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Canada’s Airports: Young as Commercial
Entities

Good morning ladies and gentlemen.

Thank-you for the opportunity to provide a Canadian airport perspective to the issue
of air service liberalization.

Over the years, you have no doubt heard much about the unique nature of
Canada’s airports as not-for-profit corporations. Nevertheless, in discussing
liberalization in Canada, it is worth noting that Canada’s airport structure is relatively
new.

Prior to 1992, Canada’s airports were managed by the federal government as
pieces of transportation infrastructure, not as the commercially driven entities they
are today. It has only been since the devolution of control of airports to local
authorities that we have really seen a drive by local airport managers to secure new
international air service for the benefit of their local communities. As a result, an
airport voice on the matter of air service liberalization emerged in Canada a bit later
than it may have elsewhere.

Nevertheless, Canada’s airports are no less dedicated to seeking liberalized air
regimes between Canada and the world. We see a more liberal environment for
international air service from Canada as a necessity to right our competitive
disadvantage to other markets that already have made significant progress toward
liberalization — most notably the U.S.



The U.S.- Canada’s Biggest Trading Partner

CANADA-U.S. IMPORTS AND EXPORTS

84% of Exports 57% of Imports

Source: Industry Canada

Canada’s airport industry is closely tied to U.S. fortunes and for many years, reform
in the Canada-U.S. market was a major preoccupation for Canada’s airports when it
came to liberalization.

The U.S. is by far Canada’s biggest trading partner, taking 84% of our exports and

providing 57% of our imports. And these business ties and its geographic proximity
to Canada mean that the U.S. is Canada’s most important international air service

market.



Canada-U.S. Passengers

CANADIAN PASSENGER TRAFFIC
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The U.S. transborder passenger market is bigger than all of Canada’s other
international markets combined — responsible for more than 21% of Canadian

enplaned/deplaned passengers in 2005. In fact, there are about 150 unique city
pairs between Canada and the U.S.



Transborder Growth

miions of CANADA-U.S. TRANS-BORDER GROWTH, FORECAST
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Canada’s experiment with liberalization really was our 1995 agreement with the
U.S. That agreement for the first time allowed unfettered access for U.S. and
Canadian airlines to operate between any point in the U.S. and any point in Canada.

In the ten years since that landmark agreement, transborder routes nearly doubled
and enjoyed an average annual increase of more than 3 million passengers a year.
Traffic did decline after September 11, but it has begun to recover and Transport
Canada projects an annual average growth rate of 3.7% for 39.4 million transborder
passengers by 2024.



Air Canada U.S. Routes 1995

The impact of the 1995 agreement is perhaps best seen in the evolution of Air
Canada’s route map over the years since.



Air Canada U.S. Routes 2005




Canada-U.S. Open Skies

“This further liberalization of the
Canada-U.S. air transport
relationship will allow airlines of both
countries to better meet the needs of
travellers and shippers. It is my hope
that this agreement will encourage
the development of new markets,
new services, lower prices and
greater competition.”

-Former Canadian Transport Minister
Jean Lapierre

So in other words, the United States is very important for Canadian airports. This is
why the CAC sought and secured a seat at the negotiating table at the Canada-U.S.
air talks in 2005. As we now know, those talks secured the landmark Canada-U.S.

Open Skies agreement.

Among its benefits, the new Canada-U.S. agreement provides fifth freedom rights.
It also removes restrictions on passenger pricing and enables co-terminalisation and
seventh freedoms for air cargo.

This is good for Canada’s airports. For example, a 2005 InterVistas study on the

anticipated economic benefits of Canada-U.S. Open Skies found that if just five fifth
freedom routes were opened by Canadian carriers and four routes were opened by
U.S. carriers, there would be an annual economic impact in excess of $360 million.

But for Canada to fully realize the benefits of the new Open Skies agreement with
the U.S., more Open Skies agreements need to be concluded with other nations.
And they need to be concluded fast, as the U.S. head start on liberalization means
that Canada currently is at a competitive disadvantage when it comes to
international air regimes.



Canadali [rading Nati
Exports Imports
# | Market Billions Share # | Market Billions Share
1 | United States (U.S.) $365.7 83.9% 1 | United States (U.S.) $215.1 56.5%
2 | European Union $24.7 5.7% 2 | European Union $45.6 12.0%
3 | Japan $9.1 2.1% 3 | China $29.5 7.7%
4 | China $7.1 1.6% 4 | Japan $14.8 3.9%
5 | Mexico $3.3 0.7% 5 | Mexico $14.6 3.8%
6 | South Korea $2.8 0.6% 6 | Norway $6.1 1.6%
7 | Australia $1.6 0.4% 7 | South Korea $5.4 1.4%
8 | Hong Kong $1.4 0.3% 8 | Algeria $4.2 1.1%
9 | Taiwan $1.3 0.3% 9 | Taiwan $3.9 1.0%
10 | Brazil $1.1 0.3% 10 | Brazil $3.1 0.8%
Total $435.8 billion Total $380.7 billion
Source: Strategis

Overseas markets already are a major preoccupation for our members. Canada is
a big trading nation. We exported more than $435 trillion last year, and imported
$380 billion. The combined value of Canada’s imports and exports is equal to 2/3 of
our GDP. And in the last ten years, the stock of Canadian-owned assets abroad
has more than doubled — a nod to the growing globalization and integration of the
world economy.

In concert with these economic developments, since 1991, non-U.S. international
passenger air traffic has grown more than 120%.



Canada: Gateway to the World

So, nearly fifteen years into local management, Canada’s airports are bringing
Canada to the world. They bring Canada to the U.S., yes, but also to Asia, Europe,
Latin America, Africa and the Middle East.

Canada is a first stop along the Polar Route from Asia and Europe to North and
South America and our members are finding considerable success in serving as
connecting hubs for this traffic.
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Growing International Pax Capacity

CANADA — OVERSEAS PASSENGER
CAPACITY GROWTH SINCE 2001
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As evidence of the new opportunities, we have seen scores of new flights launched
to Asia, Europe and Latin America over the past few years. In all, overseas
capacity is up more than 22 percent over 2001 levels.

One reason for the increase is that U.S. visa requirements for in-transit passengers
implemented in recent years have made transfers through Canadian airports a more
competitive option for some travellers.
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More International Pax Growth Forecast

FORECAST INTERNATIONAL PASSENGER TRAFFIC GROWTH
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In all, Transport Canada forecasts non-U.S. international traffic to grow more than
5% a year over the next three years, and continued growth beyond. Growth is
forecast for all regions and there are projections for more than 36 million non-U.S.
international passengers through Canada by 2024.

But Canada cannot be complacent. If other regions are more successful at bringing
down barriers to air service, such as between the U.S. and Europe, all bets are off.



Renewed Optimism

“l have tasked my officials to
aggressively explore
opportunities for future
liberalization and to develop a
new international air policy to
guide our future negotiations.”

- Transport Minister Mr. Lawrence Cannon
June 1, 2006

Some progress in helping Canadian airports realize bigger international aspirations
has come in the form of what we optimistically believe may be a new attitude toward
international air service from the Canadian government.

In 2005, Canada signed new, more liberal agreements with China and India, in
addition to Open Skies with the U.S.

This year, with a new government in place, a near-Open Skies agreement has been
signed with the United Kingdom along with a far more liberal agreement with
Portugal. The current Transport Minister has indicated that Canada’s international
air policy is under review and we are hopeful that the new government may finally
indicate an approach that favours aggressive liberalization.
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Air Regimes with Top Traders

Canada’s Top Trading Partners

# Market Imprt/Exprt U.S. Open Current Canadian Air Regime
(Billions) Skies?

1 | United States (U.S.) $581 N/A 2005 agreement, Open Skies to go into effect soon

2 | China $36.6 No 2005 agreement Increased capacity, more markets
open in both countries

3 | Japan $23.9 No Priority market, Canadian carriers at capacity
limits, significant appetite for more capacity

4 | United Kingdom $18.6 No 2006 agreement, near Open Skies to go into effect
soon

5 | Mexico $17.8 No 2 carriers from each side designated for each city pair,
charter flights not subject to this limit

6 | Germany $13.5 YES Fairly open, restrictions on fifth freedoms

7 | South Korea $8.1 YES Priority market, strict capacity limits that only
gradually have expanded, both sides at
capacity limits

8 | Norway $7.6 YES Carriers not operating in this market

9 | France $7.5 YES Priority market, only Toronto and Montréal
designated as points in Canada, limitations
on fifths

10 | ltaly $6.5 YES Single by route designation, Rome, Milan, Toronto

and Montréal only designated points,
restrictions on codeshares

Sources: Strategis, Transport Canada

Nevertheless, most of Canada’s current air service agreements are far too
restrictive. While Canada now has two Open Skies agreements, the U.S. has 77.
This places us at an unfortunate competitive disadvantage, as the rest of Canada’s
bilateral regimes are characterized by restrictions on carrier designation, points
served, capacity and tariffs.

Reticence by other nations to open their markets plays a big role in the problem, but
there is the potential to mitigate this by making air service liberalization a key
component of Canada’s broader trade initiatives. The Canadian government also
has held on to its own old fashioned ideas about international air policy for far too

long. We are hopeful that this is now changing.
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Overseas Visitors

Overseas Visitors to Canada
# Source 2005 Visitors U.S. Open Canadian Air Regime
Skies?

1 | United Kingdom 847,000 No Open Skies in effect soon

2 | Japan 437,000 No Priority market, Canadian carriers at capacity limit

3 | France 341,000 YES Priority market, Canada seeking liberalization,
currently routes restricted to Toronto and
Montréal, limitations on fifth freedoms

4 | Germany 318,000 YES Fairly open, restrictions on fifth freedoms

5 | South Korea 191,000 YES Priority market, strict capacity limits that only
gradually have expanded, both sides near
capacity limits

6 | Australia 185,000 No Priority market, fairly open but limitations on fifth
freedoms

7 | Mexico 177,000 No 2 carriers from each side designated for each city pair,
charter flights not subject to this limit

8 | Hong Kong 121,000 No Fairly open

9 | Netherlands 120,000 YES Fairly open

10 | Taiwan 109,000 YES Priority market, current limited to two daily Taipei

flights to Vancouver and three flights a week
from Kaohsiung to anywhere in Canada by
Taiwanese carriers

Sources: Statistics Canada, Transport Canada

Tourism is a $57.5 billion industry in Canada and yet there are restrictive

agreements in place with many of the top 10 sources of overseas visitors to
Canada. In one notable example, Japan is Canada’s #2 source for overseas
tourists, but the air regime is extremely restrictive and Canadian carriers are

operating at their capacity limits in this market.
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Canada Bridled by Restrictions

% ! ) 4 - 35 6 7
& # % 3 U.S. Open &
$% Skies?
% 12" Negots +
0 #0
I % . No + $% +, % %
- ) & $
YES
( % ' YES (
)
( No #
$%
# &
! YES
YES

Sources: Strategis, Transport Canada

With several other nations, most notably transit markets, Canada doesn’'t even have
a bilateral agreement in place or has agreements that are very restrictive. No
agreements exist, for example, between Canada and such regional economic
powerhouses as Singapore and South Africa.

For Canadian airports to be competitive in the world, this must change.

For some time now, the Canadian government has been asking for our opinion on
its international air policy. This is what we have said: There is tremendous
underserved potential for new service in Canada. And it is underserved because
Canada’s international air policy to-date has focused on the interests of Canada’s
airlines, and not of Canadian communities.



European Union: Big Source of Overseas
Tourists to Canada

OVERSEAS TOURISTS
(International other than the U.S.)
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And while the U.S. has been in protracted talks with the European Union about an
EU-wide air regime with the U.S., Canada risks being left behind with just a
patchwork of member-by-member agreements — some of which date back as far as
the 1960s.

Europe is Canada’s second biggest trading partner and second largest source of
tourists. Over half of Canada’s overseas tourists hail from Europe. In 2005, this
included nearly a million British, 360,000 French and 340,000 Germans.
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Growth in Key EU Markets

PASSENGER TRAFFIC GROWTH: CANADA TO FRANCE,
GERMANY AND THE NETHERLANDS
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Open Skies with the U.K. was a great first step, but an EU-wide agreement is
needed. Already under the current regimes, there is notable traffic growth forecast
for Canada’s next three biggest sources for European tourists — France, Germany
and the Netherlands. Traffic is forecast to grow in these markets at an annual
growth rate of nearly 5% through 2009.
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Emerging Markets

VISITORS TO CANADA 1999-2005
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Increasingly important are emerging tourist markets, like China and India. Badly
needed air regime reforms were achieved with these markets in 2005, but we must
not be complacent. Canadian cities are as well placed as any American city to
serve as North American gateways to these fast growing travel regions and the
growth potential here is enormous. The Chinese spend about $15 billion abroad
each year — hefty numbers until you consider that’'s about the same amount as our
32 million Canadians spend abroad.
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Tourist Growth: Exotic Destinations

INTERNATIONAL TOURIST ARRIVALS:
GROWTH/DECLINE SINCE 2000
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We also cannot forget the outbound market. More exotic destinations are capturing
the attention of world travelers, and that includes Canadians. World Tourism
Organization figures see tourists to North America and Europe dropping or stagnant
while numbers to Asia and other regions are on the increase. Canada no longer is
in the top 10 list of tourist destinations, as it once was.

This is important to Canada’s airports for two reasons: Obviously we want to
ensure Canada remains a competitive tourist destination for people around the
world and regains lost ground. But we also want to ensure that both inbound and
outbound travelers to markets like Asia, Africa and the Middle East have direct
access with Canada, rather than through routings via the U.S. or Europe. For that
we need more liberal agreements, along with a more flexible approach from the
Canadian government to be able to more quickly respond to changing demands.
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Cargo Markets Underserved
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The cargo sector is a different animal, but Canada’s restrictive air regimes have
been particularly harmful here. While cargo tonnage has grown more than 55%
during the past decade, not a single Canadian airport is even among the top 40
cargo airports of the world. When one looks at Canada’s air regimes with the top 15
cargo countries of the world, a possible reason for Canada not being more
prominent in this sector quickly emerges.
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Cargo Markets Underserved
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(Pause)
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Canada’s Airports:
Bringing Canada to the World

So in conclusion, in the nearly 15 years since the devolution of control of airports to
local authorities, Canada’s airports have matured and we continue to do so.

We are increasing our voice and presence, not only domestically, but also abroad.
Canada’s airports are bringing Canada to the world today, yes. What we await now
is an international air policy for Canada that will allow us to continue to improve
Canada’s vital trade and tourism links with the rest of the world. As the government
prepares to announce its new international air policy, Canada’s airports are
optimistic that we will secure such a policy.

Thank-you for your time.
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