Recommendations:
1. Reduce the federal aviation fuel tax to be competitive with the United States and re-invest revenue
collected from the tax into the air transportation system, as in other countries.
2. Revisit aviation security funding to create a direct and transparent correlation between ATSC revenue
and funding for screening services and acknowledging the role of that aviation security plays in Canada’s
overall national security.
3. In the event of the privatization of passenger screening services:
• CATSA’s assets should be transferred to any new entity for a nominal fee, rather than book
value, recognizing that the assets have been paid for by users;
• To avoid that such unplanned external contingencies disrupt the system or cause inappropriate
new financial burdens for travelers or airlines, a financial “shock absorber” such as an
emergency contingency fund, should be put in place to plan for exceptional, unforeseen cost
increases, and to allow for their impact to amortized over time;
• All decisions regarding service standards and the operating strategies required to achieve them,
must be left to the discretion of the new entity’s Board;
• If the Government of Canada were to contemplate enhanced service standards for the new
entity, it must then provide predictable multi-year funding as part of the transition process.
4. As recommended by the House of Commons Finance Committee’s December 2017 report
(recommendation 66), revise the airport ground rent formula to cap payments and exempt nonaeronautical revenue from rent calculations. Over the medium-term, the Government of Canada should
re-invest funds garnered from rent back into the air transportation sector.
5. Adequately staff and resource Transport Canada to address long-standing regulatory issues, particularly
those which affect the passenger experience
6. Apply an aviation ecosystem lens when developing new regulations
7. Enhance investments to improve and streamline security screening and border processing at airports.

Canada’s approach to user-pay adds to the relatively high cost of air travel, as users support the full cost
of infrastructure and operations: the government collects revenues from air transport fees and taxes in
excess of its investments in the sector. This is one part of why air travel prices in Canada are far higher
than comparable countries, including competitors located just a short drive across the United States
border.
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Trading drag for lift: Fixing Canada’s Uncompetitive Cost Structure
If Canada’s commercial aviation sector is encountering turbulence today, it’s largely the result of a uniquely
Canadian policy: user-pay PLUS1.
Commercial aviation is not just the only mode of passenger transportation in Canada that does not receive
direct subsidies, its users support the full cost of capital and operating requirements, and the fees and taxes they
pay to operate the system generate a windfall of several hundreds of millions per year for the Government of
Canada.2
In general, as an economic and public policy principle, a user pay system is used as a way to a) allocate scarce
resources more efficiently, b) favour horizontal equity; or 3) put a price on negative externalities. The
Government of Canada would be hard-pressed to make a public case for user pay in commercial aviation based
on economic and/or equity arguments.
Successive governments have literally banked on two myths – air travel as the preserve of jet-setting elites and
an abundance of transportation options for all Canadians – to normalize this policy.
Canadian air carriers are recognized as among the best in the world. Their success should be recognized as
Canada’s success. Given the impact Canada’s user-pay PLUS policy has on individual Canadians, on families,
communities and on the industry that serves them, it is time for to trade It is time to trade drag for lift.
In this submission we identify specify aspects of this policy framework that require urgent attention.
Other countries see the increasing importance of air transport for global competitiveness. Some, such as
the U.S., Singapore, and the Persian Gulf states, actively subsidize their air sectors; others with user-pay
models that promote self-sufficiency, such as countries in the European Union, still support their air
sectors in other ways and minimize further tax burdens on the sector. Canada is unique among its
competitors in charging onerous rents and taxes that undermine competitiveness.
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NACC coined this term to describe the Government of Canada policy of collecting more in aviation-related taxes and fees than it reinvests into services it provides to support its operations. This made in Canada system is unique among modes of transport in Canada,
and unique internationally. (See Appendix B)
2

Data from Transport Canada’s Annual Transportation in Canada reports shows that over the last 10 years, Canadian taxpayers
subsidized marine transport by $12.9 billion, and rail transport by $4.2 billion (calculated as the difference between federal tax and other
revenue collected from that sector and total federal spending in support of its activities). Over the same period the federal government
generated a $2.9 billion windfall from commercial aviation.

Canada’s Uncompetitive Fuel Tax
Canada’s federal excise taxes on aviation fuel are more than double the rate in the United States3, but it should
be noted that in the United States, those funds are re-invested in the air transportation sector. In Canada, they
are collected as part of general revenue.
Recommendation
1. Reduce the federal aviation fuel tax to be competitive with the United States and re-invest revenue
collected from the tax into the air transportation system, as in other countries.

Security Screening
In the case of the ATSC, another tax added to an airline ticket is more reason for Canadian travelers to
drive across the border where they can fly less expensively from U.S. airports. The “export of air
passengers” reduces spending that could be taxed at Canadian airports and the aviation supply chain. It
is by no means obvious that the federal treasury is coming out ahead. Tax revenues lost directly from
cross-border traffic leakage, and indirectly by the drag placed on the economy, could easily exceed the
federal taxes collected by the ATSC.
Dr. Barry Prentice, Canadian Airport Security: The Privatization of a Public Good
While it was notionally intended to fund the operation of the new security screening body, between 2010 and
2016, the Air Travellers’ Security Charge (ATSC) has generated a windfall for the Government of Canada of
$547.5 million4.
Since 2015, the Government of Canada has had to provide an annual top-up to CATSA’s operating budget to
mitigate deteriorating passenger wait times and to support expanded non-passenger screening responsibilities.
This has been ad-hoc funding and has not resulted in year-over-year increases of CATSA’s A-base funding.
Moreover, CATSA’s funding profile through 2020/21 shows that the Government of Canada has booked annual
A-base operating allocations of $471 million5, a 23 percent reduction from actual 2016/2017 levels6.
Even though budget allocations to CATSA have consistently fallen short of the revenue generated by the ATSC, it
is important to note the evolution of trend lines in ATSC revenues and CATSA spending beginning 2015 as this
may help explain the government’s interest in the privatization of CATSA.

3

At present exchange rates, the US rate of 4.4 cents (US) per gallon equates to 1.5 cents per litre in the US, while the
Canadian aviation fuel excise tax is 4 cents per litre.
4
This is based on the difference between total ATSC revenues and total federal CATSA appropriations. It does not include
any incremental spending on ancillary services such as the Sky Marshall service, which the Government of Canada
ostensibly funds through ATSC revenues, but which have not been broken out in public accounts.
5
Canadian Air Transport Authority, Summary of the 2016/17 – 2020/21 Corporate Plan and Operating and Capital Budgets,
p. 39.
6
2016/17 is the last year for which total actual CATSA spending figures are available in the Main Estimates. The 2016/17
actuals Include $471.4 million in A-base expenditures and an additional $142.3 million in supplementary funding. Figures
from Main Estimates, 2016-17 and 2017-18.
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Air Travellers Security Charge
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600.0
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721.0
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CATSA’s budgeted allotment
Additional funding
Total Funding
Appropriations Used

243.6
351.5
595.1
573.1

582.7

576.4

598.3

582.7
515.0

576.4
513.4

598.3
559.1

591.6
84.6
676.2
623.9

678.4
33.3
711.7
656.7

624.0
142.3
766.3
725.3

Windfall to government from
ATSC:

26.9

116

122.6

102.9

72.1

64.3

42.7

*Sources: Public Accounts, Main and Supplementary Estimates

Recommendations:
2. Revisit aviation security funding to create a direct and transparent correlation between ATSC revenue
and funding for screening services and acknowledging the role of that aviation security plays in Canada’s
overall national security.
3. In the event of the privatization of passenger screening services:
• CATSA’s assets should be transferred to any new entity for a nominal fee, rather than book
value, recognizing that the assets have been paid for by users;
• To avoid that such unplanned external contingencies disrupt the system or cause inappropriate
new financial burdens for travelers or airlines, a financial “shock absorber” such as an
emergency contingency fund, should be put in place to plan for exceptional, unforeseen cost
increases, and to allow for their impact to amortized over time;
• All decisions regarding service standards and the operating strategies required to achieve them,
must be left to the discretion of the new entity’s Board;
• If the Government of Canada were to contemplate enhanced service standards for the new
entity, it must then provide predictable multi-year funding as part of the transition process.

Airport Rents
Canada’s system of charging onerous airport rents and high taxes is unique around the world, and with rent
being calculated as a percentage of gross revenue, the price of every aeronautical service an airport provides
must be marked up by at least the amount of rent charged. This increases the airport’s break-even point and
raises the amount of revenue that must be generated, leading to higher operating fees for air carriers which,
unfortunately, are passed on to the passenger.
While rent may only cost approximately $2 to $5 per passenger, depending on the airport, it is equivalent
to up to one third of the landing/terminal fees paid by carriers at the larger airports.1 These levels of
rents are considered to be uncompetitive with competing jurisdictions, and out of proportion with
equivalent charges levied on Canadian marine ports.
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Recommendation
4. As recommended by the House of Commons Finance Committee’s December 2017 report
(recommendation 66), revise the airport ground rent formula to cap payments and exempt nonaeronautical revenue from rent calculations. Over the medium-term, the Government of Canada should
re-invest funds garnered from rent back into the air transportation sector.

Making air travel attractive – for Canadians and for tourism
With a new passenger rights regime coming into force by next year, it’s important that the government lives up
to its obligations to passengers. The air travel experience doesn’t start with check-in and end with baggage pickup. Inadequate funding and staffing of services, which affect the travel experience need to be addressed. This
includes addressing Transport Canada’s chronic difficulties in addressing shifting regulatory requirements in a
timely manner.
Recommendations:
5. Adequately staff and resource Transport Canada to address long-standing regulatory issues, particularly
those that affect safety and the passenger experience
6. Apply an aviation ecosystem lens when developing new regulations
7. Enhance investments to improve and streamline security screening and border processing at airports.

Appendix A:
Airports in the United States are agressively marketing to Canadian customers to take advantage of Canada’s
uncompetive cost structure. Below are some examples from their websites.

Niagara Falls International Airport.

Ogdensburg International Airport has both English and French pages aimed at Canadian passengers.

Buffalo Niagara International Airport has a page with extensive resources for Canadian travellers.

Plattsburg International Airport: “Montreal’s U.S. Airport”

Appendix B:
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