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D QUESTION LISTS FOR STAKEHOLDER INTERVIEWS

This study has been carried out for the European Commission and expresses the opinions of
the organisations having undertaken it. The views have not been adopted or in any way
approved by the European Commission and should not be relied upon as a statement of the
European Commission's views. The European Commission does not guarantee the accuracy of
the information given in the study, nor does it accept responsibility for any use made thereof
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EXECUTIVE SUMMARY

Background

1. The single market for air transport has brought uabsignificant benefits to
consumers, including a wider choice of air servigesluding new routes) and lower
fares, and there has been intense price competigtween European air carriers.
However, increased price competition between aarias been concurrent with a
number of airline insolvencies. We have identifiedt there were 96 insolvencies of
European airlines operating scheduled services ésgtw2000 and 2010 (up to 1
October). Some of these insolvencies were of saidlhes offering relatively few
seats, or selling few seats directly to the puliat some were of larger scheduled
airlines and caused significant issues for pasgentfeese include the insolvencies of
Air Madrid, SkyEurope and Sterling.

2. Protection from events that would lead to a failiareleliver the service, including the
insolvency of airlines, is available to passengem® purchase a package tour (as
defined under the Package Travel DirecliveHowever, there is no equivalent
protection for the growing proportion of passenget® purchase tickets directly
from the airline or through intermediaries. Somet@ction is available through other
methods, such as Scheduled Airline Failure Inswarwever the scope and
availability of this is limited.

3. There is also evidence that passengers’ awareriestai protection they have is
generally poor. In a survey conducted for the DGtida impact assessmeruf
potential revisions to the Package Travel Directb&% of respondents did not know
whether they were protected in the event the airlim which they were booked
became insolvent.

Factual conclusions
Protection available to passengers

4, When an airline ceases operations, passengers avgobivoked to travel with it may
incur a number of costs, which vary depending oetiver it ceased operations before
the booked flight, or after an outbound flight bogfore the inbound flight is
completed:

» Where operations ceased before the outbound flilgbtpassenger must choose
between rearranging the trip via other means ofjdimg the trip. If they
rearrange, the passenger must pay for the additgmsa of alternative travel,
which is likely to be more expensive, particulafi{pooked at short notice. If it
is not possible to arrange alternative travel her passenger does not choose to
do so, then they forfeit any non-refundable comptmef the trip (such as
accommodation or car hire), as well as the co#it@briginal air ticket.

1 Council Directive 90/314/EEC of 13 June 1990 orkpge travel, package holidays and package tours

2 RPA, LE and Yougov, 2010. DG Justice Impact Assess Annex 2 — Enhanced insolvency protection for

consumers purchasing airline tickets — a survey
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* Where the operations ceased after an outbound flighbefore the completion
of the inbound flight, the passenger is strandeatlveii have to find alternative
travel in order to return home, which will usuabg at very short notice and
hence on average much more expensive than thenariitket. The passenger
may also have to arrange additional accommodandrogher costs.

5. There are several mechanisms available in the Eidhwtassengers may be able to
use to obtain some protection from the costs ab&saliscussed above, tRackage
Travel Directive provides protection for passengers purchasingaepeckours in the
EU. This requires organisers/retailers to be ableefund money paid over and/or
cover repatriation of consumer in the event of ivesiacy. However, this protection is
limited to consumers purchasing a package, defased pre-arranged combination of
transport and at least one other significant towaésvice. This excludes purchases of
air tickets alone, and as a result of the growingyparity of direct bookings made
separately for each element of a trip, and ‘dynapgickages’ where passengers put
together the different elements of a package thimesethe proportion of passengers
protected by the Package Travel Directive is dedlin

6. Where passengers purchase air tickets alone, faitvas of protection are available,
however at present these usually only cover thesadghe original tickets purchased;
the availability of these options is also limited.

7. In recent yearsScheduled Airline Failure Insurance (SAFI)has allowed passengers
in some States to insure themselves against sonteeotosts resulting from the
insolvency of an airline on which they are book&RF| covers the costs of
repatriation if the passenger is stranded, or rams#ment for the cost of the original
flight tickets in the case that the passenger daremover it. It does not usually cover
any additional costs (such as the short noticehfase of an alternative ticket), which
may be greater. At present, SAFI is only availablea small number of Member
States (in particular the UK and Ireland), anddbeer provided excludes any carriers
publicly known to be in financial difficulty.

8. The other forms of protection limit cover to thestoof original tickets, or are only
available in specific States:

* Purchases bygredit card in some Member States allow consumers to claim a
refund from the card-issuing bank in the eveningblvency of the airline (or any
other service provider); this is limited to the tto$ the original tickets and in
some cases is subject to a minimum value. Thiseption also applies to
purchases with some debit cards.

» Payments for tickets purchasei IATA travel agents are held by a central
payment mechanism before being passed on to tligeaiin settlements at
regular intervals (usually monthly). If the airlim@comes insolvent, passengers
whose payments have not yet been passed on tartime ashould be able to
recover what they paid.

* In Denmark, theRejsegarantifonden the fund which provides protection under
the Package Travel Directive was extended on laigr2010 to offer passengers
the option of this protection on all flights fromeBmark on carriers established in

= steer davies gleave 7
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10.

DenmarK. A similar extension has been legislated for ianflers in Belgium,
however this has been disputed by airlines andresemt is only partially
complied with.

* In Flanders in Belgium, a decree came into forc2df7 which implemented an
extended definition of ‘tour operator’, to include any company with at least one
sales outlet in Flanders which sells tickets tospagers. As a result, airlines
registered in Flanders are required to hold anrame guarantee against
insolvency. To date, only one of the four affecéédines has complied with the
legislation.

Airline insolvencies 2000-10

Over 2000 to 2010 we identified 96 insolvenciesagfines providing scheduled
services. The frequency of airlines ceasing opamathas fluctuated considerably over
this period: peaks of 14 insolvencies were obseme2D04 and 2008, while in 2000
and 2007 only 3 were identified. There is sometimiahip between the distribution
of insolvencies and the size of States’ aviatiomrkats, with the largest number of
insolvencies being of carriers’ registered in thi€ Bnd Spain (the first and third
largest markets in the EU, measured in terms cfgrager numbers).

There is significant uncertainty about how manyspagers were impacted by these
insolvencies, as in most cases the only reliabliecgoof information would have been
the airlines themselves, and these no longer gkstefore it is not possible to obtain
information from them. We estimate that 1.4-2.2lioml passengers were impacted
between 2000 and 2010 (central case scenario lliBmequivalent to 0.07% of all
return standalone trips). Of these, 12% were s@dndway from home. The
proportion of passengers stranded was in generall #imcomparison to the number
who were booked to travel but could not do so {gpee below), although was higher
in some specific cases, particularly Air Madrid.allhyears, the number of passengers
impacted was lower than 500,000; the highest numlzexr in 2004 but even in this
year only 0.17% of all passengers were impactedventer, although the proportion
of passengers impacted is small, the impacts osetlmassengers can be quite
significant.

3

This has been defined as all airlines with thein office in Denmark, and international airlineish a branch
office in Denmark

= steer davies gleave
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Assistance provided to passengers

Of the passengers purchasing standalone tickegstadf by insolvency over 2000 to
2010, we estimate that 76% did not have any formrofection. Of the remainder,
14% had purchased via credit card, 8% had purcHasedIATA travel agents within
sufficient time to obtain a refund, and 2% had pased SAFI. All but those who
purchased SAFI were limited to recovery of costerdgjinal tickets.

Assistance to passengers was only provided by mat@uthorities in a very limited
number of insolvencies; several authorities spedliff stated that it was not within
their remit to provide such assistance. Assistdrasein some cases been provided by
other airlines. In particular, ELFAA (the Europeassociation of low fares airlines)
informed us that its members have entered into lant@y agreement to provide
assistance at a ‘nominal fee’ to affected passengebject to availability. However,
whilst these ‘rescue fares’ have typically beendowhan normal last-minute fares,
they were in most cases sufficient to cover thdéinas’ costs and in some cases
substantially exceeded the airline’s normal averfage. The airline would also have
benefited from the publicity arising from offeritigese fares.

We estimate that stranded passengers incurredighesh immediate costs resulting
from airline insolvencies, of over €796 on averafjee composition of this cost and
costs incurred by other affected passengers is rshovthe table below. Note that
these costs are the average cestsmated to have actuabeenincurred by stranded
and booked passengers; the higher average cosstrémded passengers are partly
caused by the very high costs incurred by the latgabers of passengers stranded in
Latin America after the insolvency of Air Madrid.

The costs incurred by each passenger vary depenodittige distance travelled by the
passenger. For example, the average stranded pesdeavelling on a scheduled
long-haul carrier incurred costs of €1,109, comgai@ costs of €335 incurred by
passengers stranded who had booked with shortdwawost carriers.

steer davies gleave 9
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15.

AVERAGE COST PER PASSENGER BY TYPE ACROSS INSOLVENCIES OBSERVED
OVER 2000-2010 (2010 PRICES)

Stranded Did not travel Rebooked Assumptions

- Information (cost of phone €7 i 4 Two 5 minute phone calls at EU
calls to rebook flights) capped roaming mobile rate

One additional day of trip, including
€87 - €925 accommodation, food and other
necessary spending

- Care (including additional
accommodation)

Two flights at average yield of
- Cost of original flight(s) i €608 ) airline sample. Note this is zero for
(reimbursement) stranded and rebooked
passengers’

For rebooked, two flights booked at
- Cost of replacement flight(s) half standard booking period
(for repatriation or for €702 - €298 .
replacement travel) For stranded, one-way flight booked

at half length of stay

- Non-refundable components
(such as hotel or car hire - €55
deposits)

10% of cost of accommodation and
other services for trip

Total €796 €315 €390

The costs above are the costs incurred immediéielyassengers at the time of the
insolvency. The table below shows the proportioriheflse costs which we estimate
would have been recoverable, depending on the pgaséype and the cover which
they have. Those that did not travel were in pplecable to recover almost all of their
costs if they had at least one of the forms of camailable, however those that
rebooked would only have been able to recover agpedely 60-70% of their costs,
as the incremental cost of new flights would notéhaeen covered. Those stranded
would have recovered most of their costs if they 8AFI, but not the other schemes.
Note that the protection for passengers coveretthdyATA BSP only refers to those
passengers who are actually covered by the protedte. those who booked within
the remittance period. Passengers booking via aml&avel agent but further in
advance would not have been protected, and therefould not have recovered any
costs.

Note that calls made to rearrange flights when sttanded are assumed to result in no marginal tcos
passengers, as most consumers purchase interessagta flat rate.

The costs of care vary depending on the yeatlandype of carrier. As the proportion of strantiedebooked
passengers affected by each insolvency variesavbiege costs of care are slightly different foarsied and
rebooked passengers.

As with care costs, the costs of flights vary efging on the year and the type of carrier, and thiuses
differences in the average costs shown.

This is zero because these passengers still madeso would have had to pay the original tickeghow. For
example, if a passenger pays €260 for the originkét and €298 for the replacement ticket whendheier
becomes insolvent, the amount this passenger Ba$sl€298, not €558 — as the passenger would paik
€260 for the journey even if the airline had natdrae insolvent.

10
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TABLE 1.1 PROPORTION OF RECOVERABLE COSTS BY PASSENGER TYPE
Stranded Did not travel Rebooked
SAFI 85% 81% 66%
Credit card 21% 79% 63%
|ATA travel agent 41% 89% 78%
Nothing 0% 0% 0%

Proportion across all scheduled
passengers

10% 21% 17%

The right of the European Union to act

16. The right for the EU to act in this area is basedAdicles 114 and 169 TFEU, which
require a high level of consumer protection. Thera justification for the EU to act
as a result of:

* Unlike payment for most other services, paymentduortickets is often made
months in advance of the delivery of the service] therefore the passenger is
more vulnerable to insolvency of the service previdAirlines often require
passengers to purchase tickets well in advancerdardo obtain lower fares.
While this is also the case to an extent with othedes of transport (such as rail),
air travel is the only mode which approaches alsinwarket.

» Limited information is available to passengers rdijgy the risks of insolvency,
and there is evidence of widespread misunderstgndinthese risks: since
passengers are inadequately informed about the thely incur, they may not take
action to protect themselves against them. Thetfeeigfore a market failure.

» There is limited scope for Member States to achealtm protect consumers, as
Regulation 1008/2008 prohibits them from placinditdnal requirements (other
than those specified in the Regulation) on Commyuatit carriers.

Policy objectives

17. Potential measures to address the problems idahtifbove were assessed in terms of
their effectiveness in addressing the followingayahobjectives:
» securing an adequate level of protection of theredts of EU passengers; and

e ensuring the best possible choice of protectionhaeism for the companies
within the sector.

18. Such protection is to be achieved through meeimgecific objectives:

(1) prevention of airline insolvencies;
(2) assistancedo passengers affected by airline insolvencies;
(3) repatriation of passengers stranded as a result of airlindviasoies;

(4) reimbursement of the costs of original tickets paid over by afésl
passengers;

(5) information for passengers regarding the risks of insolveragilable

= steer davies gleave 11
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measures to protect against it and the assistaveitalale for passengers
affected by airline insolvency; and

(6) lowest cost and maximum flexibility for the companies operating within
the sector.

Assessment of options

19. The study has evaluated the impacts of a numbeptidns for protecting passengers.
The options were defined by the Commission butames cases have been adapted
further to discussions with stakeholders about Hwwvoptions could work in practice.
For each of these options, we have assessed heibléedhe option would be to
implement, and what benefits the option would plevio passengers, particularly in
terms of providing repatriation and reimbursemeat pgassengers impacted by

insolvencies. This analysis is summarised in thietbelow.

20. For each of the options, we have assessed econamital and environmental
impacts. However, all options have only marginalpacis on the number of

and

passengers transported and flights operated, amefthe the social

environmental impacts are minimal. All significamipacts are economic.

SUMMARY OF IMPACT ASSESSMENT OF OPTIONS

Assessment of passenger benefits, if

Option Assessment of feasibility the option was implemented
successfully
0: No action Feasible No benefits

By definition this option is feasible

Passengers would continue to incur
most costs arising from insolvency. The
proportion of passengers impacted
would continue to be very low but the
costs incurred would be high (over
€1,000 per passenger) in some cases.

0+: Self regulation

Airlines would be asked to take
measures to repatriate stranded
passengers, and the insurance industry
would be asked to improve the
availability of SAFI. The Commission
would review progress after 2-3 years
to assess if actions necessary.

Feasible

This option is feasible. However,
airlines probably could not commit to
transport stranded passengers for a
fixed price, and there could be some

contradiction between the two elements
— if airlines agreed to assist stranded
passengers, take-up of SAFI might fall.

Some benefits

More stranded passengers could be
repatriated, and passengers who opted
to purchase SAFI would be protected.
However, passengers that still did not
purchase SAFI would generally not be

protected, except if stranded, and
stranded passengers probably would
not have other costs (such as
accommodation) refunded..

A:lmproved monitoring of carriers

The financial oversight of EU air
carriers would be strengthened, through
the adoption of raised standards of
financial fitness and/or monitoring of
carriers. There would be more tightly
defined requirements on monitoring
frequency by licensing authorities, and
the power for licensing authorities to
require that airlines provide additional
bank guarantees, where financial
issues have been identified.

Feasible

This option would be workable: Articles
8 and 9 of Regulation 1008/2008 could
be amended to either be more
prescriptive on monitoring
requirements, or to set out additional
powers. It may also be possible to
achieve some of the benefits of this
option through sharing of best practice
and better monitoring of licensing
authorities by the Commission.

Limited benefits

There would be limited benefit relative
to the current situation, as in most
cases this would not prevent
insolvencies or provide protection for
affected passengers.

12
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Option

Assessment of feasibility

Assessment of passenger benefits, if
the option was implemented
successfully

B1: Clarify roles of public authorities
with respect to stranded passengers

Obligations for Member States to
provide or facilitate ad hoc assistance
for stranded passengers would be
defined. New legislation would require
States to assist passengers, and would
specify which passengers were
covered, under what circumstances and
what national authorities were required
to provide. It could also set out how
national authorities might recover the
costs of providing this assistance.

Not feasible unless States have a
means of recovering the costs

States would need some way of
recovering the costs that they incurred
as a result of this requirement, most
probably through a levy on air
passengers. If all stranded passengers
were required to be covered, it would
therefore be equivalent to a restricted
version of option B5 (general reserve
fund). If this applied to all passengers,
they might also forego other forms of
protection, such as SAFI, in favour of
the free protection offered by the State.
The only way to avoid this would be for
provision of assistance to be at the
discretion of States, but this is the
current situation.

Some benefits

This option would provide assistance
for passengers stranded away from
home, who are usually the passengers
who incur the greatest costs in the
event of an airline insolvency. It would
not provide any protection for other
affected passengers. It is assumed that
only repatriation would be covered, and
as a result, stranded passengers would
still incur other costs (such as additional
accommodation).

B2: Carriers to be obliged to offer
optional insurance

Carriers would be obliged to offer
optional insurance to their passengers,
on booking, against the risk of
insolvency. This could cover
reimbursement, assistance and
repatriation, although the cost of the
insurance (and the issues raised by a
requirement to offer it) would be greater
if the scope was wider. For this option
to be enforceable, offering insurance
would have to be made a license
condition, and licensing authorities
would be required to monitor its
provision.

Probably not feasible

This option could have significant
negative impacts for airlines (and
passengers) on introduction, as airlines
regarded as financially unstable by
insurers would not be able to obtain
insurance at reasonable cost or
possibly at all, and therefore could have
to cease operations. For this reason we
think this option is probably not feasible.
It might be possible to mitigate this risk
if insurance is optional, as passengers
could still travel on riskier airlines whilst
opting not to buy the insurance if it was
very expensive, and if there were
transitional arrangements such as
exemptions for airlines unable to obtain
insurance, or State-funded insurance.8

Some benefits

This option would provide indirect
information on financial risks to
passengers, and would provide

protection to passengers who chose to
purchase insurance. However,
insolvencies caused when the policy
was first introduced would cause
significant negative impacts, and
reduce consumer choice. Also,
passengers are not always aware of
what risks they face and what other
coverage they do or do not have (e.g.
from travel insurance), and therefore
they may not all be able to make an
informed decision as to whether to
select the insurance.

B3: Carriers to be obliged to provide
insurance

Carriers would be obliged to have
insurance against the risk of insolvency
which would cover all of their
passengers. This could cover
reimbursement, assistance and
repatriation, although the cost of the
insurance would be greater if the scope
was wider. Airlines would be required to
have this insurance as a condition of
their operating licenses.

Not feasible

As with the optional insurance option,
this option would be likely to cause the
failures of a potentially large number of
airlines regarded as financially unstable
by insurers. This would be more severe
than for option B2 as, unlike for option

B2, passengers would not be able to

travel on an airline whilst opting not to

buy the insurance if it was very
expensive. For this reason we believe
this option is not feasible.

Significant benefits

This option would provide a good level
of protection to passengers, if it could
be implemented successfully. However,
the airline insolvencies which would be
caused when the option was first
introduced would have a significant
negative impact, and would reduce
competition and consumer choice.

B4: Carriers to be obliged to obtain
bank guarantees

Carriers in a weak financial position
could be required by their licensing
authorities to obtain bank guarantees to

Probably not feasible

Carriers perceived as being at high risk
of insolvency might be required to
deposit funds equivalent to the potential
liability in order to obtain a guarantee.

Significant benefits

The funds from the bank guarantee
could be used to reimburse and assist
passengers — although the larger the

scope of the protection offered, the

clear to what extent pooling of risk is requirechtthieve this.

The Package Travel Directive has in some Statea implemented solely through insurance, howenisrriot
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Option

Assessment of feasibility

Assessment of passenger benefits, if

the option was implemented
successfully

protect passengers in the event of
insolvency.

Carriers in a weak financial position
would not have sufficient funds
available to do this.

larger the bank guarantee would have
to be, and therefore the more difficulty
carriers might have in providing this.

B5: Create a general reserve fund

A general reserve fund would be
established through a new charge
collected on each air ticket sold, to

cover the insolvency risk of air carriers.
The reserve fund could cover
reimbursement, assistance and

repatriation. This would be similar to the

arrangements in some Member States

(such as the UK and Denmark) for

protection of passengers on package
holidays.

Feasible
This option could be implemented

successfully, although the management
costs of general reserve funds would be

substantial.

Significant benefits

This option would be effective in
providing protection for passengers.
However, it would distort competition:
passengers booking flights with airlines
with negligible risk of insolvency would
have to pay into the fund and would, in
effect, subsidise passengers booking
with weaker airlines. Since it would
provide the same level of cover to all
passengers, passengers would no
longer consider the financial stability of
carriers as one of the factors affecting
their choice between airlines.

B6: Adapt current bankruptcy /
insolvency laws in Member States

Current general bankruptcy and/or
insolvency laws in Member States
would be amended to improve the
ability of passengers affected by
insolvency to claim from the insolvent
airline, by making passengers priority
creditors. At present, passengers with
tickets booked with an insolvent airline
would generally be unsecured creditors
and, as an insolvent airline is likely to
have few assets, they would receive
little or nothing.

Not feasible

This option would require fundamental
changes to the legal systems of many
EU States. National authorities
informed us that they expected their
States to oppose making such a
change, because they considered it
disproportionate, and because it was
not clear why consumers should be
preferred creditors in the case of
insolvency of airlines, but not in the
case of other service providers. In
addition, amending all Member State
laws to be on a consistent basis would
be difficult as national insolvency laws
differ, and the prioritisation of claims
from passengers over repayment of
debt could make it difficult for airlines to
raise finance.

Limited benefits

This option would be likely only to
benefit a small number of passengers.

Passengers who pursued a claim in
court would be more likely to receive
compensation, however as this could
take several years, there would be no

immediate assistance for stranded
passengers, and the proportion of their
claim that would be paid might be low,
because insolvent airlines typically have
few assets.

C1.1A: Licensing authorities
required to communicate factual
financial information on carriers

In order to inform passengers of the
risks associated with specific airlines,
licensing authorities could be required
to publish non-commercially sensitive

factual information regarding the
carriers they licensed

Feasible

Publication of high-level financial
information (such as income statements
and balance sheets) for all registered
airlines is feasible. However, the
publication of anything further than this
is not: other information, such as traffic
forecasts, is commercially sensitive.

Limited benefits

If financial information were published
regarding airlines, it would be difficult
for passengers or other interested
parties to compare or score airlines
without detailed knowledge of their
business models and operational
environment. In addition, much of this
information is already in the public
domain.

C1.1B: Licensing authorities

required to communicate information

on financial fitness of carriers

In addition to the information in C1.1A,
licensing authorities could be required
to publish their assessments of the
financial fitness of the carriers they
licensed.

Not feasible

The publication of assessments of
airline financial fitness would not be
feasible, as this would be subjective,
and would open the authority to legal
challenge. In addition publication that a
carrier was at risk could cause
passengers to stop booking with it, and
hence accelerate insolvency.

Some benefits

If assessments of financial fitness were
published, it would be clearer to
passengers what the risks of booking
with a particular airline were. However,
national authorities will not always be
able to identify likely insolvencies far
enough in advance.

C1.2: Licensing authorities required
to provide information when an
airline has become insolvent

Feasible
This option would be straightforward to

Limited benefits
The publication of information to assist

14
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Option

Assessment of feasibility

Assessment of passenger benefits, if
the option was implemented
successfully

Member States would be required to implement. passengers affected by insolvencies
communicate information to assist would provide some benefits to
passengers in the event that an air passengers, as there would in theory be

carrier becomes insolvent. a clear and consistent source of
information for reference. However, the
option would not provide any assistance
to affected passengers.
C2: Carriers to be obliged to provide Feasible Limited benefits

more information on websites

Marketing websites and other sales
outlets for airline tickets would be
required to advise purchasers of the
risks they were undertaking and
available options for protection.

Some Member States believed the
implementation of this option would not
be difficult, however others informed us
in States where many sales are through

small high street travel agencies, the
implementation of this option could be

This option could be a useful method of
improving passenger awareness of
risks and available protection. However,
given the large amounts of information
passengers are already required to
navigate, the impact of the option could

National authorities would also have to difficult and expensive to monitor. be minimal.
monitor sales outlets for airline tickets
to ensure that appropriate information
was being provided.
ABC: Combined option Feasible Significant benefits

Options A, B5, C1.1A, C1.2 and C2

This option could be implemented

This option would be effective in

successfully, although the management
costs of general reserve funds would be
substantial and there would be some
costs in implementing other elements of
the option.

meeting the study objectives of
providing protection and improved
information for passengers.

On the basis of this review, the only options which both feasible and deliver the
relating to provision of a$ance, repatriation and
reimbursement are B5, the general reserve fundttedombined option ABC which
includes general reserve funds. The only otheroaptihat could provide full
protection for passengers is option B3, compulsogurance against insolvency.
However, we believe that this option is not feasililecause the introduction of a
requirement to have this insurance could force mbmr of weaker airlines to stop
operations, as they would not be able to obtaim itilBurance at a reasonable price or
possibly at all. Option B4 (bank guarantees) coaldo, in principle, provide
significant benefits but is not feasible becauseie® in a weak financial position

General reserve funds would be effective in terfmprotecting passengers from the
negative impacts of airline insolvencies, withoatising significant disruption to the
market. However, all passengers would have to peythe funds, which could have
significant management costs. These funds coutd dilgort competition: passengers
travelling on financially stronger airlines would effect subsidise those travelling on
weaker airlines. In our view, since this is theydiglasible option which is effective in
achieving the main policy objectives, there hashéoa political judgement as to
whether the problem of the impacts of airline insokcies on passengers is

21.

main policy objectives

would not be able to obtain sufficient guarantees.
22.

sufficiently large to justify this market interveor.
23.

If it was decided not to introduce this option, bh#tre was nonetheless a wish to put
in place some measures to improve passenger poote¢he Commission could
consider a combination of the other options whihfaasible. The other options that
would be of some limited benefit are:
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24.

25.

* A: Improved monitoring of carriers, including thagational authorities should
have the option of requiring airlines to providbamk guarantee or other means of
protecting passengers;

* C1.1A: Licensing authorities required to providengopurely factual information
on airlines it has licensed;

* C1.2: Licensing authorities required to provideomfiation when an airline has
become insolvent; and

e C2: Carriers to be obliged to provide more inforimaibn websites.

However, whilst these do partially achieve soméhef objectives of the study, none
would be effective in terms of meeting the key objees of ensuring that all

passengers are protected against insolvency. Theréfie main alternative is self-
regulation: the Commission could encourage the strigiuto take action to protect
passengers (for example by improving the availghdi SAFI, and by repatriating

stranded passengers), and make clear that actiold e taken in the future if this
was not successful.

If the Commission pursues option A, on improved itaying of carriers, it could first
seek to ensure that the current Regulation 1008/20@mplemented consistently by
national licensing authorities. The Commission doehcourage this through the
sharing of best practice and possibly through negchon-binding agreements with
licensing authorities on the level of monitoringtithey undertake.

16
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1. INTRODUCTION
Background
1.1 The single market for air transport has brought uabsignificant benefits to

consumers, including a wider choice of air servigegarticular through new routes)
and lower fares, and there has been intense poitpetition between European air
carriers. In order to mitigate any potential negatimpacts that this might have on
service quality, the Community has taken a numibenaasures to protect passengers,
including introduction of requirements for compdiwaand assistance to passengers
in the event of delay, cancellation or denied bivayd

1.2 However, increased price competition between aarfis been concurrent with a
number of airline insolvencies. There have beein86lvencies of European airlines
since 2000, resulting from a number of factorstdioig high fuel prices and the
downturn in demand prompted by the global financiddis. Directive 90/314/EEC
(the Package Travel Directive) ensures that consuperchasing package tours as
defined by the Directive are protected againstligwy of airlines or other service
providers, or other events that would lead to lufaito deliver the service. However,
there is no equivalent protection for the growingpgortion of passengers who
purchase tickets directly from the airline or ttghuntermediaries. Some protection is
available through Scheduled Airline Failure Inswear{SAFI), purchases by credit
card, or purchases through travel agents that sd ATA Billing and Settlement
Plan, however this protection is limited.

1.3 Combined with the often restricted availability prbtection, passenger awareness of
what protection they have is generally poor: inuevey conducted for the DG Justice
impact assessménbf potential revisions the Package Travel Direxti$6% of
respondents did not know whether they were prateatethe event the airline on
which they were booked became insolvent.

The need for this study

14 In 2009, the Commission published a stddiyto airline insolvencies which identified
several options for protecting consumers. The Casion’'s guidance requires impact
assessments to be conducted of the social, economdministrative and
environmental impact of proposed policy changed,therefore an impact assessment
is required if one of these options was to be iMmgleted.

15 The purpose of this study is to update the facamalysis in the previous study, and
evaluate the impact of possible measures to:

* reduce the risk of carriers becoming insolvent,hsas improved financial
oversight and changes to licensing procedures;

® RPA, LE and Yougov, 2010. DG Justice Impact Assessninnex 2 — Enhanced insolvency protection for
consumers purchasing airline tickets — a survey

19 Directorate — General Energy and Transport Euno@Emmission in association with von den Steinerrsk and
Mendes de Leon, 2009. Study on Consumer Proteagjaimst Aviation Bankruptcy
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1.6

1.7

1.8

reduce the impact of insolvency on consumers, whakld include optional or
mandatory insurance, a general fund, or clarificatof the obligations of
Member States to assist passengers; and/or

improve the information available to consumerstanrisk of insolvency and the
level of protection that is available to them.

This report

This report is the Final Report for the study aeths ©ut the conclusions of both the
factual analysis and the impact assessment. Istake account the Commission’s
comments on the Intermediate Report for the study.

Structure of this report

The rest of this report is structured as follows:

Section 2 summarises the research methodologyh®rstudy, including the
stakeholders interviewed;

Section 3 discusses the forms of protection availab passengers which we
have identified;

Section 4 sets out the impacts on passengers dhsbé/encies identified over
2000 to 2010, in terms of both numbers of passemaféected and costs borne by
them;

Section 5 defines the problem which the measurgsded in the options will
seek to address;

Section 6 presents the impact assessment of eaitte afptions defined by the
Commission, and sets out conclusions and recomrtiendafor options to be
taken forward; and

Section 7 summarises the conclusions for each mpénod recommends which
should be taken forward.

Additional supporting information is provided inpndices:

Appendix A contains the details of the methodologgyd assumptions for
calculating impacts on passengers

Appendix B contains a summary of legal issues whiely arise with the options.
Appendix C provides the calculation of administratcosts and burdens.

The question lists which were used for the stalddrointerviews are provided in
Appendix D.

18
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2.1

2.2

2.3

2.4

2.5

2.6

RESEARCH METHODOLOGY
Introduction

This section provides a summary of the researchadelogy used. It describes:

» the overall approach used;
* the scope of the desk research that has been akelerand

» the stakeholders that have participated in theystadd how they have provided
inputs.

Overview of the approach

The objective of this study was to analyse:

» the impacts on passengers of airline insolvenaies the period 2000-10, and the
types and effectiveness of protection against wesalies available to passengers;
and

» the impacts of various policy options, defined bg Commission, which could
improve the situation.

The research undertaken for the study was a mixifire

e Interviews with stakeholders, in order to colleattiial information and discuss
the potential impacts of policy options; and

* desk research, including reviews of previous stdand other relevant
documents.

This approach allowed us to raise issues with blklers, and subsequently check
the arguments made by stakeholders against datgaitticular, for the impact
assessment section of the study we have notedsisshieh stakeholders believed
were important and where possible modelled the atgpthat they identified, using
data gathered from the sources listed below.

Stakeholders interviewed for the study

The tables below set out the interactions withedtalders. Each stakeholder was sent
guestion lists and requested to take part in glelee interview to discuss their
responses. Where possible they were asked to settg@nwresponses before the
interview which could be reviewed in advance. Satakeholders requested not to
have telephone interviews and preferred to respomtarifications to their responses
in written form. Others requested meetings factte and where possible these were
completed.

Interviews with regulatory authorities

We sought to undertake detailed interviews withample of 10 national aviation
authorities. These were selected because of reigriticant insolvencies occurring in
their States, or because they represent some ddirest aviation markets in the EU.
However, for two Member States (Germany and Poltug#ther no or only very

partial responses were received; both we and then@ssion made many efforts to
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persuade the relevant organisations to providédéurinformation, but this was not

successful.
TABLE 2.1 INTERVIEW STATUS: REGULATORY AUTHORITIES
Member State Organisation Form of response Status
Denmark Danish Competition and Consumer Telephone interview Completed
Authority
France General Directorate of Civil Aviation Telephone interview Partial responses
(DGAC France) received
Germany BMVBS (Federal Ministry of Transport, Telephone interview No completed
Building and Urban Development) response received
Ireland Commission for Aviation Regulation Telephone interview Completed
Italy ENAC (CAA ltaly) Telephone interview Completed
Poland Commission on Passengers' Rights, Civil Telephone interview Completed
Aviation Office
Portugal INAC (CAA Portugal) Telephone interview No completed
response received
Slovakia Slovak Trade Inspection and The Ministry Written submission Completed
of Transport, Construction and Regional
Development
Spain Ministry of Development Telephone interview Completed
United Kingdom CAA Face to face interview Completed
Interviews with airline associations
2.7 Each of the major airline associations operatingtiea EU was interviewed, to
represent the views of a cross-section of airypes.
TABLE 2.2 INTERVIEW STATUS: AIRLINE ASSOCIATIONS
Member State Organisation Form of response Status
EU-wide AEA (Association of European Airlines) Telephone interview Completed
EU-wide ERAA (European Regions Airlines Face to face interview Completed
Association)
EU-wide ELFAA (European Low Fares Airline Telephone interview Completed
Association)
EU-wide IATA (International Air Transport Telephone interview Completed
Association)
EU-wide IACA (International Air Carrier Association) Telephone interview Completed
Interviews with consumer organisations
2.8 The following consumer organisations were chosesetheon the States where the

aviation authority has been selected for detaitedrview, and where we are aware

from previous studies that the organisations atigeam aviation.

20
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TABLE 2.3 INTERVIEW STATUS: CONSUMER ORGANISATIONS
Member State Organisation Form of response Status
Belgium Test Achats Telephone interview Completed
Portugal DECO Telephone interview Completed
Spain FACUA Telephone interview Completed
UK Air Transport Users Council Telephone interview Completed
UK Which? Telephone interview Completed
EU-wide BEUC Telephone interview Completed
Telephone interviews with other organisations
2.9 Representatives from the insurance industry wese ebntacted, in addition to other
interested parties that had been identified.
TABLE 2.4 INTERVIEW STATUS: OTHER ORGANISATIONS
Member State Organisation Form of response Status
Insurance Representatives
EU-wide CEA (European Insurance and Telephone interview Completed, with
Reinsurance Federation) supplementary
questions
EU-wide IPP (Scheduled Airline Failure Insurance Telephone interview Completed
Provider)
Other interested parties
EU-wide ECTAA (European Travel Agents and Tour Telephone interview Completed
Operators Association)
EU-wide ACI (Airports Council International) Europe Telephone interview Completed
UK TUlfly Telephone interview Completed
EU-wide Visa Europe Telephone interview Did not respond in
time for the study
Worldwide MasterCard Telephone interview Did not respond in

time for the study

Stakeholders approached for data collection only

2.10 In addition to the stakeholders selected for dedainterviews, other stakeholders
were contacted for data collection purposes, inewortb obtain as complete an
understanding as possible regarding airline insalies which had taken place, and
the protection available to passengers. All werd g@iestion lists and requested to
send written responses; where necessary followelgplione conversations have

taken place to discuss any clarification of thegponses.
Data collection from regulatory authorities

The national aviation authorities from the remagnirY States not selected for detailed
interviews were approached for data collection only
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TABLE 2.5 DATA COLLECTION: OTHER STAKEHOLDERS
Member State Organisation Status
Austria CAA Completed
Belgium CAA Completed
Bulgaria CAA Not able to obtain a response
Cyprus CAA Limited response only
Czech Republic CAA Completed
Estonia Consumer Protection Board of Estonia Completed
Finland CAA Completed
Greece CAA Completed
Hungary National Transport Authority Completed
Latvia CAA Completed
Lithuania CAA Completed
Luxembourg CAA Completed
Malta Civil Aviation Directorate Completed
Netherlands Consumentenbond (consumer association) Completed
Romania National Authority for Consumers Protection Completed
Slovenia Ministry of Transport Completed
Sweden CAA Completed

Data collection from other stakeholders

2.12 Other stakeholders identified during the study aaodtacted for data collection are
shown below.
TABLE 2.6 INTERVIEW STATUS: OTHER STAKEHOLDERS
Member State Organisation Status
Austria Consumer Protection Association Not able to obtain a response
Slovakia Association of Slovak Consumers (ZSS) Not able to obtain a response
Denmark Rejesgarantifonden Completed
(Danish travel guarantee fund)
EU-wide ETTSA Completed
UK ABTA Completed
Desk research
2.13 The following studies have been analysed and ratedata has been included within

this report:

* Study on Consumer Protection against Aviation Baptay, January 2009
prepared for Directorate-General Energy and Tramgpuropean Commission by
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Booz&Co (Booz&Co}*

* Functioning of the Internal Market for Air Transp&IRREG — AIR transport
REGulations, November 2005 prepared for the Eump€ammission, DG
Transport by Transport Studies Unit, Universityddfford (AIRREG)

*  Study on Consumer Detriment in the area of Dyndpaickages, November 2009
prepared for The European Commission — Health amgs@mners DG by London
Economic¥

1 http://ec.europa.eu/transport/air/studies/dodfitete market/2009_01_bankruptcy_study.pdf

12 http://ec.europa.eu/consumers/rights/docs/studyswmer_detriment_dyna_packages_en.pdf
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3.

3.1

3.2

3.3

3.4

3.5

PROTECTION CURRENTLY AVAILABLE TO AIRLINE PASSEN GERS
Introduction

When an airline ceases operations, passengers avgoldiooked to travel with it may
incur a number of costs, which vary depending oetiwer it ceased operations before
the booked flight, or after an outbound flight bogfore the inbound flight is
completed:

* Where the operations ceased before the bookedt,flile passenger must
choose between rearranging the trip via other meafwgoing the trip. If they
rearrange, the passenger must pay for the additawsa of alternative travel
(which is likely to be more expensive, particulaiflypooked at short notice). If
it is not possible to arrange alternative travelthe passenger does not choose
to do so, then they forfeit any non-refundable congmts of the trip (such as
accommodation or car hire).

* Where the operations ceased after an outbound flighbefore the completion
of the inbound flight, the passenger is likely tour costs for arranging
alternative travel, and may also have to arrangitiadal accommodation and
other costs.

In addition, if a passenger seeks to claim agaimstassets of an insolvent airline
through the courts, he/she will incur legal costs.

There are several mechanisms available in the Eidhwtassengers may be able to
use to obtain some protection from the costs abdVves section describes the
mechanisms we have identified.

Cover available within EU
Package Travel Directive

Directive 90/314/EEC (the Package Travel Directivereafter, the Directive) ensures
that consumers purchasing package tours are pedtacfainst insolvency of airlines

or other service providers, or other events thatldidead to a failure to deliver the

service. It defines a package as the purchasgmd-arranged combination of at least
two elements out of the list of transport, accomatimeh and other tourist services
(which must form a significant part of the packadgg)is excludes purchases of air
tickets alon&’,

The relevant protection afforded by the Directigeprovided through the following
Articles:

» Article 4(7) states that if part of the packageds provided, the organiser has
to make alternative arrangements and if approppiaieide compensation.

* Article 5 requires Member States to ensure thabtiganiser/retailer is liable to
the consumer for the delivery of all elements & flackage even if it does not

13

A definition for seat-only tickets is given in Regtion 1008/2008, as “sale of seats, without afmgioservice
bundled, such as accommodation, directly to thdipbly the air carrier or its authorised agent aharterer”.
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3.6

3.7

provide the services directly.

» Article 7 requires the organiser/retailer to “piomvy sufficient evidence of

security for the refund of money paid over and floe repatriation of the
consumer in the event of insolvency”.

The requirements in Article 7 are met in differavays in different Member States.
Different approaches to providing evidence of sigguvhich have been implemented
are as follows:

» Organisers/retailers are required to obtain insteagainst failure to deliver

services, including as a result of insolvency afaarier, sufficient to cover a
fixed proportion of their annual turnover over abathreshold amount.

Organisers/retailers are required to deposit a bwitid a bank which may be
called on in the event of their failure to deligepackage. The bond must be of
a size sufficient to cover a fixed proportion ogéithannual ticket sales. In some
States, this bond may also be provided by an aiggtbinstitution or insurance
company.

A small fee (typically around €3) is included withihe price of all packages
sold within the State, paying for a central fundickhcan then be drawn on to
cover any losses incurred by passengers as a wstiie inability to deliver
services (including as a result of insolvency) ofiember of the fund. The fund
also covers repatriation of stranded passengers.

Some States permit organizers and retailers tetse&ween insurance or a bond as
they see fit, while others supplement one typerofgetion with another (e.g. Ireland,
which supplements bonds with a reserve fund). Taldlebelow shows the method of
implementation in each Member State; this is basednformation provided by
stakeholders, supplemented by data from the Cornsuave Compendiur{ (CLC).

TABLE 3.1 IMPLEMENTATION OF PACKAGE TRAVEL DIRECTIVE

Method of implementation

Denmark General reserve fund, managed by State, funded by payment per passenger. In addition,

CLC states that organisers/retailers must place a deposit with a bank, sufficient to cover a
minimum amount depending on turnover.

France No information was provided by stakeholders. CLC states that organisers/retailers must

either deposit a bond with a bank or obtain insurance.

Germany No information was provided by stakeholders. CLC states that organisers/retailers must

either deposit a bond with a bank or obtain insurance.

Ireland Bonds equivalent to 4% of projected licensable turnover for travel agents and 10% for tour

operators. Supplemented by general reserve fund administered by CAR when bonds
insufficient (previously contributed to by tour operators, currently not requiring
contributions). CLC also states that carriers may obtain insurance in place of a bond.

General reserve fund managed by Ministry for Tourism, based on operator contributions.
CLC also states that carriers must obtain insurance.

Poland Bank guarantee (6% of previous year’s income) or insurance against insolvencies. In

practice, has not been sufficient to cover all incidents; under review.

14 See Consumer Law Compendium (2008) p334, http:/\ewgonsumer-law.org/study?_en.pdf.
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Portugal No information was provided by stakeholders. CLC states that organisers/retailers must
obtain insurance.

Slovakia No information was provided by stakeholders. CLC states that organisers/retailers must
either deposit a bond with a bank or obtain insurance, and that this is supplemented by a
security fund.

Spain Travel agents liable; agents must take out a bond to cover risk of their insolvency. CLC

states this may be either with a bank or an insurance company. Arrangements vary
depending on region travel agent based in.

United Kingdom  General reserve fund administered by CAA, funded by passenger contributions. Fund
members must also obtain an insurance bond from the CAA to the value of 15% of
turnover or £40,000 (€47,000), whichever is the higher amount.

We were informed by several stakeholders that imesdtates there had been
difficulties administering the provisions of thedRage Travel Directive:

* In several States the bonds tour organisers araireeqto hold which are
intended to cover potential claims by passengethdrcase of their insolvency
are insufficient to do so. In both Poland and Rgatuthere have been cases
where the total claims exceeded the proportionicket sales set aside to
address them. Similarly, in Spain, it was repoitethe case of the failure of
Viajes Marsans that bonds may not be sufficient to guarantee quages
protection.

* The UK fund, ATOL, at March 2010 had a deficit &1£8m (€37.8m) and we
were informed by Which? that after the collapseXbfAirways in September
2008 the Civil Aviation Authority advised passergyéo claim first on their
credit cards rather than from the ATOL fund. Whhe fund has compensated
passengers despite the deficit, contributions ¢oftimd have increased from £1
to £2.50 per passenger (source: ATOL).

A key issue is that the proportion of passengeciepted by the Package Travel
Directive is declining, as a result of the growimgpularity of direct bookings made
separately for each element of a trip, and ‘dynapaickages’ where passengers put
together the different elements of a package thesethe Directive is currently
unclear under what circumstances these are coveEhedUK CAA estimated that the
proportion of outbound leisure journeys from the pitected by the ATOL scheme
is now 50%, having been approximately 80% in 2004is is consistent with data
provided by TUI for the Impact Assessment of rawisi to the Package Travel
Directive'® (see Figure 3.1). This shows that across at &ame States the proportion
of holidays protected by the Directive has decliimedkcent years.

15

16

A large Spanish tour operator with multinatioapkrations which was declared insolvent on 3 JQi02

Impact assessment on the revision of the Courioiiciive on package travel, package holidays arukage
tours, DG JUSTICE, not yet published.
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FIGURE 3.1 PERCENTAGE OF HOLIDAYS PROTECTED BY THE PACKAGE TRAVEL
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The Commission is currently evaluating possibleisiens to the Package Travel
Directive which would ensure that dynamic packagese protected, but these would
not cover passengers who purchased standalonekaitst

Credit cards

When flights are purchased with a credit card, rtdsponsibility for delivery of the
services (i.e. the flight) may be shared with thedit card company or with the
issuing bank, and the consumer who purchasessmthnner may be therefore claim
(in some cases subject to a minimum value) fromappropriate company in the
event of airline insolvency.

However, this protection is subject to severaltiations:

Protection is limited to the amount paid for thevgees not delivered. It does not
cover any additional losses (such as accommodatioajlditional costs (such as
alternative travel), and passengers would be reduo organise and pay for their
own accommodation and repatriation.

Protection only applies to purchases by individoahsumers; businesses are
assumed not to require protection, so it is noérecked to purchases by corporate
credit cards.

Credit cards only protect passengers in cases winereticket is purchased
directly from the airline, not from an intermedigiguch as a travel agent). The
protection offered by credit cards is only avaiallhere the supplier has failed
to provide the services agreed; in the case ohweekragent, when tickets are
purchased it agrees to pass funds to the relewdinesa, and even if the airline is
no longer solvent the travel agent has complegeskeitvices.
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«  This protection is not universally available. IrettK the Consumer Credit Aét
makes credit card companies responsible for theptaion of all contracts
where the value exceeds £100; there is similareption in Swedef and
MasterCard informed us that there was also thigeption in Germany. In other
States, the availability of protection dependstandredit card company, and the
issuing bank. MasterCard informed us that it offesstomers a guarantee to
‘chargeback’ where goods or services are not dadiein contrast, Visa
informed us that it offers a ‘chargeback’ mechantsmssuing banks, and it is
then up to the bank whether to pass the right ® thés mechanism on to
consumers. We were informed by national authoritiesd consumer
organisations that in Belgium, Malta and Spain nohscover (even without
legislative protection) was available.

In addition, the UK CAA informed us that passendead had difficulties in obtaining
refunds where the passenger was not the purchblesvever, the AUC (a UK
statutory organisation representing air passengeicmed us that obtaining refunds
from credit card companies was generally straightdod.

In States where protection, either set out by lag/ if the UK and Sweden) or by
agreement with credit card providers, does notteXieere may be (depending on
timing) some protection afforded by the paymentcpss. When a consumer pays for
a service by credit card, there is a delay beftwee gayment reaches the airline
(typically between 30 and 60 days). If the airlbezomes insolvent occurs during this
period, the passenger may be able to obtain addfam the issuing bank.

A further limitation is that the availability of i form of protection depends on the
level of ownership and use of credit cards. Nafi@udhorities informed us that this

varies significantly by State. Many stakeholderieved that credit card usage for
purchase of airline tickets was increasing in ti&mtes, however some in the UK
believed that UK credit card usage for this purpeas now static and that the use of
debit cards was increasing, as a result of theeasing levels of credit card charges.

The protection offered by credit cards is alsomeffieby some debit cards, such as Visa
Debit cards available in the UK, the Republic a¢fland, and some other Member
States. These offer a ‘Chargeback’ scheme, whi¢arofthe same protection for
purchases as credit cards, however the protedibased on agreements between the
card provider and banks, and unlike the protecéieailable to purchases with credit
cards in the UK and some other States, is nota leguirement. However, the Visa
Debit card is not available in all Member States:éxample, in Italy, the only debit
card offered by Visa is V Pay, which does not offe€Chargeback’ scheme.

Schedule Airline Failure Insurance

In some Member States, passengers can obtain irtguta cover some of the costs
resulting from the insolvency of an airline on whithey are booked (scheduled
airline failure insurance or SAFI). This is avallbfrom some insurers on a

17

18

Consumer Credit Act 1974, as reformed by ConsumaetitChet 2006
Swedish Consumer Credit Act (1992:830)
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commercial basis and is sometimes included in rgereral travel insurance policies.
SAFI usually covers the costs of repatriation ik tpassenger is stranded, or
reimbursement for the cost of the original fligltkets in the case that the passenger
cannot recover it. It does not usually cover thst @ purchasing another ticket on a
different carrier at short notice (except where plassenger is stranded away from
home), other elements of the trip which may be raondable such as
accommodation or car hire, or other additional €ogsuch as additional
accommodation) that a passenger may incur if sé@nd

SAFI is most commonly included with general travedurance policies, but we have
also found examples of SAFI available as a stameégpolicy:

* in Germany, ERV provides SAFI for €5 per returgffli; and

* www.netflights.com includes SAFI in all ticketsatost of £2.50 (€3) per return
flight.

While SAFI provides some protection to passengdrs are able to purchase it and
choose to do so, it also has a number of limitation

»  Geographical availability: SAFI is most widely available in the UK, where
between 23% and 30%’ of travel insurance policies available include SAF
These figures are for the proportion of all polcavailable which contain SAFI,
and not for the volume of policies sold; IPP, ofi¢he largest providers of SAFI
in Europe, informed us that it believed 50%-60%pofices sold in the UK
included SAFI, but was not able to provide dataupport this. IPP informed us
that while the markets in the UK and Ireland wdre largest, there were also
significant markets in Germany, Holland, Swederd #re Czech Republic. For
example, SAFI is available in Germany for®€5However, travel insurance
policies offered in many other Member States asgmedo not include SAFI, and
there are variations even within policies offereg the same provider: for
example, the travel insurance offered by easydtides SAFI for UK residents
but not for residents of Spain.

* Exclusion of carriers perceived to be in financialdifficulty: The SAFI
underwriter interviewed for this study (IPP) exasdcarriers against whom risk
of insolvency was known at the time the ticket aliqy was purchased
(whichever was the latter). For example, at presenter is not provided for
Japan Airlines, and in the past it was not avadldbl Alitalia (although it at
present it is). For retail provision, where SAFinsluded as part of a passenger’s
personal travel insurance, it excludes airlineseikdeg some form of State
protection or funding, and airlines where it is eoom knowledge through media
reports that there are financial difficulties. Thigeans that if an insolvency is
sudden and not publicly expected, purchasers ofl @d-covered. For corporate
provision (where cover is purchased by a travelnggéPP may exclude
additional airlines; where this is the case, ithe agent’'s choice to either self-
finance the cover, pass this information on to passenger or to discontinue
sales of the airline’s tickets.

19 Defagto (UK financial products comparison websita)vey

20 Of standard single trip policies. Which? censusa@fel insurance market, September 2010.

21 http://www.reiseversicherung.de/de/versicherunigawe-reiseversicherungen/ticketsafe.html
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Limited scope of cover:The protection available under SAFI is restridiedhe
costs of repatriation if the passenger is strandettimbursement for the price of
the flight tickets if the passenger is unable twoxer it from the airline. It does
not cover other costs, such as additional accomtimvdaf stranded, non-
refundable elements of the trip if the passengesamt travel, or the incremental
cost of booking a replacement flight. IPP informedthat it had quoted for such
additions to its standard cover, but that the &t premiums are relatively
high and travel agents and insurance providers mtebeen seen them as
commercially viable. The cost of the premiums resufrom the poor
predictability of these additional costs.

Insurance market variations: The level of purchase of insurance varies
considerably within the EU. In 2009, the averageuah premium across the EU
(among CEA members) for non-life insurance was §¥@&4capita, but at a State
level this varies between €3,160 per capita forNktherlands and €74 per capita
in Romanig? Within the largest five aviation markets in the ,Ftle average
premium varies between €1,049 for Germany and €642taly. While travel
insurance is a small proportion of non-life insu@nit would be reasonable to
expect that the some of the variation in total fifeninsurance spend would be
reflected in patterns of purchase of travel insceanThis is supported by
anecdotal claims from some national authoritieg thavel insurance is not
widely purchased in their Stat&s.

In addition to the issues detailed above, the C&Representative body for European
insurers) believed that SAFI had only a limited kedr It believed that SAFI is
expensive to provide, for the following reasons:

It insures against an entrepreneurial rather tlemrdantal loss. Such losses are
more difficult to predict, as successes of businestons such as marketing
strategies are harder to assess than non-busawsessf(such as the rate at which
mechanical parts fail) which can be assessed on béss of previous
performance

Unlike many other forms of insurance, the failufean airline can result in the

simultaneous filing of numerous claims. In CEA’dropn, insurers are unable to
spread this risk, and this results in higher preififas could also be considered to
apply to other forms of insurance that airlines @guired to take, such as war
risk insurancg.

As a result of these factors, the CEA believed 8/F| was most often included in
‘deluxe’ policies, which would not be purchasedthy majority of consumers. A brief
survey of policies available in the UK showed tf@at some providers this was the
case, but that it is possible to obtain SAFI ad péra relatively cheap policy (for
example via easyJet’s own policy — although thiy eovers flights on easyJet, which

22

23

24

SDG analysis of CEA Statistics No 42, Europeannasce in Figures, November 2010

We also reviewed the weights used to calculatewkidé inflation, which estimate the level of spead
different products. This shows that proportion ohsumer spending on insurance connected with toansp
varies between 0.1% and 1.4%, but as the majofitlyi® spending is likely to relate to motor insueca, we are
not able to draw any conclusions from this sourc¢he variation in the travel insurance market.

War risk insurance was not available at any paiter 9/11, but in Januray 2011 a major reinsargrounced
that it would be willing to offer insurance for diption such as seismic activity; the industrigiate to large-
scale simultaneous risk is therefore unclear.
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3.26

3.27

is one of the most financially robust airlines).

Although credit cards do provide some protectionclitovers these circumstances,
credit providers do not face equivalent risks,rathe case of a credit card transaction,
the acquiring bank has means of protecting itsélictv would not be available to an
insurer. Where the acquirer is concerned aboufitiaacial stability of the airline it
can:

» delay payments to the airline; and/or

* require it to provide a bond covering a propordmpayments.

Delaying payment until the flight has been undestais sufficient to cover the risk
that the acquiring bank has, because its maximahility is to reimburse passengers
for the price of the flight; it has no liability t@imburse the additional costs of a new
flight, or other costs passengers may incur pddrtuif stranded.

However, the Package Travel Directive has in sévBtates been implemented
through requiring tour operators and travel agemtover their risk of insolvency via

cover from private insurance companies. It couketefore be argued that this should
also be possible for airlines, although it is nt#ac to what extent there has been
pooling of risk in these States (see 6.81 for frttiscussion). CEA was not able to
provide an explanation of why insurance could bedu® implement the Package
Travel Directive but not equivalently to protecatst airline insolvency.

Other cover available within EU

Within the EU, there are several other possiblehoddt of protection available to
passengers. These are less widely available trmm#thods listed above, and are
restricted to passengers on particular airlinesithiin specific States.

Network airlines may issue tickets for journeysadiwing segments on different
airlines, where the ticket is issued by one (isguiairline and valid for all others
(interlining) . The issuing airline receives payment for thediclkand retains it until
the passenger completes their journey. If the oagrairline becomes insolvent the
issuing airline can either reimburse the passerayef,the passenger is stranded, the
ticket will be valid on other airlines which are rpeipating in the interlining
agreement. If the issuing airline becomes insolvéim carrying airline may still
accept the passenger, although this is not gua@nte

An additional element of protection is availableptssengers purchasing tickets from
intermediaries (such as travel agents) using tHAIBIlling and Settlement Plans
(BSPs), which facilitate transfers of funds betwéavel agents and airlines. Travel
agents make one single payment to their State’s, B&®ring sales on all airlines
which participate in the BSP; the BSP makes regutesolidated payments to each
airline, covering sales made by all agents in 8tate. Where an airline participating
in a BSP becomes insolvent, IATA may withhold amyments made to the airline,
and these may (subject to agreement with the aidinappointed administrator) be
used to refund passengers.

How many passengers are able to recover the pagrieey made depends on how
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frequently the BSPs are settled. In most EU MenSiates, including all those with
the largest aviation markets, payments are setited monthly basis (on the 15f
the month after the payment was collected fromphssenger), but in some other
States settlements are made either fortnightly eekly. This means that while in
some States all passengers who booked within omg¢hnod the settlement date would
be likely to obtain a refund, in a number of Stapassengers would only able to
obtain a refund for tickets booked up to a wee&dmance. We were informed that in
the case of Air Comet, passengers who had bool@dtibkets within the last week
were able to obtain refunds; whereas in the cas&iroMadrid the timing was such
that passengers booking in the previous 6 weekslghwave been able to obtain
refunds.

3.29 A number of IATA travel agents and airlines hawkeiting services supplied by Hahn
Air, a company which provides electronic ticketsgyvices to travel agents in a large
number of states (in addition to operating a vamyitéd number of business flights
between Dusseldorf and Luxembourg). Since 1 JanB@fy, Hahn-Air e-tickets
have included SAFI, under which Hahn Air vouches ddull refund of the unused
part of the ticket (including taxes). However, theact of this protection is limited,
as Hahn-Air e-tickets account for 2 million coupgues year worldwid&, or 0.1% of
IATA airlines’ worldwide traffic®.

3.30 Several States have sought to extend the scogeeofaver offered by the Package
Travel Directive to passengers who purchase standadir tickets. In Denmark, the
Rejsegarantifonden (the guarantee fund established to meet the meints of the
Package Travel Directive) was from 1 January 204t@reled to require all travel
providers and retailers for foreign travel proviglestablished in Denmark to become
members. The definition of ‘established’ was digpuby airlines, and a decision was
recently taken by the Company Appeals Board thatermational airlines
headquartered outside Denmark, but with a branficeofn Denmark and selling
tickets for departures from Denmark to customersatied in Denmark, must be
registered in the Fund.

3.31 Airlines registered in the Danish fund must offemfbusiness passengers optional
bankruptcy cover when buying air transport or ciae labroad, at a cost of 20DKR
(approximately €3). The passenger is then entitbed refund of the original cost of
the ticket or repatriation, as appropriate. To Ipeeanembers of the fund, airlines
must provide security based on the proportion efrtkicket sales within Denmark
which would have been covered by the fund. Thellebesecurity required varies
depending on turnover: airlines whose qualifyinghual turnover is 5m DKR
(€670,000) must deposit 6% of their turnover asisg while those with an annual
turnover exceeding 250m DKR (€33.5 million) musposit approximately 1%.

3.32 Several airline associations opposed the extersdfithe fund, in part because of the
securities it required. IATA and AEA also informad that there were several
practical difficulties with its extension, citingoicerns regarding confidentiality of

25 http://hahnair.com/about/our-story.html

26 1 6bn scheduled passengers in 2009, http://wwavdag/pressroom/facts_figures/fact_sheets/Pagesiix.
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3.34

3.35

3.36

information, and issues with applying the requirataeof the fund to interlining

tickets. For example, they did not believe it wisac how it should apply to a ticket
bought in Denmark which comprises a New York to 8els leg on a US carrier,
followed by a Brussels to Copenhagen leg on an &lder. The response from the
Rejsegarantifonden was that only leisure passengbese the point of sale is in
Denmark’ and the outbound ticket departs from Denmark are reguio be covered.

The coverage applies to the entire journey (bougbtn one travel provider).

Connecting flights originating outside Denmark areerefore not covered, and
connecting flights originating within Denmark arevered; for example, a ticket from
Copenhagen to New York via Brussels, purchased foom travel provider, would

have coverage for the entire journey.

The Rejsegarantifonden informed us that in thet filgkee quarters of 2010,
approximately 150,000 passengers who bought a altamel air ticket have chosen to
buy the bankruptcy coverage; they were not ableréeide the number of passengers
who were offered the coverage, and we thereforaataralculate the rate of take-up.
We have not been able to identify what proporttue forms of passengers who were
offered the insurance. The proportion may increager time, as during the initial
period not all carriers established in Denmark hemmplied with the requirement to
offer the insurance.

The implementation of thPackage Travel Directive in Belgiumhas also recently
been extended. In Flanders, a decree came inte for@007® which extended the
definition of ‘tour operator’ to include any compawith at least one sales outlet in
Flanders which sells tickets to passengers, thenetduding airlines registered in
Flanders (SN Brussels, Jetairfly, Thomas Cook #édi Belgium and Cityjet). The
decree requires these airlines to hold an insuranu@gantee against insolvency,
however only one airline has complied with the $éajion to date. Those which have
not complied have argued that implementing thegaltitbns would be discriminatory
to carriers based in Flanders and distort compatithind we have been informed that
SN Brussels has brought a complaint to the Comonisst is possible that this law
would be inconsistent with the requirement in Adit5 of Regulation 1008/2008 that
Member States must not require any permit or aightion to allow EU carriers to
operate, and therefore open to successful legdecge.

Monitoring by regulatory authorities

The measures described above offer passengerstmnten the event that an airline
becomes insolvent. The need for such protection bmyeduced if the financial
positions of airlines are monitored effectively aodrrective measures employed
where necessary.

Regulatory authorities are obliged under Regulatid08/2008 to monitor the
financial position of the airlines to which theyeassued licenses, as follows:

27

28

For internet purchases, this is defined as aadtitess located in Denmark.

Decreet houdende het statuut van de reisburgavdarch 2007, implemented 20 July 2007.
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Article 8 requires airlines to present timely audited act®tm their competent
licensing authorities, and requires competent Bgen authorities to monitor
ongoing compliance with the provisions on financiihess set out in the
Regulation. In particular, they must review theifios of airlines two years after
the granting of a new operating license, when @@l problem is suspected,
and at the request of the Commission.

Article 9 requires a competent licensing authority to sudpen revoke an
operating license if it is not satisfied that thdiree can meet its actual and
potential obligations for a 12-month period. It mgsant a temporary licence
valid for up to 12 months (subject to safety coesitions) to allow financial
reorganisation. Where there are clear signs offiiz difficulty, the airline must

within 3 months make an in-depth assessment dirthacial situation.

3.37 The monitoring of airlines undertaken by the nadioauthorities contacted for the

study is described in Table 3.2 below.

TABLE 3.2 FINANCIAL MONITORING OF CARRIERS BY NATIONAL AUTHORITIES
State Authority Monitoring
Denmark SLV (licensing Information from SLV not provided in time to be included in
authority) the study
Travel Guarantee The Travel Guarantee Fund performs additional monitoring
Fund for its own purposes. It requires an annual financial report
from airline, including contribution ratio, liquidity ratio and
solvency ratio (including supplementary documentation on
request).
France DGAC France Regular checks of timely payment of aviation taxes, charges,
employee taxes. Monthly checks of operated flight hours,
cash position and revenues (more frequently when in
difficulty). Annual review of audited accounts.
Germany LBA Information from LBA not provided in time to be included in
the study
Ireland CAR As required under Regulation 1008/2008. From October 2008
until further notice, in response to difficult market conditions,
require management accounts and traffic/costs data on
monthly or quarterly basis depending on airline's financial
position.
Italy ENAC Require annual budget, and every six months information
sheet showing loss/profit/operating costs for previous six
months.
Poland CAA Poland Financial statements checked annually, more frequently
(quarterly or monthly) when made aware of a problem.
Portugal INAC Information not provided in time to be included in the study
Slovakia Ministry of Transport, In accordance with Regulation 1008/2008 (further details
Construction and requested, but not yet provided)
Regional development

Spain Ministry of Review unaudited management accounts at end of first year
Development of license, followed by analysis of audited accounts. If not

satisfactory, require quarterly (or more frequent) reports on
outlook for next 12 months and current performance. Also
monitor airport suppliers and ANS for reports on payments.
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United Kingdom  CAA Frequency of monitoring varies by perceived risk (e.g. Type A
carriers give monthly information). If severe difficulties, seek
to minimise impact (e.g. wind down business, avoid mid-
season failure).

3.38 From the table, it is clear that there is someatmm in the level of monitoring
undertaken. The frequency of monitoring varies frili@ minimum required by the
Regulation (i.e. when problems identified, and tyears after the granting of the
license), to annual and biannual review of manageecounts, to monthly review of
all airlines. Several national authorities will @nthke more frequent review when
problems are identified.

3.39 While the requirement to monitor the financial piosi of airlines is useful to national
authorities as forewarning of potential issues,rtlability to prevent an airline’s
eventual insolvency may be limited. National aduities informed us that in some
cases (for example Air Comet and Flyglobespan) thene well aware that the carrier
had serious financial problems, and undertook nmensive monitoring as a result,
but there was nothing that they could do to prevbst carrier from failing. They
believed that it would not have been appropriatprevent the carriers from selling
tickets, as this would have led to an immediatesatsn of operations.

3.40 However, national authorities may be able to limipacts on passengers: in the case
of Flyglobespan, the UK CAA informed us that it dtew the carriers’ license at the
time of year when this was expected to have thesbwossible impact on passengers.
Up to a year ahead of the insolvency the UK CAA lamdongoing dialogue with
Flyglobespan to monitor its financial situation and/ potential investors for the firm.
The UK CAA only took formal action when no furtheptions were available to
support the firm and active management was undarté ensure that the business
was wound down at the lowest point in the demarutecy

Differences in bankruptcy law

3.41 Differences in bankruptcy law may also impact tleesgmbility that a carrier stops
operating. In the United States, Chapter 11 oBhekruptcy Code permits companies
to file to a federal court for protection, whichgifanted allows the debtor to remain in
control of the company under the supervision ofdtwrt. This allows the company to
remain in operation, and in the case of airlinesvents the cessation of flights and
therefore any immediate impacts on passengers.

3.42 Similar protection is available in several EU Ssat@sowever this is generally less than
under Chapter 11 in the United States:

* In Ireland, the protection is terme&kaminership. This was applied for by Aer
Arann in August 2010, and the appointment of aménar allowed the airline to
continue operations while seeking alternative faiag. Aer Arann has now
exited examinership, and continues operations.

* In France, companies may sgallicial composition, wherean administrator is
appointed. This scheme is more favourable to tiodehan that in several other
States (the UK, for example).

3.43 These provisions, which vary between States depgnain national insolvency law,
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3.44

reduce the risk that an airline stops operatingtdighort term financial problems.

The impact assessment phase of this study hasdeoedi an option (B6: Adapt
current bankruptcy / insolvency laws in Member &atwhich would prioritize
passengers as creditors of insolvent airlines. Wenat aware and were not informed
of any State where this was the case at present.
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4.1

4.2

4.3

4.4

4.5

4.6

AIRLINE INSOLVENCIES DURING THE STUDY PERIOD AND THEIR
IMPACT ON PASSENGERS

Introduction

Airline insolvencies are relatively rare eventsd @s a result are hard to predict. In a
given year, the number of insolvencies varies amrsibly, and the number of
passengers affected shows further variation depgrah the size of the carriers that
fail. All passengers affected bear some immediat&t, but the proportion of this
which can be recovered depends on what protedfi@amy, the passenger has. This
cover varies depending on factors such as howdbksanger is affected (for example
if they are stranded or do not travel), the Staterhich they reside, and the purpose of
travel.

This section provides a description of:

* the insolvencies we have identified during the giperiod;
» the number of passengers affected over the pefiod & 2010;
* the assistance that was offered to these passeagdrs

 the impact on affected passengers (in terms ogjad¢pending on the type of
protection they had.

This section focuses on the results, but includesramary of the methodology and
assumptions used to derive them. For a more detdéscription of methodology,
assumptions and intermediate results please seadippA.

Identified insolvencies
Methodology and assumptions

We identified airlines which had ceased operatibesveen September 2008 and
October 2010 in a manner which would have causetuglion to passengers, and
which were both registered in the EU and provideldast some scheduled seats. This
list was based on a number of sources includinghgmily Official Airline Guide
(OAG) data, and verified with stakeholders. Thi livas added to the insolvencies
identified by previous reports, to create a congplédt of insolvencies in the EU
between 1 January 2000 and 1 October 2010.

More detail on the process followed to identify lin@ insolvencies, and the
assumptions that we have made, is provided in abpdn

Results

The results of the process of identification arevah in Table 4.1, which lists the
airlines ceasing operations which affected passsngerchasing standalone tickets.
We have identified 18 insolvencies of airlines gany scheduled passengers between
16 September 2008 (the cut-off point for the prasi8ooz&Co study) and 1 October
2010. We have also included Aerocondor which, aigfoit ceased operations in May
2008, was not included in the previous study; whefierring to airlines within the
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4.8

study period this report henceforth includes Aermtmy.

TABLE 4.1 AIRLINE CEASING OPERATIONS WITHIN STUDY PERIOD
Date of OAG
Airline name State ceasing Type of operation weekly
operations seats
Aerocondor PT 01/05/2008 Network short-haul only 16,216
Lagun Air ES 09/10/2008 Network short-haul only 3,523
Sterling DK 29/10/2008 Low cost 129,789
LTE International Airways ES 15/11/2008 Charter/leisure 2,168
flyLAL LT 17/01/2009 Network short-haul only 13,120
SkySouth UK 01/02/2009 Network short-haul only 177
centralwings PO 26/03/2009 Mixed low cost/charter 15,757

(treated as charter/leisure
for purposes of modelling)

Gadair ES 01/05/2009 Network long-haul only 1,274
MyAir.com IT 24/07/2009 Low cost 30,613
SkyEurope SK 31/08/2009 Low cost 72,976
New Axis Airways FR 07/12/2009 Charter/leisure 840
Avitrans Nordic AB SE 12/12/2009 Charter/leisure 16,509
International Business SE 12/12/2009 Network short-haul only 35
Airlines

flyglobespan UK 16/12/2009 Low cost 11,091
Air Comet ES 21/12/2009 Network long-haul only 15,022
Hola Airlines ES 15/02/2010 Charter/leisure 2,288
Air Slovakia SK 02/03/2010 Charter/leisure 5,076
Highland Airways UK 24/03/2010 Charter/leisure 1,593

Figure 4.1 shows that the frequency of airlinessiten operations has fluctuated
considerably over the last 10 years: peaks of $dlwencies were observed in 2004
and 2008, while in 2000 and 2007 only 3 were idieafi’. Although it might have
been expected that the economic downturn at theoe2@08 would have increased
the frequency of airline insolvencies, the numises hot increased consistently.

We noted above that the previous two studies (0oye€2000 to 2008) also identified
airlines which never commenced services. Theseuatdor 6 of the 79 airlines (8%)
identified between 2000 and 2008. Over the perigfithdd for this study, the average
number of insolvencies per year was 8.8; this coag# an average of 9.0 per year
for the previous studies if airlines which nevemroenced services are included, and
an average of 8.4 per year if they are excludedth@nbasis, the exclusion of airlines
which never commenced services does not affectcoaclusion that there is no
evidence that the number of airline insolvencies imzreased consistently. In any

2 This is also the case in 2010 up to the cut-oiffifpfor inclusion in the study.
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case, airlines which never commenced serviceslaly to have had a much smaller
impact on passengers.

FIGURE 4.1 EU AIRLINES OFFERING SCHEDULED SEATS CEASING OPERATI ONS
DURING STUDY PERIOD
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Number of airlines
[e0]

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009  2010*

Source: AIRREG (2000-2005), Booz&Co (2005-2008), $ZU68-2010)

* Up to 1 October 2010.

4.9 Figure 4.2 shows the proportion of insolvent aetirfrom different Member States.
There is some relationship between the distributbrinsolvencies and the size of
States’ aviation markets, with the largest numiifeinsolvencies being of carriers’
registered in the UK and Spain (the first and thérdest markets in the EU, measured
in terms of passenger rnumbers). There has beartiayparly large number of airline
insolvencies in Spain since 2008, which may be awrptl by the severe economic
downturn in Spain, strong low cost carrier comjmtit and the downturn in the
domestic aviation market following the expansionhaf high speed rail network.
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411

FIGURE 4.2 PROPORTION OF INSOLVENT AIRLINES BY MEMBER STATE BET WEEN
2008-2010 AND 2000-2008
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Figure 4.3 shows that charter/leisure airlines mau¢he largest proportion of airline

insolvencies for scheduled passengers over 200016. Note that this does not

necessarily mean that the largest number of passemy the greatest impacts were
the result of charter/leisure airlines; this iscdissed in paragraph 4.16. 22% of the
airlines which became insolvent were low cost @édi and 28% provided other

scheduled short-haul services only.

In the period 2000-2008 there were a lower proportof charter/leisure airline
insolvencies with the majority (80%) split evenlgtiveen network short-haul only
and low cost carriers.

FIGURE 4.3 PROPORTION OF INSOLVENT AIRLINES BY AIRLINE SERVICE TYPE
BETWEEN 2008-2010 AND 2000-2008
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4.12

4.13

4.14

4.15

Number of passengers affected
Methodology and assumptions

Where available, we used information collected fretakeholders (airline licensing
authorities, airline associations and consumerrosg#ons), or reported in the press
at the time that the airline ceased operationghimumber of passengers stranded, or
booked to travel, and therefore impacted by theluesncy of a carrier..

Where this information was not available, estimatéshe number of passengers
impacted were derived from data on the capacity ttia airline provided. This was

based on the number of seats provided (based on @#d5, or size and composition

of fleet where this was not available) combinechvetload factor to estimate weekly
passengers transported. We then used typical ppgsetay lengths to estimate the
number of passengers that would have been stramgeldadvance booking periods
estimated on the basis of the proportion of revargeived in advance by airlines, to
estimate the number passengers who would havebmsed to travel but unable to
do so. More detail on these assumptions is providegpendix A.

These figures were then adjusted to take accouhiedbllowing factors:

 validation of our estimates against airlines forickhwe had data from
stakeholders or other sources;

» exclusion of passengers on package travel, whergetfare included in the
estimates.

Results

Table 4.2 shows the number of passengers that tiveags were affected by each of
the insolvencies identified during the study period

30 Official Airline Guide
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TABLE 4.2 PASSENGERS ON STANDALONE TICKETS AFFECTED BY AIRLINES
CEASING OPERATIONS WITHIN STUDY PERIOD
Date of Passengers affected
Airline State ceasing Source/Notes

Aerocondor PT 01/05/2008 2,222 12,140 Estimation

Ministry of Development, Spain —
no passengers were affected as its

Lagun Air ES 09/10/2008 0 0 operations were wound down and
any bookings were refunded or
transferred
Sterling DK 29/10/2008 21,204 192,712 Estimation
LTE X}g;‘;f"”a' ES  15/11/2008 30 173 Estimation
flyLAL LT 17/01/2009 1,817 9,912 Estimation
SkySouth UK 01/02/2009 25 134 Estimation
centralwings PO 26/03/2009 218 1,255 Estimation
Gadair ES 01/05/2009 449 2,232 Estimation
MyAir.com IT 24J07/2009 546 11,831 ENAC
SkyEurope SK 31082009 12048 254,813 ;;gi’;ie‘fsﬁ)ﬁ?:gggm&%ﬁ
New Axis Airways FR 07/12/2009 12 67 Estimation
Avitrans Nordic AB SE 12/12/2009 229 1,315 Estimation
Bu';ferzztm;:es SE 1211212009 5 27 Estimation
flyglobespan UK 16/12/2009 4,095 24,571 Which? (UK consumer body)

Estimation. Numbers for stranded
passengers and affected
passengers were provided by the
Spanish Ministry of Development,
Air Comet ES 21/12/2009 5,293 26,323 as number of passengers assisted
and making claims respectively.
The actual totals are likely to be
higher, and we have therefore
estimated this.

Hola Airlines ES 15/02/2010 32 182 Estimation

Slovakian SOI/MINDOP - no
passengers were affected as the
Air Slovakia SK 02/03/2010 0 0 airline suspended flights operations
before its operating license was
suspended

UK CAA - no passengers were
Highland Airways UK 24/03/2010 0 0 affected as the airline did not take
advance bookings

Total 48,224 537,686

4.16 Figure 4.4 shows the number of passengers affdmtearline insolvencies over the
study period, January 2008 to October 2010. I, toteer 2000 to 2010, we estimate
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that 1.8 million passengers were impacted in sog this is equivalent to 0.07% of
all return standalone trips. There is inevitablgn#ficant uncertainty about this
estimate given the limited information; as a higise scenario we estimate up to 2.2
million passengers could have been impacted (0.088#l return trips) and as a low
case scenario we estimate 1.4 million could hawn bepacted (0.06% of all return
trips). Of these, 12% were stranded away from homeall years, the number of
passengers impacted was lower than 500,000. In yeast the number of stranded
passengers is a small proportion of these but 260&n exception due to the
insolvency of the long haul airline Air Madrid.

4.17 The proportion of total EU passengers affectediddina insolvencies was highest in
2004, but even in this year only 0.17% (range @28%) of passengers were
impacted. However, as discussed in more detailvhetdthough the proportion of
passengers impacted is small, the impacts on freessengers can be quite significant.

FIGURE 4.4 PASSENGERS AFFECTED BY YEAR
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= Booked

Proportion of total EU passengers
' ‘ 0.160%

400,000

300,000 0.120%

200,000 0.080%

Number of passengers
Proportion of all EU air passenngers

100,000 0.040%

0.000%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010*

* Note that the data for 2010 is incomplete, andudes only insolvencies up to 1 October 2010. R t
period, less than 500 passengers were affected dmfviencies, which is too small to be visible on the
chart.

4.18 The proportion estimated is significantly lower rththe estimate provided to the
Commission by British Airways and AEA, which esti@s that 0.35% of passengers
were affected by insolvencies across 2008 and 2Di8. variation occurs because of
differences in approaches, assumptions and timescdlwo primary reasons for
differences are as follows:

* Where public data is not available, the British wlys/AEA calculations
assume that all the insolvent airlines it has iifiedt have the same average
capacity as the airlines where data is availablhés Will tend to overestimate
the number of passengers affected, as the airivfese public data is not
available are likely to be smaller than those whtre insolvency was a
significant enough problem to be covered in theimed
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» The calculations for British Airways/AEA are based 2008 and 2009, years
which we identify as having had relatively high rhers of affected passengers.

4.19 A detailed comparison of our results against traddritish Airways/AEA is included

in appendix A.
Assistance provided
Assistance from national authorities

4.20 Table 4.3 below describes the assistance provigathtional authorities in the States
where we have identified an insolvency of an adrliproviding scheduled services
since 2008.

TABLE 4.3 ASSISTANCE PROVIDED BY NATIONAL AUTHORITIES DURING AIRLINE
INSOLVENCIES 2008-2010
Member
State Airline(s) Assistance provided by national authorities
Denmark Sterling No assistance provided
France New Axis Airways No assistance provided
Italy MyAir No direct assistance; ENAC has chartered planes for other
emergencies, but never airline insolvencies
Poland centralwings Where Polish passengers are stranded abroad by insolvency, they
may apply to Polish embassies for monetary assistance for
repatriation, which must subsequently be repaid
Lithuania flyLAL No information provided about assistance
Portugal Aerocondor No information provided about assistance
Slovakia Air Slovakia, SkyEurope No assistance provided; they have never organised the repatriation
or assistance of passengers stranded outside the State
Spain Air Comet, Gadair, Hola In some cases (such as Air Madrid and Air Comet) the Spanish
Airlines, Lagun Air, LTE Ministry of Development has assisted passengers. This has
International Airways included chartering planes to repatriate passengers, purchasing
tickets for stranded passengers from other airlines and setting up an
office to provide information.
Sweden Avitrans Nordic AB, No information provided about assistance
International Business
Airlines
UK flyglobespan, Highland The UK CAA has only assisted passengers in cases where the
Airways, SkySouth number of passengers affected was large and other alternative
flights were not available.

4.21 Of the states that did not experience airline vesaties between 2008 and 2010, four
national authorities (France, Denmark, Ireland Aaogembourg) informed us that it
was not within their remit to provide assistancettip case of airline insolvencies.
Although the Spanish government did organise sdroé $erm assistance to stranded
passengers after the failures of Air Comet and Madrid, these were exceptional
political decisions partly prompted by the factttbath airlines failed shortly before
Christmas, and it emphasised that it had no olitigdab do this.
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4.22

4.23

4.24

Assistance from other airlines

In several cases where airlines have ceased apesatther airlines which operate
similar routes have offered seats at discountesttre fares’ to passengers affected.
However, although stakeholders suggested that tiessee fares were not intended to
maximise profit for the airline, they were in masises at least sufficient to cover the
airlines’ operating costs, and airlines generallyennot provided additional capacity
in these situations. As commercial operations,jnasl will see such situations as
marketing opportunities and may be willing to favethe revenue which could have
been extracted from stranded passengers throughdsgminute fares in the hope of
gaining positive publicity (or at least avoidingga¢ive publicity from appearing to
exploit the situation) and attracting future custom

Although two airline associations (ERA and ELFAAfdrmed us that some of their
member airlines had offered these ‘rescue faraghé case of MyAir, ENAC found
that while airlines stated that low prices wereemdfl for MyAir ticket holders, there
was in fact no discount. In the case of Ryanai€scue fares offered to Sterling
passengers, these were offered at €100. This mfisantly more than Ryanair's
average fare, and therefore will have been sufftdimth to cover costs and generate
significant profit for Ryanair, albeit less tharetlast-minute fare might typically have
been given the high demand after the insolven@nother airline.

ELFAA member airlines have entered into a voluntagreement, which requires
them to offer assistance to passengers strandey fiwrma home as a result of the
failure of another airline. This assistance is lamé up to 2 weeks after the date of
the failure of the original airline and ELFAA airks will, subject to availability, take
passengers back to the nearest ELFAA served aifog nominal fee. The nominal
fee is not defined and may vary by carrier. Theistemsce provided by ELFAA
members is set out in Table 4.4 below; note thist ifibased on data provided by
ELFAA, and we have not been able to verify alllogtdata against other sources.

TABLE 4.4 ASSISTANCE PROVIDED BY ELFAA MEMBERS
Airline Assistance from other Airlines
Sterling Norwegian provided extra flights where needed and transported stranded passengers — most

flights were free of charge, some were for a nominal fee

easyJet and Ryanair both offered seats at “repatriation fares”; in the case of Ryanair this was

€100.
MyAir Wizz Air offered repatriation fares to stranded passengers, on overlapping routes.
SkyEurope easyJet, Norwegian, Ryanair, Vueling and Wizz Air offered repatriation fares to stranded

passengers on various overlapping routes. Ryanair reported a repatriation fare of €25.

Flyglobespan easyJet, Flybe and Ryanair reported high number of stranded passengers using repatriation
fares on various overlapping routes. Ryanair reported a repatriation fare of £59 (€69).

Assistance from airports

We were informed by ACI that the impact of airlimeolvencies on airports was often
minimal, although this depends on the specificstla# airport and the airline.
Typically, the passengers affected by an airlinasit® operations are dispersed
between the airports formerly served by the airliaed an individual airport will
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therefore only be required to manage a proportibrihe affected passengers. In
comparison to the other forms of disruption (suslstaikes, or the recent volcanic ash
cloud) where all flights at an airport are groundtee effect of an airline ceasing
operations is usually minor. At smaller airportsrothe case where the main carrier at
an airport has ceased operations, it is likely ¢ontore difficult for the airport to
manage the problem.

4.26 In the majority of cases the airport has limitepguth and issues are primarily between
the airline and its passengers. However we hava bdermed of examples where
airports have offered limited assistance to passsngsuch as AENA providing
refreshments to passengers after the Air Comearidadrid failures.

4.27 A consumer organisation informed us that the infraom provided by airports in the
event of airline insolvency had been very useful affected passengers; such
passengers would be unable to obtain informatiomfthe airline which had ceased
operations, and national authorities would be @hiko have staff available at the
airport.

Impact of insolvencies on passengers

Methodology and assumptions

4.28 We separated affected passengers into the follovategories:

» stranded passengers;

* passengers booked on an insolvent airline who ddraeel, either because they
are not able to find a replacement flight, or beeathey decide not to (perhaps
because replacement flights are too expensive); and

* passengers booked on an insolvent airline who geratternative travel.

4.29 The types of costs immediately incurred for eadlegary of passenger are described
in Table 4.5.

TABLE 4.5 IMMEDIATE COSTS BY PASSENGER TYPE

Loss of original Purchase of Loss of non- Additional Information o
flight replacement flight refundable . .
. accommodation, communication
accommodation food. et ¢
Outbound Return Outbound Return and other services 0od, etc costs

Stranded v 4 v v

Booked and does not v v v

travel

Booked and rebooks v v v v v

4.30

We estimated the costs of each of these elemergedban publicly available
information, including:

*  public financial data on airline yields;

« airline websites for incremental costs of rebooMiigits at short notice;

» tourism statistics for average cost of accommodadind care;

46
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4.31

4.32

4.33

e cost of phone calls, based on the capped mobilmingarates applying in the
EU.

Depending on the type of protection a passenger(ihasy), they may be able to
recover a proportion of these costs; we estimateidhvcosts could be recovered on
the basis of stakeholder information. Further di@mithe methodology, assumptions
and data sources is provided in appendix A.

Results

Figure 4.5 shows the proportion of passengers diiflerent types of cover for the

insolvencies between 2000 and 2010; note thatdtel lof protection provided to

passengers can vary considerably between the ehffeptions. The proportion of

passengers not covered remains relatively constarying between 70% and 80% for
all years except 2010. For those passengers whoade some form of cover, the
methods vary considerably year by year. The vanas a result of the types of airline
which become insolvent in a given year, and whitdteS they are registered in. The
largest proportions of protection used are throtnghlATA BSP, and through credit

cards. Although the use of credit cards and thdabitity of SAFI has increased, the

proportion of passengers with protection has net,aagreater proportion of the
insolvencies relate to low cost airlines for whibkre would be no protection from the
IATA BSP.

FIGURE 4.5 PROPORTION OF PASSENGER COVER FOR AIRLINE INSOLVENCIES

BY YEAR
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Figure 4.6 shows the proportion of passengers silwent airlines which had some
form of protection between 2000 and 2010. Agaimynaf those passengers who had
some form of protection would not have had all sasivered; for example, none of
the forms of protection available would cover aogts of additional accommodation
necessitated by an airline failure. Over the tear yeriod, 2% of passengers impacted
by airline insolvencies had some form of protecfimm SAFI, 14% from credit card
cover and 8% from the BSP. We estimate that apprabaly 76% of scheduled airline
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4.34

passengers affected by insolvency over this pedat not have any form of
protection.

FIGURE 4.6 PROPORTION OF PASSENGERS COVERED 2000-2010
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Figure 4.7 below shows the total costs that wemedgé have been incurred by
scheduled passengers as a result of insolvenciesirlofes providing scheduled
services, for each year between 2000 and 2010.i$ls/ided into costs which are
recoverable and non-recoverable. The line showsptbportion of costs which we
estimate passengers have been able to recovenashigaried between 0% and 23% of
total costs, varying with the types of airline bexog insolvent and the passengers
travelling on these flights. Although the typesocolver against insolvency available
have increased, with SAFI introduced in 2000 antirHAir in 2010, these are only
available for specific flights, or are voluntaryittWthe increase in direct bookings the
protection offered by IATA travel agents is usediéyer passengers.
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FIGURE 4.7 TOTAL COSTS TO PASSENGERS BY YEAR SPLIT INTO RECOVERAB LE
AND NON-RECOVERABLE COSTS (2010 REAL PRICES)
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* Note that the data for 2010 is incomplete, andudes only insolvencies up to 1 October 2010.

4.35 For 2010, the proportion of recoverable costs is Bét the part year to October 2010,
we have identified three insolvencies of airlinelsicl offered scheduled seats. For
two of these, stakeholders informed us that nogragss had been affected. The
figures shown are therefore based on the third,clwhivas Hola Airlines, a
charter/leisure carrier based in Spain. Since it waleisure carrier, it was not a
member of a BSP, and its registration in Spain mdaat neither SAFI nor credit card
protection was available to its passenifefEhis demonstrates how much the level of
protection available depends on the type of aiind its State of registration.

4.36 Table 4.6 below shows the average costs that wmadst have been incurred per
passenger who is stranded, does not travel or ksbdthe costs are highest for
stranded passengers, who lose the cost of ond #igth must pay for an additional
flight booked at very short notice, in addition doe extra night's accommodation
(unless they are visiting friends and family). $tamers who rebook their trip incur
the costs of their original flights and the costrelbooking flights at relatively short
notice. Those who do not travel incur the costhef driginal flights and any costs of
accommodation or other services which they are aim¢ to get refunded. These
estimates take into account the mix of differemiety of airlines that have failed and
therefore reflect the different costs incurred twyd haul and short haul, and business
and leisure passengers.

4.37 The costs incurred by passengers vary dependinth@rdistance travelled by the
passenger. For example, the average stranded pesdeavelling on a scheduled

We were informed by both the consumer organisatind national authority that insolvency cover was
available to air passengers paying by credit carigain. We have sought confirmation of this fromavand
MasterCard, but have not received in time for thiglg. If we receive it in time, we will includeiit the Final
Report.
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4.38

long-haul carrier incurred costs of €1,109, com@ai@ costs of €335 incurred by
passengers with low cost carriers. Note that tigh leiost for stranded passengers is
partly driven by high numbers of stranded passenfygrAir Comet and Air Madrid,
as these were long-haul carriers, the costs induose their passengers would be
relatively high, and this has led to a higher ¢bah would be expected on average.

TABLE 4.6 AVERAGE COST PER PASSENGER BY TYPE ACROSS INSOLVENCIES
OBSERVED OVER 2000-2010 (2010 PRICES)

Stranded Do not travel Rebooked Assumptions

- Information (cost of phone €7 i i Two 5 minute phone calls at EU
calls to rebook flights) capped roaming mobile rate

One additional day of trip,
€87 - €9232 including accommodation, food
and other necessary spending

- Care (including additional
accommodation)

Two flights (i.e. one return) at
- Cost of original flight(s) i €260 i average yield of airline sample.
(reimbursement) Zero for stranded and rebooked
passengers.3

For rebooked, the incremental
cost of two flights booked at half
average advance booking period.
For stranded, a one-way flight
booked at half of average length
of stay

- Cost of replacement flight(s)
(for repatriation or for €702 - €298
replacement travel)

- Non-refundable components 10% of cost of accommodation

(such as hotel or car hire - €55 - . :
) and other services for trip
deposits)
Total €796 €315 €390

Table 4.7 shows the proportion of these costs whiehestimate would have been
recoverable, depending on the passenger type andotler which they have. Those
who did not travel were in principle able to recoamost all of their costs under
most schemes, however those that rebooked coutdessd between 63% and 78%
of their costs as their new flights are not coveifdwbse stranded could only recover
most of their costs if they had SAFI. The proportiof costs recoverable for

passengers buying through the IATA BSP only retershose passengers actually
covered by the protection, i.e. those who bookethiwithe remittance period.

Passengers who booked via an IATA travel agenfuther in advance would have

received no protection, and therefore recoveredbD#beir costs.

32

33

34

The costs of care vary depending on the yeartgpel of carrier. The proportion of stranded to el
passengers affected by each insolvency variesasadresult the average costs of care are sligtfgrent for
stranded and rebooked passengers.

As with care costs, the costs of flights vary efeing on the year and the type of carrier, and thuses
differences in the average costs shown

This is zero because these passengers still madeso would have had to pay the original tickeghow. For
example, if a passenger pays €260 for the originkét and €298 for the replacement ticket whendheier
becomes insolvent, the amount this passenger Ba$sl€298, not €558 — as the passenger would paik
€260 for the journey even if the airline had natdrae insolvent.
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4.39

4.40

TABLE 4.7 PROPORTION OF RECOVERABLE COSTS BY PASSENGER TYPE
Stranded Do not travel Rebooked
SAFI 85% 81% 66%
Credit card 27% 79% 63%
BSP3 41% 89% 78%
Nothing 0% 0% 0%

Weighted average proportion of costs
recovered, across all scheduled 10% 21% 17%
standalone passengers36

For affected passengers who are not strandedpratisf of protection are equivalent
(as all refund the cost of the original flight ld other costs). However, even when
the protection offered is the same, theerage proportion of costs actually
recovered by passengers with each type of protectiovaries. This is a result of the
average being taken over different insolvent adinwith different characteristics,
amongst whom different proportions of passengedsdifierent types of protection.
For example, passengers who had protection vi8f would always be travelling
with a network airline, and due to the higher tigkgces for network airlines, the cost
of the ticket forms a relatively high proportion thie total cost incurred; this means
that a higher percentage of costs is recoveredhbypassenger. In contrast, many
passengers who have protection via credit card ball travelling with low cost
carriers, as low cost carriers account for a higipertion of direct bookings; for these
passengers, the cost of the original flights wikt@unt for a lower proportion of total
costs, and the percentage recoverable is therefwes.

The protection offered by the different schemeseddp primarily on the situation
which the passenger is in:

* For those whalo not travel, most of the protection schemes refund the cdsts o
the original flights, and the only non-recoverabtests are therefore any non-
refundable accommodation costs. The passenger tbgedenefit of making
his/her planned trip, but this cannot be quantifrechonetary terms.

» For those whaebook, only the cost of the original flights is refundeahd they
may have to pay for short-notice and therefore esive replacement flights.
Again, there is little difference between the cawgr offered by the schemes. The
slight variations in the proportion of costs whiahe recoverable result from
factors such as the date at which the insolvenaiesvhich these figures are
based took place (this may affect, for example yéetive costs of flights against
accommodation).

* Those passengers who ateanded who have SAFI cover are refunded the cost
of their original flight in addition to the (likelyery expensive) incremental cost
of any additional flight. With the other types aver identified, only the cost of

Note that we have excluded Hahn Air, as sincedrttreduction of its SAFI cover on 1 January 20@, have
not identified any insolvencies for which it wolldve been able to offer protection.

This takes into account both the proportion edgemgers that had each type of protection (or n@me) the
proportion of costs that were recoverable with gspe
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the original flight is recoverable, and passengeglisncur the incremental cost of
an additional flight and other additional costs.

4.41 Table 4.8 shows the total costs incurred to pagssrand the proportion of these costs
that were recoverable for insolvencies in the stpdyiod. The change in level of
cover is largely dependent on the types of airlithes ceased operations in each year
and the States within which they operate; thiscasféhe availability of protection via
SAFI or other methods.

TABLE 4.8 TOTAL COSTS TO SCHEDULED PASSENGERS AND PROPORTIO N OF
COSTS RECOVERABLE FOR INSOLVENCIES 2008-2010

Estimated total

costs to Estimated costs Non-
- Recoverable
Airlines State passengers  per passenger recoverable costs
(€ millions, 2010 (€,2010 prices) costs
prices)

Aerocondor PT 524 365 79% 21%

Lagun Air ES - - 0% 0%
Sterling DK 55.17 258 90% 10%

LTE International Airways ES 0.13 634 100% 0%
flyLAL LT 422 360 86% 14%
SkySouth UK 0.06 360 2% 28%

centralwings PO 0.92 627 93% 7%
Gadair ES 2.78 1036 80% 20%
MyAir.com IT 3.08 249 89% 11%
SkyEurope SK 66.39 249 89% 1%

New Axis Airways FR 0.05 627 92% 8%
Avitrans Nordic AB SE 0.97 627 83% 17%

International Business
. SE 0.01 360 7% 23%
Airlines

flyglobespan UK 7.44 260 80% 20%
Air Comet ES 32.74 1036 80% 20%

Hola Airlines ES 0.13 621 100% 0%

Air Slovakia SK - - 0% 0%

Highland Airways UK - - 0% 0%
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5.2

5.3

5.4

PROBLEM DEFINITION
Introduction

In accordance with the Commission’s Impact Assessn@uidance, this section

summarises the problems that could be addressedgtirchanges to the regulatory
environment around airline insolvencies. This isdzthon examination of the evidence
available, described in sections 3 and 4 of thjgore and on the outcomes of
interviews with stakeholders.

Who is impacted?

When airlines cease operations, this impacts pifiynan passengers and debtors of
the insolvent airline. Passengers are affectedvim ways, depending on when the
airline ceases operations. If this occurs befoe@ tutbound flight, they have a choice
between arranging alternative transport and foiggoire trip. If it occurs after, they
are stranded at their destination and must reagrahegir travel to their final
destination. Costs are generally higher in theetattase, in particular when the
passenger has booked a long-haul flight.

Other bodies may also be impacted:

* National authorities: In some cases, stranded passengers may be adsysted
CAAs or other national authorities (e.g. througlartéring additional flights to
return stranded passengers), although there isgad fequirement to do this and
from the submissions of stakeholders it appears shah assistance is rarely
provided. Licensing authorities are also requirgdRegulation 1008/2008 to
monitor the financial fithess of airlines.

e Other airlines: The impact of insolvencies on other airlines iely to be
beneficial, as they are able either to gain revefnam transporting affected
passengers. In some cases airlines have offerecligefares’ at discounted rates
although we understand that these fares are sirifi¢cob cover their costs (see
paragraph 4.22).

« Airports: The impact of insolvencies on airports is in gaharinimal and within
the normal operating parameters of the airporgat$fon airports may be greater
in cases where the airline ceasing operations asnthjor base carrier at the
airport (see paragraph 4.25).

What are the issues that require action?

This study has identified a number of areas whimhldt be addressed regarding the
impacts on passengers of airline insolvencies:

e consistency of monitoring by licensing authoritigfsthe financial position of
airlines which they have licensed;

* no evidence of decline in the number of airlinelasncies;
» little assistance provided to passengers whenteffday airline insolvencies;
* low proportion of passengers obtaining protection;

» high average costs incurred by those passengededfby insolvencies;
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» limited availability of insurance mechanisms fospangers;

* inconsistent availability of protection from credards across Member States of

the EU; and

e poor availability of information on risks incurrdry and protection available to
passengers.

55 However, it should be noted that all of the airlim&sociations which we spoke to

believed that the magnitude of the problems expeed by passengers as a result of
airline insolvency was very small relative to thember of European flights operated
successfully, and argued that a regulatory respwuggd be disproportionate to the
problem.

What are the drivers of the problem?

5.6 The key drivers of the problem are as follows:

* Regulation 1008/2008 is interpreted differently different States; for example,
frequency of monitoring varies between yearly arshthly. This may lead to
inconsistency of implementation across airlinesriged by different States.

* The level of control that Member States can exeetr @irlines to prevent airline
failure is limited, as within a free market, uncaetipve carriers must be allowed
to fail. As a result it is not possible for natibreuthorities to prevent an
insolvency, and this limits the possibility for ragihg the frequency of airline
insolvency.

* Changes in the tourism market over recent years resulted in a decrease in the
proportion of leisure passengers travelling on pgektours, and therefore
decreased the proportion of passengers with proteagainst insolvency under
the Package Travel Directive (90/314/EEC).

» The options available to passengers to protect shlums against airline
insolvency are limited. This is partly due to faet that scheduled airline failure
insurance (SAFI) is not available in many Membext&, but also a result of the
restricted coverage offered by most of the formpritection available: this is
often restricted to the cost of the original flighihd does not cover additional
costs such as accommodation.

 There is poor transmission to passengers of infoomaon risks they undergo
and the protections available against them. We abs@ informed by consumer
organisations that the understanding by passerjeisese risks is often poor,
and that their focus is on price above other factehich could be considered
when purchasing tickets.

How will the issues evolve?

5.7 It is difficult to predict how the number or impaat airline insolvencies will change;
these events occur rarely (relative to the numlbaairtines operating), and there is
therefore only a small sample on which to basecBsts. The number of passengers
travelling by air, however, is likely to continue increase, and we would therefore
expect the number and impact of insolvencies teesme with them. The number of
insolvencies may be affected by the maturity of ierket, and this may result in a
reduction in the number of insolvencies; howeveere is no evidence that this has
happened to date.
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5.8

5.9

5.10

5.11

5.12

The proportion of passengers purchasing packagelays| and therefore being
protected against airline insolvency by the Pack@igevel Directive, is likely to
continue to decrease. However, this may startatepl; there is evidence in the UK
that package bookings have in the last year stadenhcrease, after consistently
declining over recent years as passengers lookdourity in their travel plans with
recent events including the volcanic eruption higliting the potential problems. TUI
believes that their market is actually stable nathan declining.

The proportion of flights protected through cred#ird purchases may continue to
increase, as in many States we were informed tmatusage of credit cards is
continuing to increase. However, higher chargesusimg a credit card to book flights
(particularly for low cost airlines) may reducesthiend; a UK consumer organisation
believed this to be the case, but we were unabléntb evidence with which to
evaluate this. In addition, use of a credit carly @novides protection against some of
the costs that passengers incur when an airlinentes insolvent.

SAFI is currently available in a small number ofat8s (it is still most widely
available in the UK and Ireland) and we would expecavailability to expand to at
least some degree. It is not clear whether thelebai sufficient demand for it to
expand more widely; CEA did not believe this wobkl possible, but did not provide
what we regarded as sufficient evidence to sugh@targument (see paragraph 3.20).

What are the policy objectives?

Taking into account the exposure of passengerketaisk of airline insolvency, the
general policy objectives are:

» to secure an adequate level of protection of therésts of EU passengers; and

* to ensure the best possible choice of protectiochang@ism for the sector.

This protection is to be achieved through meetingspecific objectives, set out in
Table 5.1. These are further defined in a numbeapefrational objectives, which set
out how the specific objectives would be achieved.
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http://www.thomson.co.uk/editorial/press-cent@®@/half-of-holidaymakers-travel-on-a-package-and-
premium-sales-on-the-up.html
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TABLE 5.1 SPECIFIC AND OPERATIONAL POLICY OBJECTIVES

Specific objective Operational objective

Prevention of airline insolvencies  Although, rules on financial fitness monitoring entered into force on
1st November 2008, it could be necessary to strengthen further the
financial oversight of EU air carriers.

Assistance to passengers affected  In case of air carrier's insolvency, passengers stranded should be

by airline insolvencies offered free of charge: meals and refreshments in a reasonable
relation to the waiting time; hotel accommodation in cases where a
stay of one or more nights becomes necessary or where a stay
additional to that intended by the passenger becomes necessary;
transport between the airport and place of accommodation (hotel or
other). In addition, passengers shall be offered free of charge two
telephone calls, telex or fax messages, or e-mails.

Repatriation of passengers stranded Passengers stranded should be offered, free of charge, re-routing

as a result of airline insolvencies or repatriation to the airport of origin of their flight.

Reimbursement of the costs of Reimbursement should cover the full cost of the ticket at the price

original tickets paid over by affected  at which it was bought, for the journey or the part of the journey not

passengers made, and for the part or parts already made if the flight no longer
serves any purpose in relation to the passenger's original travel
plan.

Reimbursement should cover all taxes, charges, surcharges and
fees paid by the passenger, but also any extra cost resulting from
air carrier insolvency, especially when the passenger is stranded
abroad. The reimbursement should be payable by any means,
including: in cash, by electronic bank transfer, bank orders or bank
cheques or, with the signed agreement of the passenger, in travel
vouchers and/or other services..

Information for passengers Two types of information could be provided to passengers:

regarding the risks of insolvency, information a priori (i.e. prior to booking and/or flight) about the

available measures to protect against financial health of the air carrier and the potential risk of

it and the assistance available for bankruptcy; and information a posteriori, when the bankruptcy and

passengers affected by airline interruption of flights have already occurred. Information a posterior

insolvency would include the rights of passengers and possibilities of
assistance, reimbursement and repatriation available to the
particular passenger.

In both cases, information should be free, reliable and universally
accessible in an appropriate language.

Lowest cost and maximum Companies should not be subjected to additional burdens which
flexibility for the companies restrict their ability to offer services which passengers wish to
operating within the sector purchase.

5.13 In addition we have considered the extent to whkiehpolicy options would impact on

competition between carriers.
Does the Union have a right to act?

5.14 The legal basis for EU action is Articles 114 ar@b ITFEU, which include the
following relevant provisions:

» Article 114(1) states that “The European Parlianamd the Council shall [...]
adopt the measures for the approximation of theigians laid down by law,
regulation or administrative action in Member Statéhich have as their object
the establishment and functioning of the internatkat”
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* Article 114(3) states that "The Commission, in fisoposals envisaged in
paragraph 1 concerning health, safety, environrhgntatection and consumer
protection, will take as a base a high level oftgetion, taking account in
particular of any new development based on scier#tts."

» Article 169(1) states that “In order to promote thierests of consumers and to
ensure a high level of consumer protection, theobnshall contribute to
protecting the health, safety and economic intsretconsumers, as well as to
promoting their right to information, education atal organise themselves in
order to safeguard their interests.”

5.15 This gives the Union the mandate to act to ensheeftinctioning of the internal
market, and to ensure a high level of consumeieptiain.

5.16 There are several factors which mean the protedfiair passengers from the impacts
of airline insolvency should be a matter for the:EU

*  The Union should only intervene in the Internal kéarwhere there is evidence
of a market failure, and this includes areas wiéments of service which affect
passengers are not a matter of competition betwekmes. This would include
the current situation, where the risk of insolverdges not appear to affect
passenger choice between carriers.

»  The small impact of risk of insolvency on passerdmrice is partly the result of
poor information regarding those risks: under tlhiereant system, there is no
consistent data available on airline financial poss, and where information is
available it is difficult for passengers to obtaimd interpret. For this reason, it is
appropriate for Union to consider action to imprehis, either by improving the
provision of information or by forcing the risk afisolvency to be included
within ticket costs in some way.

» Travel differs from most other consumer purchaseghiat the passenger is
obliged to pay for service before it is deliverefien several months in advance.
This weakens the position of the passenger, amthfgoove consumer protection
the Union could consider action to ensure resptmsindling of these funds by
airlines. While purchases are often made in advangess all modes of transport,
the air market is much closer to a single markahttnavel by either road or rail.
For this reason, it is necessary for actions raggrdir travel to be taken at EU
level.

e It would not be possible for States to act aloneeiquiring Community carriers
operating to, from or within their States to tak#i@ns to protect consumers:
Regulation 1008/2008 means that individual Stat@snot impose additional
conditions on EU carriers.
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6.1

6.2

6.3

6.4

6.5

6.6

ASSESSMENT OF IMPACTS
Introduction

This section provides both qualitative and whersspile quantitative assessments of
the impacts of each of the options defined in tieeption Report, and identifies any
amendments necessary to the options. It then sete@mmendations for the options
which appear most likely to generate benefits. Tdid#e at the end of the section
summarises the assessment of each option agaatisoEthe policy objectives.

The options are grouped together in three ‘pillassich of which addresses the
problems faced by passengers in different ways:

» risk prevention (A) — this option seeks to minimise the probapilif airlines
becoming insolvent;

» risk management(B) — these options seek to provide assistangeagsengers
affected by airline insolvencies; and

* information on risk (C) — these options provide information to passesgto
improve their capacity to make informed decisions rmake necessary
arrangements in the event that they are affecteahbigsolvency.

Option 0: No change (‘business as usual’)
Overview

Under this option, no additional measures wouldirteoduced, and the protection
described in previous sections would continue toabeilable to passengers. This
option is used as thbaseline scenariofor comparison with the options in which
changes are made.

Economic impacts

Over 2011 to 2020, we estimate that 0.07% of ahd&lone passengers will be
affected by insolvency. The numbers will vary frgmar to year, but will tend to
increase, due to traffic growth and the declinethe proportion of passengers
travelling on packages. On average the number séqrgers affected will increase
from 325,000 in 2011 to 480,000 in 2020. Of thds¥p are likely to be stranded.

Assuming that the forms of protection currentlyilalde remain so, we estimate that
of these affected passengers over 2011 to 2020, wBPsot have any form of
protection. The 24% which have some form of pras&ctomprises 8% with some
protection from the IATA BSP, 14% from credit cgydrchases, and the remaining
2% from SAFI. None of these forms of protectionlvabver all costs passengers
incur. On current trends, we estimate that the qutagn with SAFI will increase from
1.9% in 2011 to about 3.0% in 2020.

We estimate that the average immediate costs ituper passenger affected by
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6.7

6.8

6.9

insolvency will decrease slightly, from €584n 2011 to €547 in 2020, primarily due
to the fact that air fares are declining in reain® The proportion of this cost which
passengers will be able to recover varies deperatirtipe type of cover the passenger
has, and the way in which the passenger has bésatesf. For example, a passengers
stranded outside the EU who has SAFI protectiomishioe able to recover 92% of his
or her immediate costs, but a stranded passengdkrpnotection via credit card or
BSP will only recover an average of 31% of immeeli@bsts. The majority of
passengers will have no protection and therefollenei be able to recover any costs.
On average, we estimate that 18% of all passerugpts will be recoverable.

Table 6.1 below shows the estimated risk of bemngaicted by insolvency and Table
6.2 shows the costs passengers incur, dependitigectype of journey and whether
they are stranded or had booked to travel, andisncase whether they decide not to
travel or rearrange. More details on the assumptwa provided in appendix A.

TABLE 6.1 ESTIMATED FREQUENCY OF PASSENGERS AFFECTED BY
INSOLVENCY
Booked, unable Booked,
Stranded to travel rebooked
Proportion of passengers affected 0.008% 0.015% 0.044%
TABLE 6.2 COSTS FOR PASSENGERS AFFECTED BY INSOLVENCY
Passengers Infor- Reimburs- Additional Non-
Distance . Care . refundable Total cost
affected mation ment flights
components
Intra-EU €4 €91 €102 €133 €0 €330
Stranded
Extra-EU €4 €85 €444 €535 €0 €1,068
Booked. did Intra-EU €0 €0 €204 €0 €50 €254
not travel ExtraEU €0 €0 €889 €0 €90 €978
Booked, Intra-EU €0 €91 €204 €37 €0 €332
rearranged
travel Extra-EU €0 €85 €889 €60 €0 €1,034

Social impacts

Airline insolvencies would continue to occur at thstorical rate. When an
insolvency occurred, airline and other staff whosées were contingent on the
defunct airline would lose their jobs. However tive medium term other airlines are
likely to expand into the markets served by theviores airline, and will require

additional staff to do so; as a result the longntesocial impact is likely to be

negligible.

Environmental impacts

If no policy changes are made, growth in air trawél be unaffected and will

38

This figure is a weighted average of the costarired by different affected passengers. Some imuah more
(passengers stranded outside the EU incur codi$,068 on average) but some incur much less (seepgss
booked to travel within the EU who decides notr&wel loses €254 on average).
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6.10

6.11

6.12

6.13

6.14

6.15

continue to grow at historical levels, which woldéd to increases in G@nd other
emissions.

Costs

This option has no implementation costs. Passengewd continue to incur costs
relating to insolvency, as discussed above (s@e 6.6

Implementation
No further work would be required to implement thjgion.
Conclusions

If no action is taken, the number of air passengargacted by insolvency would
continue to be low as a proportion of all passesidaut the impacts on each passenger
would be quite substantial — over €1,000 per pagseon average for those stranded
outside the EU. Therefore, whether this is an etitre. option depends on the relative
costs and benefits of the other options.

Option 0+: Self-regulation
Overview

As an alternative to a solution being imposed thhowvegulation, the Commission
could request the industry to put measures intoepta reduce the negative consumer
impacts arising from airline insolvencies (self ukegion). The Commission could
publish a set of criteria by which it would assassome point whether self regulation
had been successful, and if not, whether to putsieext best option.

Action could be taken in two areas:

» Airlines could be encouraged to offer more widelyd to define more clearly,
what (if anything) they would offer to passengenpacted by insolvency. Under
their voluntary agreement (see 4.24), ELFAA memlmrsady offer seats to
passengers stranded away from home by the failtiranother airline, at a
“nominal” fee, subject to availability. This agreemt could be expanded to
include members of other airline associations, KATA and ERAA, and the
concept of nominal fee could be defined more explicAirlines might be more
willing to agree to this if they perceived that thevas otherwise a risk of
legislation equivalent to that in the US (whichigbtl airlines to carry stranded
passengers free of charge).

* Measures could be taken to encourage the availahitid purchase of SAFI. In
particular, providers of travel insurance coulddmeouraged to bundle SAFI in
policies, as is already often the case in the UK lagland.

Economic impacts

While the impacts of this option would depend oa #xtent to which the industry
took action, the effects would probably be reldtivamall, for several reasons:

 An expansion of the inter-airline agreement on stissce may only affect
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6.17

6.18

6.19

6.20

6.21

stranded passengers, not the larger number whobao&ed to travel. In
interviews for this study airline associations gaded that the industry considered
that those booked to travel with an insolvent earfivere in an equivalent
position to any other consumer that has contrasiéiil a defunct provider, and
therefore no special measures were required.

e Although airlines could be encouraged to offer seatt a reduced price to
stranded passengers, they would be unlikely toadpexdditional flights to meet
additional demand from stranded passengers, asvthifl require rescheduling
or hiring additional aircraft at short notice toopide flights for passengers at a
lower than usual rate.

*  Where the insolvent airline was the largest caroera particular route, other
carriers are likely to have only limited capacity tandle the additional traffic
from stranded passengers.

If this was implemented successfully, passengers ware stranded due to airline
insolvencies would be more likely to be able taunethome for a moderate cost,
although there would also be a small reductioreirenue for the airlines. In addition,
there could be some additional certainty for pagsenon what possibilities were
available to them in the event that they were siedn However, it would be difficult
to ensure that repatriation was available at opweh fixed price (see 6.22), and
therefore passengers would not have complete pgrtan the level of costs they
could incur.

If there was a successful expansion of the avdithalmf SAFI, this could lead to a
higher proportion of passengers purchasing thisrare, benefiting both stranded
and otherwise affected passengers, as well incrgasvenue for the insurance
industry. However, it is possible that if it was deaclearer that passengers would be
transported at a nominal fee by other airlineshadvent that they were stranded, the
incentive to purchase SAFI would be reduced.

There would be no impact on the number of airlmslvencies.
Social impacts

Since the number of airline insolvencies would betaffected by this option, it would
have no effect on the number of staff employedildinas. The increase in take-up of
SAFI could result in a marginal increase in the hanof staff employed by insurers.

Environmental impacts

This option is unlikely to affect the number of dmaffic movements, and will
therefore have no environmental impacts relativiaéobaseline scenario.

Costs

Again, this option would have no direct implemeintat costs. Passengers would
continue to bear most of the costs relating tolieswies, although (if successful) the
industry would co-operate to reduce some of these.
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6.23

6.24

6.25

6.26

6.27

Implementation

By definition, self-regulation does not require dagal instrument. The Commission
would issue non-legislative measures setting oet ifsues on which it wanted
industry to take action; criteria by which it wouldsess whether the measures had
been successful; and a timescale for this revidwg.Key criteria could be:

» whether airline associations had reached agreenterdassist passengers in the
event of airline insolvencies;

» whether in practice passengers stranded due timeaiithsolvencies had been
repatriated by other airlines; and

» that SAFI was readily available in most Member &at

It would be necessary for the Commission to reviesvsituation again after 2-3 years
in order to assess whether these criteria had foe¢n

The current agreement between ELFAA members shioatssbme form of voluntary
agreement to assist passengers is possible, antlyfl@ of agreement could also be
developed by other airline associations. In de§nime concept of a ‘nominal fee’, it
would be attractive for a fixed or maximum pricelie determined, as this would
provide some certainty to passengers regardings.céiwever, if airlines were to
agree in advance fixed or maximum prices, this dealse issues of compliance with
competition law (unless the price was very low ero}. Therefore, it would be more
practicable for airlines to agree to provide tiskat cost price, although it should be
noted that ‘cost’ is a difficult concept to defineambiguously (for example, whether
it should mean average cost per seat, or margasalfer an additional passenger, etc).

Expansion of SAFI to other markets should not @sespecific difficulties, although
the CEA believed that the rate of expansion woddcbtnstrained by factors such as
capital ratios (see 6.95). If the market were teekpganded over the course of several
years, it should be possible to avoid these problem

However, it is also possible that the two elemeatsid contradict each other: if the
request to airlines to introduce measures to assishded passengers is successful,
passengers might perceive the impacts of insolverscless serious, and this could
reduce their incentive to purchase SAFI.

Conclusions

The industry could be encouraged to take measungshwvould reduce some of the
negative impacts of airline insolvencies on conggmairlines could be encouraged
to repatriate passengers stranded after airliherési, and the insurance industry could
be encouraged to improve the availability of SAHtis would be feasible and could
be implemented at relatively low cost. However, tfiger costs that passengers incur
as a result of airline insolvencies would probaiiy be covered.
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Option A: Improved monitoring of carriers (risk pre vention)
Overview

6.28 This option would strengthen the financial oversigh EU air carriers, through the
adoption of raised standards of financial fitheeguirement and/or making the
monitoring of carriers more pro-active.

Current requirements of Regulation 1008/2008

6.29 Regulation 1008/2008 places obligations on licemsiathorities to ensure that airlines
for which they issue licenses meet certain requar@sy There are requirements set
out both to allow a license to be granted, andafdines to continue to hold a license.
The requirements relating to financial stabilitg as follows:

* Article 8 requires airlines to present timely audited act®to their competent
licensing authorities, and requires competent Boen authorities to closely
monitor ongoing compliance with the provisions orahcial fithess set out in the
Regulation. In particular, they must review theipos of airlines two years after
the granting of a new operating license, when @it problem is suspected,
and at the request of the Commission.

» Article 9 requires a competent licensing authority to sudpen revoke an
operating license if it is not satisfied that thdime can meet its actual and
potential obligations for a 12-month period. It mgnant a temporary licence of
up to 12 months to allow financial reorganisatidfhere there are clear signs of
financial difficulty, the authority must within 3 enths make an in-depth
assessment of the financial situation.

6.30 All of the national authorities we received infoitina from met these requirements,
however there was some variation particularly i@ fiitequency of monitoring of the
financial positions of airlines (see paragraph B.21 of the licensing authorities for
which we received information reviewed the finahadata of all airlines at least
annually, and several undertook some form of reviewe frequently, particularly if a
carrier was known to have financial difficulties.

Possible amendments to the Regulation

6.31 There are several possible amendments to the Riegulavhich could, if
implemented, improve the financial monitoring afiags:

* Requirements on monitoring frequency to be more tibtly defined: Although
the reported monitoring frequencies appeared adedoa all of the licensing
authorities we contacted for this study, the wagdof the Regulation could
potentially allow much less frequent monitoring. ingprove this, the Regulation
could be amended to specify that the financial timsiof all airlines must be
reviewed at a minimum frequency (for example, astevery six months).

* Requirements for tighter follow-up by national authorities when financial
issues are identifiedThe frequency of monitoring by licensing authestwhere
financial difficulties have been identified coule lspecified, for example to
require at least quarterly or monthly review.

* Specify how potential problems should be identified Article 8 of the

= steer davies gleave 63



Impact assessment of passenger protection in the ev  ent of airline insolvency

6.32
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6.34

6.35

Regulation states that authorities must monitor ainfine where potential
problems are identified, but does not specify haeptial problems could be
identified. The Regulation could be amended todatsible information sources
for potential problems, including in particular gty payment of taxes or charges
(either to government or to airports), and potdigtido require licensing
authorities to monitor these issues.

» Allow licensing authorities to request bank guaranges:Licensing authorities
could be permitted to request bank guarantees rar dtimilar measures from
carriers considered to be at risk of insolvencyeneure that passengers would be
protected (for further discussion of this see apid below).

Economic impacts

These amendments would improve the control and imgravailable to licensing
authorities, which could in some circumstanceseleshe impact of insolvencies. For
example, timely monitoring can allow licensing aarities to ensure (where possible)
that the license of an airline in difficulty is Witrawn during a low season when
impacts on passengers are minimised. However iorapetitive market, airlines
which are unable to compete must be allowed tq &aid the actions a licensing
authority is able to take are therefore limitectlg. In particular, national authorities
should not be encouraged to provide funding (sa@eto airlines, even if this is the
only way to avoid insolvency.

5 of the 8 national authorities which respondethts study believed that the powers
and obligations already set out by the Regulati@newsufficient for the purposes of
the financial monitoring of airlines, and that thevould be therefore be little or no
benefit to this option. Of the licensing authostigvhich provided details of the
monitoring they undertook, most already met the itaadhl requirements on

monitoring frequency above.

Some stakeholders argued that increased monita@gdd increase passengers’
confidence in licensed airlines. However, it was elear how this information would
be transmitted to passengers.

Increasing monitoring frequency or intensity for @lflines would have little benefit
for stable airlines. The benefits might also betkh even with respect to airlines in a
weaker financial position:

 There would still be a risk that the Regulation Vdomot be implemented
consistently, and several stakeholders (includimgh bconsumer bodies and
airline associations) argued that conflicts of res¢ for national authorities
monitoring large national carriers (or carrierstfawned by a Member State)
restrict its effectiveness of this option.

* We were informed that the timing of interventiorss difficult to judge: if a
license is withdrawn too early, the airline in difflty may argue it was not given
any opportunity to recover; and earlier withdrawéla license as a result of
enhanced monitoring does not necessary mitigateadtap on passengers.
Withdrawal of a license during a low season may Ib®tpossible, as many
scheduled airlines aim to use all their aircraftsistently throughout the year. As
a result, even with increased monitoring licensanghorities may not be able to
reduce the passenger impact of insolvencies.
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6.41

6.42

6.43

* Problems can be difficult for licensing authorittesdetect in advance: we were
informed of an airline which appeared stable aririal review, but within two
years had become insolvent. In part, this resutimmfthe vulnerability of the
airline industry to external shocks. Again, thisuleb limit the ability of this
option to reduce impacts on passengers.

The most significant consumer benefits would bdiged if licensing authorities were
able to request bank guarantees or other similaasures in order to protect
passengers in the event of insolvency. Howevegaliknitation is that airlines in a
weak financial position might not be able to obtsiich guarantees, and therefore this
might not help much in practice; this issue is désed under option B4 below.

One airline association believed that since nonaklihes would not be required to be
monitored, this option could give the false impiessthat they were financially
healthier than EU airlines. However, in our viewistlargument is weak: it could
equally be argued that monitoring by Member Staimsld be seen as a stamp of
approval which non-EU airlines do not have.

Social impacts

The number of airline insolvencies is unlikely tifeated by this option, as national
authorities do not have any powers to prevent tienis option will therefore have no
effect on the number of staff employed by airlines.

Environmental impacts

This option will not affect the number of air tiaffmovements, and will therefore
have no environmental impacts relative to the l@salcenario.

Costs

This option would have impacts on the costs in@uiyg both airlines and licensing
authorities. For airlines, costs would result from:

 time spent by airline staff responding to licensiagthority requests for
information (discussed below); and

* bank guarantees, if these were required (see opdjpn

The requirement to provide financial informationnational authorities would be an
administrative burden, and therefore needs to basared using the Standard Cost
Model (SCM).

The time required for airlines to respond to naloauthority requests would vary
depending on the financial situation of the airlineguestion: for stable airlines, the
additional time would be minimal, while for unstaldirlines the time to prepare could
be considerable. We have therefore modelled arageesf the two.

Our approach was to assume that a senior managen airline would spend 2
working days per year on tasks relating to additiomonitoring by licensing
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authorities, such as preparing for and attendingtimgs. At a rate of €45 per hour for
managers this gives a cost of approximately €630 per aliim August 2010 (OAG)
there were 153 airlines with over 1,000 seats pentm which would give an EU-
wide cost of approximately €96,000 per year (at®?ffices). We assume that half of
licensing authorities might already meet the newanstringent requirements, and
therefore in only half of cases would this be adddl to what is currently undertaken,
and therefore administrative burden. This estimsatetailed in Appendix C.

Responding to additional requests from nationahaities should not present any
additional costs to new entrants, as the checksrezijto obtain a license are already
very thorough. Several stakeholders argued thahyf costs were likely to increase,
they were those of established airlines. New etgramay find it more difficult,
however, to provide the capital necessary to olstdank guarantee.

For licensing authorities, additional costs wouesult from the requirements for

increased frequency and intensity of monitoring. Weee estimated these on a similar
basis to those for airlines, assuming the relewaftf to require 2 days per year
additional work per airline. We estimate this wouébult in administrative burden

costs of approximately €630 per airline (in 201@¢s), again approximately €96,000
across all EU airlines (see Appendix C).

Implementation

It may be possible to raise the standards of mongoundertaken by licensing

authorities without legislation: the Commission Icowprovide guidance on the

frequency of monitoring and follow-up required, atlde issues that licensing

authorities should seek to identify; this wouldddilar to the NEB-NEB agreement

that the Commission facilitated to improve enforeemof Regulation 261/2004.

Many stakeholders informed us that they believedrtionitoring required under the

current Regulation was not implemented consistemtlpss Member States, and this
is consistent with the evidence reported to usthieholders (see Table 3.2), where
there was significant variation in the frequencyl anethods employed to monitor

licensed airlines.

However, it would not be possible for licensingharities to require bank guarantees
or other similar measures, or for licensing autiesito be required to improve

monitoring, without legislation. This would be tlugh amendments to Articles 8 and
9 of Regulation 1008/2008; no other legislative suga would be appropriate as this
is the current measure for regulating airline Isiag.

Other issues

Some stakeholders also suggested that once sdinaunsial difficulties have been
identified, licensing authorities could limit therfvard sales of tickets to minimise
impacts on passengers. The key issue with thisaisitt would be likely to be difficult
to do without restricting the cash-flow of the imd, and hence accelerating

39

Average across all EU States, weighted by nurolbeirlines registered in the State, of cost fayidtators,

senior officials and managers, from the EU’s adstiative burden calculator.
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bankruptcy. This could therefore limit the numbémpassengers affected, but could
also reduce the likelihood of an airline recovering

Conclusions

This option would be workable, but would providdyolimited benefits, as increased
monitoring would not prevent airline failures, aimda competitive market, national
authorities must allow financially weaker airlingsfail. Therefore, the Commission
could consider encouraging improvement (for exantpteugh the sharing of best
practice) and increasing monitoring of licensinghatities before deciding to enact
legislation in this area.

Option B1: Clarify roles of public authorities with respect to stranded
passengers

Overview

This option would define obligations for Member t8&ato provide or facilitate ad hoc
assistance for stranded passengers. States cotgduiesd to assist passengers, and it
would be specified which passengers were covenederuwhat circumstances, and
what national authorities were required to provillecould also be specified how
national authorities might recover the costs of/ling this assistance.

It would be appropriate for States to assist pagssnas no other organisations have
obligations towards citizens. The insolvent airlhveed obligations to the passengers it
had contracted with, but as it no longer exists ¢tiidy organisation which the
passengers could legitimately ask for assistammea ire Member States.

Economic impacts
Consumer impacts

This option would be advantageous to consumers asuld provide assistance for
passengers stranded away from home, who are ugballgassengers who incur the
greatest costs in the event of an airline insolyetiavould not provide any protection

for other affected passengers. It is assumed thigtrepatriation would be covered,

and as a result, stranded passengers would sl iother costs (such as additional
accommodation). As a result, a number of stakehsldeought that it should be

considered as complementary to other options.

However, this option could also encourage riskienaviour by passengers: if they
believed they would be covered in the case of igsaly, they might choose to travel
with airlines known to be at risk, or decide noptochase SAFI.

Given pressure on government budgets, if an olidigab assist stranded passengers
was introduced, Member States would need a mearstwer these costs. This could
be either through per passenger charges or viayade airlines, either of which
would be likely to result in higher ticket pricaghich could result in reduced demand.
Therefore, this option should be considered in woction with option B5
(introduction of a general reserve fund). The costéch would be incurred by
national authorities are discussed below (6.58).
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Other economic impacts

Other airlines would only be impacted if they wetdiged by the Member State to
provide seats free of charge to stranded passerftess possibility is discussed
below). In most insolvency cases other airlineswiige situation as beneficial to them
as they are able to sell tickets to stranded passgnpossibly at discounted ‘rescue’
rates, and thereby market their company. We havdeen informed of any cases in
which airlines have provided any assistance additioto flights, such as
accommodation, and there would be no reason fon tbedo so.

Social impacts

The number of airline insolvencies would not beeetffd by this option; this option
will therefore have no effect on the number offséafiployed by airlines. This option

could result in a marginal increase in the numbiestaff employed by national

authorities if they were required to expand theles. However, this increase would
be very small.

Environmental impacts

This option will not affect the number of air tiaffmovements, and will therefore
have no environmental impacts relative to the opfipthe baseline scenario.

Costs

Table 6.3 shows the estimated costs of repatriaiignon-package stranded

passengers for the six most expensive insolvertmétween 2000 and 2009. This

illustrates that if States had an obligation toatépte all stranded passengers this
would create a large and often unpredictable lighiln Member States. The costs per
stranded passenger are high, reflecting the nepdrtthase last-minute air tickets or

to charter aircraft which might often travel emptyone direction. The estimated costs
per passenger are equivalent to those in Tablak®2e.

TABLE 6.3 COSTS TO REPATRIATE STRANDED PASSENGERS FOR THE 5 MOST
EXPENSIVE AIRLINE INSOLVENCIES 2000-2009

N Licensing Estimated number of Est?m.ated cos.t .of
Airline State Year stranded passengers repatriation (€ millions,
with standalone tickets 2010 prices)
Air Madrid ES 2006 99,749 93.1
Swiss Air CH 2001 16,253 9.8
Sterling DK 2008 21,204 5.7
XL Airways UK 2008 9,000 54
Air Comet ES 2009 5,293 49
SkyEurope SK 2009 12,048 3.2

Table 6.4 shows the likely future cost to EU goweents of repatriation of all
stranded passengers travelling on EU airlines.eipected cost would be €28 million
in 2011, rising (as a result of passenger growtt #ne decline in the proportion
covered by the Package Travel Directive) to €3&onilin 2020.
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TABLE 6.4 COST PER YEAR OF REPATRIATING STRANDED PASSENGERS
Year Number of stranded Cost to repatriate (€,
passengers millions)
2011 55,949 28.0
2012 58,061 28.9
2013 60,260 29.8
2014 62,546 30.8
2015 64,924 31.9
2016 67,398 329
2017 69,970 34.0
2018 72,648 35.2
2019 75,433 36.3
2020 78,332 376

Implementation

Although in principle this option could be implented at a Member State or EU
level, as no pan-EU body has the resources or dapab implement this, it would
have to be implemented at Member State level.

It might be possible for the Commission to encoarddember States to assist
stranded passengers by publishing guidance materiddy seeking an informal
agreement with Member States, rather than throwgfislation. However, a key
weakness of this approach is that (as discussedepsome Member States indicated
in the interviews undertaken for this study thagythbelieved that they had no
obligations towards passengers impacted by ainfiselvencies, as this was a private
contractual matter between the passenger anddireair herefore, it is possible that
States would not follow the guidance material aatth would not be possible to
obtain an agreement. In addition, given financ@straints, States might not accept
new obligations towards passengers without a meangscovering the costs. This
indicates that only legislation would be effective.

If new legislation was introduced, it would be nesary to determine which State
would be responsible for aiding passengers strafigedn airline insolvency. The
options are as follows:

Member States responsible for passengers of airlisghey have licensedThe
advantage of this approach is that the nationdlaaity would hold information
on the carrier and its operations, which would axigt repatriation operation and
should (subject to sufficient monitoring activityive the national authority some
advance warning of the insolvency. This would @eat added incentive for the
State to undertake close financial monitoring sflitensed airlines to attempt to
prevent or manage an insolvency. However, sommedriare disproportionate in
size to the State by which they are licensed (kamgple, Ryanair), and it might
be challenging for these States to provide assisttmall passengers. In addition,
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passengers on non-EU airlines (including the smathber of routes on which
non-EU airlines carry intra-EU passengers) couldoeoprotected on this basis.

* Member States responsible for passengers stranded their territory: The
advantage of this approach is that it would malkeState most immediately able
to provide assistance (the destination State) resple. However, this would
mean that some States would have to take on léabdities over which they
would have no control, as they may not license onitor the airlines; and this
would disproportionately affect States which arengrily destination countries,
such as Malta or Cyprus. In addition, passengeak&liing outside the EU could
not be protected on this basis.

* Member States responsible for their own residentsWhere States have
voluntarily assisted stranded passengers to daig,the cases of Air Madrid and
Air Comet, this has been through the repatriatiotineir own residents. Although
a State would not have control of the airlines dncl its residents are travelling,
in practice it usually would license many of thesdines, and the responsibility
it would take on would be proportionate to its sizéis could require multiple
States to organise repatriation operations for imselvency; if feasible, the
coordination of this could be improved through ngeraent by one State (while
financial responsibility would be shared). Passengevelling outside the EU
and on non-EU airlines could be protected.

Member States responsible based on origin of jourye This would usually be
the same as the previous option (most journeysinatig in the passenger’s
country of residence), but might provide a bettlercation of responsibility in the
relatively unusual cases where passengers traxattidi between other States.
For example, if an Italian resident purchased ketifrom Germany to France, it
might make more sense for the German governmenbetaesponsible for
assistance, rather than the Italian governmenttheagurney has nothing to do
with Italy.

In order to avoid placing disproportionate burdews smaller States with large

airlines, and destination States, and to enablm@ys outside the EU to be covered,
we suggest that the State responsible would beSthge in which the journey

originated. If this option was introduced in corgtian with a general reserve fund, to
enable Member States to recover the costs of @istasce that they had to provide,
the scope of coverage would have to be consistent.

This option may create problems for national adutiesrwho may not have sufficient
resources to plan and organise passenger repatriatier an airline insolvency, as
this is not within the normal remit of their orgaaiions. One stakeholder believed that
national authorities could have a role in providinfprmation to passengers, but did
not believe this should be extended to repatriatitmwever, it might be possible for
Member States to contract a third party to fulfd obligation to plan and arrange
assistance, in the same way as one airline hasacted a third party to provide the
assistance required by Regulation 261/2604

Member States could arrange the assistance thawtre obliged to provide through:

* powers of injunction;

40

See Steer Davies Gleave (2010): Evaluation of Régn 261/2004, paragraph 3.43
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» voluntary commitments from airlines; and/or

* by procuring capacity on a commercial basis.

A power of injunction would allow Member Statessjoecify that airlines would have
to provide a certain level of assistance. In exisenthis could be equivalent to the
powers available during states of emergency (ssctvar) to requisition aircraft or
other facilities. However, this would be dispropmmate, and as States could only
exercise these powers over their own airlines, trigl be practical if passengers are
potentially stranded in multiple destinations asrgsirope or worldwide.

Alternatively, there could be arrangements equivate those formerly in place in the
USA: between November 2001 and November 2006, ihaftic passengers were
stranded by the insolvency of an airline, othelireis were required to offer seats
(subject to availability) at cost basis to passengdgth a valid ticket on the defunct
airline. This could be very effective in assistisgme passengers. However, this
would not cover all passengers requiring repatmaifor example, if the insolvent
airline was the only airline serving a particulaoute), and would create a
disproportionate burden for whichever airline hapmakto serve the same route(s); in
addition, this might not be practical for passesg#randed outside the EU, as non-
EU airlines could not be required to offer sgace

At present, when package holiday travellers a@nsied, and in the few cases where
States have assisted passengers stranded whenulscheadrlines have become
insolvent, they have arranged capacity with othdinas on a commercial or semi-
commercial basis. However, this can be difficuldtm and national authorities have
reported that some airlines have sought to takarstege of the situation by charging
disproportionate fees. If legislation was to beadticed requiring States to repatriate
passengers, it would be helpful to seek to agreé p@ssibly for the Commission to
facilitate) a voluntary code of practice with aids or airline associations regarding
provision of capacity in the event that it is nexzey to repatriate stranded passengers.
Airlines might be more willing to agree to thistiifey perceived that there was a risk
of legislation equivalent to that in the US if theig not do so.

Conclusions

In current circumstances, States would be unwilliagpay for this out of existing
budgets, and would therefore need to fund it inesevay. If all stranded passengers
were required to be covered, this option would thenequivalent to a restricted
version of a general reserve fund (option B5).hé toverage was intended to be
restricted to passengers unable to obtain assestinough other means, it would be
difficult to prevent passengers from foregoing otfeems of protection in favour of
the free protection offered by the State. The omby in which the number of
passengers could be limited would be if the assist@ffered by the State were to be
discretionary; this is the current situation angrdffiore this is then equivalent to option
0.
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This is discussed in section 3.5 of Study on ComsuProtection against Aviation Bankruptcy, Booz&Co,

January 2009.
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Option B2: Carriers to be obliged to offer optional insurance
Overview

Under this option, carriers would be obliged toeoffoptional insurance to their
passengers, on booking, against the risk of insalye This could cover
reimbursement, assistance and repatriation, alththugcost of the insurance (and the
issues raised by a requirement to offer it) woddjbeater if the scope was wider. For
example, the cost would be significantly lowertifnias restricted to repatriation or
refund (as is currently offered by SAFI policiesthan if it also covered
accommodation and care.

As for the insurance already required by Regulafi®5/2004, offering insurance
would be a license condition and it would be thepomsibility of national licensing
authorities to ensure that carriers were able fier af The only difference with other
insurances would be that, in this scenario, thehmage of insurance by individual
passengers would be optional.

Economic impacts
Consumer impacts

Once the requirement to offer insurance was intteduthis option would be effective
at ensuring that passengers at least had the optipnotecting themselves against
insolvency. Although, as discussed in more dewlib\l, airlines might have to cease
operations if insurance became unavailable, passenigooked on these airlines
would be protected if they had selected the inm@ahlowever, the introduction of
this requirement might cause several of airlines gre in weak financial positions to
cease operations, and the passengers booked # travthese airlines generally
would not be protected.

This option, relative to compulsory options suchB& and B5, would treat the
consumer as able to make informed choices as tdthethée/she wished to protect
against insolvency. This was considered a bengfiaidine associations. However,
consumer organisations (and some other stakehploelisved that the proportion of
passengers who would pay for optional insurancéatiiig low, as:

» they believed that airline passengers are primanige-driven, and will seek to
reduce the cost of flights where possible;

* since airlines are regulated by licensing authesjtconsumers may believe that
they are robust, and that insurance is therefonecgssary;

e some argued that only wealthy passengers would hpsec the insurance
(although this would depend on its price, and alsalthier passengers might be
more willing to risk incurring costs in the eveifftimsolvency); and

 only passengers for whom an airline failure woulekult in significant
consequences would purchase the insurance.

We have reviewed several surveys regarding passengiéngness to pay for
insolvency insurance. These give a range of prapwtof passengers who may use
this option:
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«  An AUC survey in 201% found that 5% of passengers would definitely petyse
for financial protection, and 19% probably would%d of passengers said that it
would depend on the cost, however 60% of passeniggesviewed were
ambivalent towards or against paying extra for iasge.

« A survey for DG Justic@ found that 68% of passengers would be willing g p
€3 for protection against insolvency. 24% stateat they would be willing to
spend €10 for protection, however 9% would not bdling to pay €1.
Willingness to pay for insolvency protection wasvéy when the cost was
expressed as a percentage: a typical intra-EUtfligight cost €100, but only
17% of passengers were willing to pay 2% of thigght cost (€2).

« A survey by Which? found that over 70% of the UK members of the
organisation interviewed had some form of traveluiance. However, this does
not necessarily indicate that the same proportionlev be willing to pay for
insolvency insurance.

Although some of these surveys show a reasonalglly proportion of passengers
stating that they would be willing to pay a smathant for protection against
insolvency, surveys such as these can sometimeastatee willingness to pay, and
therefore there is a risk of a bias towards higladues.

An additional factor affecting the likely use ofigloption is the variation in use of
insurance between States. CEA figures show sigmifidifferences in take-up of
insurance between States, although this may bertidtby use of insurance in some
States to fund services such as health care teduaded by other means elsewhere.
One national authority also believed that take-imsurance was lower in its State
than in other comparable markets.

The proportion of passengers choosing to purchresgance at any one time could be
affected by recent media coverage: one nationdloaity argued that passengers only
considered insolvency as a risk during the intenanedia coverage immediately after
a major insolvency.

In addition, passengers who had purchased tragefrance could believe that this
already gave them sufficient protection, which wbuften not be the case; see
discussion of availability of SAFI, paragraph 3.F@r this option to be effective, it
would be important for information on the level ajver to be made very clear to
passengers.

Business impacts

A possible impact of this option might be thatiaik in financial difficulty would not

be able to find an insurer willing to supply insuca at a reasonable price, or
potentially at all. As offering insurance would adicense condition (see 6.103), an
airline’s operating license would become invalidewhinsurance was not available,

AUC Report on Passenger Survey — Financial prateetgainst schedules airline failure 2010

Enhanced insolvency protection for consumers pusitigaairline tickets - a surveyRPA, LE and Yougov,

unpublished

Stakeholder submission
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and it would have to cease operations immedialélis could be viewed as a benefit,
as only those airlines regarded by insurers asgbairiow risk of insolvency would

remain in the market, and the revenues of thesaingng airlines would increase,
which would further improve their stability. Howeyethis would also reduce

competition and consumer choice, and could caggettprices to rise; and it would
have a significant impact on the passengers botukadvel with the airline.

A further issue is that insurance providers woultbw that, if they withdrew

insurance from an airline, it would probably hawvecease operations immediately,
and they would have to pay out on all existing @eB. Although this could deter
insurance companies from withdrawing insurancemight also deter them from
offering insurance at all, or from offering it atreasonable price. This might also
make the possibility of insolvency self-fulfilling.

A possible approach to making insolvency insuran@lable to airlines at higher risk
of insolvency would be through pooling of risk, wéensurance is offered at a
uniform rate to a group of airlines. This wouldo&il the prohibitive risks of the least
stable airlines to be diluted across others, addae the cost of insurance to a level
which was at a commercially viable level. Howevairlines would have to be
compelled to join the pool, as more financiallybdtaairlines would be able to obtain
insurance more cheaply through individual quotesnfinsurers. It would therefore
require legislation which forced airlines in a kefinancial position to cross-subsidise
those in a poor financial position.

This option would also affect the (limited) conteolicensing authority has over when
an airline fails. As described above, there woulifd gffect) be two entities which
would be able to withdraw an airline’s license. S'bbuld limit the possibility for a
licensing authority to try to minimise the effeaté a failure on passengers by
influencing the timing of the failure. An insurancempany could withdraw cover,
precipitating the airline’s failure without regatm the impact on passengers, although
since the insurer would have to cover those passemngho had already bought tickets
and who would be affected by the insolvency, it mhigalso take this into
consideration.

Although the risk of precipitating insolvency igsificant, it would be mitigated by
the fact that the insurance was optional. In ancex¢ case where an airline was in a
very weak financial position, it might be able trry on operations but with the price
of the optional insurance being equivalent to ceptially exceeding the price of the
ticket. Although few passengers would buy this fasge, some might continue to
travel with the airline; if insurance was compuis¢see option B3 below), this would
not be possible. In order to continue to offer mse, an insurance company might
also require the airline to arrange some sort ef@utee, or place funds in an escrow
account, to cover the funds required in the casts afisolvency; however, the cost of
doing this is likely to be high, and this could ingpractical for a carrier in financial
difficulty). This is discussed in paragraph 6.139.

Impacts on passenger demand

As a passenger’s purchase of insurance would benaptit is unlikely to have any
direct effects on passenger demand: consumerslithabt value the insurance would
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still able to purchase the basic ticket withouunasce. It is possible that the price of
the insurance offered could act as a signal to wuoess of risk (as assessed by
insurers). This could either be at the level ofvigilial consumers taking notice of the
costs of insurance of a given airline, and beingravof the costs of insurance offered
by competing airlines, or via consumer organisationmedia outlets which reported
these comparisons. However, there could still bmdimect impact on ticket prices, as
if weaker carriers were forced from the market a®sult of the unavailability of
insurance, there would be less intensive price ebitigmn.

Impacts on new entrants

The impact on new entrants of this option is andrtgnt factor to consider. IPP
informed us that cover would not necessarily bearexpensive for new entrants, as
duration of operation was only one of a large numdfefactors taken into account
when assessing risk; it was not a rule of thumbrla entrants were more expensive
to insure. This may be partly the result of theetising conditions laid down by
Regulation 1008/2008, which requires new entramtseet strict financial criteria,
including the ability to fund the first 3 monthsapberation without any income, and to
meet actual and potential obligations for the fiegt months of operation (under
reasonable assumptions). However, as by definiionew entrant can offer only
limited past financial information for review, ansurer could be expected to reflect
the increased uncertainty through higher premia.

Business opportunities for insurers

Insurers could gain significant revenue from thisian, although this would depend
on the proportion of passengers willing to pay ifisurance. Table 6.5 shows the
revenue for insurers for this option, based ondb& of insurance estimated below
(6.89), and on the assumption that the proportfqraesengers willing to pay is in line
with the survey conducted for DG Justice (see 6.TH¢ 8% profit margin equates to
€13m per year profit (in 2010).

TABLE 6.5 POTENTIAL REVENUE AVAILABLE TO INSURERS UNDER OPTIONA L
INSURANCE
Return Proportion of Paying Total
scheduled passengers scheduled Cost per revenue for
passengers willing to passengers passenger insurers (€
Distance of flight (2010, millions) pay*® (millions) (€) millions)
Intra-EU 207 88% 182 0.42 77
Extra-EU 113 68% 77 1.38 106
Total 320 259 183

Social impacts

Enhanced insolvency protection for consumers pugititaairline tickets - a surveyRPA, LE and Yougov,
unpublished
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6.87 In the short term, the number of airline insolvescwould be increased by the
introduction of this option (although the rate w$olvencies thereafter would be likely
to be lower). This option would therefore resulttie loss of a number of jobs for
staff employed by airlines in the short term. Hoeevthe more financially stable
airlines would be likely to expand to offer the\sees offered by the defunct airlines,
and over the medium/long term this would therefo@ease the number of people
employed in the airline industry back towards tieel in the baseline scenario. This
option could also result in a marginal increaseh@a number of staff employed by
insurance companies.

Environmental impacts

6.88 The insolvencies of some less financially stabtinais would be likely to reduce the
number of air traffic movements, and this optionuldotherefore cause a marginal
reduction in emissions shortly after its introdanti However, as other airlines
expanded to replace their services, emissions woellikely to increase to at or near
their levels under option 0, the baseline scenario.

Costs
Costs of insurance

6.89 We have estimated the price of insurance as follthesrisk of an event occurring is
multiplied by the cost of that event occurring, lwda mark-up added to reflect the
insurers’ operating costs, profit margin and theksi inherent in providing the
insurance. We have calculated estimates on thewioly basis:

» frequency of insolvency in terms of proportion @spengers affected (see Table
6.1 above);

» estimated costs incurred by these passengers ébbe 6.2 above); and

« a mark-up based on the average running costs ofrgemeserve funds, in
addition to the average profit margin observed s&rthree large insurance
companie® (note, the running costs are based on generalvee$ends rather
than insurance companies, to reflect the factrilmating costs may be higher as a
proportion of claims for this type of product thather insurance products, such
as buildings insurance).

6.90 Estimated average prices are shown in Table 6.6s&lare prices per return ticket,
and include coverage of all costs we expect theqmagers to incur, across stranded
and booked passengérsThey include overhead costs, which add 85% tactise of
services for affected passengers, and an 8% pnafigin.

4 Aviva, Generali and Zurich, observed over allgiperiods available.

47 Including rearranged flights and additional acowdation for stranded or rebooked passengers, and

reimbursement for booked passengers who do natltfexcludes non-refundable accommodation costs.
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TABLE 6.6 ESTIMATED PRICE OF OPTIONAL INSURANCE PER RETURN FL IGHT
Probability Cost to

Passengers Distance  Cost per of event compensate Profit
affected of flight passenger occurring passengers Overheads  margin Total
Stranded Intra-EU €330 0.008% €0.03 €0.02 €0.00 €0.06
Extra-EU €1,068 0.008% €0.09 €0.08 €0.01 €0.18
Booked, did  Intra-EU €254 0.015% €0.04 €0.03 €0.01 €0.07
nottavel  eiaEU €978 0.015% €0.14 €012 €002 €029
Booked, Intra-EU €332 0.044% €0.15 €013 €0.02 €0.29
[reaavr;f”ged ExraEU  €1034  0.044% €046 €039 €006 €091
Total Intra-EU 0.067% €0.21 €0.18 €0.03 €0.42
Extra-EU 0.067% €0.69 €0.59 €0.10 €1.38

6.91 These estimated costs are relatively low, reflectime fact that airline insolvencies
happen rarely in comparison to the number of pagssrwho travel: as discussed in
above, we estimate that only 0.07% of air passemjern journeys between 2000 and
2009 were impacted by a scheduled airline insolyeHowever, in practice, there are
a number of reasons why insurance may cost morettist

* If insurance is optional, passengers would be nfigedy to purchase it where
they perceive that the risk of insolvency, or timpact on them, would be higher.
There would be almost no point purchasing insolyeimsurance when a
passenger buys a ticket on a large stable airingrdivel in a few days time, as
the chance of it going insolvent in this perioshégligible. Therefore the average
risk, and the average payout, might be higher @ahave assumed.

» Insurance industry representatives have indicdtatithe insurance market may
be unwilling or unable to offer this insurance (§€35).

. Insurance volumes will be lower under optional nasice, which will increase
the proportion of fixed overhead costs.

» If insurance was compulsory, airlines would incluldis in ticket prices and (in a
competitive market) would seek to find the lowesstcinsurance, in order to
minimise their operating costs. If insurance wasoptional extra available to
passengers, there would be less pressure on aitirfand the lowest cost option.

6.92 However, we were not able to obtain data which wdwve enabled us to quantify
these effects and therefore assume that the prateslated for compulsory insurance
would be the same as the average price acrossliaks under the optional insurance
option.

6.93 Current prices for SAFI, which is offered at prdsas optional insurance, provide an
indication of the potential difference in price. Bowere estimated for this option at
between €3 and €15 per sector by one airline essmei(€6-€30 per return flight),
which is 4-20 times our estimate. Where we havenbalgle to identify it as a
standalone product, SAFI has been offered at ttgeen £2.48 (€3) and £5 (€6)

48 www.netflights.com
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per return flight; comparing these rates with ostineates of the cost of compulsory
insurance would imply that optional insurance coptdentially be between 2 and 4
times more expensive than compulsory insurance.

The costs presented in Table 6.6 are an averagssaefl airlines. Since the risk
profiles associated with individual airlines vargnsiderably, so will the price of
insurance offered. We have sought to illustrate Hariation by assuming that the risk
of insolvency is negligible across the largest #&ines in the EU by passenger
numbers (excluding Alitalid), and that the full risk of insolvency is therefateared
across passengers travelling on the remainingecar©n this basis, we estimate that
the price of insurance could be increased by aipheillof four for the average cover
provided to airlines smaller than the largest tamj] would be higher still for other
airlines which were perceived to be at high risknsblvency.

At present, the market for airline insolvency ireswe is limited. If this option were
introduced, demand would be likely to increase,clwldould strain the capacity of the
insurance market. There are several financial abbgs which an insurance provider
must meet in order to offer an insurance produti¢lvwill include legislative capital
requirements such as Solvency})ll which could limit the ability of the insurance
market to expand. In the initial period followingetintroduction of this option, this
could result in higher costs for insurance, or egelimit to the amount of airlines
which are able to be insured. The European inseraassociation CEA argued
strongly that a compulsory insurance system (whinit option would be, since all
airlines would be required to offer it) would naérgerate market development, and
that the best way of providing insurance is throadlbwing the market to develop
products which suit consumer demand. However, CiA bt provide sufficient
arguments as to why the market could not devel@p time to meet the requirements.
Since the issues raised relate to market developriiesome way of reducing initial
impacts (e.g. through staggered introduction of ap&on) could be devised, it is
likely that these capacity constraints would b@lkexd in the medium term.

The introduction of the requirement to offer inswra would represent a significant
business opportunity for insurers (estimated abo¥e)he market expanded, the cost
of insurance is likely to decrease as a resultnofeased competition, and greater
certainty about the level of claims. During thetiali phase of introduction where

capacity could be strained, costs could be higradl, one airline association believed
there was a risk that the relatively few insuren@vjaing insolvency insurance could

exploit the undeveloped market, and charge higmpmas.

IPP informed us that costs of insurance would lgmiicantly increased if the
insurance was required to cover non-flight expesseh as accommodation or care.
These costs are harder to predict, and therefapgireza higher premium to cover
them. A further issue is that passengers woulchawé an incentive to minimise these
costs if they were fully covered by insurance.

4% www. protectmyholiday.com

%0 Based on the Eurostat Transport databook (EnemyT eansport in Figures) 2010

®1 Directive 2009/138/EC on the taking-up and pursfithe business of Insurance and Reinsurance (Soé).
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Implementation costs

As well as the costs of providing the insurancep types of implementation cost
would be generated:

» airlines and travel agents would have to adapt thystems so that passengers
could be offered insurance as part of the booknoeggss; and

e national authorities would need to monitor thatirss and travel agents were
offering the optional insurance.

To estimate the costs of adapting airline systerasapproach was to assume that a
software engineer would spend 2 working days par ga adapting and maintaining
the systems required to offer insurance and reatidh passengers have taken it. At
a rate of €39 per hour for software engin¥ethis gives a cost of approximately €540
per airline; in 2010 there were 153 airlines witfein1,000 seats per month, which
would give an EU-wide cost of €83,000 per yea2(#t0 prices).

ETTSA provided information on the costs which magmiine travel agents would

incur to adapt their systems. ETTSA stated a nurobgrovisions which would be

necessary to make the insurance system feasildeiding that the information on

insurance should be provided in a simple and ckeanner according to standard
messaging rules (e.g. via the GDS system). It eséich that for an online travel
agency, this would require 500 man-weeks to adaghinology and €1.2m investment.
Assuming €43,000 per annum gross salary for soéiveargineers working on the
technology, we estimate that the staff costs wdiaddapproximately €490,000 per
agency. ETTSA also stated that these estimatesnassgancellations and refunds
could be achieved through current systems; if tha$, would require additional staff
costs of €880,000 (900 man-weeks) and investme@tiof per agency.

These estimates appear high to us, as 500 man-vieedguivalent to one person
working full time for 10 years. However, if thesests were only to be applied to
ETTSA members they would be restricted to the Istrgenline travel agencies
(including Expedia, ebookers and opodo), and weldvexpect costs to be much
lower for other intermediaries.

National authorities would be required to monitotirres and travel agents to ensure
that they were offering the optional insurance, #mat the insurance was valid and
sufficient. In order to estimate the scale of reses which might be required by
national authorities, we have used as a benchnterkrdsources used by national
authorities to monitor the implementation of Retjola261/2004 (which sets out the
rights of passengers in the event of cancellatidetays or denied boarding). We
would expect the monitoring required for Regulati$il/2004 to be more onerous
than for this policy option, as Regulation 261/2084uires authorities to respond to
passenger complaints, in addition to monitoringiinfation provided on websites. We
have therefore assumed that monitoring this optionld require 10% of the staffing

52

Average across all EU States of cost for profesds, weighted by number of airlines registerethi State,

from the EU’s administrative burden calculator.
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levels required to enforce Regulation 261/2800n this basis, we estimate that
monitoring would cost €525,000 per year across Hi¢; this would be an
administrative burden. Please see Appendix C fdhéu details of this calculation.

Implementation

Airlines would be required to obtain insurance asadition of operating scheduled
flights. For this to be enforceable, it would hdeemade a condition of obtaining a
license, so that compliance could be checked bgngimg authorities. It would
therefore be implemented via an amendment to R&gulal008/2008 on the
conditions for granting operating licenses and/@glation 785/2004 on airline
insurance requirements. This policy could not be@lémented by Member States
alone as Regulation 1008/2008 prevents them framin further restrictions on the
operations of Community carriers.

Under the mandatory insurance option (B3), that ¢bst of insurance should be
reflected in the final ticket price, and not chatglirectly to passengers as an extra
fee: this has the advantage that airlines woulda(icompetitive market) seek to
minimise the costs of insurance. However, in tlise; the insurance is optional, and
this means it would be necessary for it to be effeseparately; this would limit
competition between airlines on the price of opidnsurance.

Two other issues would have to be resolved if dpilon were to be implemented:

» whether the requirement to offer insurance apgleurneys wholly within the
EU, flights to/from third countries on EU carriews, all flights to/from the EU;
and

* whether airlines could meet the requirement to roffassengers’ protection
against insolvency through alternative approaclsesh as bank guarantees,
particularly if insurance was not available.

The tickets which this option applied to could lestricted to those within the EU,
those on EU carriers for journeys originating ordiag in the EU, or could extend to
non-EU carriers. However, since insolvency has gheatest impact on long haul
passengers (due to the higher cost of tickets)oitld not make sense to limit the
scope to intra-EU journeys. This raises the issuavltether insurance should be
limited to EU carriers for journeys beyond the EU:

. If the requirement to offer insurance was restddte EU carriers, and had a cost
impact on EU carriers (such as the requirementuotipase of a bond to obtain
insurance) then this could distort competition ket EU-registered carriers and
those based outside the EU. However, if it did Imate a cost impact on EU
carriers then it would be unlikely to have much @aopon competition, as the
insurance is optional and would not affect thedtgbrice. It would also leave EU
residents travelling on other airlines unprotected.

53

As identified by the Review of Regulation 261/2@0wertaken for the Commission:

http://ec.europa.eu/transport/air_portal/passemiggts/studies/doc/2007_02_review_regulation_260420e
port_en.pdf

% This issue is more significant for B3 — pleasediseussion under this option.
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» If the requirement to offer insurance was extendaabn-EU carriers, there could
be difficulties with enforcement, as this could dcmnsidered an extra-territorial
requirement. However, this should not be a probifeinis limited to journeys
to/from the EU, for tickets sold in the EU; pleas® Appendix B for analysis of
legal issues with the options, including detailsha$ point.

We would therefore recommend that this option sth@pply to all tickets sold for

journeys originating in the EU. This approach couithke monitoring and

enforcement slightly more difficult, as no Membeat8 would have the powers of a
licensing authority over the non-EU carriers. Hoemvnon-EU carriers have
successfully been included within other passendghts legislation (such as

Regulation 261/2004) and it should also be possibieclude them here.

In addition to insurance, airlines should be pemditto provide another means of
passenger protection, where they were not abldtairoinsurance. Since they would
otherwise be forced to cease operations, this w@eldnit airlines in temporary
financial difficulty to continue to operate and, tgatially, recover. The
implementation of the Package Travel Directive Ishswn that these additional
methods can be effective. The alternative optionld/dave to involve some kind of
bank guarantee, or escrow account, with the tipkige plus an additional fee paid
into the account when the passenger booked thettickhe account would be
independent from the airline and would thereforevise its insolvency; if the airline
became insolvent, the account or bank guaranteddwme used to reimburse and
compensate the passenger, and if did not beconwvams, the funds could be
released to the airline. This would be comparablthe arrangements for providing
insurance against insolvency to credit card userguiring banks delay payments, and
sometimes ask for bonds, to cover their potenigdlility. However, as discussed in
option B4, the amount that would have to be patd this account might be quite
substantial relative to the ticket price, and thauld have a major impact on airlines’
cash flows.

This option would be relatively simple to implemdot airlines which only sold
tickets on their own flights, but would be comptexmplement where tickets were to
be sold through intermediaries. The difficulty wablie in presenting passengers with
the correct insurance option for each airline, ansluring that the passenger’s choice
of whether or not to purchase cover was passedghrto the insurance company.

One stakeholder believed that there would be diffies around implementing this
option for codeshare and interline flights. Theoalld be issues with these flights if
insurance cover had to be provided by the operatiagier(s), and therefore
potentially passengers would have to be offereticice of whether they wished to
purchase insurance for each segment of the jouamglythe insurance providers could
differ for different segments. In order to avoidsthcodeshare and interline flights
should be entirely covered by the marketing cagiémsurance. If the operating
carrier failed, it would be the responsibility dfet marketing carrier to arrange an
alternative flight; and if the marketing carrieriléa, then if the passenger had
purchased cover from the marketing carrier, heénervgould be protected.

Conclusions
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This policy option would provide protection to pasgers who chose to purchase
insurance, as well as providing indirect information financial risks to passengers
(the cost of insurance for a particular airline Woindicate the associated risk).
However, it would be likely to have significant mige impacts for passengers and
airlines when it was introduced, as it could catiigefailures of a airlines regarded as
insufficiently financially stable by insurers, whauld not be able to obtain insurance
at a reasonable (or possibly any) price. This waildd reduce consumer choice.

These problems should be less severe than forroBBoas if carriers were not able to
offer insurance at a reasonable price, passengeutdvstill be able to buy tickets

without purchasing insurance. It might also be jdsg0 reduce this risk of causing
airline insolvencies through phased introductionhef requirement to offer insurance,
coupled with enhanced monitoring by national auties and potentially either an

exemption from the requirement to offer insuranmedarriers that were not able to
obtain it, or some form of State-funded insuramuetfiese carriers as a transitional
arrangement. Nonetheless, in our view the riskaafstng airline failures means that
this option is not an ideal one for addressingpitodlem.

Option B3: Carriers to be obliged to provide insura nce
Overview

Under this option, carriers would be obliged to dn@&vsurance to against the risk of
insolvency which would cover all of their passesgeks for the optional insurance
option discussed above, this could cover reimbuesgnassistance and repatriation,
although the cost of the insurance would be greftire scope was wider. Airlines

would be required to have this insurance as a tondf their operating licenses.

Many of the issues for this option are the samf®a®ption B2 (optional insurance),
and where this is the case the reader is refeoethd relevant discussion in the
previous section.

Economic impacts
Consumer impacts

This option would ensure that all tickets that weodd included insurance against
insolvency, whether or not the passenger wantg@aydor it. Consumer organisations
interviewed for this study considered that this {ddoe a benefit, as it would ensure
universal coverage for passengers, who might Hiyt finderstand the financial risks

associated with insolvency. One consumer organisdtielieved that since airlines

were different to most service providers in reaqgripayment for the service in

advance, it would be appropriate to ensure thihes did not take unnecessary risks
with the monies paid in advance.

Airline associations regarded compulsory cover esid a disbenefit, as it would
prevent consumers from making choices as to whetheot to purchase insurance,
and could force them either to bear costs for sesvthey did not want (for example,
insurance against the insolvency of stable cajriersnot to travel if the additional
cost of insurance was too great. As discussed afparagraph 6.76), the variation in
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use of insurance between States would be likebffect consumer perception of this
increased cost.

Business impacts

As discussed below, the clear benefit of this aptimuld be that it would ensure that
all consumers were protected against insolvencyéyer, as with optional insurance,
airlines in financial difficulty might not be abl® obtain insurance, and might
therefore have to cease operations (see paragrd@dh. 6h summary, the impacts
would be to:

* increase the stability of the airlines operatinghi@ market;

» if some weaker carriers were forced to leave theketareduce competition and
consumer choice (and potentially increase tickieep);

» reduce any control that national authorities haxer ¢the timing of insolvencies;

e potentially increase barriers to entry for new ants, although we have been
informed that this is not always the case; and

* allow competition between airlines on insurancesawhich should reflect the
risk of insolvency.

Insurance rates could become an element of congpetietween airlines, which
would be able to select between insurers to negotlee best offer. Two national
authorities believed that this option would benefilines in a stronger competitive
position, as their premiums would be lower. Contmeti between airlines on
insurance rates would have a much greater efféasifrance was compulsory, as the
consumer would be making a decision with the instgaas part of the overall price of
the ticket offered by each airline, rather than separate decisions (one on the value
of the flight, the other on the value of the ins1os).

It could be argued that a mandatory insurance seh&ould be an incentive for an
airline to improve its financial position, as thi®uld reduce its insurance premium
and therefore make it more competitive. Howeves,highly competitive nature of the
air travel market already provides a strong insenfor airlines to maintain a good
financial position, and so the additional benefid be marginal.

As for option B2, where an airline was in financiifficulty or there was the
possibility of financial difficulties in the futurehis would result in higher insurance
premiums. Since insurance would be compulsory, wuosld automatically lead to
higher ticket prices and lower demand for travethwtihe airline concerned (see
paragraph 6.125). If the insurer perceived the oisksolvency to be very high, then
in order to cover the likely costs, the price af thsurance could be equivalent to, or
perhaps even exceed, the price of the flight. Shigher prices would be likely to
accelerate an airline’s insolvency, although theyld also be viewed as a signal of
the stability of the airline and would ensure thassengers took account of a risk that
might otherwise not have been considered.

These issues would be more significant if insurawes compulsory than for the
optional insurance (B2). If insurance was optiopalssengers would still be able to
buy tickets with a financially weak airline, evdrthe price of the insurance became
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prohibitively high, choosing not to buy the insurarif they were willing to run the
risk of insolvency. However, if insurance was coispty, the overall ticket price
would be increased, and passengers would be litketiecide not to travel with the
airline at all. Therefore, the risk that the ingoley of the carrier would be accelerated
would be much greater.

There are also a number of issues around the unttimeh of compulsory insurance,
described in the box below.

Compulsory insurance

Compulsory insurance is usually only required in areas which represent significant
risks from a societal point of view. Its purpose is to provide for protection for possible
victims of events outside their control which could cause them significant harm,
including motor accidents, medical mistreatments, and failures of building
constructions.

Several preconditions are necessary for effective compulsory insurance schemes,
including:

» asufficient supply of insurance capacity for the specified risks;
e avariety of insurers which offer cover for the specified risks; and

e an equally adequate reinsurance market for the specified risks.

On the basis of information received from CEA, none of these preconditions is met
regarding airline insolvency insurance products. In particular, the number of insurers
with prior experience of providing such products is low. However, as discussed above,
CEA has not explained why these could not be met in the future if a requirement to
have this insurance was introduced.

If compulsory insurance was introduced, it might be necessary to require insurance
companies to offer the product, or it might be necessary to require those offering the
product to cover all airlines. Should this be the case, either state subsidies or risk
equalisation schemes may be required to ensure that insurance companies bear a
reasonable level of risk, sufficient to make the product commercially attractive; either
of these could be considered State aid. If the product was not commercially attractive,
insurers may respond to an obligation to offer it by withdrawing products which would
oblige them to market the products in question.

As with option B2, a possible approach to makingplmency insurance available to
airlines at higher risk of insolvency would be thgh pooling of risk. The same
problems with cross-subsidisation would occur adeurthe optional insurance option
(see 6.81), and again this could be regarded esaith

Airline associations have pointed out that if thition was implemented in its current
form, it would increase costs for airlines with@itecting the costs of other modes.
This would therefore reduce the competitivenessawof against other modes,
particularly high-speed rail. However, this is whited significance as the proportion
of air routes which compete directly with rail sees is low.
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Impact on passenger demand

The requirement to have insurance against insojvemould increase airlines'
operating costs, and hence their fares, and thidgdamave some impact on passenger
demand. The impact will vary depending on the extenwhich passengers place any
value on the insurance that they are required yo Bassengers who do not value the
insurance at all will view the additional cost agpware price increase; as a result,
slightly fewer of these passengers will purchasght. Passengers who value the
insurance at its price or higher will see its psin as a benefit, and there will be no
impact on the willingness of these passengers tohpse flights. In order to estimate
the overall impact on demand, we have assumedttibadverage passenger will be
half way between these extremes.

To estimate the impact, we calculate by how muehptfice of insurance (as set out in
6.133 below) would increase the ticket price; tisist0.2% for both intra-EU and
extra-EU flights. We then use demand elasticitieprice (-0.7 for short-haul travel,
-0.9 for long-haul travel) to calculate the reswdtimpact on demand. Under these
assumptions, using the cost of insurance modetiedhe average across all airlines,
we estimate that demand would be reduced by 0.1%dth intra- and extra-EU air
travel; this reduction would occur when the regumeat to offer insurance was
introduced, but would be one-off.

This reduction in demand is the average acros®itiee EU aviation sector; where

individual airlines had financial difficulties, tharice of insurance for these airlines
would be much higher, and if this was passed thraaghe passenger as higher ticket
prices, would have a much greater effect on theiahd. In the case that an airline
with a very high premium was directly competing lwiirlines with more moderate

premia on the same route, it would either havebineb the insurance cost itself or
pass it through to passengers (which would resuubstantial reductions in demand
as the passengers could transfer to other airjinesth strategies would seriously
further impact its financial stability. For examp#eshort haul airline perceived to be
at high risk of insolvency might need to pay €10-@0more per passenger for
insurance; this would make it very difficult to cpete with other short haul airlines,

whose costs per passenger may be as low as €50-70.

Business opportunities for insurers

Insurers would gain more revenue from this optisant from optional insurance, as
shown in Table 6.7. The 8% profit margin equateglfom per year profit (in 2010).

TABLE 6.7 POTENTIAL REVENUE AVAILABLE TO INSURERS UNDER
COMPULSORY INSURANCE
. Return scheduled Cost per Total revenue
Distance of - )
fliaht passenger journeys passenger for insurers (€
9 (2010, millions) ) millions)

Intra-EU 207 0.42 88
Extra-EU 113 1.38 156
Total 320 243

= steer davies gleave 8



Impact assessment of passenger protection in the ev  ent of airline insolvency

6.129

6.130

6.131

6.132

6.133

Social impacts

As with option B2 (optional insurance), the numbénrirline insolvencies would be
likely to be increased by the introduction of tteption (although the rate of
insolvencies thereafter would be likely to be lowaihis option would therefore result
in the loss of a number of jobs for staff employmdairlines. However, the more
financially stable airlines would be likely to exyuhto offer the services offered by the
defunct airlines, and over the medium term wouldehto take on additional staff.
Therefore, in the medium term, this should have immih impact on airline
employment.

This option could also result in a marginal incee@s the number of staff employed
by insurance companies.

Environmental impacts

As for option B2, insolvencies of some less finaltigi stable airlines followed by
expansion by more stable airlines to fill this gapuld result in an immediate
marginal reduction in CO2 emissions as a resulthefintroduction of this option,
followed by a return to at or near baseline scenlasrels in the medium term. Since
more airlines would become insolvent under thisooptthe effect would be more
marked than under option B2

Costs
Costs of insurance

The same issue regarding the feasibility of thisopparises as for optional insurance.
At present the demand for airline insolvency insgeis limited, so, in CEA's
opinion, the introduction of this option could $trahe market (see paragraph 6.95).
This effect would be more significant for compuisansurance, as the amount of
insurance that would have to be provided would hehrgreater. As with the optional
insurance option, the following effects are possibl

* in the initial period following the introduction dhe option, market capacity
constraints could result in higher costs for inagg or limits to the number of
airlines which can be insured;

o after market expansion, cost of insurance is likelydecrease as a result of
increased competition; and

» higher costs if the insurance is required to caven-flight expenses such as
accommodation or care.

We have assumed that insurance would be providdathieasame price under the
compulsory option as under the optional approashinaTable 6.6. However, for
reasons of increased economies of scale and opgasuto pool risk, and because
there would be more pressure on airlines in a ctéith@emarket to find the lowest
cost insurance option, we would expect the priceomfipulsory insurance to be lower
(see discussion under B2 above). The range of puéensurance would be as for
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optional insurance, with some at-risk airlines obsing able to obtain insurance at
extremely high rates.

Implementation costs

As for option B2, national authorities would neednhonitor that airlines had this

insurance. However, the monitoring costs woulddve las it would not be necessary
to ensure that it was being offered through eadhtpaf sale, and it would not be

necessary to monitor that travel agents were offeiti this could be monitored at the
same time that licensing authorities check therdatigirance that airlines are required
to have. The costs discussed under option B2 fliines and travel agents to offer the
option to purchase insurance as part of the tiskdts process would also not be
incurred, as passengers would not be given theropfibuying insurance or not.

Implementation

As for B2, this option would require airlines totaim insurance as a condition of their
operating scheduled flights, and would thereforéngdemented via an amendment to
Regulation 1008/2008 on the conditions for grantopgrating licenses and/or an
amendment to Regulation 785/2004 on airline intgarequirements. This policy

could not be implemented by Member States alorfReasilation 1008/2008 prevents
them from placing further restrictions on the opierss of Community carriers.

The other factors affecting implementation for tbgion would be the same as for
Option B2, and are discussed in paragraphs 6.10%.140. In summary, we
recommend that, if this option was introduced:

» the option should apply to all tickets sold for feeys originating in the EU
(including on non-EU carriers); and

» airlines should be permitted to use alternativesr@hnsurance is not available
(such as bank guarantees).

If compulsory insurance was limited to EU carrieteat would risk distorting
competition with non-EU carriers. This issue wob&lmuch more significant than for
B2, as a result of insurance being compulsoryhdf insurance was required for all
carriers, we would expect the cost to be passedigirto passengers in higher fares,
and it would not necessarily impact airline prdfity. However, if insurance was
only required for EU carriers, it would not be pbbs to pass the cost through to
passengers, because non-EU carriers operatingeoisame route would not incur
equivalent costs. Although the price of the insaeamould probably be quite low
compared to long haul ticket prices (as calculatedve, less than €2 per return trip
for a financially stable airline, compared to aitgb long haul return ticket price of
nearly €900), the very low profit margins of mostwiork airlines (often 1-2%) would
mean that this requirement would have a signifigergact on profitability of EU
airlines. This could be avoided by applying theuisgment to all airlines for flights
from the EU.

Conclusions

This option would provide a good level of protentim passengers, and would act to
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force passengers to directly consider the risk rsiolvency when purchasing air
tickets. However, as for the optional insuranceaaoptit could cause the failures of a
potentially large number of airlines regarded asavricially unstable by insurers, who
would not be able to obtain insurance at a readermlre, or possibly at all. This risk
is more severe than for option B2 because, unbkd3P, it would not be possible for
a passenger to purchase a ticket with a financiatak airline and decide not to
purchase the insurance. For this reason we doatie/b this option is workable.

Option B4: Require airlines in financial difficulty to obtain bank guarantees
Overview

Airlines could be required by their national licems authority to obtain a bank
guarantee or other similar measure, sufficientaeec liabilities to both booked and
stranded passengers, which could be called oneiretient that the airline becomes
insolvent. If the airline was in financial diffidyland therefore there was a significant
risk that the guarantee would be called on, we denpect that, in order to obtain the
guarantee, the bank would require that the fulugabf the potential liability be
deposited with it.

Economic impacts

Allowing licensing authorities to require airlinés provide a bank guarantee could
provide more protection for passengers, as wherairdine was able to obtain this
guarantee its passengers would be protected fraectdiosses relating to its
insolvency. However, the proportion of revenue \Wwhen airline would have to
provide could be high, depending on the scope efdgharantee required, and this
could prevent airlines in difficulty from obtainirguarantees (see paragraph 6.139). If
an airline were to fail to obtain a guarantee, duld cease operations without any
protection for affected passengers.

Social impacts

The number of airline insolvencies would not beeetid by this option, and there
would therefore be no impact on jobs within thdirsérindustry.

Environmental impacts

The number of air traffic movements would not bé&eted by this option, and it
would therefore have the same amount of CO2 enmissie the baseline scenario.

Costs

This option would require airlines identified asifgein financial difficulty to pass
funds to a bank which would be sufficient to praviksistance to all passengers who
would be affected if the airline were to fail. Thi®uld include stranded passengers,
who would require assistance to return home andrgradditional costs incurred as a
result of being stranded, and booked passengers, wduld require a refund of
monies paid in addition to the incremental cosdirof new tickets.

To estimate the potential size of such guaranteegeviewed the annual accounts of
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a sample of airlines in 2009. The balance sheetthede airlines report revenue
received in advance (second column in Table 6.Bichwwould have to be reimbursed
if the airline failed. From this and other datapded in the annual accounts, and
using the methodology to estimate costs to asasggngers described in chapter 4,we
have estimated the potential liability to passesger the event of insolvency
(including reimbursing passengers, assisting sedmzhssengers, and paying for the
extra cost of tickets on other airlines purchageshart notice); this is the total amount
that the bank guarantee would have to cover (fazothmn).

The amount of the guarantee required could be estiidiability was excluded where
passengers had protection through other means @sdredit cards). However, it
might be difficult for national authorities to obtainformation on the other
protections held by passengers, and thereforeitignihe size of the guarantee in this
way could be difficult.

By comparing this amount with the amount of casH aguivalents held by each

airline, which is also shown in their accounts r@thcolumn of the table), we can

estimate whether the airlines would have sufficiamids available to obtain the

guarantee. This shows that even some large andcfally stable airlines such as

Lufthansa and British Airways would not be ablediatain the level of guarantee

required, and for other airlines including easylat Ryanair the guarantee would be a
substantial proportion of their cash reservess therefore very unlikely that a carrier

in a weak financial position and at risk of insaieg would have sufficient funds to

obtain a bank guarantee.

TABLE 6.8 IMPACT OF BANK GUARANTEES ON AIRLINE FINANCIAL POSITION

Data from a|rI|ne: a!nnual accounts, Estimated bank guarantee required (€ millions)
(€ millions)
Airline
Revenue in Cash or cash If all liabilities to Excluding liability covered
advance equivalents held | passengers covered by SAFI, credit card etc
Aer Lingus 118 650 239 192
Air Berlin 288 372 591 503
British Airways 884 785 1,480 997
easyJet 373 907 794 639
Lufthansa 1,906 1,136 3,248 2,375
Ryanair 448 1,583 969 780
Virgin Atlantic 438 312 637 358

We have calculated the size of the guarantee mdjwn the basis that it would
provide passengers with sufficient protection tcetrad| of the policy objectives (i.e.

including costs such as additional accommodatioe/ead the incremental costs of
new flights purchased at short notice, as well asfand of the original flight). The

amount of the guarantee required could be reductt iliability to passengers was
more limited: in particular, if accommodation/camad refunds of non-refundable
components of trips were excluded from cover, tnewnt of the guarantee would be
reduced by approximately 24%. However, the amotittieguarantee required would
still be very large in comparison to airlines’ casiserves, and therefore it would be
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difficult for financially weaker airlines to obtathe guarantee.
Implementation

In order to allow licensing authorities to requoariers to provide bank guarantees, it
would be necessary to amend Regulation 1008/200#s folicy could not be
implemented by Member States alone as Regulati®®/2008 prevents them from
placing further restrictions on the operations ofrnunity carriers.

Conclusions

In theory, this option would provide national auities with a mechanism to ensure
protection for passengers booked with airlinesimaricial difficulty. However, the
size of the guarantee required to ensure prote¢ibrine same level as the other
options offering passenger protection) would behimgh to be practicable for all but
the airlines with the largest cash reserves. Theeption offered by the option would
therefore be minimal.

Option B5: Create a general reserve fund
Overview of option

Under this option, a general reserve fund wouleé$t@blished through a new charge
collected on each air ticket sold, to cover theolwency risk of air carriers. The
reserve fund could cover reimbursement, assistanderepatriation. This would be
similar to the arrangements in some Member Statesh(as the UK and Denmark) for
protection of passengers on package holidays. dpiien might be combined with
option B1 (to define the obligations of States tmigastranded passengers).

Economic impacts
Consumer impacts

This option would be very effective in terms of acting consumers. It would
provide all passengers with cover against airlimsoivency, and unlike the insurance
options, there would be no risk that the introdurectof the general reserve fund would
lead to any airlines being unable to continue dpmra because they were not able to
get coverage - and hence negative consumer impémigever, this option would also
limit consumer choice, as all passengers would haysy into the fund, whether or
not they valued the protection that it provided.

Business impacts

Compared to the insurance options, the introduatioa general reserve fund would
not have significant negative impacts on airlinegparticular, it would not cause any
airlines to cease operations, because it couldralairlines, regardless of risk.

The main negative economic impact of this optionuldobe that it would distort
competition. Passengers booking flights with a@dinwith negligible risk of
insolvency would have to pay into the fund and wlpin effect, subsidise passengers
booking with weaker airlines. Since it would prowithe same level of cover to all
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passengers, passengers would no longer considénémeial stability of carriers as
one of the factors affecting their choice betweglinas. Consumers might have an
increased incentive to purchase tickets with fimdhcweak airlines, as they would
know that they would be covered in the event oblwvency; in addition, a carrier
facing insolvency might have an incentive to sallnaany cheap advance-purchase
tickets as possible, to maintain its cash flowhpes whilst reassuring passengers that
they would be protected. This risk could be adaréds/ allowing the general reserve
fund to vary contribution levels, or require bontdased on the financial position of
the carrier concerned.

However, we have been informed by consumer assmsathat these considerations

have only a small effect on consumer decisions,thatmost passengers are driven
primarily by price. A consumer organisation argtieat since consumers do not select
airlines on the basis of financial fitness, theyuwdonot see it as unreasonable to pay a
uniform fee.

If the contribution to the fund was a flat rateerthit would distort competition
between low cost and network airlines, and betwseort and long haul. However,
this could be addressed by making the contribupiarily related to the price of the
ticket and/or the distance travelled.

Although it might be expected that the requirentenpay into the fund would have
the greatest impact on the demand of low costaratrigiven their fare levels, it is
likely that the additional charge would be lessiteame of the additional charges the
carriers themselves levy (such as for paying bgitmard). Since these charges do not
appear to have deterred passengers from usingdsticarriers, the demand impact of
a reserve fund (depending on how it was implemgriedld also be small.

One national authority argued that this option wonkrease the level of monitoring
of airlines that would be required, as the orgdiiaamanaging the fund would need
to undertake some monitoring of the airlines cbntiing to it. If it occurred, this
could help increase the stability of the airlinesnitored (although as discussed under
option A, increased monitoring does not in itseiprove financial stability).

Impact on passenger demand

The contribution per passenger necessary to therglereserve fund would be similar
to the cost, per passenger, of compulsory insuragegnst insolvency (option B3).
Therefore, the impact on demand would also be aimive estimate that the
introduction of the general reserve fund would kesua one-off 0.1% reduction in
passenger demand.

Social impacts

The introduction of this option would not have grsficant impact on the number of
passengers transported, and it would not causecanyers to cease operations;
therefore, it would not have any significant impact employment with airlines. It

would result in an increase in roles for adminisgtthe funds; however, the number
of roles created is likely to be small.

= steer davies gleave o1



Impact assessment of passenger protection in the ev  ent of airline insolvency

6.160

6.161

6.162

6.163

6.164

Environmental impacts

This option would result in fewer airline insolvées relative to the baseline scenario,
at the same time as a minor reduction in demanédifdravel. The net impact on CO2
emissions would depend on the balance between tinsdactors, and would be
likely to be marginal.

Costs

The cost of this option should be similar to théd@ecompulsory insurance, as the
general reserve fund would cover the same risksveder they could differ for
several reasons, set out in Table 6.9.

TABLE 6.9 COST FACTORS FOR GENERAL RESERVE FUND AND COMPULSORY
INSURANCE
Cost factor General reserve fund C.ompulsory Impact f’" cost of general .reserve fund
insurance relative to compulsory insurance
Organisation basis Non-profit Profit Decrease
Management State Commercial Increase
Geographical National / supra-national Multi-State Likely to be similar
coverage
Form of fee Uniform charge Variable cost Decrease
. May provide assistance Refund of costs
Service level Increase

to affected passengers incurred only

In Denmark, a similar level of cover is providedaatost of 20DKR (€3), and the UK
fund for package travel (ATOL) currently chargessP2(€3). However, it is not clear
whether these charges reflect the full costs ofuhds: the Danish fund has only very
recently been introduced, and the UK fund has aifsignt deficit (although for
several years previously it had not required cbatibns).

We have estimated the price of contribution to geaeral reserve fund on the same
basis as for the insurance options (see paragr&d, ®ut without the inclusion of a
profit margin for insurers. The calculation estiesthe average cost per passenger of
providing funds to assist passengers affected sghency, combined with the costs
required to administer the funds. The cost requioealdminister the funds is based on
the average proportion of administrative costs firedi by existing funds for the
Package Travel Directive; this would include costieh as staff for responding to
passenger queries, offices, equipment and others.

We have assumed a flat fee, however there areaequ@ssible approaches to setting
charges for the fund:

e varying bands of contribution to the fund, so thatines at greater risk of
insolvency would contribute more, and those witkalglsshed stability would
contribute less (as an equivalent to a ‘no claiorsus’);

* varying bond requirements for participation theduand

* basing the charge partly on either the price otittieet or the distance travelled.
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6.165 The resulting prices are shown in Table 6.10. Tlaseprices per return ticket, and

include all costs we expect the passengers to ,irmtnoss stranded and booked
passengers The table also shows the price where calculatedrding to distance.

TABLE 6.10 ESTIMATED PRICE OF GENERAL RESERVE FUND

Probability Cost to

Passengers Distance Cost per of event compensate Over-
affected of flight passenger  occurring passengers heads Total
Stranded Intra-EU €330 0.008% €0.03 €0.02 €0.05
Extra-EU  €1,068 0.008% €0.09 €0.08 €0.17
Booked, did  Intra-EU €254 0.015% €0.04 €0.03 €0.07
nothavel  eveEU €78 0.015% €014 €012 €026
Booked, Intra-EU €332 0.044% €0.15 €0.13 €0.28
:faavrgfnged ExtaEU  €1034  0044% €046 €039 €085
Total Intra-EU 0.067% €0.21 €0.18 €0.39
Extra-EU 0.067% €0.69 €0.59 €1.28

Implementation

6.166 States could decide to set up general reserve fwitlsut a legal requirement to do

so, but if this applied to non-national Communityreers, there is a risk that this
might be considered to infringe Regulation 1008&0Bor this reason, the fund
established in Denmark applies to scheduled aketscwith carriers established in
Denmark only®. Therefore, in our view the only effective way itaplement this
option would be through new EU-level legislatidmécessary including amendments
to this Regulation. Since the structure of the foadld vary between States, and some
States might decide to set up funds on a multieShasis, a Directive would be the
appropriate instrument for Community action.

6.167 To ensure that this is implemented effectively, suggest that Member States should

be required to satisfy the Commission that thengeanents for the fund met a number
of requirements, including:

e appropriate management processes (e.g. suspefisibarge if the fund becomes
too large, measures available to fund any shasjfall

» the fund being sufficient to cover passengers tdtec
* non-discriminatory arrangements for payment in®ftind;

» definition of adequate monitoring procedures (idahg for example, monitoring
of the validity of any bonds airlines were requitedbtain).

6.168 We were informed by one stakeholder that the irmolent of the banking sector in

Including rearranged flights and additional acomdation for stranded or rebooked passengers, and
reimbursal for booked passengers who do not trétvekcludes non-refundable accommodation costs.

This has been defined as carriers with their nudfite in Denmark, and also international airlinegh a
branch office in Denmark.
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setting up funds was helpful when setting up funogler the Package Travel
Directive; this could be considered for this option

Other issues
A number of issues would have to be addressed:

* whether the general reserve fund should be implesdest Member State or EU
level, or cover groups of States;

 whether the reserve fund should cover passengessedban the State of
registration of the carrier, the State of origin tbé journey, or the State of
residence of the passenger; and

« whether the reserve fund would cover travel out$ide EU and/or on non-EU
airlines.

In designing the funds, a key objective must bmiimise the risk that an individual
fund either has insufficient resources to coveiigaltions in the event of an airline
insolvency, or has to levy a fee which is so hiphattit deters passengers from
travelling on the airlines it covers. Measures barintroduced to mitigate these risks
(such as the fund obtaining an insurance bond tercany shortfalls, or requiring
airlines to obtain bonds as a condition of partitiipg in the fund), but these measures
would not be sufficient where an individual fundrecs mostly one or few airlines.

This situation is most likely to arise if contrilrts were based on State of registration
of the carrier: for example, Ryanair accounts lf@ ¥Yast majority of journeys on Irish-
registered airlines, and prior to its failure, Skyrope accounted for most journeys on
Slovak-registered airlines. If there had been segdrreserve fund organised on the
basis of State of registration, the contribution ¢arriers registered in the Slovak
Republic would have had to have been very highuitdlup sufficient funds to cover
obligations when Sky Europe failed, and might haeen so high that they would
have contributed to the failure of Sky Europe (potentially other Slovak airlines) by
deterring passengers from booking with them.

Although this risk would eliminated if the fund wasyanised at EU level, no pan-EU
body has the resources or remit to implement annktlé- fund, and therefore funds
would have to be managed at the level of Stategroups of States.

This risk would be reduced by organising the fuadghe basis of origin of journeys,
or State of residence of the passenger. Orgamsatiadhe basis of State of residence
of the passenger is likely to be impractical (agkrbooking could include passengers
who are resident in multiple States), and therefeeewould suggest that the funds
should cover passengers on the basis of the oofjitheir journeys. This has the
strong advantage of minimising any distortion ompetition: all flights from a State
would be covered by the same fund, regardless @hndirline the passenger travelled
with. This would be equivalent to the basis for lempentation of the Package Travel
Directive.

However, this would still create issues where Stéi@ve very concentrated aviation
markets (particularly some smaller States): forneple, Sky Europe accounted for
most flights from the Slovak Republic prior to fElure and therefore there would
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still have needed to be a high level of contribmtio build up sufficient funds. Whilst
this would not have distorted competition for flighfrom airports in the Slovak
Republic, as it would have been applicable toidihas operating from these airports,
it would have reduced the overall level of demand anight have prompted some
passengers to travel to airports in neighbouriageSt This risk could be addressed by
permitting groups of States to set up joint furtdgyool risk. For example, it might be
appropriate for Ireland to set up a joint fund wike UK, and for a single fund to
cover several central European States. An alteatay of pooling risk could be for
States which implement the Package Travel Dire¢hveugh general reserve funds to
extend these funds to cover scheduled flights.

As the impacts of insolvency are greatest for Ibagl journeys, the fund should cover
travel outside the EU, and ideally should also cdvavel on non-EU carriers, to

ensure protection of passengers travelling on tla@diees, and to avoid distorting

competition. This should not present any probleinteeé fund was established on the
basis of the State of origin of the journey: thisuld cover return trips from the EU on
EU and non-EU airlines, provided the ticket wasisalthe EU, but not trips to the

EU from third countries.

Most of the discussion above relates to simplermgtaurneys, where it is clear which
State is the origin of the journey. It would be essary to define which general
reserve fund covered connecting flights. To avoickssive complexity (in particular,
to avoid multiple general reserve funds coveringnd hence requiring contributions
for — the same ticket), we suggest that the genersérve funds should cover
passengers based on the State of origin of thiesigment of the journey for which
the ticket is valid.

Therefore, we recommend that:

» the general reserve funds should cover all passemyethe basis of the State of
origin of the first segment of the journey;

» funds should be set up by Member States, who waetitle the exact approach to
implementation; and

» States should have the option of creating joirgawled funds.

Conclusions

This option would be both workable (as has beenatstnated by the implementation
of the Package Travel Directive) and effective iaviding protection for passengers.
Therefore, a political judgement has to be made adether the problem this option
would solve (consumer detriment due to airline ivesiacies) is sufficiently large to

justify the market intervention and distortion aihepetition.

Option B6: Adapt current bankruptcy / insolvency la ws in Member States
Overview

At present, passengers with tickets booked witlnanlvent airline would generally
be unsecured creditors and, as an insolvent aidindéely to have few assets, they
would receive little or nothing. Under this optiayrrent general bankruptcy and/or
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insolvency laws in Member States would be amendedmprove the ability of
passengers affected by insolvency to claim from itteslvent airline, by making
passengers priority creditors.

Economic impacts

This option would offer some benefits to passengsrghey would be more likely to

receive compensation if they were prioritised withankruptcy laws. However, these
benefits might be quite limited. Passengers woaleho wait for compensation until

the insolvency procedure was complete, which migké several years: for example,
at the time of writing, the case of Air Madrid ktilad not been resolved by the
Spanish courts, four years after it had ceasedatipes. There would be no

immediate assistance for stranded passengersditioad insolvent airlines are likely

to have few assets (airlines main assets are fijrdrat these are often leased).
Therefore, although the likelihood of passengergntually receiving something

might increase, the proportion of their claim thatuld be paid might still be low.

If passengers were made preferred creditors inetlemt of insolvency, this could
make it difficult for airlines to raise finance, aRims from passengers would take
priority over repayment of debt. In particularpidissengers’ claims took priority over
repayment of secured creditors, it would not besibs for airlines to offer assets
(such as aircraft) as securities for loans, asthssets would have to be sold to repay
passengers first. If passengers’ claims were fisged over other unsecured creditors,
but did not take priority over secured creditofss toption would be ineffective in
providing passengers with redress, as insolvelihesér would often have little or no
remaining assets.

It is not clear that the prioritisation of passemgaims would be equitable. When an
airline fails, its passengers may incur significkrstses — but so do its suppliers and
(particularly) its staff, who would lose their johsid may be owed their salafiedt
would in any case not be possible to prioritisespagers’ claims over staff claims,
because this would be inconsistent with Directi@®894/EC on the protection of
employees in cases of insolvency of their employer.

This option also only could protect passengersethizng on EU airlines, unless there
was a multi-national agreement to extend the sanamgements to companies based
outside the EU; such agreement could be difficuttiitain.

Social impacts

This option would have no impact on the numberidina insolvencies, and therefore
no impact on the number of people employed withairline industry.

Environmental impacts

This option would have no impact on number of aiffic movements, and therefore
no impact on the level of CO2 emissions.

5" For example, before Air Comet failed, its pilotsniven strike because they had not received thkiriea.
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Costs

This option would not result in any direct costs &rlines, national authorities or
passengers.

Implementation issues

This option would represent a fundamental changeational insolvency laws. As
these vary significantly, and therefore the changegsiired would differ, it would be
best implemented through a Directive requiring €&tato change their national
insolvency laws to ensure this outcome.

National authorities interviewed for this studyicated that they expected their States
to oppose making such a change, because they eoedidit disproportionate, and
because it was not clear why consumers should éferped creditors in the case of
insolvency of airlines, but not in the case of othervice providers.

All Member State laws would need to be amended @orssistent basis, but this
would be difficult as national insolvency laws diff For example, in some States
there are set time limits for proceedings, whiftstothers they are open-ended and
dependent on the payment of creditors; some S#ditmg temporary protection from
creditors (similar to Chapter 11 in the US) whereti®ers do not. These differences
mean that a Regulation might not be a sufficiefldxible way of introducing this
option, and a Directive would be a more appropiiiag&rument.

Conclusions

This policy option would not be effective in pratiég passengers against the impact
of scheduled airline insolvencies. It would alsquiee fundamental changes to the
systems of company law in all Member States. In @pinion this option is neither
practical nor beneficial.

Option C1.1: Licensing authorities required to comm unicate information on
financial fitness of carriers

Overview

Licensing authorities could be required to commatado the general public on the
financial fitness of the air carriers that they amenitoring. In order to ensure that
passengers are adequately informed regarding 8ies mssociated with specific
airlines, licensing authorities could be requireeither:

e Option C1.1A: Publish some or all of the information specified Annex |
Section 3 of Regulation 1008/2008 (such as prafit lpss statements, cash flow
forecasts, etc); or

* Option C1.1B: In addition to the above, also publish their assesds of the
financial fitness of the carriers they licensed.
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Economic impacts
Consumer impacts

The main consumer benefit of this option is thasseagers could make a more
informed decision about whether to book to travighwa particular airline, or whether
to take out insurance against the insolvency didime that they had booked to travel
with. However, the information would only be usefulpassengers if it was presented,
and could be interpreted, in such a way that tleeeaye consumer could understand it
and the risks that they faced. If detailed finahicibormation was given about airlines,
it would be difficult for passengers or other iested parties to compare or score
airlines without detailed knowledge of their busisemodels and operational
environment.

The main negative consumer impact is that, depgndim what information was
published, this could accelerate the insolvency o#rrier, or even cause insolvencies
that would not otherwise have occurred. This ristuld be greatest if national
authorities had to publish an explicit statemeat thcarrier was at risk. This issue is
discussed in more detail below.

As a standalone option this would not provide epn@tection to affected passengers,
but it could increase the number of passengers evisored they had some form of
protection against insolvency, or at least underbstthe risks that they exposed
themselves to by booking to travel with a particaaline.

Business impacts

It would be feasible to publish some information:

+ the UK CAA already publishes balance sheets, piafid loss accounts, and
operational information for all UK registered aigs, which could be used by
consumers or others to make an assessment ofitiaicial fitness;

» DECO stated that it publishes information aboutdtaus of travel agents every
6 months and that this could be extended to agjiaad

* ENAC suggested that the balance sheet informaiitines are already required
to publish could be centralised in one place.

Some of the information listed in Annex | Sections8ch as audited profit and loss
statements and balance sheets, would already lkeirpublic domain for listed

companies. Therefore, the only impact of a requénento publish this would be to
extend this obligation to non-listed companiesisaalready the case for UK airlines.
Publication of this information does not appeanaoe had any negative impacts.

However, some other information listed in Annexdc&on 3, such as traffic and
revenue forecasts, and liquidity plans for thelfooiming year, is highly commercially
sensitive. Its publication would be likely to affebe market values of airlines. In
some cases publication of this information coukhte significant problems for airline
management: for example, if it was apparent froia that an airline intended to
withdraw from certain routes or types of serviaeshie next year, this could generate
industrial relations issues; whereas if it was fghi@ld that an airline intended to
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expand in certain markets, this information coudthdfit competitors (including non-
EU airlines that would have no equivalent obligasip

Much more significant issues would be createddérising authorities also had to
publish their assessment of the financial stabiityan airline (option C1.1B). If a

licensing authority was to publish that a carriesvin a financially weak position or at
risk of insolvency, the impact of this might be:

* passengers might be more reluctant to book toltvaie the airline, which could
hasten its insolvency and potentially lead to imenties of airlines that might
otherwise have been able to continue operationseffample because they are
taken over by another airline);

* licensing authorities might need to undertake mietailed analysis than they
currently do of the financial stability of airlinebecause the risk that their
assessment would be challenged by an airline woeldignificantly greater if it
was to be published (IPP informed us that wherg thelude airlines from the
cover they offer, this is often challenged by théree); and

» there would be a risk of legal challenge, or claforsdamages, against licensing
authorities if airlines believed that their busimelsad been damaged by a
statement from a licensing authority that it wasaiweak position; there might
also be claims from passengers if the licensingaity had incorrectly judged
that a carrier was not at risk.

A key issue is that there is no objective standardissessing risk of insolvency, and
therefore a statement by a licensing authority Hratairline was at risk would be
inherently subjective. Although a scoring systens waveloped in the 1960s to assess
the risk that a company become insolvent within fwars (the Altman Z score), we
have found that it is not appropriate for airlinesits standard form, as it was
developed for manufacturing firms and is based arily;n on factors relative to the
assets of a company. While this is appropriaterianufacturing firms, the business
models of airlines are different and tend to haweuah lower holding of assets; some
airlines have very few assets, as aircraft mayehedd. In its standard form, this is not
appropriate as a test of financial fithess whicluldobe published by national
authorities. However, an equivalent of this methodld be developed specifically for
airlines; for example, this might compare holdingsash and other liquid assets with
annual operating costs, to provide a simple measuma airline’s financial health.

Social impacts

The social impacts of this option would dependtendption implemented:

» If option C1.1A were implemented, there would beimpact on the number of
jobs in the airline industry, relative to the baselscenario.

* If option C1.1B were implemented, this could resala higher number of airline
insolvencies, and therefore reduce employmentenstiort term. However, over
time the more financially stable airlines would ard to offer the services
offered by the defunct airlines, and therefore @hgrould be little or no medium
term social impact.

Environmental impacts
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The environmental impacts of this option would bargmal, and would vary in the
same way as the social impacts:

» If option C1.1A were implemented, there would beimpact on CO2 emissions
relative to the baseline scenario.

» If option C1.1B were implemented, this could resala higher number of airline
insolvencies, and therefore temporarily decreasetfantity of CO2 emissions.

Costs

The financial costs of this option would dependrarily on what information was to
be disseminated. Costs would also depend partihemedium used to disseminate
the information, but if licensing authorities orpyblished this on their websites, the
actual costs of publication would be minimal. Th& GAA noted that there could
also be a cost burden associated with respondiagytgassenger queries.

Much more significant costs would be incurred ifim@al authorities had to perform
additional analysis of carriers’ financial positjionver and above that already
undertaken. This would not be necessary for opticihlA, if purely factual
information was to be published (such as profit lsd statements, or balance sheets),
but would be necessary for option C1.1B, if the@sva requirement to publish an
opinion on the financial fithess of carriers. Asalissed below, publication by a
licensing authority that a carrier was in a weataficial position could accelerate its
insolvency, and therefore licensing authorities ldoneed to undertake further
investigation and analysis before publishing tloisausion.

If as in option C1.1A, national authorities onlydhso publish information which
should be available to them anyhow, the costsisef#ould be minimal: we estimate
that this would involve 2 days’ work per year todafe pages on an authority’s
website, and there would be administrative burdespproximately €15,000 per year
(see appendix C).

If as in option C1.1B, licensing authorities hadptablish an opinion on the financial

fithess of carriers, this would therefore requinedepth review. The time required
would vary depend on the financial situation of thdine in question: for stable

airlines, the additional time would be minimal, ¥hfor unstable airlines the time

required to review the financial situation could dmnsiderable. We have therefore
modelled an average of the two, at 10 days panaigder year. This is longer than we
would expect the reviews of the airline accountpinied under Regulation 1008/2008
to take, but under this option the results wouldnteede public and would therefore
require more scrutiny. This would generate a maggificant administrative cost of

€653,000 per year. All of this cost is additiormalthat is currently undertaken, and is
therefore administrative burden. Details are predith appendix C. The rationale for
these costs is as follows:

» National authorities: We have assumed that accatsmtassessing the airlines
accounts would require 10 working days per yeaetéew an airline’s accounts
and provide an assessment suitable for publicafbm rate of €39 per hour for
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professionaf® this gives a cost of approximately €2,700 perirgrlin August
2010 (OAG) there were 153 airlines with over 1,08ats per month, which
would give an EU-wide cost of approximately €418 @@r year (at 2010 prices)
for financial review

» Airlines: Airlines are already required to providaformation to national
authorities under Regulation 1008/2008, so thenalavbe little added cost burden
to supply this information on a more regular basig a slightly amended format.
We assume that on average this would require 5 plaggaration (noting that this
would vary for individual airlines depending on ithénancial stability, as in
6.204), again assuming this would require the tifinseenior managers. Following
the same methodology as above, we estimate treatvitiilld cost approximately
€1,600 per airline, or €240,000 across the EU.

Implementation

As this option would place additional obligations lacensing authorities, it could be
implemented through amendments to Regulation 1008/2Alternatively, it might be
possible for the Commission to seek agreement froemsing authorities to do this,
on a voluntary basis — however, it is not clear tvee licensing authorities would
agree to this without there being a legal obligato them.

Individual Member States would only be able to pdevthis information for airlines

that they licensed. Therefore, this option woulcthiiere effective if there was a single
source (for example a shared website) coveringneslregistered in all Member
States, using information to be provided by nafidicansing authorities. This could
be established by the Commission.

Conclusions

As demonstrated by the UK CAA, publication of higlvel financial information
(such as income statements and balance sheets) fegistered airlines is feasible.
However, the publication of anything further tharistis not: if more sensitive
financial information (such as forecasts) were @éghblished, this could affect airline
market value and create problems for airline mameag; if an assessment of airline
financial fithess were to be published by the aritothis would be subjective and
would open the authority to legal challenge. Ifyohigh-level financial information
could be published, the benefits of the option wdag limited.

Option C1.2: Licensing authorities required to prov ide information when an
airline has become insolvent

Overview

Licensing authorities could be required to commatgc information to assist
passengers in the event that an air carrier becdmmsdvent, for example on
alternative transport options.

58

Average across all EU States of cost for profesds, weighted by number of airlines registerethi State,

from the EU’s administrative burden calculator.
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Economic impacts

If Member States were required to communicate médion to assist passengers in
the event that an air carrier becomes insolverg,rttight be beneficial to passengers,
as it could provide a central reference point fdoimation about possible methods of
obtaining assistance, repatriation and reimbursemen

The US Department of Transportation (DOT) alreadiplishes some consumer
information relating to airline failures. For exapfurther to the recent failure of
Mexicana, the DOT published an information leafletits website which explains:

» when tickets may still be valid — for example iethwere for a codeshare flight,
or for interline journeys — and consumers’ rigmtshese circumstances; and

* how to claim for a refund from a credit card compan

However, this option would again not provide exiratection to affected passengers,
and it would not have any impact on the numberasfspngers who ensured they had
some form of protection (such as SAFI), becauseiild only be provided after the
event.

In addition, the information national authoritiesncusefully provide may be limited.
Some of the consumer information which can reabdyprovided by the US DOT
(such as how to reclaim from a credit card compaaynot be provided equivalently
easily in the EU, because of the different legal m@mmercial frameworks in
different Member States. If a carrier became insalythe national authority for the
Member State in which it was registered would phbpabe able to provide
information useful to consumers based in that Staié it would not necessarily be
able to provide equivalently useful informationpassengers based in other States that
the airline flies from. In addition, with a few eqions, most EU national licensing
authorities have fewer resources than the US D@d,many have little expertise in
consumer protection issues.

Social impacts

The number of airline insolvencies would not besetiéd by this option, and it would
therefore have no effect on the number of staffleymal by airlines.

Environmental impacts

This option would not affect the number of air ti@amovements, and would therefore
have no environmental impacts relative to the l@salcenario.

Costs

If Member States provided this information, thewldodo this through a number of
methods including via their website, news media &alflets. The costs involved
within this option would be similar to C1.1 if tlreformation were to be provided via
a website; we estimate that set-up and maintenainaeditional pages on the website
of each national authority would cost approximatéh5,000 across the EU. This
would be an administrative burden; details of takewdation are provided in appendix
C.
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If the information were to be distributed througher means, for example through a
poster at all EU travel agents, there would be tawdil costs. In the example of a
poster for all EU travel agents, we estimate thatould cost about €2,000 to design
and approximately €15,000 to produce A4 colour grsstor the approximately 60,000
travel agents in the EU (assuming a cost of €0e25ppster in a large run).

Implementation

This option would be relatively straightforward tmplement, as Member States
already provide other similar information (for exalm relating to the provisions of
Regulation 261/2004). As for option C1.1, this optiwould place additional
obligations on licensing authorities, and wouldréfiere be implemented through
amendments to Regulation 1008/2008.

It is also possible that the Commission might bie &b persuade licensing authorities
to provide this information of their own accord,thdut any regulatory measure, as
the cost of doing this is quite low.

Other issues

Two consumer organisations, BEUC and Test Achaiggested a centralised and
published database of all airlines in the EU, whighuld allow passengers to make a
fully informed transport choice. They argued thas tshould be organised, regulated
and monitored by the Commission and paid for thhotlge information budget for
DG MOVE. This database could include performanegistics, safety information as
well as financial status.

Conclusions

The publication of information to assist passeng#dfected by insolvencies would
provide some benefits to passengers, as there wothéory be a clear and consistent
source of information for reference. The cost obviting this service would be
minimal, and this option could therefore be co$t&fve. However, the option would
not provide any assistance to affected passengers.

Option C2: Carriers to be obliged to provide more i nformation on websites
Overview

This option would require marketing websites arfteosales outlets for airline tickets
to advise purchasers of the risks they were urkiagaand available options for
protection. National authorities would also haventonitor sales outlets for airline
tickets to ensure that appropriate information teisg provided.

Economic impacts

This option would increase transparency for passengbout the risks they were
subject to and inform them of their options for teation. It would be relatively
straightforward to implement, and would have a wiskch.

However, airlines and intermediaries typically pdsv extensive information to
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passengers at booking, which passengers are @tgired to certify that they have
read. It is not clear how many passengers actdallyo, or even if it is possible to do
so before a website terminates the booking dubd@pparent period of non-activity.
For example, to book on the Ryanair website, agrags must certify that they have
read:

» the website terms of use (806 words);

» the Terms and Conditions of Travel (6,036 worde}l a

» the General Conditions of Carriage (5,910 words).

In addition, airlines often provide extensive imf@tion on optional extra products or
services which the passenger must select or répctRyanair, the passenger must
certify whether they wish to:

e  purchase priority boarding;

* purchase a luggage allowances;

*  purchase an approved suitcase;

* purchase travel insurance (this is asked a sedomit the passenger says they
don’'t want it);

* purchase car hire;
e purchase an SMS confirmation of the booking;
e carry sports equipment or a musical instrument; and

e request airport assistance.

In this context, although information could be pd®d to state that passengers are not
protected against insolvency and could be if theyclpased SAFI or booked a
package holiday, the difficulty of ensuring passssgake in this information means
that it may have limited impact. Timing may be asue here: if information about
passengers’ options is promoted at the same timmettia reports on an airline
insolvency then passengers may associate it wathisk.

As with C1, this option of itself would provide ralditional passenger protection. It
was seen by stakeholders as being most benefidiaihwmplemented alongside
another option that provided support for passenifetey had already purchased a
ticket and an airline became insolvent.

Social impacts

The number of airline insolvencies would not besetiéd by this option, and it would
therefore have no effect on the number of staffleyga by airlines.

Environmental impacts

This option would not affect the number of air ti@amovements, and would therefore
have no environmental impacts relative to the l@salcenario.

Costs
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If airlines and sales outlets had to provide infation to passengers when booking
flights this would create additional costs. To atiés information as part of their

online booking processes, we estimate that thisldvoast approximately €540 per
airline per year (in 2010 prices), equivalent t@,680 across the EU (following the
methodology set out in 6.99).

ETTSA provided some views on the types of costs ¢oald be incurred with this
option would impose on major online travel agetithelieved this option would be
technologically feasible provided is an obligatimm airlines/governments to provide
online travel agents with all information that ne¢d be communicated to customers,
at no additional cost.

In addition to costs to airlines, national authestwould bear the costs of increased
monitoring. The UK CAA argued the burden would hetlarge for Member States as
they already undertake a lot of monitoring, butvarsely CAA Poland informed us
that in Poland (and presumably other States) males saare through small high street
travel agencies, which could make the implementatb this option difficult and
expensive to monitor.

As with optional insurance (see paragraph 6.102) hawe used the number of staff
responsible for monitoring Regulation 261/2004 ataating point, and assumed that
the monitoring required for this option would bgrsficantly lower. The number of
national authority staff employed to monitor Regiola 261/2004 is 85 FTE, and we
assume that 10% of this amount (8.5 FTE acrossEthe would be sufficient to
monitor the implementation of this option, as tlvepe of work required would be
much more limited. We estimate that this would &%25,000 per year (2010 prices).

Finally, the development and updating of the infation to be disseminated has a cost
that must be borne by either the sale outlet oMbenber State. This would be more

cost effective if done at the Member State leval passed on to all sales outlets to
display the same information.

Implementation

Although in principle air carriers could be reqeesto implement this on a voluntary
basis, individual carriers might be unlikely to slo if not required to, as they could
consider that it would deter passengers from bapkith them (if passengers

wrongly interpreted that they were at higher rifkngolvency as a result of displaying
the information). This policy could not be implereth by Member States alone as
Regulation 1008/2008 prevents them from placingthimr restrictions on the

operations of Community carriers. Therefore, teiguirement would probably need to
be introduced through a Regulation, probably thhoag amendment to Regulation
1008/2008.

Conclusions

This option could be a useful method of improvirgggenger awareness of risks and
available protection. However, given the large amewf information passengers are
already required to navigate, the impact of theiooptcould be minimal. The
administration and monitoring costs of this optioould be high, which given the
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limited benefits of the option could reduce itsteelfectiveness.
Option ABC: Combined option
Overview

This option would combine the most effective feksibptions from each of the
pillars, namely:

* A Improved monitoring of carriers;
» B5: General reserve fund;

e CLl.1A: Licensing authorities required to commurécafactual financial
information on carriers;

* C1.2: Licensing authorities required to provideomfiation when an airline has
become insolvent; and

e C2: Carriers to be obliged to provide more inforimabn websites.

The impacts, costs and implementation of each eddtoptions have been addressed
in the relevant sections above. In this section tlwegefore only discuss these points
where they would be different as a result of thdiomg being implemented in
combination with others.

Economic impacts

The economic impacts from the combination of thegstgons would be approximately

equivalent to the sum of the individual optionstteese are no significant synergies or
conflicts between these options. However, we haentified two areas where the
combination of options might be slightly more effee:

e Combining the general reserve fund (B5) with thespager information options
(C) could improve the effectiveness and reduce dbsts of disseminating
information to passengers, as there would be betéelia coverage and a natural
direct route for information.

 Improved monitoring of carriers (A) and requiringeinsing authorities to
communicate factual financial information carri€sl.1A) could improve the
operation of C1.1A, as national authorities wouddvdn information more readily
available.

Social impacts

The social impacts of the combination of thesearptiwould be the same as the sum
of the effects of the individual options; we haa identified any interactions. Social
impacts of the options would be negligible.

Environmental impacts

The environmental impacts of the combination okéeptions would be the same as
the sum of the effects of the individual optionsg wave not identified any
interactions. Environmental impacts of all optiare negligible as they do not have
any significant impact on the volume of air passentaffic.
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Costs

6.242 As stated above, the combination of the generalrvesfund (B5) with the passenger
information options (C) could reduce the costs dafseminating information to
passengers, however this reduction would be mdrgina

Implementation

6.243 The combination of the options above would be immaeted via the relevant
instruments for each option:

« A, Cl.1A, C1.2 and C2 would be implemented througmendments to
Regulation 1008/2008; and

*  B5 would be implemented through a new Directivaisgtout requirements for
States.
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7. CONCLUSIONS AND RECOMMENDATIONS
Introduction
7.1 This section summarises the impact assessmenadbra the options, on the basis of

the criteria defined in the Inception Report andead with the Commission, and sets
out recommendations.

Conclusions

7.2 The main criterion for evaluation of policy optioissthe extent to which the options
achieve the agreed policy objectives, defined ibl§&.1 éffectivenesy We have
also assessed the options on the basis of:

» efficiency — the extent to which objectives can be achiewedafgiven level of
resources / at least cost (cost-effectiveness); and

» coherence— the extent to which options are coherent wite tverarching
objectives of EU policy, and the extent to whichytlare likely to limit trade-offs
across the economic, social, and environmental doma

TABLE 7.1 POLICY OBJECTIVES

Objective Category

Prevention of airline bankruptcies Economic

Minimises cost and maximises flexibility for the sector Economic

Assistance to passengers stranded following airline insolvency Social / economic
Repatriation of passengers stranded following airline insolvency Social / economic
Reimbursement of passengers Social / economic
Passenger information Social

7.3 We have also considered the impacts on employmentigl impacts) and

environmental impacts, but these are not signifif@anany of the options.

7.4 For each criteria, and for each option, impactscategorised as follows:

TABLE 7.2 QUALITATIVE CATEGORISATION OF IMPACTS

Category  Explanation

vV Strong positive impact

i Positive impact

v Weak positive impact

Any impact positive - but possibly no impact

No impact

Positive and negative impacts

%2

Any impact negative - but possibly no impact

Weak negative impact

xx

Negative impact
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Category  Explanation

xx%

Strong negative impact

7.5 The performance of each option against each ofolhjectives set out above is
assessed in Table 7.4. The table also shows theirop$ications of each of the
options.
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TABLE 7.3 QUALITATIVE IMPACT ASSESSMENT SUMMARY
Option Effectiveness Efficiency: the extent Coherence: the
Economic Social / Social to which objectives extent to which
economic can be achieved for a options are coherent
Prevention of Minimum cost Estimated Assistance to Repatriation of Reimbursement | Passenger given level of with the overarching
airline and maximum implementation passengers passengers of passengers information resources / at least objectives of EU
bankruptcies flexibility for costs stranded stranded cost (cost- policy
sector following airline | following airline effectiveness)
insolvency insolvency
0: No action | - - - - - - - - -
No impact No impact No impact No impact No impact No impact No impact No impact N/A
0+: Self- - 214 14 - v v v v -
regulation | No impact No impact No implementation No impact Limited positive | Limited positive | Limited positive | Cost-effective: would N/A
costs impact: reduces impact: higher impact: provide some benefits
costs of take-up of SAFI industry-wide for little cost (to
repatriation would provide agreements airlines), and would
incurred by protection to would be likely | marginally reduce costs
stranded those to result in at to passengers.
passengers, passengers least some
subject to purchasing it. information
availability of passed to
flights on other passengers.
carriers; and may
result in higher
take-up of SAFI.
A: Improved | ¥ x? x - - - - x? v
monitoring | Limited impact: Potentially €96,000 p.a. for No impact No impact No impact No impact Potentially cost Ensures better and
of carriers could have benefits |negative, if some airlines ineffective: estimated more consistent
through providing carriers leave €96,000 p.a. for monitoring cost of implementation of
advice or early market early as a national authorities €360,000 per year current Regulation
warning, but result, or prevented | Approximately half of could not be worthwhile |1008/2008
marginal at best, as |from selling tickets. |this cost would be as the option might not
national authorities administrative actually prevent any
are unable to burden. Some of insolvencies.
directly prevent these costs could be
insolvencies. Could avoided if monitoring
reduce number of was improved
passengers through sharing of
affected through best practice
timing of license between licensing
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Option Effectiveness Efficiency: the extent Coherence: the
Economic Social / Social to which objectives extent to which
economic can be achieved for a options are coherent
Prevention of Minimum cost Estimated Assistance to Repatriation of Reimbursement | Passenger given level of with the overarching
airline and maximum implementation passengers passengers of passengers information resources / at least objectives of EU
bankruptcies flexibility for costs stranded stranded cost (cost- policy
sector following airline | following airline effectiveness)
insolvency insolvency
withdrawal. authorities.
B1: Clarify - - x vv v - - v x?
roles of No impact No impact € 14 million p.a. Positive impact: Positive impact: No impact No impact Cost-effective: would Possibly not consistent
PUb“C_ ) average for national | provides repatriation for provide passenger with objectives of
authorities authorities assistance to stranded protection at whatever | reduced deficits given
with respect stranded passengers cost national authorities | creates an obligation
to stranded passengers unable to arrange were able to obtain. without any means to
passengers unable to obtain |t through other fund it
it through other methods.
methods.
B2: Carriers | ** xx xx v vv vv vv xx xx
to l?e Negative impact: Negative impact: €0.42 - €1.38 per Positive impact: Positive impact: Positive impact: Positive Cost ineffective: Negative coherence:
obliged to airlines unable to Some airlines will return flight stranded stranded booked impact: Optional nature of causes disruption to
offgr obtain insurance be unable to obtain £83.000 p.a passengers passengers passengers inclusion of insurance would market and would limit
_optlonal will cease insurance, and will mar;a erg.erit cost for purchasing purchasing purchasing insurance increase consumer choice. May
Insuranceé [ gperations leave the market for air?ines insurance would  |insurance would  |insurance would | option in implementation costs, | be possible to limit
(although reducing be able to be able to be able to booking with likely limited through phased
remaining airlines competition. €1.6 million per large |reclaim costs, but |reclaim costs, but |reclaim costs, but |process may benefits. introduction and
will be more travel agency depends on depends on depends on act as signal to transitional measures
stable). €525,000 p.a. for numbers that buy [numbers that buy |numbers that buy |passenger of for carriers unable to
national authorities cover. cover. cover. airline financial obtain insurance at a
viability. reasonable price.
B3: Carriers | %%% XXX xx vvv vvv vvv v vx XXX
to *_39 Strong negative Strong negative €0.42 - €1.38 per Strong positive Strong positive Strong positive Positive Mixed efficiency: Strong negative
0b||9_9d to impact: airlines impact: Some return flight; total impact: all impact: all impact: all impact: effective passenger coherence: causes
prowde which are unable to [airlines will be insurance costs €243 |stranded stranded booked inclusion of protection would be major disruption to
Insurance obtain insurance or |unable to obtain million per year passengers passengers passengers insurance in provided at low market and would limit

which have very
high insurance
prices may become
bankrupt (although
remaining airlines
will be more

insurance, and will
leave the market
reducing
competition.

Lower than €525,000
p.a. for national
authorities to monitor

would be able to
reclaim costs.

would be able to
reclaim costs.

would be able to
reclaim costs.

ticket price is
strong signal to
passenger of
airline financial
viability.

implementation costs,
but insolvency of
multiple airlines would
reduce benefits.

consumer choice.
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Option Effectiveness Efficiency: the extent Coherence: the
Economic Social / Social to which objectives extent to which
economic can be achieved for a options are coherent
Prevention of Minimum cost Estimated Assistance to Repatriation of Reimbursement | Passenger given level of with the overarching
airline and maximum implementation passengers passengers of passengers information resources / at least objectives of EU
bankruptcies flexibility for costs stranded stranded cost (cost- policy
sector following airline | following airline effectiveness)
insolvency insolvency
stable).
B4: Require _ XXX XXX vvvy vvv vvvy _ x x?
carriers in No impact Bank guarantees On average Strong positive Strong positive Strong positive No impact Cost ineffective: very Possibly negative
financial would not be guarantee required impact: if carriers |impact: if carriers |impact: if carriers hlgh_costs for a|f||nes, coherence: any early
difficulty to affordable even for |equivalent to 100% of |had a bank had a bank had a bank provides protection but | exit from market of
obtain bank many airlines not in | cash balances, even |guarantee, all guarantee, all guarantee, all only for a small number | weaker carriers would
guarantees financial difficulty. | for airlines not in stranded stranded booked of passengers. reduce competition.
financial difficulty passengers passengers passengers
would be able to |would be able to | would be able to
reclaim costs. reclaim costs. reclaim costs.
B5: Create | ¥ x x Y 324 Y v v x
a general Positive impacts: Slight negative €0.39 - €1.28 per Strong positive Strong positive Strong positive Limited impact: | Only way of achieving | Possibly negative
reserve passengers may be |impact: passengers |return flight; total impact: all impact: all impact: all Contribution to | objective of protecting | coherence: may be
fund more willing to on efficient airlines [annual contributions |stranded stranded booked general reserve |passengers without inconsistent with aim
travel with airlines | will subsidise required would be passengers passengers passengers fund would not | causing major market not to distort
in difficulty, which passengers on €226 million, of which [would be able to |would be able to |would be able to | provide an disruptions. However, competition, although
may be able to inefficient airlines, 85% would be reclaim costs. reclaim costs. reclaim costs. indication of running costs of fund this could be
continue to operate |giving benefits to overheads risk unless this | could be high. addressed by having
for longer. airlines taking more varied between variable contribution
financial risks. May airlines. rates.
be possible to limit Passengers
this through would benefit
variable from increased
contribution rates information on
and/or requiring the protection
airlines to provide available to
bonds. them in event
of insolvency.
B6: Adapt XXX XXX - - - v - XXX xx
current Negative impact: if |Raises serious N/A No impact: the No impact: the Limited positive No impact Strongly cost Negative coherence:
bgnkruptcy passengers were financing issues for time to make a time to make a impact: could ineffective: does not special treatment for
l'insolvency | preferred creditors | carriers claim would be claim would be improve chances achieve significant air passengers above
laws in it could be difficult too long to too long to of passengers benefits. passengers on other
Member for airlines to raise provide any provide any pursuing claims modes, or for
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Option Effectiveness Efficiency: the extent Coherence: the
Economic Social / Social to which objectives extent to which
economic can be achieved for a options are coherent
Prevention of Minimum cost Estimated Assistance to Repatriation of  |Reimbursement | Passenger given level of with the overarching
airline and maximum implementation passengers passengers of passengers information resources / at least objectives of EU
bankruptcies flexibility for costs stranded stranded cost (cost- policy
sector following airline | following airline effectiveness)
insolvency insolvency
States finance, which direct assistance |direct assistance |in court, but as passengers above
could contribute to to stranded to stranded airlines often airline staff, is
insolvencies. passengers. passengers. have few assets, inconsistent with fair
the payouts could and equal treatment of
be low regardless all citizens.
of passengers'
priority as
creditors.
CLIA: - - - - - - v - -
Licensing No impact. No impact Minimal cost: No impact No impact No impact Some positive | Very limited benefits for | N/A
auth_orltles €15,000 p.a. for impact. marginal cost.
required to national authorities However, much
publish of this
non- information is
commerciall in the public
y sensitive domain
factual already, and
information would be of
rege_lrdmg limited use to
carriers passengers.
Cl.1B: xx *x xx - - - vv x -
Licensing Negative impact: if [ Significant Costs: No impact No impact No impact Positive Limited benefit, but at N/A
authorities | guthorities implementation £415.000 impact: It would [some cost to
; ) . , p.a. for " -
required to published costs and potential ional authoriti be clearer to authorities and airlines,
publish (potentially impact on market national authorities passengers and with significant
assessment [ negative) stability. €240,000 p.a. for what the risks negative impacts on
qf carriers’ | assessments of airlines of booking with [ the market.
financial airline financial a particular
fitness, in fitness, this could airline were.
additionto  {cause market However,
!nformat|on instability and national
in C1.1A increase the authorities will

number of
insolvencies.

not always be
able to identify
likely
insolvencies far
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Option Effectiveness Efficiency: the extent Coherence: the
Economic Social / Social to which objectives extent to which
economic can be achieved for a options are coherent
Prevention of Minimum cost Estimated Assistance to Repatriation of Reimbursement | Passenger given level of with the overarching
airline and maximum implementation passengers passengers of passengers information resources / at least objectives of EU
bankruptcies flexibility for costs stranded stranded cost (cost- policy
sector following airline | following airline effectiveness)
insolvency insolvency
enough in
advance.
C1.2: - - - v v v v v -
Licensing No impact No impact Minimal costs: Limited positive Limited positive Limited positive Positive Would be cheap to N/A
auth_orltles €17,000 p.a. for impact: could be |impact: could be |[impact: could be |impact: better  [implement, although
requ_lred to national authorities clearer what is clearer what is clearer what is information would provide only
provide available to available to available to would be limited benefits.
information passengers, and |passengers, and [passengers, and |available to
when an could resultin could resultin could resultin passengers
airline has higher number of | higher number of |[higher number of |during
become passengers passengers passengers insolvencies
insolvent arranging arranging arranging
protection before | protection before | protection before
travel. travel. travel.
C2: Carriers | - - *x v v v vV v -
to t_)e No impact No impact €525,000 p.a. for Limited positive Limited positive Limited positive Positive Cost-effective: would N/A
obliged to national authorities impact: could impact: could impact: could impact: clear be relatively cheap to
provide €85 000 result in higher result in higher result in higher information implement, although
more , p.a. for ;
f . airlines number of number of number of Wou_ld be v_vogld prowd(_e only
information passengers passengers passengers available to limited benefits.
on websites arranging arranging arranging passengers
protection before |protection before |protection before |during booking
travel. travel. travel. process.
ABC: v x x% 2% 2% 24 vy vy v
Combined Limited impact: . Negative impact, €1.1 million per year |Strong positive Strong positive Strong positive Positive Achieves most of the Ensures better and
option could have benefits | mostly caused by ~ |for national impact: all impact: all impact: all impact: clear | policy objectives, but at | more consistent
thrqugh providing general reserve authorities stranded stranded booked information a significant cost, given |implementation of
advice or early funds: passengers | cq 4 million per vear | PaSsengers passengers passengers would be the management cost | current Regulation
warning, but on efficient airlines | ¢ "~ irlines pery would be able to  |would be able to |would be able to |available to of the general reserve | 1008/2008. However
marginal at best, as | will subsidise reclaim costs. reclaim costs. reclaim costs. passengers fund. potentially distorts
national authorities | passengers on In addition during booking competition between
are unable to inefficient airlines, | contributions to process, and airlines.
directly prevent giving benefits to general reserve fund more
insolvencies. Could | ajrlines taking more |of €0.39 - €1.28 per information
reduce number of | financial risks. May | return flight; total would be
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Option

Effectiveness Efficiency: the extent Coherence: the
Economic Social / Social to which objectives extent to which
economic can be achieved for a options are coherent
Prevention of Minimum cost Estimated Assistance to Repatriation of Reimbursement | Passenger given level of with the overarching
airline and maximum implementation passengers passengers of passengers information resources / at least objectives of EU
bankruptcies flexibility for costs stranded stranded cost (cost- policy
sector following airline | following airline effectiveness)
insolvency insolvency
passengers be possible to limit [ annual contributions publicly
affected through this through €226 million, of which available on
timing of license variable 85% would be airlines
withdrawal. contribution rates overheads financial
and/or requiring fitness.

airlines to provide

bonds.
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Recommendations
7.6 We have summarised each of the options assessedtion 6 in terms of feasibility,
and in terms of the extent to which they achiewe dbjectives of the study. This
summary is set out in Table 7.4 below.
TABLE 7.4 SUMMARY OF IMPACT ASSESSMENT OF OPTIONS
Option Feasible Achieves objectives
0: No action 4 x
0+: Self-regulation 4 Partially
A: Improved monitoring of carriers 4 Partially
B1: Clarify roles of public authorities Only in combination Partall
with respect to stranded passengers with BS y
B2:. Carrllers to be obliged to offer < Partally
optional insurance
B3: Carriers to be obliged to provide x v
insurance
B4: Carriers in financial difficulty to be x v
required to obtain bank guarantees
B5: Create a general reserve fund v v
B6: Adapt current bankruptcy / .
insolvency laws in Member States * Very limited
C1.1A: Licensing authorities required
to communicate factual financial 4 Very limited
information on carriers
C1.1B: Licensing authorities required
to communicate judgement on x Partially
financial fitness of carriers
C1.2: Licensing authorities required to
provide information when an airline 4 Very limited
has become insolvent
C2: Cgrners tg be obliged .to provide v Very limited
more information on websites
ABC: Combined option v 4
7.7 This comparison shows that the only option whiclbash feasible, and effective in
delivering the main objectives of the study, isiaptB5 - the introduction of general
reserve fund. The only other option to fully prawidrotection for passengers is B3,
compulsory insurance, but we do not recommendoiion because of the significant
risk that its introduction would cause the insolsies of multiple airlines. Similarly,
option B4 (bank guarantees) could in principle mtevfull protection for passengers
but is probably not feasible because carriers Wek in a weak financial position
would not be able to obtain these guarantees.
7.8 The option providing the most benefits to passengeould therefore be the
combination of B5, with the other feasible optiovisich provide additional benefits:
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* A: Improved monitoring of carriers, including thagational authorities should
have the option of requiring airlines to providbamk guarantee or other means of
protecting passengers;

* C1.1A: Licensing authorities required to providengopurely factual information
on airlines it has licensed;

* C1.2: Licensing authorities required to provideomfiation when an airline has
become insolvent; and

e C2: Carriers to be obliged to provide more inforimaibn websites.

7.9 This combined option would be effective in termspodtecting passengers from the
negative impacts of airline insolvencies, withoatising significant disruption to the
market. However, all passengers would have to paydeneral reserve funds, which
would also have significant management costs. THeses could also distort
competition: passengers travelling on financialtyoisger airlines would in effect
subsidise those travelling on weaker airlines.

7.10 The creation of general reserve funds is the osdgible option which is effective in
achieving the main objective of the study; the ptleeommended options add some
benefits but these are marginal in comparison. un \@ew, there is therefore a
political judgement to make between option ABC, ethincludes general reserve
funds, and option 0+, self-regulation: a politidaicision must be made as to whether
the problem of the impacts of airline insolvenaaspassengers is sufficiently large to
justify the market intervention of option ABC. Itléregulation was pursued, the
Commission should review the situation again a#& years to assess whether the
industry had been successful in addressing the.issu

7.11 If it was decided not to introduce a general resdund, but there was nonetheless a
wish to put in place some measures to improve pgssgrotection, the Commission
could consider a combination of the other feastiggons. However, whilst these do
partially achieve some of the objectives of thalgiunone would be effective in terms
of meeting the key objectives of ensuring thatpabsengers are protected against
insolvency.

7.12 If the Commission pursues option A, on improved itaymg of carriers, it could first
seek to ensure that the current Regulation 1008/20@mplemented consistently by
national licensing authorities. The Commission doehcourage this through the
sharing of best practice and possibly through negchon-binding agreements with
licensing authorities on the level of monitoringtthey undertake.
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METHODOLOGY AND ASSUMPTIONS FOR PASSENGER IMPACTS
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Al.

Al.l

Al.2

Al1.3

Al4

APPENDIX A: METHODOLOGY AND ASSUMPTIONS FOR PAS SENGER
IMPACTS

Introduction

This section sets out the methodology for modelling impacts on passengers of
insolvencies taking place over 2000 to 2010. $cdées:

* the process for identifying insolvencies;
 estimations of the number of passengers affectetl; a

» the impacts on those passengers, in terms of inateedind non-recoverable
costs.

Identified insolvencies

We identified where airlines ceased operations betwSeptember 2008 and October
2010. The criteria used to select them were tHevidhg:

The airline must have ceased operations betweedepéember 2008 and 1 October
2010. We have excluded airlines which may have heehnnically insolvent but did
not cease operations (for example because theyhspugection from creditors), and
airlines that were taken over by other airlineswitt significant effects on operations.

» The airline must have provided at least some sdbddseats; this therefore
excludes airlines which only provided charter ont ‘\e&se services, business
aviation and air-taxis.

» The airline must have been registered in the EU.

A list of airlines meeting these criteria was idééed, through a combination of
analysis of Official Airline Guide (OAG) data andteérviews with stakeholders. The
analysis of OAG data identified airlines flying ¢o from EU Member States which
offered scheduled seats at some point between 8eete2008 and September 2010,
but did not report any in October 2010. Theseradiwere then reviewed to remove
any from the list which had not become insolvent, ltad been identified as having
ceased to offer scheduled seats for other reasank,as changes to the airline name
or mergers with other airlines. The result of thiglysis is a list of EU airlines that
had ceased activities between September 2008 arub&d2010. Stakeholders were
then asked to confirm the details of the airlinelevant to them (e.g. for national
authorities, airlines registered in their StatdjisTprocess is shown in Figure.
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Al.5

Al.6

FIGURE A.1

OAG data

T~

Airlines offering scheduled
seats since September 2008,
butnonein October 2010

Airlines flying to or from the
EU

\/

Initial list of
airlines
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Airline listfor stakeholder
review

Airlines identified buthave not
become insolvent

v

Additional carriers notlisted in
OAG suggested by
stakeholders

Verify additional
carriers

v

Confirmed listof insolvent
airlines September 2008 —
October 2010

PROCESS FOR IDENTIFICATION OF AIRLINES CEASING O PERATIONS
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Stakeholder review
1

I

I
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Confirmed list

This list has been added to the previous insolesnadentified in the reports from
Boo0z&Co (2009) and the Transport Studies Unit ofd@xk University (2005) to create
a complete record of all airline insolvencies difeg passengers purchasing
standalone tickets in the EU between 1 January 2600l October 2010. The criteria
for selection of airlines for inclusion in the syudre broadly consistent between the
three studies: for inclusion, carriers must havierefl at least some scheduled seats
(charter-only carriers are therefore excluded). Géegraphical range is slightly wider
in the study by Oxford University; this study alswludes insolvencies of carriers
registered in Norway, Switzerland, Iceland, Liecistein and the ex-Yugoslavia
states. In addition, the approaches taken by theiqurs two studies identified some
airlines which never commenced services, whichstugly does not identify.

Number of passengers affected

When an airline becomes insolvent the number obgragers it affects will vary
depending on the nature of the services the ailia@ provided, the timing of the
insolvency and the manner in which the airline bezansolvent. Several possible
scenarios for insolvency are set out below:

« If an airline becomes insolvent, but its operatidosnot stop and are taken over

= steer davies gleave

121



Impact assessment of passenger protection in the ev  ent of airline insolvency

Al.7

Al.8

Al.9

Al1.10

by another operator, then passengers will not éxpez any impact from the
insolvency. These cases are excluded from our gurve

» If an airline ceases operations due to insolvehay,ts operations are later taken
over by another airline, there will be a gap inveEs which may cause some
passengers to be stranded or to lose previousligeootickets. If the new airline
purchases only some of the assets of the defurlgteairather than its entire
operations, as in the case of Sterling, then tfectsfd passengers may have no
claim against it. The new carrier might nonethekg®e to transport some or all
of the passengers — as happened in the case oh&dpassengers were
transported by DAT, formerly the regional subsigjar

* The time that the carrier ceases operations magdtripe number of passengers:
if it takes place in a low season this will minimishe effect on passengers
(although many low cost airlines provide year-rowsailvices and therefore the
difference between a low and high season may bémaip This timing may
occur by chance or because the airlines’ incommvgr during the off-peak
season, but in some cases has resulted from adsgébdecision by the licensing
authority to withdraw the license at a time whematts would be minimised (a
prerequisite of this is active monitoring by theelsing authority).

» If an airline ceases operations during its higtseaar when, immediately before
ceasing operations, it has been selling as markgticas possible to remain
solvent, this will have the greatest impact on pagsrs.

The impact of an insolvency on passengers is therefffected by when and how the
insolvency occurs. Other characteristics of thénairwill also change its impact on
passengers, such as its network of operationsaautdfactor (which affect the number
of passengers affected) and whether it is a lorghort haul carrier (which affect the
magnitude of costs incurred by passengers affected)

In principle, the best source for information oe thumber of passengers affected by
insolvencies would have been the airlines that fmecesolvent, or the organisations

administering any bankruptcy proceedings. Howetleese records may no longer

exist, and there would be no obligation for theamigations involved to provide them

to us. Therefore, the information we have usedget on the following sources:

+ where available, information collected from stakdkos; and

* where this is not available, estimations basedapacity data.

Information was collected from stakeholders (a@liicensing authorities, airline
associations and consumer organisations), or froeaspreports at the time that the
airline ceased operations. However, many natioulasities were not involved in the
repatriation or assistance of passengers and tinereid not have detailed information
on the number of passengers affected; the figines rieported to us may come from
media reports. We identify in Table 4.2 the souroésdata for the number of
passengers affected.

Our approach to estimating passenger impacts i©ow@ein Figure A.1, and each
individual element of the process is describedetaitlin the following text.
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FIGURE A.1

PROCESS FOR IDENTIFICATION OF AIRLINES CEASING OPER ATIONS

Information available No No Estimate weekly
— Is OAG data available? ~———— seats from fleet
from stakeholders? : .
information
Yes Yes * v
Use weekly seats I» Weekly seats
from OAG for last Validation f
month in operation l alidation factor
Validate
Weekly return against existing
passengers data
) ) Load factor
Multiply by Multiply by v
booking period ! | length of stay Weekly pax
| Number of Number of
booked pax stranded pax
! Estimate non-
If stakeholder information, NO_,—’ package
does it exclude packages? proportion
Yes l ¥ I !
Use stakeholder R Number of Number of
: . > booked stranded
information
standalone pax standalone pax

Al.11

Al.12

Al1.13

Estimation of number of passengers affected

Where we were not able to obtain information fraaksholders or from press reports,
we estimated the number of passengers impacteldeobaisis of the capacity that the
airline provided. To do this, we first estimate@ thumber of passengers the airlines
carried, based on the following calculation:

Number of passengers _
carried per week B

Seats transported by airline per week
* Load factor

We identified the number of seats transported leydiline based on the reports in
OAG in the month before it became insolvent. In sarases, the OAG did not include
information on the number of seats provided. Irs¢heases, we had to estimate the
number of seats offered weekly from the airlindsét, taking into account the nature
of its operations (for example that a short handraft will typically operate 5-6 flights
per day whereas a long haul aircraft will typicallyerate 1-2).

We estimated load factor based on a sample oheglifor each classification of
airline; these are shown in Appendix Table A.1.
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APPENDIX TABLE A.1 ASSUMED LOAD FACTORS BY AIRLINE CLASSIFICAT ION

Airline classification Load factor Sample
Charter/leisure 65% Average of UK charter/leisure airlines®
Low cost 84% Average of Ryanair, easyJet
Scheduled short-haul only 70% Average of British Airways and Air France-KLMS$0

Scheduled mixed short and
long haul 74%

Average of short and long haul for British Airways and
Air France-KLM

Scheduled long-haul only 7%

Average of British Airways and Air France-KLM

Al.14 For passengers to be stranded by an airline ceapiagtions, the airline must cease

Al.15

operations in the period between when they depaateti when they returned, i.e.
during the period of their stay; similarly for baak affected passengers and booking
period. We therefore estimated number of stranagedagher affected passengers on
the basis of the following calculations:

Number of stranded
passengers

Passengers carried per week *
Average length of stay (weeks)

Number of booked
affected passengers

Passengers carried per week *
Average booking period (weeks

Using Aerocondor as an example, we estimate th#fteatime of its insolvency, it
transported 3,200 return leisure passengers pel. Weée estimate the booking period
for these passengers to be 6 weeks, so at thedfirite insolvency, an average of
19,300 passengers would have booked tickets wittoddmdor and been affected.
Similarly, we estimate the average length of saythese passengers at 1.1 weeks,
and there would therefore be 3,500 passengersistidny the insolvency.

Al1.16 To estimate typical passenger stay lengths, we tiefibllowing sources:

the Eurostat tourism databddk
Travel Trends 2009 (UKJ; and
Survey of Spanish Inbound Tourism 2609

% UK CAA data

60

61

These airlines report separate load factorsHortdhaul and long haul operations. Other majownek airlines
do not.

http://epp.eurostat.ec.europa.eu/portal/pagepmtirism/data/database

62 published by UK Statistics, http://www.statistimsy.uk/statbase/Product.asp?vink=1391

63 Published by Instituto de Estudios Turisticos,cligsta de Movimientos Turisticos de los Espafioles,
http://www.iet.tourspain.es/informes/documentadiamilitur/Familitur2009.pdf
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A1.17 The Eurostat tourism databook, while providing dateoss the EU, does not provide
data on length of stay for business passengerseariddes trips of length shorter
than 4 nights. We therefore based our estimationthe latter two sources, and used
the Eurostat data for validation. The values usedsat out in Appendix Table A.2.

APPENDIX TABLE A.2 ASSUMPTIONS ON LENGTH OF STAY (WEEKS)

Airline classification Business  Leisure VFR
Charter/leisure 1.0 15 22
Low cost 05 1.1 1.2
Scheduled short-haul only 0.5 1.1 1.2
Scheduled mixed 1.0 15 22
Scheduled long-haul only 1.5 1.9 3.2

A1.18 To estimate typical advance booking periods, weereed airline financial results.
These often include a provision for ‘revenue reedivin advance’ (although
alternative names are used); dividing this numberthe total passenger revenue
received for the year gives an estimate of theameetength of time that passengers
book in advance. However, this is an average base@venue and not volume. The
highest ticket prices will result from the shortéstoking periods, and the average
booking period based on revenue will therefore timater than that based on volume.
To correct for this, we have applied a factor (20#@)increase the revenue-based
booking period. Our assumptions on advance bogb@rgpds are set out in Appendix
Table A.3. Although business passengers are litelipook at much shorter notice
than other passengers, we were unable to findrirdton to determine how much
shorter their booking periods were, and have tbeeefreated business and other
passengers equally.

APPENDIX TABLE A.3 ASSUMPTIONS ON BOOKING PERIOD

Booking period
Airline classification (weeks) Airline sample
Charter/leisure 10.1 Equivalent to low cost
Low cost 10.1 Aer Lingus, easyJet, Ryanair
Scheduled short-haul only 6.1 Air Berlin
Scheduled mixed 6.5 BA group, LH group, Air France
Scheduled long-haul only 12.7 Virgin Atlantic

Al1.19 This data allows us to calculate the proportionbobked (rather than stranded)
passengers who are affected by the insolvenciethedé, we assume that 75% rebook
their trip via other means, and 25% forego the trip
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A1.20

Al1.21

Al1.22

Al1.23

Validation against existing data

Where stakeholder responses for the total numbepasisengers affected were
available, these were compared with the calculatibased on OAG and other
source¥’. This calibration showed that the estimations froG were in general
higher than those reported by stakeholders, anike this into account we have
factored down the outputs from the OAG calculatioR®r insolvencies where
stakeholders did not report any data, this redtitesiumber of stranded passengers
by 41%, and the number of booked passengers alfbgt&6%.

Part of the reason the factors reduce the OAG sigtaficantly is that the sample of
airlines where stakeholder responses were availgidtided cases where the
stakeholders informed us that no passengers haddfscted. Such cases included
insolvencies where existing bookings were transteto other airlines, or where the
airline suspended operations before its license suapended. We would expect the
sample of airlines where stakeholder informatios wat available to include a similar
proportion of airlines where no passengers werectdtl, and these cases should
therefore be included in the calculation of thetdes: If this adjustment was not
applied, the number of passengers estimated aachdeien impacted by insolvency
would have been higher: 2.9 million passengers evbalve been affected, or 0.11%
of return standalone trips. We believe that thisiaot be realistic although it does
illustrate the uncertainty inherent in estimateghi$é nature; for this reason we have
defined high and low scenarios for the overall nemiif passengers impacted, which
are 20% higher and lower than the central case.

The two largest carriers identified, by weekly seat OAG, were Swissair and

SABENA. Previous studies provided information ore thumber of passengers

stranded for these carriers, but not the numbéooked passengers affected. In both
of these cases, subsidiary carriers continued évad@ and this reduced the numbers
of passengers affected. Basing estimations on OA@ therefore gave figures for

passengers affected which were too high, givenktiewn circumstances, and for

these carriers only we used a different approadts Was based on the reported
stranded passengers, and the average ratio betsteerded and booked affected
passengers across other airlines, for which we travelata.

Exclusion of passengers on packages

Where the figures reported by national authoritesl other stakeholders exclude
package travel, we used these figures directlyn(ag in the case of SkyEurope).
However, most of the figures include passengers kdtbbooked package travel. To
exclude these, we estimated what proportion of ggagss would have purchased a
package, based on the following statistics:

64

This excludes Air Comet, where we were informedABSA that the numbers they were able to provideewe

significantly lower than the total number of pasgens affected.
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Al.24

Al1.25

Al.26

Al1.27

Al.28

« Eurostat package travel across all métjes
« Travel Trends 2009 (UK5; and
«  Survey of Spanish Inbound Tourism (Sp#in)

We used this estimate to factor down the figuresmiwith the factor applied varying
depending on the date of the insolvency (to refthet downward trend in package
holiday bookings), the type of airline and the ma® of travel.

Eurostat provides data on package trips as a piopaf all trips of duration 4 nights
or longer, and for 2009 across all States providiatp, the value given is 13% of
leisure trips are packages, and 2% of visitinghftieand relatives trips. However, the
Eurostat data is for all modes; UK survey data gjithee proportion of leisure trips on
packages for all modes and for air, and we usedifference between these to adjust
the Eurostat leisure data to be restricted toTenrs resulted in a value of 15% for
packages by air across Europe.

Where the carrier is charter/leisure, one wouldeekpghe proportion of package
travellers to be much higher, however Eurostat cd¢provide this data broken down
by type of carrier. To estimate the proportion atkage travellers on charter/leisure
carriers, we used data provided by the UK CAA am phoportion of passengers not
covered by ATOL (the UK package travel fund) for mmsolvency of a major
charter/leisure carrier; this gives a value of 94%.

We assume no business passengers purchase packages.

The resulting proportions of package travellersiagsd are shown in Appendix Table
A.4; this shows assumptions for the year 2010.

APPENDIX TABLE A.4 ASSUMPTIONS ON PROPORTION OF PASSENGERS USING
PACKAGE TRAVEL

Airline classification Business  Leisure VFR
Charter/leisure 0% 94% 2%
Low cost 0% 15% 2%
Scheduled short-haul only 0% 15% 2%
Scheduled mixed 0% 15% 2%
Scheduled long-haul only 0% 15% 2%

Table tour_dem_ttorg; this data is available dortravel only, however the data for all modes bored is

significantly more complete and we therefore usasl t

Published by UK Statistics, http://www.statistgisv.uk/statbase/Product.asp?vink=1391

http://www.iet.tourspain.es/informes/documentadiamilitur/Familitur2009.pdf
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Estimates as proportion of all air passengers

Al1.29 The number of passengers affected by insolvensialkso shown as a proportionadff

EU scheduled air passengers. The number of EUagsgmgers is based on data from
Eurostat for the 27 EU Member States. Data is anbilable from Eurostat for 2007
to 2009, and we therefore extrapolate this totaire backwards using the combined
rate of market growth for those Member States wltlata is available. To restrict
these figures to scheduled passengers only, wetheedta above on proportions of
package travel.

Protection arranged by passengers

Al1.30 Section 3 above described the various mechanismishwmay provide partial

protection to passengers in the event of insohencihe level of cover provided by
these is affected by a number of factors:

*  Scheduled Airline Failure Insurance (SAFI) — Cutherthis is only available as
part of some insurance policies (which CEA belieaesl‘deluxe’ policies) and in
a limited number of States (including primarily théK and Ireland, and
selectively in Germany, the Netherlands, SwedentaedCzech Republic). This
cover has only been available since 2000.

e  Credit card cover — The availability of this covaries by State: in most Member
States there is no legislation requiring any cowrd the level of coverage
therefore depends on the terms and conditionseofdind issuer. It is also limited
to tickets bought directly from the airline.

 Hahn Air — The cover provided by this option isatalely limited: it has been
available from the beginning of 2010, and Hahnpkovides approximately 0.1%
of tickets on IATA carrier¥.

» BSP - This cover is limited to tickets purchaseaulgh IATA travel agents,
where the insolvency occurs in the time period leetwthe purchase of the ticket
and the transfer of funds from the BSP to theratliThis time period varies by
State (between monthly and weekly) which affecésdbwver given to passengers;
in the States with the largest aviation markets périod is monthly.

Al1.31 Our approach to estimating the protection arrarigegassengers impacts is set out in

Figure A.2. This is based on the following assuoni

»  21% of passengers are assumed to purchase SA#d ldK and Ireland (the two
largest markets), based on 70% of UK residentshasing travel insuran€eand
30% of UK travel insurance policies including SAFWe assume that in the
other States where SAFI is offered, the rate otipase is half this.

* 100% of passengers on low cost carriers are asstonmadke direct bookings; of

68

69

70

Based on 2 million e-tickets in 2009, compared.&bn IATA flights in 2009.
Which? response to consultation.

Ibid.
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passengers on other airlines, we assume 50% ofrigo#re diredt.

e  27% of direct bookings are assumed to be by coadif?.

»  Of passengers booking indirectly with network agek, the proportion covered by
the BSP will vary depending on how frequently tHeFBis settled in their State.
This coverage therefore varies between 40% of pgsse covered where
settlements are monthly, and 13% covered wheresets are weekiy,

PROCESS FOR IDENTIFICATION OF AIRLINES CEASING OPER ATIONS
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The costs incurred by passengers if the airlinevbich they are booked to travel

ceases operations depend on whether they havedwleadertaken their outward
journey at the time it ceases operations. If theeyehdone so, they will be stranded and
must make new arrangements to travel home. If bi@ee not done so, they have the
option of arranging alternative travel (where pbk&gj or foregoing the trip. We have
therefore separated the passengers affected mfoltbwing categories:

» stranded passengers;

» passengers booked on an insolvent airline who dtranel; and

» passengers booked on an insolvent airline who geratternative travel.

Air and Rail Competition and Complementarity, SD@amt for Commission, 2006

Based on £5.5bn debit card purchases, relati&lbm credit card purchases, UK card associatidistital

release Q2 2009

Based on confidential industry knowledge.
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A1.33 The types of costs immediately incurred for eadiegary of passenger are described
in Appendix Table A.5. Depending on their level gybtection, passengers may be
able to recover a proportion of these costs; thaiscussed later in this section.

APPENDIX TABLE A.5 IMMEDIATE COSTS BY PASSENGER TYPE

Purchase of Loss of non-

Loss of original flight . Additional Information or
replacement flight refundable accommodation, communication
accommodation food. et ’ ¢
Outbound  Return  Outbound Return and other services ood, etc costs
Stranded v v v v
Booked but do v v v
not travel
Booked and v v v v v

rebook

Al1.34 The quantum of the costs incurred by passengelsalgib vary depending on a
number other factors:

» Distance of travel: Costs will generally be higher for longer journeys
addition, long haul flights are generally purchasedher in advance, and the
amount of time people stay away from home will témdbe longer, and this may
increase the relative number of passengers stramdadho had booked but are
unable to fly.

» Destination: Passengers stranded in, or seeking to travebfmylar destinations
served by a number of other airlines are likelyhtwe more alternative travel
options available. In contrast, if the insolventiaé was the only airline to serve
the destination concerned — and, in particulathig was an island — it may be
difficult and expensive to arrange alternative élav

* Purpose of trip: Passengers flying on business are more likehate lpurchased
flexible accommodation and therefore be able t@ebbookings without charge.
They are also likely to travel for shorter pericaisd so their chance of being
stranded away from home is reduced. Passengetingifiiends and family are
likely to be travelling for longer periods, and kerare at higher risking of being
stranded away from home, but may not have to pay aioy additional
accommaodation.

Costs of flights

A1.35 To establish the typical costs of flights, we ctdoed the average yield per passenger
for a selection of large carriers, from public ficéal data, to obtain the typical costs
of one-way tickets on the different airline typ&bese are shown in Appendix Table
A.6. We have not estimated different costs for hess passengers, as we did not have
information on how their booking periods differedrh other passengers.
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A1.36

A1.37

APPENDIX TABLE A.6 ASSUMPTIONS ON COSTS OF AIR TRAVEL

Cost of single leg flight

Airline classification (€, 2010)
Charter/leisure 234
Low cost 71
Scheduled short-haul only 121
Scheduled mixed 292
Scheduled long-haul only 444

To calculate the incremental costs of rebookinghtis before travel, we compared the
costs of return flights booked over the standardkbw period with return flights
booked at half this booking period, for a samplgooirneys on airlines representing
different airline types. To calculate the increnamosts of rebooking a flight when
stranded, we compared the costs of return fligbitskbd over the standard booking
period with single flights booked at a period offliee length of stay, for the same
sample of journeys on airlines representing difiegerline types. These are shown in
Appendix Table A.7.

APPENDIX TABLE A.7 ASSUMPTIONS ON RATIO OF COSTS OF SHORT-NOTI CE
FLIGHTS TO COSTS OF FLIGHTS BOOKED AT STANDARD
BOOKING PERIODS

Ratio of cost of short- notice replacement flight relative to
cost of original return flight-

Airline classification stranded passengers rebooked passengers
Charter/leisure 3.58 1.03
Low cost 3.58 1.20
Scheduled short-haul only 2.30 118
Scheduled mixed 225 1.13
Scheduled long-haul only 2.20 1.07

Costs of accommodation and care

Passengers affected by insolvencies may incur iadditcosts for accommodation

and care; we assumed that stranded passengers iwouldhe costs of one additional

day (with the exception of VFR passengers, who wsume do not incur any

additional costs) and that passengers who choossbtik their trips also incur the

costs of one additional day. UK tourism statisficavide average spend per day for
business, leisure and passengers visiting friendgelatives. We adjusted this by the
GDP per capita of the EU relative to the UK. Theuieng costs per day are shown in
Appendix Table A.8.
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Al1.38

A1.39

APPENDIX TABLE A.8 ASSUMPTIONS ON COSTS OF ACCOMMODATION AND CARE

Cost of one day’s
additional accommodation

Purpose of travel and care (€, 2010)
Business 136
Leisure 87
VFR 41

Where passengers choose not to rebook their iy, thay incur costs for the parts of
the trip which cannot be refunded. We assume thiat dccounts for 10% of the
accommodation and other costs detailed above, fwh lbusiness and leisure
passengers. For passengers visiting friends aatives, we assume this is zero.

Costs of obtaining information

We assume passengers must make two 5-minute phtsdccrearrange their flights,
and calculate costs using the EU capped mobile irmpnate (currently €0.39); costs
would be higher for passengers stranded outsid&thdut as the cost of calls is a
very small part of the costs incurred by passengesshave not quantified this. This
rate is assumed to vary depending on which yean#wvency occurred in, according
to the published capped roaming rates from 20@01®, and based on media reports
of average costs for 2000 to 20b6The resulting rates are given in Appendix Table
A.9.

APPENDIX TABLE A.9 ASSUMPTIONS ON COSTS OF MOBILE PHONE CALLS

Cost per minute (£,

Year nominal)
2000 1.15
2001 1.15
2002 1.15
2003 1.15
2004 1.15
2005 1.15
2006 1.15
2007 0.46
2008 0.46
2009 0.43
2010 0.39

" http://news.bbc.co.uk/1/hi/world/europe/8010358.st
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Proportions of costs recoverable as a result of protection schemes

A1.40 The schemes providing cover generally provide remsément of the original cost of
the flights purchased by the passenger, but dooffet any protection against the
costs of rebooking a flight or any additional acoandation costs.

Al1.41 To calculate the proportion of recoverable costs, acempare the immediate costs
incurred by passengers with the amount which tt@ier allows them to reclaim from
the provider. For example, a stranded passenghronédit card cover would be able
to recover the cost of their original return tickeait would not be able to recover costs
of phone calls, additional accommodation or theemental cost of the rearranged
return flight. Where the passenger has no coveraalts are non-recoverable. The
costs which are recoverable are set out in Appefidive A.10. In this table, &
indicates that a cost can be recovered andralicates that it is not recoverable; blank
cells indicate that this cost is not relevant fis tiipe of affected passenger.

= steer davies gleave 133



Impact assessment of passenger protection in the ev  ent of airline insolvency

APPENDIX TABLE A.10 RECOVERABLE COSTS BY TYPE OF PROTECTION
Type of cost
Non-refundable Incremental cost of Incremental cost
accommodation short-notice of short-notice  Additional
Passenger Type of Original and other replacement flight - replacement flight accomm- Phone
situation protection flights™ services stranded - rebooked odation calls
SAFI v v x x
Credit card only v x x x
Stranded Hahn Air v v x x
BSP v x x x
No protection x x x x
SAFI v x
Credit card only v x
Booked
’ i v x
unable to fly Hahn Air
BSP v x
No protection x x
SAFI v x x
Credit card only v x x
Booked,
rebooked Hahn Air v x x
trip
BSP v x x
No protection x x x
Comparison of our approach and estimations by Briti sh Airways/AEA

Al1.42 BAJ/AEA estimated the proportion of EU passengerpaoted by airline insolvencies

over 2008 and 2009. For some of these airlinesigudformation about the number
of passengers and costs incurred has been usstinate the impact; where this was
not available the reported figures have been useda goroxy, combined with
information on capacity.

Al1.43 There are a number of areas where the BA/AEA calmrs conflict with ours. The

most important of these is that where public datadt available, the BA/AEA data
assumes that all the insolvent airlines it hastifled have the same average capacity
as the airlines where datavailable. For example, leisure airlines are sdluaned to
have capacity equivalent to the average of flygipla@ and Excel Airlines. This is
unlikely to be the case, as the airlines whereipuddta is not available are likely to
be smaller than those where the insolvency wagmifisiant enough problem to be

75

Note that for stranded passengers only the dassimgle flight can be incurred or recovered;ddrer affected
passengers it is the cost of a return flight.

134

= steer davies gleave



Impact assessment of passenger protection inthe e vent of airline insolvency

covered in the media. This will tend to overestendlhe number of passengers
affected.

Al.44 In contrast, where we were not able to find publicstakeholder data on the number
of passengers affected by an insolvency, we uspdcig data either from OAG or
based on fleet composition, which is likely to beam more accurate.

Al.45 Additional issues we have identified with the BA/AEalculations include:

Our analysis covers 2000 to 2010.The BA/AEA analysivers 2008 and 2009,
only two years, and years which we identify as hgvhad relatively large
numbers of passengers affected.

For a number of airlines with reported figures, ttada conflicts with that we
have received from stakeholders. For example, fiyglébespan BA/AEA
reported that 100,000 passengers were impacted,a0@ could not recover their
costs, but Which? informed us that there were 4&@dhded rather than unable
to recover their costs. In addition, many of tlgifes reported are not sourced.

The capacity information in the BA/AEA calculatiorss based on information
from OAG which is not consistent with ours, and sloet differentiate booking
periods by airline or passenger type.

We estimate the number of passengers who wereblmt@recover costs on the
basis of detailed assumptions on type of coverlaai, composed of different
identified costs and broken down by type of passerand type of airline.
BA/AEA bases its calculations only on media repoftstranded passengers, and
does not estimate what costs passengers are tikdigive incurred or how they
might recover them.

It is not clear in the BA/AEA analysis what adjustm is made for those
passengers that are covered by the package traeetive.
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B.1

Bl.1

B1.2

B1.3

B1.4

B1.5

B1.6

B1.7

APPENDIX B: LEGAL ANALYSIS OF THE OPTIONS

This section sets out a review of legal issaesed by the policy options that are being
evaluated. Issues could arise with the consistehdye options with:

» the Montreal Convention, to which the EU and MemSBtates are parties and
which was specifically included into EU law throuBkgulation 889/2002;

» the Chicago Convention, to which all Member Statesparties; and

» bilateral agreements, particularly the EU-US ‘Ofies’ bilateral.

In addition, if the policy measures were eghto cover non-EU airlines, issues of
extra-territoriality could also be raised.

Steer Davies Gleave is not authorised to pelégal advice, and therefore this section
does not provide it. The Commission should takevis legal advice before proceeding
with any of the options.

Montreal Convention

The Montreal Convention regulates air carfiability for delays to passengers,
baggage and cargo, as well as liability for deatth injury. The provisions relating to
delay are of some relevance as it could be coresidirat the insolvency of an airline
leads to a delay to the passenger’s journey (ghibeiiably an indefinite one).

In most cases the Montreal Convention woutiVigie no practical protection, since the
liability for delay is with the contracting air ¢a@ar, and this carrier may have no assets
once other higher priority creditors have been esglrd. However, some protection is
provided to passengers booked to travel on insolaghnes but who had contracted
with another airline, through the successive cgeriand mutual liability provisions
(Articles 1(3), 36 and 39-48). These mean that gagsenger purchases an interline
ticket, the contracting carrier is liable for thieligations under the Convention for the
whole of the contracted carriage, including for gayts for which the operating carrier
fails due to insolvency.

Article 50 entitles States that are partieh&oConvention to require air carriers to take
out insurance against their liabilities under tren@ntion, and therefore it seems that
carriers could be required by States to take ostiramce against their liability for
delays caused by their insolvency. States are @ésmitted to require carriers from
third countries to show evidence that they havenasut sufficient insurance, which
implies that any such provision could be extenadeddn-EU carriers — although in the
case of carriers from States which are not sigrestoof the Convention, this could
presumably only apply to tickets which were puregibsn the EU, as only these
journeys would be regulated by the Convention. T¥sie of extra-territoriality is
discussed in more detail below.

However, there are two elements in the Corneentvhich could, depending on
interpretation, limit the potential for policy meses to protect passengers:

» The Convention states that carriers are not litdsleelay “if it proves that it and
its servants and agents took all measures that aealsonably be required to
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B1.8

B1.9

B1.10

avoid the damage or that it was impossible for ithem to take such measures”.
Since it might be expected that air carriers waakke reasonable measures to
avoid becoming insolvent, this could be used blnais to argue that they are not
liable for delays caused by insolvency, and theeefmuld not be required to
obtain insurance against this liability.

»  The Convention limits liability for delay to pasgems to 4,150 Special Drawing
Rights (currently €4,800). This implies that camsieould not be required to
provide insurance above this amount (per passemageipst the effects of their
insolvency. However, in practice liability per pasger would rarely exceed this
amount.

IATA and ELFAA challenged Regulation 261/200vhich introduced common rules
on assistance to passengers in the event of delaysellations and denied boarding, on
a number of grounds including inconsistency with @onvention. The European Court
of Justice, in its judgment on 10 January 20064 lieat there was no incompatibility,
on the grounds that the Regulation and the Cormertid not have overlapping scope.
This is relevant because this indicates that thertGmuld take a similar view on any
provisions for consumer protection in cases of lirswcy. However, this is not
necessarily sufficient if the passenger protectiwasures were to be extended to non-
EU airlines (see below).

The Chicago Convention

The only possibly relevant term in the Chic&mvention is Article 15, which limits
charges on airlines: airlines might claim that @oeysumer protection measure which
incurs costs for them is a charge. However, it wawdt be a charge imposed “in respect
solely of the right of transit over or entry into exit from” the territory of a State,
which is what is prohibited by this Article. A chaige to UK Air Passenger Duty on
the grounds that it contravened Article 15 was dised by the English High Court in
2007, largely on this ground.

Bilateral agreements

We have reviewed the EU-US Open Skies agnegmwich contains terms which are
more extensive than those in most other bilateyedements with respect to charges and
taxation. Article 12 permits user charges to bedsau on airlines but requires that
these are just and reasonable and do not exceedo#ite of providing services. It
appears to us that charges such as mandatory megucst mandatory contributions to
general reserve funds would not be user chargeas,tlagrefore this Article is not
relevant — although we understand that US airlarescontesting the Emissions Trading
Scheme, which also does not appear to be a usagechan the basis of this Article. In
any case, provided any charges on airlines wererelzged and non-discriminatory,
these would appear to be consistent with the aggaem
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Extra-territoriality

B1.11 If policy measures such as mandatory inserarere extended to non-EU airlines, these
would be regulating non-Community carriers at legstpart in respect of events
occurring outside the EU. For example, if a non-&itline stranded a passenger in the
State in which it is based, this is an act whidtesaplace within that State. Therefore,
any regulation which sought to protect passengetisdse circumstances might be held
extra-territorial and hence unenforceable.

B1.12 However, the introduction of any regulatiorptotect passengers travelling on non-EU
airlines would probably not be extra-territorialitfwas restricted to tickets purchased
within the EU. This was held by the US courts ia tase of Civil Aeronautics Board v
Lufthansa (AG 591 F 2d 951, United States CourfAppeals, District of Columbia
Circuit, 1979), with respect to US regulations merooking. In addition, we note that
the US regulations on carriage of passengers wilhaed mobility (14 CFR part 382)
have extensive extra-territorial effects, covergagriage by non-US carriers on both
flights to/from the US and also on connecting ftigbetween non-US points; the only
condition is that the passenger must be travettifgom the US. As far as we are aware
these Regulations have not been challenged bygforairlines on the basis of extra-
territoriality.

B1.13 As noted above, IATA and ELFAA challenged &atjon 261/2004 on the basis it was
inconsistent with the Montreal Convention. Althoutlfle ECJ dismissed this, and its
judgment is final for internal EU purposes, we ustknd that this judgement is
contentious. It is possible that a non-EU courtid@aome to a different conclusion if a
consumer protection measure which could be coresidier relate to an issue which was
covered by the Convention was to be extended teEtbrcarriers particularly relating
to flights from non-EU airports.
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Cl.1  This section sets out the calculation of administeaburdens resulting from the options, followithg Commission’s Impact Assessment Guidelines,
and using data from the EU IA database. There iffierehces between the values for salaries givahérdatabase and those in the tables below, for
two reasons: the values in the database are fd, 20@ we have inflated this to 2010; and wherentimaber of occurrences of a cost is determined
by the airlines registered in a State, we have agseqverage salary weighted by the number of asler State in 2010.

APPENDIX TABLE C.1 ADMINISTRATIVE COSTS AND BURDEN
Total Equipment Total % Total
Tariff (€ Frequen [Number | number and admin- |busines [adminis
ISCO Target per Time cy (per of of outsourcing |istrative s as trative
Option Role classification [Type of obligation Required actions Com ment groups hour) | (hours) Price (€) [ year) |entities | actions costs (€) costs usual | burden
A Senior 1: Legislators, Cooperation with Retrieving relevant Prepare financial Airline 45 2 89 2 153 306 0 27,382 50% 13,691
manager at | senior officials |audits & inspection by| information from existing data to supply to
airline and managers public authorities data / Submitting the national authority in
information to the relevant | advance of meeting
authority
Senior 1: Legislators, Cooperation with Holding meetings Meet to discuss Airline 45 3 134 2 153 306 0 41,073 50% 20,537
manager at | senior officials |audits & inspection by data
airline and managers public authorities
Senior 1: Legislators, Cooperation with Retrieving relevant Prepare financial Airline 45 2 89 2 153 306 0 27,382 50% 13,691
manager at | senior officials |audits & inspection by| information from existing | data in response to
airline and managers public authorities data / Submitting the any additional
information to the relevant queries from
authority national authorities
Senior official | 1: Legislators, Cooperation with Retrieving relevant Prepare for National 45 2 89 2 153 306 0 27,382 50% 13,691
at national senior officials |audits & inspection by| information from existing meetings with authority
authority and managers public authorities data airlines
Senior official | 1: Legislators, Cooperation with Holding meetings Meet to discuss National 45 3 134 2 153 306 0 41,073 50% 20,537
at national | senior officials |audits & inspection by data authority
authority and managers public authorities
Senior official | 1: Legislators, Cooperation with Retrieving relevant Additional review of | National 45 2 89 2 153 306 0 27,382 50% 13,691
at national | senior officials |audits & inspection by| information from existing data after meeting | authority
authority and managers public authorities data
B2 Software 2: Professional | Information labelling Designing information Updating website to |  Airline 39 7 270 2 153 306 0 82,623 0% 82,623
engineer s for third parties material offer insurance
National 2: Professional | Cooperation with Inspecting and checking Monitoring by National 40 35 1402 44 8.5 374 0 524,438 0% 524,438
authority s audits & inspection by national authorities | authority
employee public authorities
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Total Equipment Total % Total
Tariff (€ Frequen |Number [number and admin- | busines |adminis
ISCO Target per Time cy (per of of outsourcing |istrative sas trative
Option Role classification _[Type of obligation Required actions Com ment groups hour) | (hours) Price (€) | year) |entities [ actions costs (€) costs usual | burden
B3 National 2: Professional| Cooperation with Inspecting and checking Monitoring by National 40 35 1402 44 8.5 374 0 524,438 0% 524,438
authority s audits & inspection by national authorities | authority
employee public authorities
Cl1l.1A Software 2: Professional Other Producing new data Publication of National 39 14 540 1 27 27 0 14,581 0% 14,581
engineer s assessment on authority
website
C1.1B Accountant | 2: Professional| Cooperation with Inspecting and checking Assessment of National 39 70 2700 1 153 153 0 413,115 0% 413,115
s audits & inspection by airline financial authority
public authorities position
Senior 1: Legislators, Cooperation with Retrieving relevant Prepare financial Airline 45 35 1,566 1 153 153 0 239,591 0% 239,591
manager at | senior officials |audits & inspection by| information from existing data to supply to
airline and managers public authorities data / Submitting the national authority
information to the relevant
authority
Cl2 Designer 2: Professional | Information labelling Designing information A4 colour poster National 28 70 1,964 1 1 1 15,366 17,330 0% 17,330
s for third parties material design and authority
production
C2 National 2: Professional | Cooperation with Inspecting and checking Monitoring by National 40 35 1,402 44 8.5 374 0 524,438 0% 524,438
authority s audits & inspection by national authorities | authority
employee public authorities
Software 2: Professional | Information labelling Designing information Updating website to | National 39 7 270 2 153 306 0 82,623 0% 82,623
engineer s for third parties material offer insurance authority
Totals by option
Admin- Admin-
istrative costs istrative
Option burden
A 191,674 95,837
B2 607,061 607,061
B3 524,438 524,438
C1.1A 14,581 14,581
C1.1B 652,706 652,706
C1.2 17,330 17,330
Cc2 607,061 607,061
144
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Questions for interviews with national aviation auhorities

Factual information on airline insolvencies

1.

Please see attached a list of failures of airlieggstered in your State since 16 September 2008
which we have evaluated from OAG data and othercesu Please could you confirm if this is
correct and if there are any omissions.

Please provide any information you have as to thelrer of passengers who had booked to
travel on these carriers at the time that theyéa#nd/or the number of passengers stranded
away.

Existing protection schemes

3.

Please provide details of any existing schemesyaypin your State to protect passengers in the
event of airline insolvencies (to include what prdfon of passengers is covered; and which
costs the schemes cover). In particular this coudilide:

- schemes to ensure protection of package holidesepaers, in accordance with the Package
Travel Directive

- any credit card protection schemes

- any Scheduled Airline Failure Insurance

Has there been any change in the proportion ofpasss covered by these schemes, or what
costs are covered, since 2000 (e.g. due to changles travel market)? If there have been, why?

Would you expect any further change in the propartif passengers covered by these schemes,
or what costs are covered?

Impact of airline insolvencies

6.

10.

11.

12.

In the cases of airline insolvency described abodt costs have passengers incurred? How far
are these different for those covered/not covexearbexisting scheme? To the extent that you
are able, please identify which of these costaiaceunted for by information, care, repatriation
and reimbursement.

In the cases of airline insolvency described abboe; have passengers tried to recover losses
they have incurred (for example, through claimsrgiahe airline or its owners)? Have national
authorities provided any assistance to passengeising this?

In these cases, to what extent have passengeresiattin recovering costs?

What costs, if any, have public authorities incdrire repatriating, providing assistance to, and/or
compensating passengers in cases of airline inscilkg? What proportion of these costs has
been covered by existing protection schemes, ssisklzemes set up under the Package Travel
Directive? To the extent that you are able, plédsetify which of these costs are accounted for
by information, care, repatriation and reimbursetnen

What practical issues have national authoritieedan organising the repatriation or assistance
of passengers stranded in cases of airline bardieg®

As far as you are aware, what costs, if any, halwerdodies (such as airlines) incurred in
repatriating, providing assistance to, and/or campéng passengers in cases of airline
insolvencies? To the extent that you are able splédentify which of these costs are accounted
for by information, care, repatriation and reimtament.

In order to help us assess the impact of airliselirencies on passengers, please could you
provide any information you have (for example frpassenger surveys) of:
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- mix of passengers on flights departing from yowat&{short/long haul)
- average advance booking periods for passengers

- average length of stay (in days) for passengers

- proportion of travel which is for business or legspurposes

- extent to which any of these factors have changea 2000

Monitoring of carriers’ financial position

13. What monitoring do you or other national authositoeirrently undertake the financial position of
carriers that you have licensed? How frequenthtiadinancial positions of carriers monitored?

Policy options

The Commission has proposed the following optiams dddressing airline insolvency which will be
evaluated against a ‘no change’ option. Your respstwill help inform our assessment of the options.

A. Monitoring of carriers’ financial position

The financial oversight of EU air carriers would Isérengthened, through the adoption of raised
standards of financial fithess requirement and/@king the monitoring of carriers more pro-active.
This would be implemented at a national level, enudld include measures to be implemented both by
Member States and by licensing authorities.

- In what ways could the monitoring of carriers’ firtdal position be strengthened (for
example, introduction of an obligation to ensura licensed carriers had sufficient funds to
operate all flights for which they were sellingkiits)?

- What would the issues/benefits be of introducinghir monitoring of carriers?

- What additional costs would be incurred in the év¥bat national authorities were required
to regularly monitor the financial position of dars? In particular, please include details of
information costs, e.g. requesting data, analylstiata and production of reports.

- What would be the cost burden for new entrantbecaviation market if further monitoring
was introduced?

B1. Introduction of an obligation for States to pteand coordinate the repatriation of stranded air
passengers

Member States would be obliged to provide protediiopassengers stranded by the insolvency of]

carriers for which it had issued the operating hise (under Regulation 1008/2008). This would be

implemented at a national level, with method ofobhg assistance depending on the State’s legd

framewaork. There are several options for which Stabuld be responsible; the State in which the

passenger is stranded could be a practical option.

- What practical issues would be faced by nationdiaities if such a requirement was
introduced?

- What would be the benefits of such a scheme?

- What costs would be incurred if there was suchldigation on States? In particular, please
include details of information costs, e.g. subnoisgf reports. Please include any historical
evidence where relevant.

- To what extent if at all would these costs diffathe coverage was limited to passengers
stranded domestically, within the EU, or globally?

- What issues if any would there be if this obligatisas extended to cover non-EU carriers?

B2/B3.Insurance against insolvency
Carriers would be obliged to offer optional insuca/ provide compulsory insurance to their
passengers, on booking, against the risk of insmyeThis would cover reimbursement, assistanc
and repatriation. The method of implementation wdé decided at a Member State level, and non-
EU carriers could be considered for inclusion.
- What issues/benefits, if any, would be createdhkyinitroduction of either:
B2. an obligation for all carriers to offer passergyoptional insurance against their
insolvency; or

1%
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B3. an obligation for all carriers to have insumagainst insolvency, covering all
passengers?

- What would be the additional cost burden, if anyMember States resulting from the
introduction of optional or compulsory insurance?

- If an airline was already in financial difficulthén how might the introduction of optional or
compulsory insurance affect its likelihood of inshcy?

- How might compulsory insurance affect a new entsaatility to enter the aviation market?

- To what extent if at all would these costs diffathe coverage was limited to passengers
stranded domestically, within the EU, or globally?

- What issues if any would there be if this obligatisas extended to cover non-EU carriers?

B4. Introduction of a general reserve fund:
A general reserve fund would be established thraugbw charge collected on each air ticket sold|,
to cover the insolvency risk of air carriers. Tinsurance would cover reimbursement, assistance gnd
repatriation. This would be implemented at a nadioor supra-national level. One approach could be
to States to be responsible for passengers strahgearriers who they licensed, and for the fund to
be based on the existing PTD funds; however thetdaemat for implementation is open for
discussion.

- What issues, if any, would be created for natienahorities by the introduction of a general
reserve fund (for example funded through a levaintickets) to cover costs of repatriation,
refunds, and assistance for passengers in the elairtine insolvency?

- What would be the likely benefits of such a scheme?

- What would be the additional costs associated stitth a scheme? In particular, please
include details of information costs, e.g. finahomnitoring, analysis of data.

- What would be the likely costs to airlines and pagers associated with such a scheme?

- What potential effect on competition between agtinvould this fund have?

- To what extent would these issues differ dependmwhether the fund was operated at
national, EU, or some other level?

- To what extent if at all would these costs diffathe coverage was limited to passengers
stranded domestically, within the EU, or globally?

B5. Amendment to national insolvency/bankruptcy lsw
Current general bankruptcy and / or insolvency law®ember States would be adapted and
extended to cover the insolvency risk of carrieithiw individual States.
- What issues, if any, would be created by changatgpnal insolvency/bankruptcy laws to
give priority to assistance and repatriation ofseagers who were impacted?
- What additional costs would the Member State irloumplement this option? In particular,
please include details of information costs, eegal costs.
- What would be the likely benefits of such a scheme?
- To what extent would these issues differ dependmwhether the laws governed airlines
registered in the state or airlines operating withistate?
- To what extent if at all would these costs diffathe coverage was limited to passengers
stranded domestically, within the EU, or globally?

C1. Introduction of a requirement for member stat&sprovide information:
Responsibilities for disseminating information drlige insolvency would be clearly defined, both
regarding risks (e.g. financial stability of carr®, and in the event an air carrier becomes insotv
(e.g. which organisation would substitute an insalvcarrier).
- What issues/benefits would be created by requimatgonal authorities to monitor and
communicate to the public the financial fithesshaf carriers that they licensed?
- What costs would this option incur for nationaltaarities? In particular, please include
details of information costs, e.g. notificationiformation.

C2. Introduction of a requirement for airlines torpvide information:
Marketing websites and other sales outlets wouldelgeired to advise ticket purchasers of the risk;
relating to insolvency, any insurance options, atiter forms of protection (e.g. credit cards). This
would be monitored at national level.
- What issues/benefits would be created by requairimes to advise ticket purchasers of
risks of insolvency and existing/potential protentbn websites where tickets were sold?

[2)

148 = steer davies gleave



Impact assessment of passenger protection inthe e vent of airline insolvency

- What costs or issues would be created by requiratipnal authorities to monitor the
provision of this information? In particular, pleasclude details of information costs, e.g.
notification of information, monitoring.
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Questions for data collection with national aviatimm authorities

Factual information on airline insolvencies

1.

Please see attached a list of failures of airlieggstered in your State since 16 September 2008
which we have evaluated from OAG data and othercesu Please confirm if this is correct and
if there are any omissions.

Please provide any information you have as to thelrer of passengers who had booked to
travel on these carriers at the time that theyéaind/or the number of passengers stranded
away.

Existing protection schemes

3.

Please provide details of any existing schemesyaypin your State to protect passengers in the
event of airline insolvencies (to include what prdfon of passengers is covered; and which
costs the schemes cover). In particular this coudilide:

- schemes to ensure protection of package holidesepaers, in accordance with the Package
Travel Directive

- any credit card protection schemes

- any Scheduled Airline Failure Insurance

Impact of airline insolvencies

4,

In the cases of airline insolvency described abedmt costs have passengers incurred? How far
are these different for those covered/not covexearbexisting scheme? To the extent that you
are able, please identify which of these costsaaceunted for by information, care, repatriation
and reimbursement.

In the cases of airline insolvency described abbage you or national authorities provided any
assistance to passengers in trying to recoverddbsy have incurred (for example, through
claims against the airline or its owners)?

In these cases, to what extent have passengeresiattin recovering costs?

What costs, if any, have public authorities incdrirerepatriating, providing assistance to, and/or
compensating passengers in cases of airline instlg? What proportion of these costs has
been covered by existing protection schemes, ssiskl®mes set up under the Package Travel
Directive? To the extent that you are able, plédsetify which of these costs are accounted for
by information, care, repatriation and reimbursetnen

As far as you are aware, what costs, if any, halerdodies (such as airlines) incurred in
repatriating, providing assistance to, and/or campng passengers in cases of airline
insolvencies? To the extent that you are able splédentify which of these costs are accounted
for by information, care, repatriation and reimamgnt.

In order to help us assess the impact of airliselirencies on passengers, please could you
provide any information you have (for example frpassenger surveys) of:

- mix of passengers on flights departing from yowt&{short/long haul)
- average advance booking periods for passengers

- average length of stay (in days) for passengers

- proportion of travel which is for business or le&spurposes

- extent to which any of these factors have changex: 2000
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Questions for consumer organisations

Factual information on airline insolvencies

1. Please see attached a list of failures of airlreggstered in your State since 16 September 2008
which we have evaluated from OAG data and othercesu Please confirm if this is correct and
if there are any omissions.

2. Please provide any information you have as to threber of passengers who had booked to
travel on these carriers at the time that theyéaiind/or the number of passengers stranded
away.

3. If you have any similar information on insolvencasairlines registered in other States (e.g.
where an insolvency resulted in a large numberastpngers being stranded in your State) please
provide details.

Existing protection schemes

4. Please provide details of any existing schemesdtept passengers in the event of airline
insolvencies (to include what proportion of passeads covered; and which costs the schemes
cover). In particular this could include:

- schemes to ensure protection of package holidesepaers, in accordance with the Package
Travel Directive

- any credit card protection schemes
- any Scheduled Airline Failure Insurance

5. Has there been any change in the proportion opaess covered by these schemes, or what
costs are covered, since 2000 (e.g. due to chamgles travel market)? If there have been, why?

6. Would you expect any further change in the propartf passengers covered by these schemes,
or what costs are covered?

7. Isthere any evidence that the proportion of pagsencovered by different schemes varies with
airlinesfticket costs?

Impact of airline insolvencies

8. In the cases of airline insolvency described abedmt costs have passengers incurred? How far
are these different for those covered/not covesearbexisting scheme? To the extent that you
are able, please identify which of these costaiaceunted for by information, care, repatriation
and reimbursement.

9. Inthe cases of airline insolvency described abhwe; have passengers tried to recover losses
they have incurred (for example, through claimsragiahe airline or its owners)? Have national
authorities provided any assistance to passengeising this?

10. In these cases, to what extent have passengersesiectin recovering costs?

11. As far as you are aware, what costs, if any, haferent bodies (such as airlines or national
authorities) incurred in repatriating, providingsistance to, and/or compensating passengers in
cases of airline insolvencies? To the extent thatare able, please identify which of these costs
are accounted for by information, care, repatriatiod reimbursement.

12. In order to help us assess the impact of airliselirencies on passengers, please could you
provide any information you have (for example frpassenger surveys) of:

- mix of passengers on flights departing from yowat&{(short/long haul)
- average advance booking periods for passengers

- average length of stay (in days) for passengers

- proportion of travel which is for business or lgspurposes

- extent to which any of these factors have changext 2000
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Policy options

The Commission has proposed the following optiams dddressing airline insolvency which will be
evaluated against a ‘no change’ option. Your respstwill help inform our assessment of the options.

A. Monitoring of carriers’ financial position

The financial oversight of EU air carriers would Isérengthened, through the adoption of raised
standards of financial fithess requirement and/@kimg the monitoring of carriers more pro-active.
This would be implemented at a national level, enudld include measures to be implemented both by
Member States and by licensing authorities.

- What issues/ benefits would there be from providingoing monitoring of the air carriers
operating in each Member State?

B1l. Introduction of an obligation for States to pteand coordinate the repatriation of stranded air
passengers

Member States would be obliged to provide protediiopassengers stranded by the insolvency of

carriers for which it had issued the operating hise (under Regulation 1008/2008). This would be

implemented at a national level, with method ofobhg assistance depending on the State’s legd

framework. There are several options for which Stabuld be responsible; the State in which the

passenger is stranded could be a practical option.

- What issues/benefits would there be if such a requént was introduced?

B2/B3.Insurance against insolvency
Carriers would be obliged to offer optional insucan/ provide compulsory insurance to their
passengers, on booking, against the risk of insmyeThis would cover reimbursement, assistanc
and repatriation. The method of implementation wdg decided at a Member State level, and non-
EU carriers could be considered for inclusion.
- What issues/benefits, if any, would be createchieyintroduction of either:
B2. an obligation for all carriers to offer pasgers optional insurance against their
insolvency; or
B3. an obligation for all carriers to have irsre against insolvency, covering all
passengers?
- To what extent would consumers be willing to paghleir ticket prices to cover the costs of
this insurance?

1%

B4. Introduction of a general reserve fund:
A general reserve fund would be established thraugbw charge collected on each air ticket sold|,
to cover the insolvency risk of air carriers. Tinsurance would cover reimbursement, assistance gnd
repatriation. This would be implemented at a nadioor supra-national level. One approach could be
to States to be responsible for passengers strahgearriers who they licensed, and for the fund to
be based on the existing PTD funds; however thetdaemat for implementation is open for
discussion.

- What issues/benefits, would be created by thedutrtion of a general reserve fund (for
example funded through a levy on air tickets) teecaosts of repatriation, refunds, and
assistance for passengers in the event of airis@vency?

- To what extent would consumers be willing to payhleir ticket prices to cover the costs of
contributing to such a fund? Would a small conttitru (€1-2 per ticket) have any impact on
the demand for air travel?

B5. Amendment to national insolvency/bankruptcy law
Current general bankruptcy and / or insolvency law®ember States would be adapted and
extended to cover the insolvency risk of carrieithiw individual States.
- What issues/benefits, if any, would be createdianging national insolvency/bankruptcy
laws to give priority to assistance and repatriatib passengers who were impacted?
- What other methods could be used to achieve the sammcome (e.g. bank guarantees)?

C1. Introduction of a requirement for member statesprovide information: |
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Responsibilities for disseminating information drlilge insolvency would be clearly defined, both
regarding risks (e.qg. financial stability of carr&, and in the event an air carrier becomes insotv
(e.g. which organisation would substitute an insalvcarrier).
- What issues/benefits would be created by requmatgonal authorities to communicate to
the public the financial fithess of the carrierattthey licensed?
- How could this be done in a way that provided comsts with clear and relevant
information?

C2. Introduction of a requirement for airlines torpvide information:
Marketing websites and other sales outlets wouldeleired to advise ticket purchasers of the risk
relating to insolvency, any insurance options, atiter forms of protection (e.g. credit cards). This
would be monitored at national level.
- What issues/benefits would be created by requairimes to advise ticket purchasers of
risks and existing/potential protection on websittere tickets were sold?
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Questions for insurance representatives

Existing protection schemes

1.

We are aware of the following existing methods thjol a passenger can be covered in the
event of airline insolvencies:

- schemes to ensure protection of package holidesepaers, in accordance with the Package
Travel Directive

- any credit card protection schemes

- any Scheduled Airline Failure Insurance

Are there are others of which we should be aware é& a Member State level)? Is there any

variation in existing cover between Member Statlgse give details.

Our understanding is that the availability of Salled Airline Failure Insurance is relatively
limited, not being available in all Member Statesl aot covering all carriers. As far as you are
aware what is the availability of SAFI? What do ymlieve are the reasons for this?

Would there be any issues created by insuranceanitttler scope than SAFI (e.g. including
accommodation)? Would it be possible to providehsasurance for all carriers?

Has there been any change in the proportion ofepgsss covered by these schemes, or what
costs are covered, since 20007 If there have bdei?,

Would you expect any further change in the propartif passengers covered by these schemes,
or what costs are covered?

Approximately what administrative costs (as a prépo of the amount insured) would
insurance providers incur relating to:

- credit card protection schemes
- Scheduled Airline Failure Insurance

Costs and practicality of insolvency insurance

7.

10.

11.

12.

13.

In broad terms, how would insurers calculate theepof insurance for airline insolvency? How
would the price of insurance with a wider scopethsst reimbursement of the ticket price (for
example, also including accommodation costs) beutated?

In particular how would insurers calculate the erid insolvency insurance for carriers that are
already in financial distress?

Under what circumstances would insurers considardhlines could not be insured against
insolvency? How, if at all, could this be mitigatedor example, could it be mitigated by
requiring that carriers’ place ticket revenue iseparate holding account which would then only
be released once the flight had been operated?

To what extent could the cost of obtaining insueanary between established airlines and new
entrants to the industry?

What are the advantages and disadvantages of iragjaarriers to offer optional insurance
against insolvency, against requiring this insueatacbe included in the ticket price?

To what extent would you expect that passengerddamiwilling to pay for insurance against
airline insolvency? How might this vary dependinmgtbe price level (for example at €1, €5 or
€10 per ticket)?

What issues, if any, would be created by an okitigab offer insurance being extended to non-
EU carriers?
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Policy options

The Commission has proposed the following optiams dddressing airline insolvency which will be
evaluated against a ‘no change’ option. Your respsmwill help inform our assessment of the options.

A. Monitoring of carriers’ financial position

The financial oversight of EU air carriers would Isérengthened, through the adoption of raised
standards of financial fithess requirement and/@kimg the monitoring of carriers more pro-active.
This would be implemented at a national level, enudld include measures to be implemented both by
Member States and by licensing authorities.

- What issues/benefits would there be for nationti@ities to provide ongoing monitoring of
the air carriers operating in each Member State?

B1l. Introduction of an obligation for States to pteand coordinate the repatriation of stranded air

passengers
Member States would be obliged to provide protediiopassengers stranded by the insolvency of
carriers for which it had issued the operating lise (under Regulation 1008/2008). This would be
implemented at a national level, with method ofobihg assistance depending on the State’s legal
framework. There are several options for which Stabuld be responsible; the State in which the
passenger is stranded could be a practical option.

- What issues/benefits would there be if such a requént was introduced?

B2. Optional insurance against insolvency
Carriers would be obliged to offer optional insucanto their passengers, on booking, against the i
of insolvency. This would cover reimbursementséssce and repatriation. The method of
implementation would be decided at a Member Séatel,| and non-EU carriers could be considered
for inclusion.
- What practical issues are there for insurance camepdo provide systematic optional
insurance against risk of insolvency and satisfégtoover the risk?

S

B3. Compulsory insurance against insolvency
Carriers would be obliged to provide insuranceheit passengers against the risk of insolvency.
This would cover reimbursement, assistance andtrigpian. The method of implementation would
be decided at a Member State level, and non-EUerarcould be considered for inclusion.
- What practical issues are there for insurance compdo provide systematic compulsory
insurance against risk of insolvency and satisfégtoover the risk?

B4. Introduction of a general reserve fund:
A general reserve fund would be established thraugkbw charge collected on each air ticket sold,
to cover the insolvency risk of air carriers. Thsurance would cover reimbursement, assistance pnd
repatriation. This would be implemented at a nagioor supra-national level. One approach could be
to States to be responsible for passengers strahgeadrriers who they licensed, and for the fund to
be based on the existing PTD funds; however thetdaemat for implementation is open for
discussion.

- What issues/benefits would be created by the inttdn of a general reserve fund (for
example funded through a levy on air tickets) teecaosts of repatriation, refunds, and
assistance for passengers in the event of airis@vency? Please comment how these might
vary depending on whether the fund was administatétl) or national level.

B5. Amendment to national insolvency/bankruptcy lsw
Current general bankruptcy and / or insolvency law®ember States would be adapted and
extended to cover the insolvency risk of carrieithiw individual States.
- What issues/benefits would be created by changitigmal insolvency/bankruptcy laws to
give priority to assistance and repatriation ofgeagiers who were impacted?
- To what extent would these issues differ dependmahether the laws governed airlines
registered in the State or airlines operating withiState?
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- What other methods could be used to achieve the sammcome (e.g. bank guarantees)?

C1. Introduction of a requirement for member stat&sprovide information:
Responsibilities for disseminating information drlilge insolvency would be clearly defined, both
regarding risks (e.qg. financial stability of carr&, and in the event an air carrier becomes insotv
(e.g. which organisation would substitute an insalvcarrier).
- What issues/benefits would be created by requmatgonal authorities to communicate to
the public the financial fithess of the carrierattthey licensed?

C2. Introduction of a requirement for airlines torpvide information:

Marketing websites and other sales outlets wouldeleired to advise ticket purchasers of the risk
relating to insolvency, any insurance options, atiter forms of protection (e.g. credit cards). This
would be monitored at national level.

- What issues/benefits would be created by requairimes to advise ticket purchasers of
risks and existing/potential protection on websitbere tickets were sold?
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Questions for airline associations
Factual information on airline insolvencies

1. Please see attached a list of failures of airlieggstered in the EU since 16 September 2008
which we have evaluated from OAG data and othercesu Please confirm if this is correct and
if there are any omissions.

2. Please provide any information you have as to threber of passengers who had booked to
travel on these carriers at the time that theyé#nd/or the number of passengers stranded
away.

Existing protection schemes

3. Please provide details of any existing schemesdtept passengers in the event of airline
insolvencies (to include what proportion of passeadgs covered; and which costs the schemes
cover). In particular this could include:

- schemes to ensure protection of package holidesepaers, in accordance with the Package
Travel Directive

- any credit card protection schemes

- any Scheduled Airline Failure Insurance (SAFI)

4. We understand that passengers purchasing ticketseldit card are partially protected by the
credit card issuer in the event of insolvency. Whaty costs do airlines incur from credit
companies relating to this? Are there any issuds tlve provision of this cover?

5. Are there any issues around the provision of SAEt e should be aware of?

6. Isthere any evidence that the proportion of pagsencovered by different schemes varies with
airlinesfticket costs?

Impact of airline insolvencies
7.  What have other bodies (such as airlines) donsdistgpassengers stranded in the event of
insolvencies? To the extent that you are able splédentify any costs, in terms of information,
care, repatriation and reimbursement.

Policy options

The Commission has proposed the following optiams dddressing airline insolvency which will be
evaluated against a ‘no change’ option. Your respsmill help inform our assessment of the options.

A. Monitoring of carriers’ financial position

The financial oversight of EU air carriers would Isérengthened, through the adoption of raised
standards of financial fithess requirement and/@king the monitoring of carriers more pro-active.
This would be implemented at a national level, endld include measures to be implemented both by
Member States and by licensing authorities.

- What issues/benefits would there be for nationti@ities to provide ongoing monitoring of
the air carriers operating?

- Please estimate the additional costs to new estrastilting from raising the financial
standards to obtain a license to fly, or promopingractive monitoring of financial fithess by
Member States under EU supervision.
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B1. Introduction of an obligation for States to pteand coordinate the repatriation of stranded air

passengers
Member States would be obliged to provide protediiopassengers stranded by the insolvency of]
carriers for which it had issued the operating lise (under Regulation 1008/2008). This would be
implemented at a national level, with method ofobihg assistance depending on the State’s legal
framework. There are several options for which Stabuld be responsible; the State in which the
passenger is stranded could be a practical option.

- What issues/benefits would there be if such a requént was introduced?

- Please estimate what costs if any have been ircbgr@ther airlines of providing relief for
stranded travellers. To the extent that you are,aléase could you identify which of these
costs are accounted for by information, care, regain and reimbursement.

- To what extent if at all would these costs diffathe coverage was limited to passengers
stranded domestically, within the EU, or globally?

- What issues, if any, would there be if this obligatwas extended to cover non-EU carriers?

B2/B3.Insurance against insolvency

Carriers would be obliged to offer optional insuca/ provide compulsory insurance to their
passengers, on booking, against the risk of insmyeThis would cover reimbursement, assistanc
and repatriation. The method of implementation wdg decided at a Member State level, and non-
EU carriers could be considered for inclusion.

- What issues/benefits, if any, would be createdhleyintroduction of either:

B2. an obligation for all carriers to offer passerggoptional insurance against their
insolvency; or

B3. an obligation for all carriers to have insummagainst insolvency, covering all
passengers?

- Please estimate the range of costs per tickettadrgd and compulsory insurance against
airline insolvency.

- Please estimate what proportion of airline passsnuat covered by an existing protection
scheme would be unwilling/unable to pay for insgeaagainst airline insolvency at different
price levels.

- What would be the additional cost burden to aidinesulting from the introduction of
compulsory insurance? In particular how would #ffect airlines already in financial
difficulty? How would it affect new entrants to thgiation market?

- To what extent if at all would these costs diffathe coverage was limited to passengers
stranded domestically, within the EU, or globally?

- What issues if any would there be if this obligatigas extended to cover non-EU carriers?

1%

B4. Introduction of a general reserve fund:
A general reserve fund would be established thraugkbw charge collected on each air ticket sold,
to cover the insolvency risk of air carriers. Thsurance would cover reimbursement, assistance pnd
repatriation. This would be implemented at a nagioor supra-national level. One approach could be
to States to be responsible for passengers strahgedrriers who they licensed, and for the fund to
be based on the existing PTD funds; however thetéaanat for implementation is open for
discussion.

- What issues/benefits would be created by the iothidn of a general reserve fund (for
example funded through a levy on air tickets) teecaosts of repatriation, refunds, and
assistance for passengers in the event of airis@vency? Please comment on how they
might vary depending on whether the fund was adsténéd at an EU or Member State level.

- Please estimate the cost per ticket of creatingneml reserve fund. In particular please
estimate the information costs, e.g. registratimoperation with audits.

- Please estimate what proportion of airline passsnugt covered by an existing protection
scheme would be unwilling/unable to pay for the@&xbst of contribution to a general
reserve fund (assuming a moderate price - €1-2igart)

- What impact would a general reserve fund have ompedition between airlines?

- To what extent would these issues differ dependmghether the fund was operated at
national, EU, or some other level?

- To what extent if at all would these costs diffathe coverage was limited to passengers
stranded domestically, within the EU, or globally?
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B5. Amendment to national insolvency/bankruptcy law
Current general bankruptcy and / or insolvency law®ember States would be adapted and
extended to cover the insolvency risk of carrieithiw individual States.
- What issues/benefits would be created by changitigmal insolvency/bankruptcy laws to
give priority to assistance and repatriation ofgeagiers who were impacted?
- To what extent would these issues differ dependmgvhether the laws govern airlines
registered in the state or airlines operating wwithistate?
- What other methods could be used to achieve the samcome (e.g. bank guarantees)?

C1. Introduction of a requirement for member statesprovide information:
Responsibilities for disseminating information drlilge insolvency would be clearly defined, both
regarding risks (e.qg. financial stability of carr&®, and in the event an air carrier becomes insotv
(e.g. which organisation would substitute an insalvcarrier).
- What issues/benefits would be created by requmatgonal authorities to communicate to
the public the financial fithess of the carrierattthey licensed?

C2. Introduction of a requirement for airlines torpvide information:
Marketing websites and other sales outlets wouldeleired to advise ticket purchasers of the risk
relating to insolvency, any insurance options, atiter forms of protection (e.g. credit cards). This
would be monitored at national level.
- What issues/benefits would be created by requairimes to advise ticket purchasers of
risks and existing/potential protection on websitbere tickets were sold?
- What would be the additional costs to airlines &gy from the introduction of this option?
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Questions for ETTSA

Pol

icy options

The Commission has proposed the following optiamsadddressing airline insolvency, which will be
evaluated against a ‘no change’ option. Your respsmwill help inform our assessment of the options.

B2/B3.Insurance against insolvency

Carriers would be obliged to offer optional insuca/ provide compulsory insurance to their
passengers, on booking, against the risk of insmyeThis would cover reimbursement, assistanc
and repatriation. The method of implementation wdg decided at a Member State level, and ng
EU carriers could be considered for inclusion.

- What issues would there be with the feasibilityraf’el agents, including online travel
agents such as expedia, offering the followingaysp
B2. an obligation for all carriers to offer passergyoptional insurance against their
insolvency; or
B3. an obligation for all carriers to have insum@against insolvency, covering all
passengers?
- How much do you estimate these options would ashplement?

1%

B4. Introduction of a general reserve fund:

A general reserve fund would be established thraugbw charge collected on each air ticket sold
to cover the insolvency risk of air carriers. Tingurance would cover reimbursement, assistance
repatriation. This would be implemented at a nagiloor supra-national level. One approach could
to States to be responsible for passengers strahgedrriers who they licensed, and for the fund t
be based on the existing PTD funds; however thetéaanat for implementation is open for

and
be

discussion.

- What issues would there be with the feasibilitylo$ option, in terms of technology?
- How much do you estimate the requirement to proiiftemation under this option would
cost to implement?

C1. Introduction of a requirement for member stat&sprovide information:
Responsibilities for disseminating information drlige insolvency would be clearly defined, both
regarding risks (e.qg. financial stability of carr&®, and in the event an air carrier becomes insotv

(e.g. which organisation would substitute an insalvcarrier).

- What issues would there be with the feasibilityra$ option, in terms of technology?
- How much do you estimate the requirement to proiiftemation under this option would
cost to implement?

C2. Introduction of a requirement for airlines torpvide information:

Marketing websites and other sales outlets wouldelgeired to advise ticket purchasers of the risk;
relating to insolvency, any insurance options, atiter forms of protection (e.g. credit cards). This
would be monitored at national level.

- What issues would there be with the feasibilityra’el agents, including online travel
agents such as expedia, providing passengers ilitteaspecific insolvency information?

- How much do you estimate the requirement to proiiftemation under this option would
cost for travel agents to implement?
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Questions for other interested parties
Factual information on airline insolvencies

1. Please see attached a list of failures of airlieggstered in the EU since 16 September 2008
which we have evaluated from OAG data and othercesu Please confirm if this is correct and
if there are any omissions.

2. Please provide any information you have as to threber of passengers who had booked to
travel on these carriers at the time that theyé#nd/or the number of passengers stranded
away.

Existing protection schemes

3. Please provide details of any existing schemesdtept passengers in the event of airline
insolvencies (to include what proportion of passeadgs covered; and which costs the schemes
cover). In particular this could include:

- schemes to ensure protection of package holidesepaers, in accordance with the Package
Travel Directive

- any credit card protection schemes

- any Scheduled Airline Failure Insurance

4. Has there been any change in the proportion oepagss covered by these schemes, or what
costs are covered, since 2000 (e.g. due to changles travel market)? If there have been, why?

5.  Would you expect any further change in the propartf passengers covered by these schemes,
or what costs are covered?

Impact of airline insolvencies

6. Inthe cases of airline insolvency described abedmt costs have passengers incurred? How far
are these different for those covered/not covexearbexisting scheme? To the extent that you
are able, please identify which of these costaaceunted for by information, care, repatriation
and reimbursement.

7. Inthe cases of airline insolvency described abboey have passengers tried to recover losses
they have incurred (for example, through claimsrgiahe airline or its owners)? Have national
authorities provided any assistance to passengeising this?

8. Inthese cases, to what extent have passengemesigttin recovering costs?

9. Asfar as you are aware, what costs, if any, hawerdodies (such as airlines) incurred in
repatriating, providing assistance to, and/or camptng passengers in cases of airline
insolvencies? To the extent that you are able splédentify which of these costs are accounted
for by information, care, repatriation and reimamgnt.

Policy options

The Commission has proposed the following optiams dddressing airline insolvency which will be
evaluated against a ‘no change’ option. Your respsmwill help inform our assessment of the options.

A. Monitoring of carriers’ financial position

The financial oversight of EU air carriers would Isérengthened, through the adoption of raised
standards of financial fithess requirement and/@king the monitoring of carriers more pro-active.
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This would be implemented at a national level, endld include measures to be implemented both by
Member States and by licensing authorities.

- What issues/benefits would there be for nation#iauities to provide ongoing monitoring of
the air carriers operating?

B1. Introduction of an obligation for States to pteand coordinate the repatriation of stranded air

passengers
Member States would be obliged to provide protediiopassengers stranded by the insolvency of]
carriers for which it had issued the operating hise (under Regulation 1008/2008). This would be
implemented at a national level, with method ofobhg assistance depending on the State’s legal
framework. There are several options for which &tapuld be responsible; the State in which the
passenger is stranded could be a practical option.

- What issues/benefits would there be if such a reqment was introduced?

- To what extent if at all would these costs diffathe coverage was limited to passengers

stranded domestically, within the EU, or globally?
- What issues if any would there be if this obligatigas extended to cover non-EU carriers?

B2/B3.Insurance against insolvency
Carriers would be obliged to offer optional insuca/ provide compulsory insurance to their
passengers, on booking, against the risk of insmyeThis would cover reimbursement, assistanc
and repatriation. The method of implementation wicag decided at a Member State level, and non-
EU carriers could be considered for inclusion.
- What issues/benefits, if any, would be createdhieyintroduction of either:
B2. an obligation for all carriers to offer passergyoptional insurance against their
insolvency; or
B3. an obligation for all carriers to have insuragainst insolvency, covering all
passengers?
- To what extent if at all would these costs diffethe coverage was limited to passengers
stranded domestically, within the EU, or globally?
- What issues if any would there be if this obligatigas extended to cover non-EU carriers?

1%

B4. Introduction of a general reserve fund:
A general reserve fund would be established thraugkw charge collected on each air ticket sold,
to cover the insolvency risk of air carriers. Thsurance would cover reimbursement, assistance pnd
repatriation. This would be implemented at a nagioor supra-national level. One approach could be
to States to be responsible for passengers strahgedrriers who they licensed, and for the fund to
be based on the existing PTD funds; however thetéaanat for implementation is open for
discussion.

- What issues/benefits would be created by the iothidn of a general reserve fund (for
example funded through a levy on air tickets) teecaosts of repatriation, refunds, and
assistance for passengers in the event of airis@vency? Please comment on how they
might vary depending on whether the fund was adsténéd at an EU or Member State level.

- To what extent would these issues differ dependmghether the fund was operated at
national, EU, or some other level?

- To what extent if at all would these costs diffathe coverage was limited to passengers
stranded domestically, within the EU, or globally?

B5. Amendment to national insolvency/bankruptcy lsw
Current general bankruptcy and / or insolvency law®ember States would be adapted and
extended to cover the insolvency risk of carrieithiw individual States.
- What issues/benefits would be created by changitigmal insolvency/bankruptcy laws to
give priority to assistance and repatriation ofgeagiers who were impacted?
- To what extent would these issues differ dependmgvhether the laws govern airlines
registered in the State or airlines operating withiState?
- What other methods could be used to achieve the samcome (e.g. bank guarantees)?

C1. Introduction of a requirement for member statesprovide information: |
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Responsibilities for disseminating information drlilge insolvency would be clearly defined, both
regarding risks (e.qg. financial stability of carr&, and in the event an air carrier becomes insotv
(e.g. which organisation would substitute an insalvcarrier).
- What issues/benefits would be created by requmatgonal authorities to communicate to
the public the financial fithess of the carrierattthey licensed?

C2. Introduction of a requirement for airlines torpvide information:
Marketing websites and other sales outlets wouldeleired to advise ticket purchasers of the risk
relating to insolvency, any insurance options, atiter forms of protection (e.g. credit cards). This
would be monitored at national level.
- What issues/benefits would be created by requairimes to advise ticket purchasers of
risks and existing/potential protection on websitbere tickets were sold?
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