines are more likely to cancel services during the colder off-peak months in air travel in
Australia, notably between May and July. Under the 80/20 rule the airline is able to cancel 10 services associated with
a particular slot over the year. This number of allowable cancellations approximately coincides nicely with the number
of weeks between the May and June colder months. This means that an airline could potentially cancel flights at a
particular slot in each week of the off-peak winter months of May and June and still retain the slot under the 80/20
rule. A 95/5 slot allocation rule will prevent this from occurring, because this rule will only allow the airline to cancel 2
services per year rather than 10. Rather than potentially cancelling most flights for a particular slot over May and June,
the airline will only be able to cancel one fifth of those flights.
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1. Whatare Airport Slots?

An airport slot is a time to take-off or land on a particular day at a particular time at an airport. For
example, on the 12" of October, 2023, Virgin Australia flight VA 901 is allocated a time slot of 06:00am
to depart Sydney Kingsford Smith Airport and is allocated a time slot of 06:30am to land at Brisbane
International Airport. The 06:00am time slot is a take-off time slot at Sydney Airport that is allocated
to Virgin Australia and the landing time of 06:30am at Brisbane is an airport landing slot that has been

allocated to Virgin Australia airlines.

These time slots for take-off and landing are set into the
airline and the airport’s schedule. While they are a part of
schedules, this does not necessarily mean that the take-off or
the landing takes place at the scheduled time or takes place
at all. The take-off and landing may occur after the scheduled
time. If the take-off takes place more than 15 minutes after
the scheduled time the departure is not on-time, and if the
flight arrives fifteen minutes after the scheduled arrive time
the landing or arrival is not-on time. Take-offs and landings
that are not on-time affect the on-time performance of the
airline and the airports. If a departure or take-off does not
take place at all the slot is not used by the airline and the
service is cancelled. This affects an operational metric

called the reliability of the airline. The more services that

an airline cancels the less reliable it becomes, which in turn
affects customer demand in the future, particularly business-
purpose demand.

At busy airports, time slots during the morning and afternoon
peaks are incredibly valuable to airlines. This is because
airlines are able to charge passengers and freight distributors
higher prices for flights during peak times, and these flights
are also likely to be more heavily utilised, resulting in higher
passenger seat factors and freight load factors. These higher
prices and loads convert into higher levels of airline revenue
and earnings. By securing slots at busy airports during the
morning and afternoon peaks, and holding onto those slots,
this secures the airline the best possible opportunity to
maximise earnings from its flights.
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2. Whatis the 80/20 Rule?

The 80/20 rule, which is also known as the ‘use it or lose it' rule, requires that airlines must use at least
80% of their take-off and landing slots at airports over a particular year or face losing them to a competitor
the following year. Airlines are entitled to keep a particular slot for the next season if it has operated more

than 80% of the slot's flights over the current season.

A slot in this case refers to a specific time on a specific day
of the week that the aircraft of an airline either takes-off or
lands. For example, Qantas flight QF 409 from Sydney to
Melbourne takes place every Monday morning at 07:00am.
This is the 07:00 time slot on a Monday at Sydney Airport
domestic. This slot is different to Qantas flight QF 409 every
Tuesday morning at 07:00am. For Qantas to keep its QF

409 07:00am take-off time slot at Sydney domestic every
Monday morning, the airline would need to fly 42 or more of
the possible 52 weekly QF 409 flights every Monday morning
at 07:00am over a given yearly period of time. If Qantas

flies fewer than 42 take-offs of QF 409 on Monday morning
at Sydney, then it will lose the Monday at 7am time slot for
departures to one of its competitors, such as Virgin Australia,
Regional Express Airlines or Bonza.

The 80/20 rule was created with at least two considerations
in mind. The first is that airlines that have a history of access
to the slot should have the opportunity to continue using that
slot. This not only benefits the incumbent airline but it also
benefits passengers because they can continue to align a
take-off time with a particular carrier. The second intention of
the 80/20 rule is to prevent airlines from cancelling too many
services for commercial reasons, that is to maximise profit.
If an airline cancels too many unprofitable services, then it
may not meet the 80/20 rule, which means sacrificing slots to
a competitor.
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3. Airlines and Capacity Flexibility

Airlines operate over three-time horizons — the short run, the medium run and the long run.

Refer to Figure 1 below.

FIGURE 1: Short, Medium and Long Run Time Horizons of Airlines and Operational Levers
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The short run is a period of time that is up to 12 months,
which is long enough for the airline to alter short run
operational levers such as the average airfare, the load factor,
the labour force, marketing and advertising effort, and the
percentage of services that are cancelled. It isn't long enough,
however, to alter other operational levers such as the size of
the airline’s network and its scheduled capacity, which can
only be altered over a medium run horizon.
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The medium run is defined as a period of between 12 months
and 3 years which is long enough for the airline to alter
operational levers such as scheduled capacity and an airline’s
network composition, as well as altering short run levers, but
not long enough to alter the size and the configuration of the
fleet. The long run is a period of 3 years or more, which is
enough time to alter the number of fleet units operated by the
airline and the seat mix of the fleet that it operates — refer to
Figure 2 below.

FIGURE 2: Short, Medium and Long Run Time Line of Airlines and Key Operating Levers
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The scheduled capacity of airlines is a medium run
operational lever as indicated in Figure 2 because airlines
must provide the travelling public with the time of departure,
the arrival time, and the type of aircraft to be used on the
flight, up to twelve months prior to departure of the flight.
This time period of 12 months between the time the flight is
advertised and the time the flight departs is required to give
passengers enough time to plan their trips and book their
flights. The decision to schedule a certain amount of capacity
12 months prior to departure, however, is problematic for
airlines. This is because the scheduled capacity that is set
today is based on the airline’s expected demand for the flight
in 12-months. If demand in 12-months is more than expected,
then the airline has not scheduled enough seats in the
market. If demand in 12-months is lower than expected, then
the airline has scheduled too many seats in the market.

For example, the capacity that is scheduled for Brisbane
Airport on the Brisbane-Sydney service on 1 January 2024

at 8am on a Monday morning by Virgin Australia Airlines,

is based on Virgin Australia’s expectations about demand

on 1 January 2024 from the perspective of 1 January 2023.
On 1 January 2023, the airline expects the Brisbane economy
to grow by 3% over 2023 and the Sydney economy to grow

by 2.5% over the same time period. These economic growth
figures will provide the airline with a certain expectation about
demand on the 8am Monday Sydney-Brisbane service on

1 January. If economic growth for Brisbane turns out to be
2% and Sydney economic growth turns out to be 1%, then the
demand for the 1 January 2024 flight is likely to be lower than
expected, and the airline has scheduled too many seats on
the flight.

If an airline overestimates demand for a flight, then it may
need to sell more seats at cheaper price points to fill the
plane, or the plane may depart with a number of vacant seats.
For example, if Virgin Australia believes that it can sell 150
tickets at $200 per ticket for the 8am Monday morning flight
on 1 January 2024 based on the information that it knows

on 1 January 2023, but it overestimates demand and all it
can sell are 100 tickets at $150 each, then this will mean 50
more seats flying vacant and a much lower level of passenger
revenue. If the airline had better information about demand
on 1 January 2023, it may have decided to use a smaller
aircraft for the service, or it may decide to use the aircraft on
another route at that time.

As a flight draws closer to departure an airline will have
information about the number of people who have booked

a seat on the flight. These are referred to as the forward
bookings for the flight. These forward bookings will provide
the airline with some insight into whether demand for the
future flight is tracking above or below expectations. If
demand is tracking well below expectations in the lead up

to departure for a flight, and knowing that it can't alter its
flight schedule, the airline may decide to cancel the flight
and attempt to find other flights for passengers booked on
the cancelled flight. This gives the airline some flexibility in
capacity over a short horizon, which enables the airline to
better match supply with approaching final demand. The
scheduled capacity of the airline doesn’t have this short

run capacity flexibility because it can only be altered over

a medium run horizon. Cancelling services offers airlines a
short run capacity lever to reoptimize the supply it is offering
to the market when it has overestimated demand and revenue.
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4. Recent Trends in Cancellation Rates
at Australian Airports

41 Domestic Market

Figure 3 below presents the cancellation rate for the total domestic Australian flying network on a calendar
annual basis between 2004 and 2023, where the 2023 figure is a year-to-date figure for August.

FIGURE 3: Domestic Australian Market Cancellation Rate
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Source: Bureau of Infrastructure, Transport and Regional Economics - On-time Performance Database

The cancellation rate in Figure 3 is determined by using the following formula:

(Number of Flights Cancelled)
(Number of Flights Scheduled)

Cancellation Rate =

M

The cancellation rate at equation (1) represents the proportion of flights out of a schedule that are cancelled. We can see in
Figure 1 that the domestic cancellation rate has trended upward at a relatively gentle pace between 2004 and 2019, rising from
0.8% in 2004 up to 2.2% in 2019, with a sharp cycle upward in the cancellation rate in 2008 t0 2.2% and in 2011 to 1.9% before
the upward trend is resumed thereafter. During Covid, the cancellation rate rose to 8.1% in 2020, then increased sharply to 12.9%
in 2021, before falling to 5.2% in 2022. The cancellation rate for calendar 2023 to date has fallen to 3.9%, however this remains
elevated compared to pre-Covid highs.
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4.2 Cancellation Rates By Airline

4.2.1 Jetstar

Figure 4 presents the movement over time in the calendar
annual cancellation rate of Jetstar Airlines between 2004
and 2023. During the year in which the airline entered the
domestic market in 2004 the airline’s cancellation rate was
1%. The cancellation rate subsequently declined to 0.5% by
2007, but began to trend upward thereafter, reaching a pre-

FIGURE 4: Jetstar Domestic Cancellation Rate
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Covid high of 2.6% in 2019. The airline’s cancellation rate then
surged to 17.6% in 2021 at the height of Covid, before falling
10 7.2% in 2022 and then 5.8% over the year ended August
2023. The 2023 cancellation rate remains more than double
the highest cancellation rate recorded prior to Covid.
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Source: Bureau of Infrastructure, Transport and Regional Economics - On-time Performance Database
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4.2.2 Qantas Mainline

Figure 5 presents the movement over time in the calendar annual average cancellation rate of Qantas Mainline between 2004
and 2023 (excluding the regional arm of Qantas). Qantas Mainline’s cancellation rate rose steadily between 2004 and 2007 from
0.8% up to 1.4%. This was followed by two sharp increases above the upward trend in 2008 of 3.1%, which coincides with the
Global Financial Crisis, and then again in 2011 at 2.3%. The cancellation rate dropped to 1.3% in 2012 and stayed around that
level for the next 5 years, before the cancellation rate rose sharply once again in 2018 and 2019, to 1.9% and 2.9% respectively.
Covid resulted in a peak in the cancellation rate of 12.8% in 2021, before falling to 5.2% in 2022 as the recovery from Covid
began, and a further drop to 3.4% over the 8-months to August 2023. The 2023 cancellation rate remains 0.5 percentage points
above 2019 pre-Covid levels.

FIGURE 5: Qantas Mainline Domestic Cancellation Rate
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Source: Bureau of Infrastructure, Transport and Regional Economics - On-time Performance Database

4.2.3 QantasLink

Figure 6 presents the calendar annual movements over time in the average cancellation rate of the regional flying arm of the
Qantas Group, QantasLink. The QantasLink annual average cancellation rate fell over the first three years of the sample timeframe
from 1.0% in 2004 down to 0.8% in 2007. This was followed by a sharp spike in the cancellation rate to 1.5% in 2008 in response
to the Global Financial Crisis. The cancellation rate fell in 2009 and 2010, but thereafter began to strongly trend upward reaching

a sub-peak of 2.8% in 2013. The cancellation rate fell once again in 2014 but the upward trend in the rate continued thereafter
reaching 3.0% by 2017, which is a pre-Covid high. The cancellation rate then dropped in 2018 and 2019, before surging upward

10 8.4% in 2021 during the peak impact of Covid. The cancellation rate of QantasLink then fell to 5.2% in 2022 and 3.7% over the
8-months to August 2023. The 2023 figure is 0.7 percentage points higher than the highest annual rate recorded prior to Covid.

FIGURE 6: QantasLink Domestic Cancellation Rate
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Source: Bureau of Infrastructure, Transport and Regional Economics - On-time Performance Database
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4.2.4 Regional Express

Figure 7 below presents the annual average cancellation rate of Regional Express Airlines (Rex). Rex’s cancellation rate began
the timeframe at very low levels of 0.16% to 0.3% between 2004 and 2006. The cancellation rate then cycled upward, reaching
a sub-peak of 1.2% in response to the impact of the Global Financial Crisis in 2008. The Rex cancellation rate then fell in 2009
and cycled between 0.2% and 0.7% for the 6 years following the impact of the Global Financial Crisis. Between 2015 and 2017
the cancellation rate swung upward strongly to 1.6% in 2017, before falling once again in 2018 and 2019. Compared to other
airlines the impact of Covid on the cancellation rate of Rex was relatively mild, reaching a peak of 5.4% in 2020, before falling
10 4.6% in 2021, 1.8% in 2022 and rising to 2.0% in 2023. The 2023 cancellation rate figure exceeds the highest annual average
cancellation rate recorded prior to Covid.

FIGURE 7: Regional Express Airlines Domestic Cancellation Rate

6%

5.4%

5%

4%

3%

2%

1%

0%

Source: Bureau of Infrastructure, Transport and Regional Economics - On-time Performance Database

4.2.5 Virgin Australia

Figure 8 The movement over time in the average annual cancellation rate of Virgin Australia is presented in Figure 8 below.

The cancellation rate of the airline was relatively stable at around 0.8% for the first three years of the timeframe, but began to
trend increase between 2006 and 2008, reaching pre-Covid high in 2008 of 2.4% in response to the Global Financial Crisis. The
cancellation rate fell to 1.6% in 2009 and stayed at around this level through to 2019. The Covid peak in 2021 was 11.7%, which
fell to 4.7% in 2022 and 3.6% over the 8-months to August 2023. The 2023 cancellation rate of the airline is more than double
the 2019 cancellation rate.

FIGURE 8: Virgin Australia Domestic Cancellation Rate
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4.3 By Major Airport

4.3.1 Sydney Domestic

The average cancellation rate at Australia’s busiest airport has more than quadrupled over the pre-Covid period 2003 to 2019,
increasing from 0.8% in 2003 up to 3.3% in 2019, with a sharp, one-year increase in the cancellation rate in 2008 to 3.4% in
response to the Global Financial Crisis. The cancellation rate has still not returned to pre-Covid levels, with the 2023 cancellation
rate sitting at 5.3%, which is 2 percentage points higher than 2019 levels.

FIGURE 9: Sydney Airport Domestic Market Cancellation Rate
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Source: Bureau of Infrastructure, Transport and Regional Economics - On-time Performance Database

4.3.2 Melbourne Domestic

In the case of the second busiest airport in Australia, Melbourne Airport, the average cancellation rate in the case of its domestic
business has increased more than five-fold between the 0.6% recorded in 2003 up to the pre-Covid high of 3.2% over the 2019
calendar year. In between these two periods is a sharp increase in the cancellation rate of 2.8% in 2008 due to the Global
Financial crisis, and a more moderate jump to 2.2% in 2011. After the large spike in the cancellation rate during Covid in 2021 to
21.3% and to a much lesser extent in 2020 to 10.8%, the cancellation rate in 2023 has fallen but still remains elevated compared
to pre-Covid levels at 4.8%.

FIGURE 10: Melbourne Airport Domestic Cancellation Rate
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Source: Bureau of Infrastructure, Transport and Regional Economics - On-time Performance Database

16 Slot Misuse and its Impact



4.3.3 Brisbane Domestic

The third biggest airport in Australian in terms of domestic passenger numbers is Brisbane Airport. Brisbane’s average
cancellation rate like Melbourne’s was very low at 0.6% throughout calendar 2003, jumped to 2.2% in 2008 as a result of the
Global Financial Crisis and has slowly trend-increased to 1.8% by 2019. During Covid-19 the cancellation rate spiked in 2021 to
10.6%, before declining in 2022 to 4.4%. The cancellation rate remains elevated over 2023 at 3.3%, which is well above the high
reached pre-Covid.

FIGURE 11: Brishane Airport Domestic Cancellation Rate
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Source: Bureau of Infrastructure, Transport and Regional Economics - On-time Performance Database

4.3.4 Perth Domestic

Perth Airport’s domestic cancellation rate was just 0.3% in 2003 but climbed to three-times this level by 2019 at 1.1%. Like other
domestic airports the cancellation rate spiked in 2008 at 1.2% due to the Global Financial Crisis, and later at 2.2% in 2011 and
1.6% in 2013 before remaining steady at 1.1% between 2014 and 2019. After the Covid-19 spike in 2020 reaching 5.9% and a
peak of 7.6% in 2021, the cancellation rate has fallen to 2.9% in 2023 but still remains almost three times the pre-Covid peak.

FIGURE 12: Perth Airport Domestic Cancellation Rate
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4.3.5 Adelaide Domestic

Adelaide Airport’s domestic annual average cancellation rate started in 2003 at 0.6% and remained relatively flat for the next
4 years. Like other airports spikes in the Adelaide cancellation rate occurred during the Global Financial Crisis in 2008 at 1.5%
and later in 2011 at 1.4% before gradually falling to 0.7% by 2014. From 2014 to 2019 the cancellation rate gradually increased
in trend terms to reach 1.4% by 2019. Following the Covid spike in 2021 where the cancellation rate increased to 12.1%, the
cancellation fell to 3.9% in 2022 and to 3.1% in 2023. The 2023 cancellation rate remains more than twice pre-Covid levels

in 2019.

FIGURE 13: Adelaide Airport Domestic Cancellation Rate
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4.3.6 Gold Coast Domestic

In the case of the second busiest airport in Australia, Melbourne Airport, the average cancellation rate in the case of its domestic
business has increased more than five-fold between the 0.6% recorded in 2003 up to the pre-Covid high of 3.2% over the 2019
calendar year. In between these two periods is a sharp increase in the cancellation rate of 2.8% in 2008 due to the Global
Financial crisis, and a more moderate jump to 2.2% in 2011. After the large spike in the cancellation rate during Covid in 2021 to
21.3% and to a much lesser extent in 2020 to 10.8%, the cancellation rate in 2023 has fallen but still remains elevated compared
to pre-Covid levels at 4.8%.

FIGURE 14: Gold Coast Airport Domestic Cancellation Rate
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4.3.7 Darwin Domestic

The annual time series movement in the Darwin domestic cancellation rate is presented in Figure 15 below. Starting with no
cancellations over 2003, the cancellation jumped sharply in 2011 to 1.5% before returning to low levels and gradually trending
upward to 1.0% by 2019. After the Covid-19 spike in 2021 in which the cancellation rate jumped to 9.6% and elevated levels in 2022,
the cancellation rate still remains high at 1.7% over calendar 2023, 0.7 percentage points above the most recent pre-Covid levels.

FIGURE 15: Darwin Airport Domestic Cancellation Rate
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4.3.8 Hobart Domestic

Figure 16 below presents the annual average cancellation rate for Hobart Airport domestic services. In 2003 the cancellation
rate for the airport reached just 0.4%, and remained reasonably steady at this rate for the next seven years until there was a
spike in 2011 at 1.8%. The cancellation rate subsequently declined through to 2015 but steadily increased to 1.2% between 2015
and 2019. Following the Covid spikes in 2021 and to a lesser extent 2022, the cancellation rate at Hobart domestic remains
elevated in 2023 at 2.5%.

FIGURE 16: Hobart Airport Domestic Cancellation Rate
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4.3.9 Canberra Domestic

Canberra Airport domestic services have been affected by an elevated cancellation rate over the entire timeframe examined.

In 2003 the cancellation rate was 1.2%, which is almost twice the cancellation rate of the airport with the second highest
cancellation rate in 2003, which was Sydney at 0.8%. The cancellation rate subsequently declined to more normal levels over the
following four years but increased sharply between 2008 and 2010 in response to the Global Financial Crisis and has remained
elevated since. By 2019 the cancellation rate rose to 2.4% and remains at 5.3% in 2023 after the Covid spikes in 2021 and 2022.

FIGURE 17: Canberra Airport Domestic Cancellation Rate
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4.3.10 Cairns Domestic

Figure 18 below presents the annual time series movements in Cairns domestic cancellation rate between 2003 and 2023. Like
many of the other tier 2 airports investigated in this section, the cancellation rate started off quite low at 0.4% on average over
calendar 2003, but then jumped quite sharply in 2008 and 2011, before returning to a gentle upward trend that has seen the
cancellation rate gradually climb to 1.3% over calendar 2019. After the sharp increases in the cancellation rate during Covid-19
the cancellation rate has remained elevated in 2023 at 2.4%, which is almost double the most recent pre-Covid level.

FIGURE 18: Cairns Airport Domestic Cancellation Rate
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4.3.11 Major Airport Cancellation Correlation Matrix

We would expect some connections between the domestic
cancellation rates across airports, particularly the main
airports. This is because a service that is cancelled from a
particular departing port will also show-up as a service that
is cancelled at an arriving port. For example, a service that is
meant to originate from Sydney, or Sydney is the departing
point, that is destined for Melbourne, or Melbourne is the
arriving port, will register as a cancelled departing Sydney
service and a cancelled arriving service in Melbourne.

The connection between domestic cancellation rates across
airports is also complicated by the fact that some aircraft in
the domestic fleets of the airlines are not used on one city
pair alone. This means that an aircraft may depart port A and
arrive at port B, and then depart port B and arrive at port C.
For example, a Qantas aircraft may fly from Sydney to Perth,
and then fly from Perth to Broome. Or a Virgin Australia
aircraft may fly from Brisbane to Adelaide, and then from
Adelaide to Darwin. What this means is that the cancellation
of the service between ports A and B may also result in the
cancellation of other services outside of ports A and B, such
as from ports B to C. These knock-on or network effects of
cancellations will be significant for those city pairs that have
relatively low frequency of service.

It is possible to determine the extent to which cancellation
across airports is highly correlated by estimating the
correlation in the cancellation rates across the various
airports over the period 2003 to 2023. This airport
cancellation rate correlation matrix is presented in Figure

19 below. In Figure 19 we see that all correlations are
exceptionally high, with a limited number of correlations
shaded in green that are below the 96% mark. The highest
correlation is that between the cancellation rates of
Melbourne and the Gold Coast with 99.2%, followed by
Adelaide and Hobart with 99.1%, Melbourne and Brisbane
with 99.0%, and several pairs of airports with a correlation of
98.9%, including Sydney-Brisbane, Adelaide-Sydney, Adelaide-
Melbourne, Adelaide-Brisbane and Hobart-Melbourne. The
airport pairs with the lowest cancellation rate correlation is
that between Darwin and Canberra with 90.3% followed by
Darwin and Perth with 91.5%.

One would expect that high airport cancellation rate
correlations are likely to occur where (1) there is a high level
of frequency of services between the airports, and (2) the
airports face similar adverse weather conditions at the
same time.

FIGURE 19: Domestic Australian Airport Cancellation Rate Correlation Matrix
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4.4 High Frequency Key Routes by Airline

4.4.1 Sydney-Melbourne

Figure 20 below presents the cancellation rate in the case of five airlines operating services on one of the busiest city pairs on
the planet, Sydney-Melbourne. The cancellation rate is estimated on a calendar annual basis for each airline between 2003 and
2023. We can see in the early part of the timeframe that Qantas mainline consistently had a higher cancellation rate on SYD-
MEL than Virgin Australia, but this tended to change after 2009 with Jetstar, Qantas and Virgin Australia taking turns in having
the highest cancellation rate. During Covid-19 the Jetstar cancellation rate soared higher than any other carrier to reach a high
of 28.3%. While this has fallen sharply since 2021, Jetstar’s cancellation rate still remains much higher than any other carrier in
2023 at 11.4%, followed by Virgin Australia with 9.0% and Qantas with 8.4%. Regional Express Airline’s cancellation rate is much
lower than any other competitor in 2023 at 2.3%.

FIGURE 20: Sydney-Melbourne Cancellation Rate by Airline - 2003 to 2023
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4.4.2 Sydney-Brisbane

The annual movement over time in the average cancellation rate on Sydney-Brisbane is presented in Figure 21 below by airline.
Prior to Jetstar entering the market, Virgin Australia had the highest cancellation rate on the route over most years. From 2013
onwards, however, Jetstar’s deteriorating cancellation rate shot above all other carriers for the majority of the timeframe,
reaching a peak of 24.8% during Covid in 2021, much higher than the 14.1% and 13.3% peaks of Virgin Australia and Qantas
Mainline respectively over the same calendar year. Over 2023 Jetstar continues to have the highest cancellation rate of any
other carrier on Sydney-Brisbane with 9.9%, followed by Virgin Australia with 6.4%, Qantas with 3.9% and Regional Express
Airlines with the lowest rate of 1.6%, although Rex has the lowest frequency of services on the route.

FIGURE 21: Sydney-Brisbane Cancellation Rate by Airline - 2003 to 2023
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443 Brisbane-Melbourne
In the case of Brisbane-Melbourne, the average cancellation rate on a calendar annual basis is presented in Figure 22 below.

Figure 22 follows similar patterns to that of Sydney-Brisbane, although early in the timeframe it is Qantas that has the highest
cancellation rate on more occasions than Virgin Australia, but only marginally so. When Jetstar enters the market in 2009, the
carrier soon establishes itself as having the highest cancellation rate across all of the carriers across most years (2012, 2015-
2016 and 2021-2023), followed closely by Tigerair Australia (2011, 2013, 2018-2019), which has the most volatile cancellation
rate, and Virgin Australia (2014, 2017). Over 2023, Jetstar has the highest cancellation rate of 10.0% followed by Virgin Australia
with 4.6%, Qantas with 2.3% and Regional Express Airlines with 1.3%.

FIGURE 22: Brisbane-Melbourne Cancellation Rate by Airline — 2003 to 2023
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4.4.4 Gold Coast-Sydney

The average annual cancellation rate on the Gold Coast-Sydney route is presented in Figure 23 below over the time period 2003
to 2023. This route was one of Jetstar’s inaugural routes, but it took some time before the carrier had the highest cancellation
rate, mainly because of its relative lack of frequencies on the route. Over most annual time periods early in the timeframe, Virgin
Australia had the highest rate of cancellation, followed by Jetstar, with Qantas mainline performing well on the cancellation rate
until trending upward from 2015 onwards. Over 2023 after significant recovery from Covid-19, the cancellation rate was highest
for Jetstar at 7.2%, followed by 2.5% for Virgin Australia and 1.3% for Qantas mainline, with all cancellation rates remaining
above pre-Covid levels.

FIGURE 23: Gold Coast-Sydney Cancellation Rate by Airline - 2003 to 2023
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4.4.5 Melbourne-Adelaide

Figure 24 below presents the annual average cancellation rate by airline in the case of services on the Melbourne-Adelaide city
pair. Over most annual points the highest cancellation rate switches between Qantas and Virgin Australia over the first 6 years
of the timeframe. From 2010 to 2014 Tigerair Australia has the highest level of cancellation over most annual periods, and from
2015 onwards this mantle is taken over by Jetstar. Qantas, Virgin Australia and Regional express Airlines all had equally high
cancellation rates during Covid, however Jetstar’s cancellation rate has not recovered as well as the other airlines. Over 2023,
the cancellation rate of Jetstar remains stubbornly high at 4.0%, followed by Qantas at 2.1% and Virgin Australia at 1.5%.

FIGURE 24: Melbourne-Adelaide Cancellation Rate by Airline - 2003 to 2023
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4.4.6 Gold Coast-Melbourne

Figure 25 below presents the annual average cancellation rate on the Gold Coast-Melbourne route between 2003 and 2023.

For the vast majority of the timeframe there is no single airline that stands out as regularly having the highest cancellation rate.
During the peak of Covid-19 in 2021 Virgin Australia had the highest cancellation rate of 25.7%, followed by Jetstar and then
Regional Express Airlines, although Rex has the lowest frequencies of all the airlines. Virgin Australia’s cancellation rate settled
down the fastest in 2023 in response to the industry returning to some form of normality after Covid with a cancellation rate of
just 2.5%, however, Jetstar's cancellation rate remains highly elevated at 6.6%. With few frequencies on the route relative to the
other carriers, both Qantas and Regional Express Airlines have managed to maintain very low levels of cancellation on the route
in 2023.

FIGURE 25: Gold Coast-Melbourne Cancellation Rate by Airline - 2003 to 2023
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4.4.7 Melbourne-Perth

Figure 26 presents the annual time series movements in the cancellation rate by airline in the case of the Melbourne-Perth route.
For both Qantas and Virgin Australia, the cancellation rate is very low for much of the timeframe with upward cycles in 2008

and 2011. When Jetstar entered the route in 2009, however, this lifted the market cancellation rate, with Jetstar experiencing
the highest cancellation rate out of any carrier on the route in every year since 2009 except for 2011. Such was the impact of
Covid-19 on the airline, the cancellation rate rose above 51% in 2021. As the route returns to normal following Covid, Jetstar
continues to have the highest cancellation rate in 2023 at 8.2%, followed by Virgin Australia at 3.4% and Qantas at 1.9%

FIGURE 26: Melbourne-Perth Cancellation Rate by Airline - 2003 to 2023
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4.4.8 Adelaide-Sydney

Figure 27 presents the annual average movement in the cancellation rate by airline on the Adelaide-Sydney route. For most
annual time periods in the initial 6 years of the timeframe Qantas had the highest cancellation rate. Tigerair Australia took over
the mantle of the highest cancellation rate amongst the Adelaide-Sydney airlines between 2009 and 2011, with a cancellation
rate above 4% in 2011. Jetstar took over from Tigerair Australia in 2012 until the remainder of the timeframe, culminating in a
continued high cancellation rate in 2023 of 11.7%, which is followed by Virgin Australia with 4.9% and 2.0% for Qantas.

FIGURE 27: Adelaide-Sydney Cancellation Rate by Airline - 2003 to 2023
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4.49  Perth-Sydney

Figure 28 presents the time series movements in the cancellation rate on Sydney-Perth by airline. We can see early in the
timeframe that the cancellation rate was steady at low levels for both Qantas and Virgin Australia, with both airlines presenting
the highest cancellation rate at various stages. By 2011, it was Jetstar once again with the highest cancellation rate, which a
large spike in 2011 and elevated rates for the subsequent 3 years. Tigerair Australia also operated with very high cancellation
rates on the route, particularly in 2014, and 2017 and beyond. As is the case for a number of the top ten routes, the Jetstar
cancellation rate surged above those of other carriers during Covid, with the airline also maintaining the highest cancellation
rate in 2023 at 6.1%, compared to 3.1% for Virgin Australia and 2.3% for Qantas.

FIGURE 28: Perth-Sydney Cancellation Rate by Airline - 2003 to 2023
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4.4.10 Hobart-Melbourne

Figure 29 below presents the annual average cancellation rate in the case of Hobart-Melbourne between 2003 and 2021. For
this route the carrier that has the highest cancellation rate over most years is Jetstar once again, with the highest cancellation
rate over 13 of the 21 years examined. The cancellation rates of Qantas, Jetstar and Virgin Australia were all heavily impacted
by Covid in 2021, but none more than Jetstar. In the return from Covid, Jetstar continues to be the carrier with the highest
cancellation rate, with 4.5% of flights scheduled on Hobart-Melbourne cancelled over the 9 months to September 2023, which
compares to 2.3% for Qantas and 0.7% for Virgin Australia. Both Jetstar and Qantas cancellation rates remain very high on this
route compared to pre-Covid levels.

FIGURE 29: Hobart-Melbourne Cancellation Rate by Airline - 2003 to 2023
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5. Why Do Airlines Cancel Flights?
5.1 General Observations

As indicated in Figure 30 below airlines cancel services for a variety of reasons. The dominant reasons
include weather events, the unavailability of flight crew because of illness, the unavailability of air
traffic control staff because of illness, and for airline commercial reasons. These reasons are both out
of the control of airlines, such as weather events, flight crew unavailability and air traffic control staff
unavailability, and within the control of airlines, such as airline commercial reasons.

FIGURE 30: Factors that Influence Cancellation of Services
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Hh.2 Weather Conditions

The dominant reason for cancellation that is outside of Often these weather events occur together, for example,
the airline’s control is the weather. Weather events that heavy rain and strong crosswinds will often coincide with
have in the past caused cancellation of airline services thunderstorms and lightening.

globally include:

The most important weather source of cancellation of services
Strong cross-winds’; at Australian airports is the existence of strong crosswinds.
Aircraft take-off and land into the wind to minimise the speeds
that are needed to become airborne or to come to a stop. This
Fog which causes low runway visibility?; means that when the wind is blowing across a runway rather
than down or along it, and the wind speed is significant, which is
typically in excess of 35 knots, this makes it impossible to safely
Snowstorms?®; and land aircraft and take-off on the runway.

Low cloud causing low visibility?

Thunderstorms and lightening?;

Heavy rain and flooding®. As indicated by the compass directions in Figure 37, most of
Australia’s major airports lie in a north-south direction.

34
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FIGURE 31: Directions of Main Runways at Australian Key Domestic Airports
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Sydney Airport’s longest runway lies in a north-north-west
direction with a length of 3,962m, while the shorter parallel
runway is 2,438m. The airport has a single runway that runs
perpendicular to the north-north-west runways (running
east-north-east) but it is much shorter than the main runway
at 2,530m. When the wind blows from the east or the west
at Sydney Airport at more than 35 knots, the airport has only
one operational runway that can be used, which significantly
reduces the capacity of the airport to safely land aircraft and
to have aircraft take-off safely.”

Melbourne Airport has a single runway that points in a north-
north-west direction like Sydney with a length of 3,657m, and
has a runway that runs east-west but it is much shorter at just
2,286m. The fact that the east-west runway is significantly
shorter than the main runway means that the capacity of

the airport to land and take-off large aircraft is significantly
reduced when the wind is blowing in an east-west wind
direction and the wind speed exceeds 35 knots. For example,
large aircraft such as the Airbus A330 and the Boeing 777 are
unlikely to be able to take-off from Melbourne Airport on the
east-west runway because the runway length is too short for
their safe take-off.®

Brisbane Airport has two main parallel runways that run
south-north, with the longest runway being 3,560m in length
and the shorter of the two runways 3,300m in length. The
airport doesn’t have a runway that runs in an east-west
direction, which means that if the wind is blowing at Brisbane
Airport in an east-west direction and it exceeds 35 knots then
the airport may not be able to land and take-off aircraft until

the wind direction changes or the wind speed falls.’

Adelaide Airport has two runways that are almost
perpendicular to one another. The main runway is in a south-
west to north-east direction and is the longest of the two
runways at 3,100m while the shorter runway runs east-south-
east to west-north-west with a length of just 1,652m. If the
wind runs perpendicular to the longest runway at a speed

in excess of 35 knots, then the airport will need to open up
the shorter runway for services, which will place significant
restrictions on the type of aircraft that can land and take-off
from the airport.

Perth Airport has both a main runway and a cross-runway.
The main runway runs in a north-north-east direction while
the cross-runway runs in an east-north-east direction.
Crosswinds affect the main runway at Perth when the wind
direction is east-south-east or west-north-west. In the event of
crosswinds this will affect the ability of the airport to land and
take-off larger aircraft because the cross-runway is around
1,3km shorter than the main runway. Storms and strong wind
activity have also affected the operations of Perth Airport in
the past by cutting off power to the airport.™

The Gold Coast airport has a main runway that runs in a
north-west to south-east direction and is around 2.5km long
and has a much shorter runway of just 582m that runs almost
parallel to this main runway. If the wind direction is across
the main runway and is sufficiently strong then the airport

will likely cancel all services that involve jet aircraft, such as
the Boeing 737-800 of Qantas, Virgin Australia and Regional
Express Airlines, and the Airbus A320 aircraft of Jetstar.
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5.3 Unavailability of Staff

When cabin crew and/or flight crew are ill and unable to fly,
the airline will attempt to find replacement crew. When many
crew members call into the airline ill at the same time, or they
call in ill on the morning of a flight or close to the departure
of the flight, this makes it very difficult for the airline to find
replacement crew.

Replacement crew must be eligible to fly according to an
airline’s or the industry’s crew rest rules, with many crew
members likely to be ineligible to replace the sick crew if
they have just completed a large number of continuous

flying hours, which in turn requires them to have a certain
number of hours or days off as rest prior to resuming flying
commitments." If there are difficulties finding replacement
crew as a result of managing crew fatigue, this makes it very
difficult for the airline to maintain its schedule resulting in the
airline cancelling services.?

It could be argued that it isn’t unusual to have sick or ill
employees. This is an inherent part of doing business.
Many industries must put measures in place to deal with

the disruption caused by sick or ill employees, such as
schools, train, bus and ferry services, and hospitals. The
airline can, of course, employ more back-up pilots and crew
to accommodate situations in which a large number of crew
call in sick at once and at short notice, however this comes
at a significant cost to the airline, which is likely to be passed
through to higher fares paid by passengers. The airline must
balance these extra costs associated with employing more
back-up crew against the likelihood of being unable to find
replacement crew during periods in which a number of crew
call in sick at the same time and at short notice.

Short notice illness of staff can also affect the operations of
air traffic control towers. If air traffic controller staff call in ill
at short notice and cannot be replaced, then this may leave
the control tower with too few staff to oversee the arrival and
departure of the scheduled aircraft. In this case it's necessary
to reduce the number of arrivals and departures so that they
can be handled by fewer air traffic control staff, which in turn
means cancelling services.'®

11 U.S. ALPA, 2006. “Guide to Flight Time Limitations and Rest Requirements”, ALPA. Accessed November 26, 2023, available at https.//www3.alpa.org/portals/alpa/
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.4 Aircraft Mechanical Issues

A problem is often identified with an aircraft by a pilot or by
line maintenance crew when performing pre or post flight
inspections, or during flight. If the problem cannot be fixed in
time for the next flight, and another aircraft is not available
to replace the aircraft that requires repair, then the next flight
may need to be cancelled.

To fix problems that have been identified by line maintenance
employees or the pilot, the airline must follow the steps set
out in the maintenance procedure manual. The maintenance
technician that is tasked with fixing this problem must collect
all of the necessary tools, diagnostic equipment and parts
that are required to attempt to fix the problem. These are all
listed in the maintenance procedure manual. These tools,
equipment and parts are often very difficult to find and may
take time. Indeed, the airline may not have all of the parts and
diagnostic equipment necessary to fix the problem in close
proximity to the aircraft needing maintenance attention. In
some cases, parts and equipment may need to be flown into
the location of the aircraft that needs maintenance from other
locations. This will depend on the location of the major spare
part hubs of the airline.
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Once the maintenance technician fixes the problem, the
technician must account for all of the tools that have been
used, and must record the steps that have been taken to

fix the aircraft in the aircraft's maintenance log book. The
maintenance technician must then locate a quality assurance
engineer to ensure that the technician’s work follows the
maintenance procedure manual and the work performed has
fixed the underlying problem. This assurance check is often
required by safety regulators.

If the aircraft requires certain components to be replaced,
then the pilot or the maintenance technician must check

to determine if the new components have been installed
properly and are functioning the way that they should be
functioning. After these checks are completed and the quality
assurance engineer has given the aircraft the all clear to
return to operations then the aircraft can be returned to flying,
and this is written-into the aircraft logbook.

As indicated above, there are a number of stages in this
maintenance process that may cause a delay in the aircraft
returning to operations. Any of these delays may be
significant enough to cause a cancellation of services if the
airline does not have an aircraft that is available to replace the
aircraft that has maintenance issues.




5.5 Commercial Reasons

5.5.1 Landing Slots are Airline Intangible Assets

Take-off and landing slots at highly congested airports are
often a part of the intangible assets of an airline, along

with rights to fly to different countries. For example, in the
balance sheet contained in the annual report of Ryanair in
2022 is a breakdown of its assets, which includes €146.4min
intangible assets that are exclusively attributable to landing
rights as presented in Table 7 below.

Table 1: Landing Rights Intangible Asset of Ryanair

ATMARCHST | em| _em v

ding Rights

Balance at beginning of the 146.4 146.4 146.4
year
Balance at end of year 146.4 146.4 146.4

Source: Ryanair Annual Report 2022, p.177. '

The airline views landing slots at congested airports as an
asset on which it will make a return. By deploying its aircraft
at the relevant airport and taking-off or landing at the time of

the slot, this permits the airline to generate income from that
aircraft asset. Without access to the landing or take-off slot
it is not possible to operate the aircraft to generate income. If
the landing or take-off slot occurs at a morning or afternoon
peak, this raises the value of the asset to the airline. This is
because the airline is likely to generate more income by flying
aircraft during the morning and afternoon peaks compared
to an off-peak time of the day. The morning and afternoon
peaks will generate higher seat factors, higher yield, and
greater revenue because passengers place a higher value on
flying during these more convenient and highly valued times
of the day.

If the airline gives up a landing slot at a congested airport at a
peak time of the day, this affects the asset base of the airline,
and it reduces the income that the airline is able to generate.
By giving up the landing slot, this means that the slot is
available to other airlines. These other airlines may use the
slot to fly to destinations that are a part of the destination set
of the airline that gave up the slot, which means competitor
airlines are gifted a free asset. There are therefore strong
incentives for airlines not to give up landing slots at airports
particularly during the morning and afternoon peaks.

14 Accessed November 23, 2023 available at https://investor.ryanair.com/wp-content/uploads/2022/07/Ryanair-2022-Annual-Report.pdf.
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5.5.2 Cancellation of Services and Airline Profits

An airline’s profit is it's revenue less its costs. Let us suppose
that on a particular flight A on a particular route the airline
flies an aircraft with S seats on board. The airline is paid an
average airfare of PA and operates to a passenger seat factor
of PSFA."® The distance that the aircraft travels on flight A is
D while the variable cost per available seat kilometre (ASK)
of the airline is c for the flight.’® The Earnings Before Interest
Tax Depreciation Amortisation and Rentals (EBITDAR) for
flight A is:

T = PAXPSAAXS — cxDxS 2)

Consider another flight on the same route, which we will call
flight B. The profit generated from that flight is:

T = PBXPSABXS — ¢ xDxS 3)

where P8 is the average airfare and PSF® is the passenger
seat factor on flight B on the same route. Both the average
airfare P? and the passenger seat factor PSF? will be different
on flight B compared to flight A depending on whether flight B
occurs at a peak or off-peak time relative to flight A.

If the airline does not cancel flights A and B the profit that the
airline earns on the route is (2) plus (3), which is:

T =T + T8 = (P*XPSA* + PBXPSAB)XS — 2xcxDxS (4)

A key part of (4) is that the costs are the same per flight,
which is why the last term on the right-hand side is the cost of
a single flight times 2. The costs are unaffected by the timing
of the flights. The revenue, conversely, is so affected because
the average airfares and the passenger seat factors are likely
to be different between flights A and B.

Let us suppose now that the airline decides to cancel

flight B. Some passengers booked on B will be rebooked

on flight A. Depending on how far out from departure the
flight is cancelled, there will also be new passengers who
attempt to book a seat on flight A after the cancellation of
flight B. These new passengers have fewer seats to choose
from. A combination of both the rebooked passengers and
passengers that book a seat on flight A post the cancellation
of flight B will generate different outcomes for the average
airfare and the passenger seat factor on flight A after the
cancellation. Let us define the average airfare on flight A
after the cancellation of flight B as P4and the passenger seat
factor after the cancellation is PSF4. The profit that the airline
earns from the route after the cancellation is equal to:

& = P&XPSF&xS — cxDxS (5)

You will notice in (5) that we now have a single revenue
stream which is different from the original flight A, and only
a single cost item.

The route profit after cancellation at (5) exceeds the route
profit before the cancellation at (4) when:

A>Tt
or

(P*XPSA* + PBXPSAE) — P&xPSF& < cxD (6)

Equation (6) says that cancellation of flight B will improve

the airline’s profit, if the additional revenue that the airline
generates from running the cancelled flight doesn’t exceed
the additional cost of running the cancelled flight. This is
more likely to occur when (1) the costs are high of running
the cancelled flight (cxDxS is high), (2) most passengers from
the cancelled flight rebook with the airline (PSF# is much
higher than PSF*), (3) and the airline is able to sell seats to
new passengers post the cancellation at elevated fares (P2 is
close to P#) - this is summarised in Figure 32 below.

15 The passenger seat factor is the number of passengers on an aircraft divided by the number of seats on the aircraft. It is the percentage of seats that are filled by

revenue generating passengers.

16 Available seat kilometres or ASKs for short equals the number of seats flown times the average distance those seats are flown. In our analytical exposition it is

equal to SxD per flight.

40 Slot Misuse and its Impact



FIGURE 32: Impact on Variable Costs and Revenue of a Cancelled Service
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Consider the following numerical example of the above
two-route analytics and Figure 32. Let us suppose that each
variable in (6) takes on the following numerical values:

D = 706km (the route distance);
+ ¢ =0.12 (cost per available seat kilometre);

« PA =175 (average airfare from flight A in a world without
the cancellation);

+ P® =130 (average airfare from flight B in a world without
the cancellation);

+ PSF* = 75% (passenger seat factor on flight A in a world
without the cancellation);

+ PSF® = 40% (passenger seat factor on flight B in a world
without the cancellation);

+ P# =160 (average airfare on flight A in the world with the
cancellation);

« PSF# =100% (passenger seat factor on flight A in the
world with the cancellation).

Substituting these numbers into the formula at (6) yields:

[175x0.75 + 130x0.4 — 160x1] = 23.25 < 0.12x706 = 84.72

This confirms that the profit the airline obtains from
cancelling service B exceeds the profit the airline earns by
operating both A and B. This result is achieved because the
airline is able to fill the flight that isn’t cancelled, so it gained
an additional 25% in passenger seat factor as a result of the

J

cancellation. The airline saved 0.12x706 per seat in costs
because it no longer operated the cancelled service. Lastly,
the average airfare for the non-cancelled flight A benefited
from sales to passengers after the cancellation, meaning
that the average airfare for the non-cancelled flight A did not
materially fall compared to the airfare expected on flight A if
flight B was not cancelled.

Let us now assume that the passenger seat factor on the B
flight is higher at PSF® = 70% and the average airfare on the
B flight is wP2 = $170. This means that there is a lot more
to lose in terms of revenue by not operating the B flight.
Substituting these new values into (6) yields:

[175x0.75 + 170x0.7 — 160x1] = 90.25 < 0.12x706 = 84.72

In this case the airline is better-off operating the two flights
and not cancelling flight B. This is largely because the B flight
is no longer underperforming in terms of profitability and is a
significant contributor to the airline’s fixed costs.

In the sections below we discuss in more detail the cost
savings that an airline enjoys by cancelling a flight (section
5.3.2) and the revenue that is foregone by cancelling a

flight (section 5.3.3). Both the cost savings and the revenue
foregone are important parts of the numerical and analytical
illustrations presented in this section.
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5.5.3 Airline Cost Driver of Cancellations

The variable costs that an airline avoids when it cancels

a service includes fuel, flight and cabin crew costs, air
meals, station engineering, ground handling, and airport and
terminal navigation charges. What is the main driver of these
avoidable variable costs? There are a number of potential
drivers including the Australian dollar price of one US

dollar, the wages paid to cabin crew, flight crew and ground
handlers, flight crew and ground handling labour productivity,
and landing and terminal charges paid to airports.

The main driver of the movements in avoidable cancellation
costs over time is the price of fuel. To demonstrate this,
consider Figure 33 below, which presents the EBITDAR-level
cost per ASK of Qantas domestic (blue line read from the left

vertical axis) graphed against the Australian dollar value of jet

fuel prices (orange line read from the right vertical axis).

We can see in Figure 33 that the movement in the cost

per ASK and jet fuel price lines follow each other relatively
closely over the time period examined. Indeed, the two
variables in the graph share a high +86% gross correlation
between each other. This indicates that movements in the
jet fuel price between 2011 and 2019 are likely to have been
the most dominant variable in explaining movements in
Qantas domestic variable cost per ASK over the time period
examined. Econometric modelling indicates that each time
the jet fuel price increases by $10 per barrel, the EBITDAR-
level cost per ASK of Qantas domestic increases by 0.25
Australian cents per ASK."”

FIGURE 33: Qantas Domestic EBITDAR-Cost per ASK Vs Australian Dollar Jet Fuel Price
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17 This econometric modelling is available from the author upon request.
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An airline will typically schedule its capacity in the market up
to twelve months prior to the departure of the flight. This is
usually to allow passengers enough time to book a seat on
the flight. The airline’s estimate of the variable cost for the
scheduled flight will depend heavily on the jet fuel price at the
time the flight is scheduled. The jet fuel price at the departure
of the flight, however, may vary considerably from the jet fuel
price at the point of scheduling. This can be seen in Figure

34 below, which demonstrates how the price of jet fuel can
change over the space of 12 months. Figure 34 indicates
that between calendar 2021 and 2022 the price of jet fuel
increased by US$64 per barrel, between 2010 and 2011 it
increased by US$36 per barrel, and between 2007 and 2008 it
increased by US$35 per barrel.

FIGURE 34: Annual Changes in Jet Fuel Prices - 2000 to 2023
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In the case of Qantas mainline domestic services, an increase
in the price of jet fuel of US$64 or AS97 per barrel will result
in an increase in Qantas EBITDAR Cost per ASK of 2.43
Australian cents per ASK. Faced with an unexpected surge
in jet fuel prices such as this, and the subsequent increase
in variable costs, this significantly increases the benefits to
the airline of cancelling those flights that (1) operate during
the off-peak, (2) have a high probability of being EBITDAR
negative, or not contributing to fixed costs, and (3) have

a number of flights on the same route that take place at
reasonably adjacent times.

$63.67
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5.5.4 Airline Demand and Revenue Driver of Cancellations

When an airline schedules capacity in advance of departure

it has a view about economic activity and the way that it will
influence demand and revenue on the route over the year
ahead. If that view about economic activity is incorrect, and
economic activity is much weaker than expected, then the
revenue that the airline generates from both the peak and
off-peak flights will be weaker than expected. This means that
there will be more flights during the off-peak which are not
able to contribute to fixed costs or EBITDAR is negative. The
only operational lever that is available to the airline to respond
to this much weaker level of demand is that of cancelling
flights that it expects will be EBITDAR negative.

The Global Financial Crisis was a perfect backdrop for

this type of phenomena occurring in 2008. In 2007 when
Australian domestic airlines were scheduling aircraft for the
calendar 2008 season, they were not expecting an economic
downturn at all, let alone a downturn that was as severe and
long-lived as the Global Financial Crisis. In response to rapidly
falling forward bookings and the onset of the crisis, airlines

in the domestic aviation market began to rapidly cancel
services. We evidence this below in Figures 35 and 36.

In Figure 35, the blue line is the domestic cancellation rate for
the entire Australian domestic network on a monthly basis
between October 2006 and October 2009. We can see that
the cancellation rate across the entire Australian domestic
network shot upward from 1.2% in March 2007 to 3.4% in
April 2007, it then remained in and around this level for the
next 12 months before climbing to extraordinarily high levels
of 5.1% in April 2008, 6.1% in May 2008 and to a high of 11.4%
in June 2008 during the height of the impact of the Global
Financial Crisis. It then began to decline to 10.3% in July
2008, 8.1% in August 2008 and then 4.4% in September 2008.
The cancellation rate then remained choppy at and around
this level for the next 12 months. We can see in Figure 35
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that this coincided with labour hours worked in the Australian
economy that continued to rise up until around mid-2008

and then began to decline sharply, falling by 2.9% between
July 2008 and August 2009. Labour hours worked typically
grows by around 2% per year on average, so a fall of 2.9% is a
remarkably significant drop and evidences a sharp weakening
in the Australian economy.

Well before labour hours worked weakened, we saw a

sharp drop in the Australian share market. A sharply weaker
economy is almost always preceded by a significant drop in
the share market. This is precisely what we saw in the case
of the Australian share market during the Global Financial
Crisis. As can be seen in Figure 36, the share market began
to significantly decline 9 months prior to the peak in the
cancellation rate. The orange line in Figure 36 shows the
ASX/S&P 200, which is the leading index representing the
Australian share market, lagged 9 months. This means that
the peak in the orange line shown in June 2008 in the graph,
actually took place 9 months earlier in September 2007. It is
the sharp decline in the Australian share market which began
three quarters of the way through 2007 which is likely to have
started the escalation in the Australian domestic market
cancellation rate towards the latter half of calendar 2007.
Domestic Australian airlines began to see the declining share
market both in Australia and overseas, along with worrying
signs about both the Australian and global economy and has
combined that with falling forward bookings to determine that
they needed to begin cancelling services as expected lower
demand, yields and revenue are likely to have driven marginal
flights to become EBITDAR negative. The two figures clearly
demonstrate that Australia’s domestic airlines will eagerly
cancel flights if they believe that this is the profit maximising
course of action.



FIGURE 35: Australian Domestic Cancellation Rate Versus Australian Labour Hours Worked
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FIGURE 36: Australian Domestic Cancellation Rate Versus ASX/S&P 200
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5.5.5 More Comprehensive Numerical Example

To demonstrate these revenue and cost views, consider the
following hypothetical numerical example which is based on
what we actually observe on the Sydney-Melbourne route.
Qantas flies 37 daily services during the week using a Boeing
737-800 aircraft with 174 seats on Sydney-Melbourne as
presented in Table 2 below. The flight numbers and time of
departure are presented in column (1), the expected number
of passengers booked on each flight prior to departure are
presented in column (2), the expected passenger seat factor
(PSF) is presented in column (3), the expected average airfare
for the flight is presented in column (4), the expected revenue
is presented in column (5) equal to the average airfare
multiplied by number of passengers per flight, the expected
EBITDAR costs in column (6) are determined by multiplying
the EBITDAR cost per available seat kilometre equal to
AS0.1650 by the number of ASKs, which equals 174 times the
distance which is 706km, and the final column (7) is equal

to revenue in column (5) less costs in column (6). Column

(7) indicates that on a daily basis, the airline expects to earn
AS$183,479 in EBITDAR from all of the flights combined, which
represents AS67m for the year. All flights are expected to be
EBITDAR positive, meaning that the revenue from each flight
exceeds the variable cost from each flight. This in turn means
that each flight contributes to fixed costs and as a result
there is no incentive to cancel any of the flights.

Let us now assume, however that the airline expects jet fuel
prices to increase as a result of the outbreak of war and
political tension in the middle east. The higher jet fuel costs
result in the EBITDAR cost per ASK of Qantas increasing from
$0.1650 to $0.1750. The impact that the higher fuel costs

are expected to have on costs and EBITDAR per flight are
presented in Table 3 below. In response to the higher fuel and
EBITDAR costs, 12 flights are expected to become EBITDAR
negative as shaded in light blue in Table 3. These flights
include the following off-peak services:

1) QF 401 at 06:00 with EBITDAR of -$698
2) QF 443 at 12:00 with EBITDAR of -$248
3) QF 445 at 13:00 with EBITDAR of -$1,098

(

(

(

(4) QF 447 at 13:30 with EBITDAR of -$873
(5) QF 449 at 14:00 with EBITDAR of -$1,123
(

6) QF 455 at 15:00 with EBITDAR of -$873
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(7) QF 459 at 15:30 with EBITDAR if -$48
(8) QF 461 at 15:45 with EBITDAR of -$48
(9) QF 493 at 20:00 with EBITDAR of -$48
(10) QF 497 at 21:00 with EBITDAR of -$506
(11) QF 497 at 21:00 with EBITDAR of -$708
(10) QF 499 at 22:00 with EBITDAR of -$998

In response to these negative expected EBITDAR outcomes
the airline decides to cancel five flights, representing a
cancellation rate for the day of 13.5%. The QF 401 at 06:00,
the QF 445 at 12:00, the QF 459 at 15:30, the QF 461 at 15:45
and the QF 493 at 20:00. The airline expects the following re-
bookings as a result of the cancellations:

34 passengers are re-booked on the QF 405 at 06:30 and
14 passengers are re-booked on the QF 409 at 07:00 lifting
the passenger seat factor on those flights to 100%;

20 passengers are rebooked on the QF 445 at 13:00,

15 passengers are rebooked on the QF 447 at 13:30, 25
passengers are rebooked on the QF 449 at 14:00, 20
passengers are rebooked on the QF 455 at 15:00;

25 passengers are rebooked on the QF 463 at 16:00 and
20 passengers are rebooked on the QF 467 at 16:30; and

22 passengers are rebooked on the QF 495 and 14
passengers are rebooked on the QF 497

As indicated in Table 4 below, these cancellations (shaded
in yellow) and re-bookings (shaded in green) have converted
all negative EBITDAR flights into positive EBITDAR flights,
and instead of earning A$138,017 per day in EBITDAR in the
high fuel price environment without any cancellations the
airline now earns A$175,794 per day in the high fuel price
environment.

This numerical example demonstrates how (1) an airline
might choose flights that it is considering cancelling, (2) it
demonstrates the impact of rebooking passengers, and (3)
it shows how an airline can make more money by cancelling
services that are expected to switch from EBITDAR positive
to EBITDAR negative in response to higher fuel prices or a
weaker economy.



Table 2: Qantas Flights, Cost and Revenue on Sydney-Melbourne Prior to Cancellation

Flight (1) Passengers PSF (3) Average Airfare Revenue EBITDAR Costs EBITDAR
Booked (2) 4 (5) = (2) x(4) (6) (7)=(5) - (6)

QF 401 06:00 130 74.7% $160 $20,800 $20,269 $531
QF 405 06:30 140 80.5% $170 $23,800 $20,269 $3,531
QF 409 07:00 160 92.0% $175 $28,000 $20,269 $7,731
QF 415 07:30 160 92.0% $180 $28,800 $20,269 $8,531
QF 419 08:00 170 97.7% $185 $31,450 $20,269 $11,181
QF 421 08:15 160 92.0% $190 $30,400 $20,269 $10,131
QF 423 08:30 155 89.1% $195 $30,225 $20,269 $9,956
QF 425 08:45 155 89.1% $190 $29,450 $20,269 $9,181
QF 427 09:00 150 86.2% $185 $27,750 $20,269 $7,481
QF 431 09:30 150 86.2% $180 $27,000 $20,269 $6,731
QF 433 10:00 145 83.3% $180 $26,100 $20,269 $5,831
QF 43510:30 140 80.5% $175 $24,500 $20,269 $4,231
QF 437 11:00 140 80.5% $175 $24,500 $20,269 $4,231
QF 439 11:30 135 77.6% $175 $23,625 $20,269 $3,356
QF 441 12:00 135 77.6% $170 $22,950 $20,269 $2,681
QF 443 12:00 125 71.8% $170 $21,250 $20,269 $981
QF445 13:00 120 69.0% $170 $20,400 $20,269 $131
QF447 13:30 125 71.8% $165 $20,625 $20,269 $356
QF449 14:00 125 71.8% $163 $20,375 $20,269 $106
QF455 15:00 125 71.8% $165 $20,625 $20,269 $356
QF459 15:30 130 74.7% $165 $21,450 $20,269 $1,181
QF461 15:45 130 74.7% $165 $21,450 $20,269 $1,181
QF463 16:00 135 77.6% $170 $22,950 $20,269 $2,681
QF467 16:30 140 80.5% $170 $23,800 $20,269 $3,531
QF471 17:00 150 86.2% $175 $26,250 $20,269 $5,981
QF47317:15 150 86.2% $180 $27,000 $20,269 $6,731
QF475 17:30 160 92.0% $185 $29,600 $20,269 $9,331
QF477 17:45 165 94.8% $190 $31,350 $20,269 $11,081
QF479 18:00 170 97.7% $190 $32,300 $20,269 $12,031
QF48118:15 165 94.8% $185 $30,525 $20,269 $10,256
QF483 18:30 160 92.0% $185 $29,600 $20,269 $9,331
QF485 18:45 150 86.2% $180 $27,000 $20,269 $6,731
QF487 19:00 140 80.5% $170 $23,800 $20,269 $3,531
QF493 20:00 130 74.7% $165 $21,450 $20,269 $1,181
QF495 20:30 128 73.6% $164 $20,992 $20,269 $723
QF497 21:00 126 72.4% $165 $20,790 $20,269 $521
QF499 22:00 125 71.8% $164 $20,500 $20,269 $231

Slot Misuse and its Impact 47



Table 3: Qantas Flights, Cost and Revenue on Sydney-Melbourne Prior to Cancellation After Higher Jet Fuel Prices

Flight (1) Passengers PSF (3) Average Airfare Revenue EBITDAR Costs EBITDAR
Booked (2) (4) (5) = (2) x(4) (6) (7) = (5) - (6)

QF 401 06:00 130 74.7% $160 $20,800 $21,498 -$698

QF 405 06:30 140 80.5% $170 $23,800 $21,498 $2,302
QF 409 07:00 160 92.0% $175 $28,000 $21,498 $6,502
QF 415 07:30 160 92.0% $180 $28,800 $21,498 $7,302
QF 419 08:00 170 97.7% $185 $31,450 $21,498 $9,952
QF 421 08:15 160 92.0% $190 $30,400 $21,498 $8,902
QF 423 08:30 155 89.1% $195 $30,225 $21,498 $8,727
QF 425 08:45 155 89.1% $190 $29,450 $21,498 $7,952
QF 427 09:00 150 86.2% 8185 $27,750 $21,498 $6,252
QF 431 09:30 150 86.2% $180 $27,000 $21,498 $5,502
QF 433 10:00 145 83.3% $180 $26,100 $21,498 $4,602
QF 43510:30 140 80.5% $175 $24,500 $21,498 $3,002
QF 437 11:00 140 80.5% $175 $24,500 $21,498 $3,002
QF 439 11:30 135 77.6% $175 $23,625 $21,498 $2,127
QF 441 12:00 135 77.6% $170 $22,950 $21,498 $1,452
QF 443 12:00 125 71.8% $170 $21,250 $21,498 -$248

QF445 13:00 120 69.0% $170 $20,400 $21,498 -$1,098
QF447 13:30 125 71.8% $165 $20,625 $21,498 -$873

QF449 14:00 125 71.8% $163 $20,375 $21,498 -$1,123
QF455 15:00 125 71.8% $165 $20,625 $21,498 -$873

QF459 15:30 130 74.7% $165 $21,450 $21,498 -$48

QF461 15:45 130 74.7% $165 $21,450 $21,498 -$48

QF463 16:00 135 77.6% $170 $22,950 $21,498 $1,452
QF467 16:30 140 80.5% $170 $23,800 $21,498 $2,302
QF47117:00 150 86.2% $175 $26,250 $21,498 $4,752
QF47317:15 150 86.2% $180 $27,000 $21,498 $5,502
QF475 17:30 160 92.0% $185 $29,600 $21,498 $8,102
QF477 17:45 165 94.8% $190 $31,350 $21,498 $9,852
QF479 18:00 170 97.7% $190 $32,300 $21,498 $10,802
QF48118:15 165 94.8% $185 $30,525 $21,498 $9,027
QF483 18:30 160 92.0% $185 $29,600 $21,498 $8,102
QF485 18:45 150 86.2% $180 $27,000 $21,498 $5,502
QF487 19:00 140 80.5% $170 $23,800 $21,498 $2,302
QF493 20:00 130 74.7% $165 $21,450 $21,498 -$48

QF495 20:30 128 73.6% $164 $20,992 $21,498 -$506

QF497 21:00 126 72.4% $165 $20,790 $21,498 -$708

QF499 22:00 125 71.8% $164 $20,500 $21,498 -$998

48 Slot Misuse and its Impact



Table 4: Qantas Flights, Cost and Revenue on Sydney-Melbourne Prior to Cancellation After Higher Jet Fuel Prices

Flight (1) Passengers PSF (3) Average Airfare Revenue EBITDAR Costs EBITDAR
Booked (2) (4) (5) = (2) x(4) (6) (7) = (5) (6)

QF 401 06:00
QF 405 06:30
QF 409 07:00
QF 41507:30
QF 419 08:00
QF 421 08:15
QF 423 08:30
QF 425 08:45
QF 427 09:00
QF 431 09:30
QF 433 10:00
QF 43510:30
QF 437 11:00
QF 439 11:30
QF 441 12:00
QF 443 12:00
QF44513:00
QF447 13:30
QF449 14:00
QF455 15:00
QF459 15:30
QF461 15:45
QF463 16:00
QF467 16:30
QF47117:00
QF47317:15
QF47517:30
QF477 17:45
QF479 18:00
QF481 18:15
QF483 18:30
QF485 18:45
QF487 19:00
QF493 20:00
QF495 20:30
QF497 21:00
QF499 22:00

174
174
160
170
160
155
155
150
150
145
140
140
135
135

140
140
150
145

160
160
150
150
160
165
170
165
160
150
140
0
150
140
135

0.0%
100.0%
100.0%
92.0%
97.7%
92.0%
89.1%
89.1%
86.2%
86.2%
83.3%
80.5%
80.5%
77.6%
77.6%
0.0%
80.5%
80.5%
86.2%
83.3%
0.0%
0.0%
92.0%
92.0%
86.2%
86.2%
92.0%
94.8%
97.7%
94.8%
92.0%
86.2%
80.5%
0.0%
86.2%
80.5%
77.6%

$160
$170
$175
$180
$185
$190
$195
$190
$185
$180
$180
$175
$175
$175
$170
$170
$170
$165
$163
$165
$165
$165
$170
$170
$175
$180
$185
$190
$190
$185
$185
$180
$170
$165
$164
$165
$164

$29,580
$30,450
$28,800
$31,450
$30,400
$30,225
$29,450
$27,750
$27,000
$26,100
$24,500
$24,500
$23,625
$22,950
$0
$23,800
$23,100
$24,450
$23,925
$0
S0
$27,200
$27,200
$26,250
$27,000
$29,600
$31,350
$32,300
$30,525
$29,600
$27,000
$23,800
$0
$24,600
$23,100
$22,140

$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$0
$21,498
$21,498
$21,498
$21,498
$0
$0
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$21,498
$0
$21,498
$21,498
$21,498

$8,082
$8,952
$7,302
$9,952
$8,902
$8,727
$7,952
$6,252
$5,502
$4,602
$3,002
$3,002
$2,127
$1,452
$0
$2,302
$1,602
$2,952
$2,427
$0
$0
$5,702
$5,702
$4,752
$5,502
$8,102
$9,852
$10,802
$9,027
$8,102
$5,502
$2,302
$0
$3,102
$1,602
$642

4873 $177 $863,720 $687,926 $175,794
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6. What are the costs of Cancelling Services?

6.1 Travel Agents

When a passenger has booked a ticket on a flight through a

travel agent, and an airline has cancelled the flight, the travel
agent must spend time reorganising key aspects of the trip.

The travel agent must:

Find a new flight at a time and date that is as close as
possible to the time and date of the cancelled flight;

Determine whether the altered flight time necessitates a
change in accommodation booking, and if this is the case
spend time making changes to the accommodation booking;

Determine whether the altered flight time requires changes to
car rental and other land transport bookings, and if changes
are required, spending time making those changes; and

Determine whether the altered flight time requires changes to
other tourism-experiences that the travel agent has booked
on behalf of the passenger, and if changes are required make
the relevant changes.

The time it takes to rebook the passenger on flights,
accommodation, car rental, land transport and tourism
experience activities is a cost to the travel agent, both

in terms of an out-of-pocket expense and an implicit or
opportunity cost. The explicit expense to the travel agent is
the wage cost of the travel agent analyst that must make the
rebookings. If it takes the analyst an hour to investigate and
make the rebookings and communicate those rebookings to
the client, then the additional cost to the travel agent is equal
to an hour multiplied by the wage rate of the travel agent
analyst. The opportunity cost is the one hour that could have
been spent with a new client on a new booking, which would

have generated additional revenue for the travel agency.

The ability of the travel agent to successfully reorganise the
trip will depend on the timing of notice of the cancellation. If
the passenger is informed about the cancelled flight on arrival
at the airport, the ability of the travel agent to reorganise the
trip will depend on whether the passenger can be booked on
a flight on the same day as the cancelled flight, and a time
that is reasonably adjacent to the cancelled flight. If the travel
agent can book the passenger on a new flight on the same
day as the cancelled flight and at a time that is not materially
later than the cancelled flight, then it is unlikely to be
necessary for the travel agent to reorganise other bookings
that are a part of the trip. In this case the additional cost to
the travel agent is the time that it takes for travel agent staff
to reorganise a flight. If the travel agent is unable to organise
a flight on the same day at an adjacent time of the day
because there has been insufficient notice from the airline,
then the travel agent is likely to spend time on rebooking
accommodation and other bookings.

A subset of passengers may also decide to cancel their

trip in response to the flight cancellation. If this is the case
the travel agent may have incurred a significant amount of
time organising the trip and building the itinerary without
generating any income. This generates both an out-of-pocket
expense in the form of the labour cost that is incurred
organising the trip, as well as the opportunity cost associated
with not using that time to attend to another revenue-
generating trip to be organised.
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6.2 Airports

When an airline cancels a service there will be some These goods and services include:
passengers who decide not to continue with the flight as
noted in section 6.1. These passengers are lost from the
aviation market. They are not only lost from airlines, but they
are also lost from airports.

+ Goods and services available for purchase as passengers
pass-through the terminal (such as food and beverages,
newspapers, books, jewellery, footwear and clothing, and
other merchandise);

A reduction in the number of passengers that travel with an . Carrental;

airline not only leads to a reduction in the aeronautical income

of the airport but also the non-aeronautical income. The

aeronautical income of the airport includes fees for landing

at the airport and fees for the use of the terminal. These fees

are often based on the number of departing passengers and/ * Use of the airport carpark; and w

or the number of arriving passengers.'® When the number of + Hiring of space within the airport.

passengers that pass-through the airport declines as a result
of airline cancellations, this leads to lower charges that are
paid by airlines to the airport in the form of landing charges
and terminal use charges. It also means that there are fewer
passengers buying non-aeronautical goods and services.

« Use of trains, busses, taxis and rideshare to and from the
airport;

+ Use of airport hotels;

Table 5 below presents the estimated number of passengers
that decide not to travel at all in response to airlines
cancelling their flights in the Australian domestic aviation
market by airport.

Table 5: Cancelled Flights and Estimated Passengers who leave the Aviation Market

Number of Non-Flying Arriving and Departing Passengers

Airport Cancelled Flights | Passengers Per 5% Non-Flying 10% Non-Flying 15% Non-Flying 20% Non-Flying
12 Months to Flight 7 Months
October 2023 to June 2023
Sydney 21,886 121 132,410 264,821 397,231 529,641
Melbourne 16,998 142 120,686 241,372 362,057 482,743
Brisbane 8,980 115 51,635 103,270 154,905 206,540
Perth 2,982 135 20,129 40,257 60,386 80,514
Adelaide 3,458 112 19,365 38,730 58,094 77,459
Gold Coast 2,498 175 21,858 43,715 65,573 87,430
Hobart 976 139 6,783 13,566 20,350 27,133
Canberra 3,846 78 14,999 29,999 44,998 59,998
Darwin 214 76 813 1,626 2,440 3,253
Cairns 1,020 111 5,661 11,322 16,983 22,644

18 Sydney Airport for example imposes its “Passenger Charge”, “Runway Charge” and “Airfield and Terminal Security Charges” on the number
of billable passengers (Sydney Airport Table of Charges, 2023. Accessed November 22, 2023 available at https:/assets.ctfassets.net/
v228i5y5k0x4/2tcwb2ANLOCG062FyNfAhb/76b087420af2c16e91d2bdacba22c55a/Table_of_Charges_COU_Version_v4.0_-_1_May_2023.pdf).
Melbourne Airport imposes a “landing charge” on arriving and departing passengers, an “airport security and passenger screening charges” per departing
passenger and “check-in and terminal equipment” charges per departing passenger (Melbourne Airport Schedule of Charges, 2023. Accessed November 22,
2023, available at https://assets-au-01.kc-usercontent.com/be08d7b0-97a1-02f9-2be6-a0c139¢3c337/6766a2da-82f8-40d5-ad35-035e5976ee0e/Schedule %20
0of%20Charges %20FY2024%20Non-Signatories %20t0%20an%20ASA %201%20July%202023.pdf).
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Column (1) of Table 5 contains information about different Australian airports which carry domestic passengers, column (2)
provides information about the numbers of cancelled domestic services at the airport over the 12 months to October 2023,
which is the latest available 12 months of cancellation data at the time of writing, while column (3) provides information about
the number of passengers per flight by airport over the 12 months to June 2023. The last four columns of Table 5 provide
assumptions about the percentage of passengers per flight that cancel their trip in response to the flight cancellation. We
assume that 5%, 10%, 15% and 20% of passengers decide not to fly at all in response to cancelled flights. This generates

the passenger numbers that have decided not to fly at all over the 12 months to October 2023 in response to actual flight
cancellations in the Australian domestic market, which are presented in the last four columns of Table 5.

Table 6 below presents the current listed domestic aeronautical charges of the same airports presented in Table 5, and an
estimate of the domestic non-aeronautical revenue per passenger of the various airports. The domestic non-aeronautical
revenue per passenger is an estimate because the listed airports do not provide this information in their annual reports. Almost
all airports only provide total non-aeronautical revenue per passenger in their reporting — they do not provide a breakdown of
domestic and international non-aeronautical revenue per passenger.

Table 6: Listed Airport Charges and Estimated Non-Aeronautical Revenue per Passenger of Airports

Airport Listed Airport Charge Estimated Domestic Non-Aeronautical
Revenue Per Passenger*

Sydney $8.75 $4.58
Melbourne $8.02 $4.04
Brisbane $19.48 $3.17
Perth $20.04 $3.80
Adelaide $16.05 $4.17
Gold Coast $22.33 $2.16
Hobart $17.02 $2.41
Canberra §17.02* $3.41
Darwin $22.28 $5.38
Cairns $15.82 $2.31

*Estimated domestic non-aeronautical revenue per passenger is either obtained from an airport’s annual report as total non-aeronautical revenue per
passenger divided by 3.86 to obtain the domestic figure, or it is based on obtaining domestic airport revenue from credit agency reports and assuming
that 40% of this is non-aeronautical and dividing the result by the number of passengers.

Multiplying the assumed number of passengers that no longer fly in Table 5 by the listed airport charges in the second column
of Table 6 yields the estimated lost domestic aeronautical revenue of the key Australian domestic airports in response to the
cancelled flights over the 12 months to October 2023 - refer to Table 7 below. Table 7 indicates the following lost aeronautical
revenue as a result of the cancellation of domestic flights:

+ Sydney Airport would expect to lose between AS$1.2m and A$4.6m per year,

+ Melbourne would expect to lose between AS1m and A$3.9m per year,

+ Brisbane would expect to lose between ASTm and AS$4m per year;

+ Perth would expect to lose between A$0.4m and A$1.6m per year;

+ Adelaide would expect to lose between A$0.3m and A$1.2m per year;

+ Gold Coast would expect to lose between AS0.5m and A$2.0m per year;

+ Hobart would expect to lose between AS0.1m and AS$0.5m per year,

+ Darwin would expect to lose between AS$18k and AS72k per year; and

+ Cairns would expect to lose between AS90k and AS$S358k per year.

52 Slot Misuse and its Impact



Table 7: Estimated Impact of Domestic Cancellations on Aeronautical Income at Australian Airports

Estimated impact on Aeronautical Income

5% Non-Flying 10% Non-Flying 15% Non-Flying 20% Non-Flying

Sydney $1,158,590 $2,317,180 $3,475,770 $4,634,361
Melbourne $967,900 $1,935,800 $2,903,700 $3,871,600
Brisbane $1,005,850 $2,011,700 $3,017,549 $4,023,399
Perth $403,375 $806,750 $1,210,125 $1,613,501
Adelaide $310,805 $621,610 $932,415 $1,243,220
Gold Coast $488,078 $976,156 $1,464,234 $1,952,312
Hobart $115,450 $230,900 $346,350 $461,800
Canberra $255,290 $510,580 $765,869 $1,021,159
Darwin $18,118 $36,236 $54,354 §72,472
Cairns $89,557 $179,114 $268,671 $358,228

Multiplying the assumed number of passengers that no longer fly in Table 5 by the estimated domestic non-aeronautical
revenue per passenger in the third column of Table 6 yields the estimated lost domestic non-aeronautical revenue of the key
Australian domestic airports in response to the cancelled flights over the 12 months to October 2023 - refer to Table 8 below.

Table 8: Estimated Impact of Domestic Cancellations on Non-Aeronautical Income at Australian Airports

Estimated impact on Non-Aeronautical Income
5% Non-Flying 10% Non-Flying 15% Non-Flying 20% Non-Flying

Sydney $606,439 $1,212,878 $1,819,318 $2,425,757
Melbourne $487,571 $975,141 $1,462,712 $1,950,283
Brisbane $163,683 $327,366 $491,049 $654,732

Perth $76,488 $152,977 $229,465 $305,953
Adelaide $80,751 $161,502 $242,254 $323,005
Gold Coast $47,212 $94,424 $141,637 $188,849
Hobart $16,348 $32,695 $49,043 $65,390
Canberra $51,148 $102,296 $153,444 $204,592
Darwin $4,375 $8,750 $13,125 $17,500
Cairns $13,077 $26,154 $39,231 $52,308

Table 8 indicates the following lost non-aeronautical revenue as a result of the cancellation of domestic flights:

«  Sydney Airport would expect to lose between AS606k and AS$2.4m per year;
+  Melbourne would expect to lose between A$488k and A$2.0m per year,

-+ Brisbane would expect to lose between AS164k and AS655k per year,

+  Perth would expect to lose between AS76k and A$306k per year,

+  Adelaide would expect to lose between A$81k and A$323k per year,

+  Gold Coast would expect to lose between AS47k and AS$189k per year;

+  Hobart would expect to lose between A$16k and AS65k per year;

+  Darwin would expect to lose between A$4.4k and A$17.5k per year; and

+  Cairns would expect to lose between AS$13.1k and A$52.3k per year.

The results presented in Tables 7 and 8 indicate that Australian domestic airports are estimated to lose a considerable amount
of aeronautical and non-aeronautical revenue in response to airlines cancelling services.
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6.3 Passengers

6.3.1 Leisure and Visiting Friends and Relatives

When an airline cancels a service there are several potential
costs borne by the passenger. If the passenger’s first
notification about the cancellation occurs on arrival at the
airport, then there are costs incurred in responding to the
cancellation. If the passenger decides not to travel as a result
of the flight cancellation and has already arrived at the airport,
then the passenger faces the out-of-pocket costs associated
with travel between home and the airport, and between a hotel
and the airport. The passenger also faces the opportunity cost,
or the cost of time, associated with this travel.

If the passenger booked the entire trip, the passenger

must also cancel other components of the trip that require
bookings, including accommodation, car rental, land transport
and other leisure activities. While the passenger is likely to
receive a refund for the flight cancellation, particularly if the
reason for the flight cancellation is within the airline’s control,
there is less certainty about receiving a refund for other travel
expenditure, such as on accommodation, car rental and land
transport. If the passenger has travel insurance, it is more
likely that the passenger will receive a refund.

If the passenger does not wish to cancel the flight and has
not used a travel agent to book the flight, then the passenger
will need to contact customer service or the sales desk at the
airport to organise another flight. Alternatively, the passenger
may wish to organise another flight via the airline’s website,
depending on the queue at customer service at the airport,
which will presumably be lengthy if the passenger was
informed of the flight cancellation on arrival at the airport.
Once a flight has been reorganised, the passenger will either
stay at the airport or close to the airport to wait for the new
flight, which usually involves a longer wait than the original
flight. If the passenger cannot be rebooked on a flight on the
same day and at an adjacent time to the original flight, then
the passenger may have to return home or book into a hotel
that is near the airport to take a flight the following day.

If the passenger stays at the airport, the implicit cost borne
by the passenger is the additional waiting time multiplied by
the price of time of the passenger. The price of time that is
used by Transport for NSW is A$15.14 for leisure and visiting
friends and relatives travel (Australasian Transport Research
Forum 2015 Proceedings page 2). *° This is a 2013/14 value.
The estimated 2022/23 value is determined by escalating the

2013/14 value according to the growth in Australian Weekly
Earnings — total earnings by persons between 2013/14 and
2022/23. The growth in average weekly earnings indicates
that leisure earnings rose by 24.0% between 2013/14 and
2022/23, resulting in a price of time estimate of A$18.77

for leisure and VFR passengers in 2022/23. For example, if
the passenger must wait an additional 5 hours at the airport
because of the flight cancellation then the opportunity cost of
time for the leisure and the VFR passenger is A$93.85.

If the passenger returns home as the re-booked flight takes
place the following day or much later on the same day,

the explicit cost to the passenger includes the cost of the
transport home and the return trip to the airport. This will
depend on the distance between the airport and the residence
of the passenger. If the passenger stays at a hotel near to

the airport, which is more likely to be the case for inbound
passengers returning home, this cost would typically be borne
by the airline along with a stipend that is used to contribute
towards paying for food and beverages. It is also likely that
the airline will pay for a shuttle bus between the airport and
the hotel. Some airlines, however, may not be as generous,
and the hotel, food and beverages and shuttle bus may be
expenses that are borne by the passenger, particularly if the
passenger doesn't have travel insurance.

If the passenger cannot fly on the same day as the flight that
is cancelled, then the passenger will need to reorganise other
elements of the travel package, such as accommodation, car
rental, land transport and other leisure activities on arrival.
The passenger may not be able to reorganise or re-schedule
some of these other elements of the travel package. For
example, the passenger may not be able to push the start
date for accommodation back a day and extend the stay by
one day because the hotel is fully booked, in which case the
passenger may lose a day of accommodation. The same
applies to car rental, land transport and other leisure activities
that are booked. This generates an out-of-pocket expense for
the passenger because the passenger has paid for goods and
services that are not consumed.

When an airline cancels a flight, it is withdrawing seats or
supply from the market. For those passengers wishing to
book a flight after the cancellations take place, there are
fewer seats to choose from. If the demand for flying by these
passengers is strong, this will place upward pressure on

19 Accessed November 15,2021 and available at https://www.transport.nsw.gov.au/sites/default/files/media/documents/2017/Value%200f%20Travel%20Time %20

Revisited%20%E2%80%93%20NSW%20Experiment.pdf.
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airfares. These passengers are therefore likely to pay higher
airfares than they otherwise would if there had not been flight
cancellations. In response, the passengers may decide not to
travel which has an adverse welfare effect on the passenger,
or they decide to pay the higher airfare which also lowers the
welfare of the passenger.

6.3.2 Business

In the case of passengers travelling for business purposes,
a cancelled flight on arrival at the airport may require the
passenger to reorganise meetings, or the arrival time at a
convention or conference. This may be more difficult to
organise because it will depend on the likelihood that other
meeting attendees can attend at the reorganised time. At
short notice and for a meeting with multiple attendees this
is likely to be difficult. In this case it is more likely that the
business-purpose passenger will decide not to travel to the
destination and enter the meeting as an on-line participant.
The additional cost to the business purpose passenger
includes the out-of-pocket expenses associated with getting
to and from the airport, such as by taxi or ride-share, as well
as the implicit cost associated with the time it takes to get to
and from the airport.

Transport for New South Wales use a price of time for
business travel that was estimated at A$48.45 per hour in
2013/14. If this is escalated at average weekly earnings,
the 2022/23 figure for the price of time is 23.2% higher at
AS$59.69. This means that if the journey from the home or

office to the airport for a business-purpose passenger is an
hour, then two hours opportunity cost is valued at A$120.

If the business-purpose passenger decided to take a later
flight that is not cancelled, it may indeed be the case

that a later meeting or attendance at a conference may
force the business-purpose passenger to stay overnight

at the destination as opposed to attending the meeting

or conference and returning home on the same day. This
conversion from a day trip to overnight travel is more
expensive for the business-purpose passenger's employer
because it will require the passenger stay overnight at the
destination in accommodation, which comes at an out-of-
pocket expense for the employer of the passenger. It is also
likely to be the case that the business-purpose passenger
is more likely to need transport between the airport and the
hotel and the hotel and the meeting/conference rather than
just between the airport and the meeting/conference. The
passenger is also likely to consume more meals, which is
again at the additional expense of the employer.

Business-purpose passengers are also more likely to book
flights at the last minute. If an airline cancels flights and
therefore withdraws seats from the market, this raises
airfares as discussed previously. Business-purpose
passengers are more likely than other passenger types to
buy these more expensive post-cancellation seats, resulting
in an additional out-of-pocket expense for business-
purpose passengers.
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6.4 The Economy

The impact on the economy depends on the proportion of passengers that cancel their trip, and the estimated tourism
expenditure that is foregone as a result of that cancellation. Table 9 below presents in column (2) the spending per trip of
overnight visitors that reside in the cities presented in column (1) over the 12 months to June 2023.

We can multiply the entries in column (2) of Table 9 by the entries in the last four columns of Table 5 to obtain an estimate of the
likely impact on tourism across Australia as a result of flight cancellation in the domestic Australian aviation market.

Table 9: Estimated Spending per Trip for Overnight Visitors by Home Region

Sydney $1,080
Melbourne $945
Brisbane $1,007
Perth $1,053
Adelaide $1,090
Gold Coast $1,106
Hobart $1076
Canberra $914
Darwin $1,767
Cairns $1,202

Source: National Visitor Survey via the Tourism Research Australia online Database

Table 10: Estimated Impact on Domestic Tourism Spending of Flight Cancellations by Home Region

Estimated impact on Tourism Expenditure
5% Non-Flying 10% Non-Flying 15% Non-Flying 20% Non-Flying

Sydney $143,003,124 $286,006,248 $429,009,372 $572,012,496
Melbourne $114,048,081 $228,096,162 $342,144,243 $456,192,324
Brisbane $51,996,445 $103,992,890 $155,989,335 $207,985,780
Perth $21,195,311 $42,390,621 $63,585,932 $84,781,242
Adelaide $21,107,632 $42,215,264 $63,322,896 $84,430,528
Gold Coast $24,174,395 $48,348,790 $72,523,185 $96,697,580
Hobart $7,298,723 $14,597,446 $21,896,170 $29,194,893
Canberra $13,709,452 $27,418,903 $41,128,355 $54,837,806
Darwin $1,436,924 $2,873,849 $4,310,773 $5,747,698
Cairns $6,804,522 $13,609,044 $20,413,566 $27,218,088

Table 10 indicates that domestic cancellations at Sydney Airport is estimated to reduce domestic overnight tourism expenditure

by between A$143m and A$572m per year. In the case of cancellations at Melbourne Airport, this is estimated to reduce domestic
overnight tourism expenditure by between A$114m and AS$456m. In the case of Brisbane Airport, the reduction in domestic overnight
tourism spending as a result of domestic flight cancellations is estimated to be between AS52m and A$208m per year. For Perth
Airport the estimated reduction in domestic overnight tourism spending is between A$21m and A$85m. The impact on domestic
overnight tourism spending is similar for Adelaide Airport at between A$21m and A$84m. In the case of the Gold Coast Airport,
domestic cancellations are estimated to reduce domestic overnight tourism spending by between A$24m and AS97m. For Hobart
airport the impact is much smaller at between AS7m and A$29m, while it is between A$1.4m and A$5.7m for Darwin Airport. In the
case of Cairns Airport, domestic cancellations are estimated to reduce domestic overnight tourism expenditure in Australia per year
by between A$6.8m and AS$27.2m.
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7. Economic Benefits of Moving to a 95/5 Rule

Under an 80/20 rule, a particular slot, such as 12pm every
Monday morning, must be used approximately 42 times

per year otherwise the airline must give up the slotto a
competitor. This means that the airline is permitted to cancel
this particular flight around 10 times per year while still
retaining the right to use that slot.

Over what points during the year is the airline likely to cancel
services? The answer to this question is during those points
in the year over which demand is lower than expected and/

or costs are higher than expected, and this is likely to tip a
route from being EBITDAR positive to EBITDAR negative.
Those routes that are likely to be most affected by this tipping
point are those which operate well outside of the morning

and afternoon demand peaks and have a high frequency

of services over the day so that passengers on cancelled
services are more likely to be rebooked on same-day flights.

Airlines are likely to have a strong understanding of the
seasonality in the domestic Australian market. On the basis
of the monthly movement in Australian domestic revenue
passenger kilometres presented in Figure 37 below, it is
clear that the absolute seasonal off-peak month is February,
as indicated by the blue-filled circle in Figure 37. For most
parts of Australia, late January and early February are the
months in which schools return from Christmas holidays,
and businesses begin to ramp-up again after the December
and January festive period. It is therefore of little surprise
that February is a seasonal lull in domestic air travel demand
in Australia.

FIGURE 37: Australian Domestic Market Monthly Revenue Passenger Kilometres - Dec-09 to Dec-19
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The shoulder off-peak months in the Australia domestic
aviation market are May and June, as indicated by the purple
and green-filled circles respectively. May and June are

cooler months along Australia’s east coast, with May the last
month of Autumn and June the first month of winter. Winter
is globally recognised as the off-peak month for air travel
around the world. Over both months most Australian students
are still in school, with school holidays taking place in the
second month of winter, which is July.

Knowing the clear seasonal off-peaks in Australian domestic air
travel, Australian airlines attempt to build into their schedules
and capacity off-peaks that coincide with the off-peaks in
demand. As indicated in Figure 38 below, the airlines have
clearly built into their domestic capacity strong off-peaks during
February, as well as shoulder off-peaks during May and June.
The point of introducing this seasonality into the schedule is

to generate as much seasonal stability in the passenger seat
factor, yields and earnings as possible. It is almost impossible,
however, for airlines to perfectly match the seasonal off-peaks
in demand with the seasonal off-peaks in the schedule. It is for
this reason that we see significant seasonality in the Australian
domestic market seat factor — refer to Figure 39 below.

In Figure 39 we continue to see strong seasonal off-peaks

in February, May and June, although the absolute peak is no
longer necessarily February. The fact that strong seasonality
continues to exist in the seat factor means that airlines are
unable to perfectly match the seasonal lows in demand with
seasonal lows in supply.

Do the seasonal lows in passengers carried and the
passenger seat factor translate into seasonal highs in the
Australian domestic cancellation rate? Figure 40 below
presents the visual evidence and this in turn is supported by
statistical evidence. Figure 40 indicates that there are several
clear peaks in the cancellation rate series that take place
during the winter months, especially June (green-filled circle)
as well as July (orange-filled circle). There is some peakiness
in May (red-filled circle) but it isn't widespread, while there is
strong peakiness in February (blue-filled circle). The monthly
movements in the cancellation rate graph are therefore
consistent with the belief that airlines are more likely to
cancel services during the seasonal lows, particularly during
the colder winter months.

FIGURE 38: Australian Domestic Market Monthly Available Seat Kilometres — Dec-09 to Dec-19
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FIGURE 39: Australian Domestic Market Monthly Passenger Seat Factor - Dec-09 to Dec-19
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FIGURE 40: Australian Domestic Market Monthly Cancellation Rates — Dec-03 to Dec-19
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This conclusion is supported by multivariate regression
modelling. We estimated the following multivariate time
series regression model of the Australian domestic market
cancellation rate:

Cancellation Rate, = o, + ¢, XxJAN + o, XFEB + o,xMAR
+ cx4xAPR + ocstAY + cx6xJUN + oc7xJUL + ocsxAUG +
o, XSEP + o, XOCT + o, xNOV + o, xTrend + o, ,xTrend?

+ o, xTrend® + o, xGlobal Financial Crisis + Residual,

where  Cancellation Rate, is the cancellation rate of the

domestic Australian aviation market in month t;

JAN is a seasonal dummy variable that takes on the
number 1 during January and 0 otherwise;

FEB is a seasonal dummy variable that takes on the
number 1 during February and 0 otherwise;

MAR is a seasonal dummy variable that takes on the
number 1 during March and 0 otherwise;

APR is a seasonal dummy variable that takes on the
number 1 during April and 0 otherwise;

MAY is a seasonal dummy variable that takes on the
number 1 during May and 0 otherwise;

JUN is a seasonal dummy variable that takes on the
number 1 during June and 0 otherwise;

JUL is a seasonal dummy variable that takes on the
number 1 during July and 0 otherwise;

AUG is a seasonal dummy variable that takes on the
number 1 during August and 0 otherwise;

SEP is a seasonal dummy variable that takes on the
number 1 during September and 0 otherwise;

OCT is a seasonal dummy variable that takes on the
number 1 during October and 0 otherwise;

NOV is a seasonal dummy variable that takes on the
number 1 during November and 0 otherwise;

Trend is a constructed variable that takes on the
positive integer series 1,2, 3,4, ......;

GFC is a constructed dummy variable that is equal
to positive integer variables during the impact of the
GFC and 0 otherwise (constructed data available
upon request); and

Residual, is the value of the regression residual in
month t.
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This cancellation rate multivariate regression is estimated
over the monthly timeframe November 2023 through to
December 2019. The summary results of this estimation are
presented in Table 11 below. The focal points of Table 7117 are
the statistical significance of the seasonal dummy variables.
A seasonal dummy variable is statistically significant, that

is, it has been found to statistically cause cancellation rates
in the Australian domestic aviation market, when the entry in
the last column of Table 11 is less than 0.1, 0.05 or 0.01. The
statistically significant seasonal dummy variables are shaded
in light-blue in Table 11. We can see that both June and July
are statistically significantly different from zero at the 2.9%
and 6.4% levels of statistical significance respectively. Both
coefficients attached to these variables are positive indicating
that the cancellation rate is higher during these winter
months. In fact, Table 11 finds that the cancellation rate on
average is 0.75% higher in June than the month of December,
and the cancellation rate is 0.9% higher in July than the month
of December. September also features as a month in which
the cancellation rate is statistically significant, although at a
higher significance level (8.4%), while the warmer months of
January, February and March are statistically significant but
in a negative way, meaning that these months are seasonally
low in the cancellation rate.

The modelling does confirm, however, that during the colder,
seasonally off-peak months we are more inclined to see a
higher rate of cancellation. The 80/20 rule enables the airline
to increase the cancellation rates for every week in these
months and still maintain the slots for the following year. The
advantage of changing the 80/20 rule to a 95/5 rule is that
this reduces the number of times in the year that an airline can
cancel a slot from 10 to between 2 and 3. This would mean
that the airline would only be able to choose 2 to 3 weeks
during the winter months where it could feasibly increase
cancellation rates without jeopardising losing its slots. This is
likely to reduce the costs associated with cancelling services
for travel agents, passengers, airports and the economy.

The same seasonal analysis was also applied to the Sydney-
Melbourne route, which is easily the biggest route in Australia
by most volume-related metrics. We can see in Figure 41,
which presents the monthly movement in passengers carried
between December 2009 and December 2019, that the
absolute peak in this case is June (green-filled circle), with a
sub-peak in January (grey-filled circle) and February (blue-
filed circle). There is a somewhat similar seasonal pattern

in the seats carried on Sydney-Melbourne as presented

in Figure 42, however the seasonality is not as clear cut.

It is for this reason that we continue to see some residual’
seasonality in the passenger seat factor in Figure 43, with
May and June continuing to be off-peak months on several
occasions, although on fewer occasions than the season
June peak in passengers.



Table 11: Summary of the Estimated Multivariate Cancellation Rate Regression Australian Domestic Aviation Market

Coefficient Estimate Standard Error m Probability

Intercept 0.016501 0.004249 3.883232 0.0001
JAN -0.007967 0.004039 -1.972707 0.0501
FEB -0.008722 0.004043 -2.157296 0.0323
MAR -0.007126 0.004037 -1.764872 0.0793
APR -0.000124 0.004038 -0.030804 0.9755
MAY -0.000311 0.004038 -0.077121 0.9386
JUN 0.007547 0.004054 1.861808 0.0643
JUL 0.008885 0.004046 2.195853 0.0294
AUG 0.002514 0.004041 0.622125 0.5347
SEP 0.007028 0.004038 1.740621 0.0835
OoCT 0.000555 0.004038 0.137394 0.8909
NOV -0.004380 0.003973 -1.102304 0.2718
GFC 0.013469 0.001488 9.049966 0.0000

Trend 0.000596 0.000159 3.756907 0.0002
Trend? -0.00000770 0.00000192 -4.009084 0.0001
Trend® 0.0000000315 0.00000000648 4.850765 0.0000

R?=64.1%

The fact that May and June stand out as the seasonally
off-peak months for Sydney-Melbourne and that this very
high frequency route is likely to be a target for the airlines

in terms of cancellation, confirms the views presented early
that airlines will target the winter months for cancellations
for commercial reasons and this will likely take place on high
frequency routes like Sydney-Melbourne. A 95/5 rule is likely
to be highly effective in constraining the ability to cancel
services on Sydney-Melbourne during the winter months of
May and June because cancelling most off-peak services
over these months is likely to result in the airline losing some
of its slots. The airline will need to be significantly more
selective in the way that it cancels its winter services in the
case of a 95/5 slot rule.
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FIGURE 41: Sydney-Melbourne Market Monthly Passengers carried - Dec-09 to Dec-19
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FIGURE 42: Sydney-Melbourne Market Monthly Seats Carried — Dec-09 to Dec-19
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FIGURE 43: Sydney-Melbourne Market Monthly Passenger Seat Factor- Dec-09 to Dec-19
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