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Standing Committee on Transport, Infrastructure and Communities
House of Commons
Ottawa ON K1A 0A6

Study on the State of Airline Competitiveness in Canada

Dear Committee members:

NAV CANADA welcomes the opportunity to submit a brief to the Standing Committee on Transport,
Infrastructure and Communities to address some of the testimony provided by witnesses under your
study on the State of Airline Competitiveness in Canada.

As you are aware, NAV CANADA is the not-for-profit corporation that owns and operates the world’s
first fully privatized Air Navigation System (ANS), ensuring the safest, most efficient movement of
aircraft from the Pacific to the Arctic to the mid-Atlantic, 24 hours a day, seven days a week.

Canada is a vast country and particularly reliant on aviation for its supply chains, with a population
that is distributed around a small number of large cities and many small-to-medium cities and
municipalities. The sheer distance between domestic city pairings, the unique and often harsh
climate and the propensity for many routes that do not offer the economies of scale observed in the
United States or in Europe means that air carriers operate with a much greater degree of
operational and financial risk in Canada.

The NAV CANADA Model: A Canadian Success Story

Following the purchase of the Air Navigation System from the Federal Government for $1.5B in
1996, NAV CANADA has operated one of the safest, most cost-effective air navigation systems in
the world. At the time of privatization, the Air Navigation System in Canada was significantly
underfunded and foundational modernization initiatives to bring air traffic control in to the 21
century in lockstep with global partners were at risk.

Following the transition to a private, not-for-profit model, NAV CANADA made significant
investments in its people, its services, its facilities and technologies. Since 1996, we've invested
more than $2.6 billion in the Air Navigation System, deploying advanced air traffic management and
surveillance tools — many of them developed and built here in Canada — that have led to significant
improvements in safety, efficiency, capacity and environmental sustainability.
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Understanding Service Charges

The principles of NAV CANADA'’s service charge structure are outlined in the Civil Air Navigation
Services Commercialization Act (the Act). These principles require that NAV CANADA service
charges are not to be set at a level that, based on reasonable and prudent projections, would
generate revenues exceeding the Corporation’s current and future financial requirements in relation
to the provision of civil air navigation services. The Act also includes clear provisions ensuring that
changes to service charges are transparent, requiring consultation with customers and providing a
mechanism for appeal to the Canadian Transportation Agency (CTA).

The COVID-19 pandemic saw passenger travel down more than 80 per cent during the pandemic.
As an essential service, NAV CANADA still had to safely maintain and operate 100 per cent of the
Air Navigation System and associated services, despite the reduced traffic. These services have a
significant fixed cost base that is not easily scalable with varying traffic levels. Therefore, to cover
the Company’s financial requirements, we were required to increase our service charges and our
debt levels. In recognition of the impact of the pandemic on our customers, we took a balanced
approach where we increased our fees by the minimum required to meet our existing debt
covenants and provided a five-year deferral for the first year of the increase to assist airlines in their
recovery.

Some witnesses have cited NAV CANADA service charges as an impediment to air sector
competitiveness as part of the aggregate of other air transportation fees and levies (security
charges, airport improvement fees, etc). Prior to the current not for profit model, travelers in
Canada needed to pay the Air Transport Tax (ATT). The ATT, prior to being discontinued at the
time of privatization, was higher than our rates at any moment over the course of NAV CANADA's
existence — including today.

Comparisons to the U.S. model should account for the reality that funding of the system relies on
both the United States General Fund (a process that is often mired in political posturing with threats
of Government shutdowns) and a number of excise taxes, including passenger seat taxes,
international arrival and departure seat taxes and fuel surcharges.

Despite NAV CANADA's necessary service charge increase during the pandemic, global
benchmarking reported by the Civil Air Navigation Services Organization (CANSO) in 2021 showed
that NAV CANADA's cost efficiency is in the top quartile globally’. NAV CANADA is delivering top
levels of aviation safety and service, and it’s doing it in a fiscally responsible manner by carefully
managing the cost of service delivery while addressing debt garnered during the pandemic in a
measured and gradual manner.

In that context, we have undertaken an overall rate reduction effective January 1, 2024, for an
average net decrease in service charges of 5.57 percent'. With this reduction, our service charges
are more than 50 percent below the cumulative change in the Consumer Price Index since the
inception of the not-for-profit, user pay model.

Simply put, the model remains the best one for Canada. Despite the significant costs associated
with delivering air navigation services across Canada’s vast geography and uniquely challenging
operational environments — including numerous remote and northern regions — service charges
represent an approximate average of two per cent of an airline ticket cost" for major operators.
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We are confident that NAV CANADA’s current business model is ideal to support our essential
service mandate now and in the future. Our current model continues to serve Canadians extremely
well — delivering the highest levels of safety, technology innovation, and cost-effectiveness, while
assisting the industry and government in achieving sustainability goals.

Airport Capacity

Some witnesses have raised airport capacity as a topic of interest within the study. We would like to
take a brief moment to address incorrect statements made in committee to the effect that NAV
CANADA was restricting seasonal capacity at Toronto Pearson International Airport to 75 aircraft
movements per hour.

NAV CANADA is an essential component of the airport ecosystem by contributing to the overall
efficiency and preparedness of airport operations in collaboration with many other stakeholders in
the aviation sector. It is crucial to note that NAV CANADA does not set target seasonal rates
independently. This differs from daily tactical capacity management that occurs due to unplanned
events such as convective weather or emergency infrastructure maintenance.

When setting a throughput rate, airport authorities engage with all industry stakeholders to discuss
and determine preparedness strategies. While NAV CANADA actively participates and shares its
insights during these planning activities, it does not single-handedly determine what the operational
environment can accommodate.

To clarify, the target rate for movements at Toronto Pearson is currently jointly planned at 80
aircraft movements per hour, reflecting a range of considerations including airspace and airport
capacity, gate availability, runway infrastructure and taxiway layout, airport construction (now and
in the future) and staffing across system players — and the critical need for resiliency in the face of
unplanned disruptions.

NAV CANADA is working with industry partners to systematically deliver sustainable capacity
increases year-over-year to support the growing demand for air travel, while ensuring that we
deliver on our essential service mandate. Finally, NAV CANADA wishes to clarify that it does not
play a role in allotting slots to the various operators at any airports.

Looking to the Future

For our customers to continue delivering safe, efficient, and affordable air travel in the years ahead,
an evolution of the Air Navigation System is underway to meet future demand and deliver
operational and environmental benefits. NAV CANADA will achieve this evolution through new
technologies such as space-based flight tracking, digital facilities, and gate-to-gate flight
management, transforming how our customers safely transit the skies from departure to arrival.

The modernization of the Air Navigation System will enable a better passenger experience with
more predictability, less time on the ground, faster travel and greater operational resiliency when
disruptions occur. NAV CANADA is doing this while preparing our skies for new entrants, including
drones, urban air mobility (UAM), growing demand for space launches and potential supersonic air
travel that will unlock new social and economic benefits for Canada.
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Through collaboration between industry and government, Canada has a unique opportunity to be a
leader in the global aviation space, including supporting the industry and the Government to reduce
the sector’s environmental impact and achieve longer-term sustainability goals. We thank the
Committee for its review of our submission.

About NAV CANADA

NAV CANADA is a private, not-for-profit company, established in 1996, providing air traffic control,
airport advisory services, weather briefings and aeronautical information services for more than 18
million square kilometres of Canadian domestic and international airspace. We employ 5,000 highly
skilled workers across the country and engage in good faith with our eight unions who represent
approximately 70 percent of the NAV CANADA workforce. The Company is internationally
recognized for its safety record, and technology innovation.

Yours sincerely,

Jonathan Bagg
Director, Stakeholder and Industry Relations
NAV CANADA

'CANSO Benchmarking Report: Global-ANS-Performance-Report-2017-2021.pdf
(canso.fra1.digitaloceanspaces.com)

"NAV CANADA’s most recent rate change has two components: (i) a base rate adjustment to recover NAV
CANADA'’s anticipated fiscal 2024 costs, by service; and (ii) an additional temporary rate adjustment to
recover a portion of the remaining cumulative RSA shortfall. The overall average net decrease in service
charges of 5.57% includes an average base rate decrease of 9.33% and an average temporary rate increase
of 3.76%.

NAV CANADA service charges are based on weight of aircraft, distance flown, and services used in the
course of an aircraft operator’s flight and are not charged directly to passengers. The estimated NAV
CANADA service charge per passenger equivalent and percentage of total airfare varies based on a number
of factors such as airfare cost, load factor of the flight, type of aircraft, distance flown, city pairs, and
operation in domestic or oceanic airspace.
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