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Dear Sir
T submit herew'ith”for your iﬁfoﬁﬁaﬁbﬁ anct' 'é-ons;aefaﬁon';

A formuia for prov:dmg ﬁnanclal assxstance for a rcgmnal service -

A dlscussmn on. hubbmg and fares R

My curriculum vitae briefly outhnmg my an‘lme expenence

An extract from my book contaimng hzstorlcal data on subsxdy t0 remote areas

¢ @ @ @

This is a private submlssmn as I have not had nor have Imade any contact with any other
party regardmg this subject : :

Please note that I have been out of the regional airline environment for many years
though T still carry the old scarsof handmg around the begging bow! for financial
assistance to mamtain outback air ser\nces m thc north and west of Queensiand

The numbers mentloned in the attachment can be used as levers for dec1dmg assrstance '
levels, eligibility and respensabxhty I'm out of date withi the financial numbers which
need to be ahgned wﬁh a range of current air fares from w1th current data

The system must be sunpie in al] ways Usmg my formula, the Federai Govemment is
seen to be open~handed but enmeshes both the State and local interests who also have to
assist. In the USA, the emergm g regmnal airlmes were usua] 1y submdlsed

The admzmstratlon of submdy payments was a real mghtmare in my day and probably
still is. Bureaucrats would make subjective statements like “we didn’t ask them to live
there” and turned the accounts upsxde down to ensure that govemnnent paid the absolute
minimum amount fmsted upon the;r budget by then' pohtlcai masters.

In my view, the concept of “hub and spoke 'as It is spoken of in Austraha is
uneconomical from an optimum schedalmg vzew;;omt n Ansett T had looked into -
‘hubbing at Newcastle with a B737 with the NSW. regzonals feedmg fromfto the north,
north-west and west. Dubbo gave & s;rmlar rcsult

I hope I'm not wastmg the Committee s t;me m th;s matter and that you ﬁnd some of the
content to be useful or heipful

Yours tmiy




- ATTACHMENT ONE
' - TO SUBMISSION NO. 11

A FORMULA ‘f"OR PRGVIDING FINANCIAL ASSISTANCE FOR
A REGI()NAL AIR SERVICE

1. In supplying and/or recelvmg a subs‘1dy, it is formally re'cognised by all parties that:

a. The airline will carry totally the commercial risks to choose and operate an
appmprzateiy sized and suitably equxpped aircraft on a frequency of
service to siit the focal market but, in any event, ‘not less than thrice
weekly to towns and’ communmes, and weekly to remote stations, In the
event of commercial fallure there wﬂl no recourse to either the State or
: Federai Govemment . -

b. The affected commumty counmi declares to its State/Territory
Government that such a regufar ait sefvice, as proposed, is justified and
that it guarantees to maintain a suitable acrodrome and termmal facilities
at its own cost, with'no cost to the an'hne

c¢. The State/Territory G_ovem‘m‘en‘t_ is prepared to license the airline,
exclusively, to conduct such regular air sefvices. -

d. The Federal Government receives the requests from both the community
council and the State/T emtory Govemment to establish, or to continue,
the regu!ar air service, and recelves confirmanon of CASA’s approval to-
license the operator : SR

e. On!y towns and communities situated west of the Great Dividing Range
and 400 kms from zts nearcst coastal commercial centre, and witha
population of less than IO 000 Wﬂi be ehglble fora submdlseci air service.

2. Subsidy payable per passenger elther adult or chiid Wﬂl be caiculated on the basis of
kilometers measured in a straight line from that coastal centre, and wn:hm the
following brackets [example only]: =

40010500 kms $50 - 700to 800 kms $80
500 to 600 kms $60 800 to 900 kms $90
60{) to 700 kms $70 B 900 to 1000 kms $100

3. The subsidy payment shail not exceed 50% of the pubhshed one way adult fare

4. The subsidy will be pa;d to'the commumty counczl by the State/T erritory Transport
Department and the Federal Trausport Department on the bams of 50/50 [or whatever
other proport:on is negotxated] : P

5. The passenger statisttcs wxll be coliected from the airline: by the community council,
and spot-checked by counczl staff at least once weekiy [The council in most cases
will be the airport owner]. -




6. The council will send an account to the each Transport Department at the respective
rate stated in 2 above, and- remit the funds to the airline on a monthly basis, after
~ withholding $1 per passenger as rezmbursement of assoclated administrative costs.

7. If air cargo, including mail, is to be subsu’ilsed then the kllo rate apphcabie will be the
equivalent to the weight of a passenger. with baggage [say 80kgs] divided into the
rate show in2 above Exampie $50 dwlded by 80kgs = 63cents kg subsidy.

8. Collectlon of cargo we;ght landed Wlli be rcported and pald via the commumty
council in conjinction with mbound passenger travel but no further payment will be
deducted for admimstratlon costs - :




-~ ATTACHMENT TWO
. TO SUBMISSION NO. 11

A DISCUSSION ON HUBBING AND FARES

Creating a hub at which a iarge alrcraﬁ is fed by smailer an'craﬁ seems to be a logical
approach until the dynamzcs of scheduies affectm g alrcraft ut:l:sat;cm and fixed costs, and

resultant economl_es of scale are analysed.

Broadly speaking, large intemationéljefs afé' able to opérété at the Towest cost per seat
kilometer because they can ﬂy over S 00(}+ hours a year carrymg around 400 passengers.
Domestic jets costs are h;gher as they ﬁy 3 090+ hours w1th 100~300 passengers The
larger regmnal alrhnes cost are higher Stl“ as they ﬂy 2 O(}O hours with 30 passengers
The smaller feeder airhnes are higher aga;n as they stnve for 1 000+ hours with 5-15

passengers.

The larger jets are more fuel eﬁ‘ic&ent have Icnger times between mainténance lay-ups,

and benefit from Eong hanl operat:ons partlcular}y durmg the mght

It is essential that alrcraﬁ are kept “m the an"’ and not Slttmg on the gmund waltlng for
connections w1th ]engthy tumarounds That pnnc:ple apphes to ali regular au'hnc

operations.




Southwest Airlines in the USA shuns hﬂﬁbing and oper'ates'.f‘point to point” with one

aircraft type, the Bo¢in g 737 If ﬁas- been coﬁsi's.'tentliy expaﬁsive and profitable. Hubbing
in the USA has been reas'onébly successful Beca_ilge of the sﬁread of its population across
an area the size of Aulétre:tlia.'.()u_r-démo.gifép.hy 'i_ftakeéf' its imbbssib!e to compare Australia

with the USA for hubbing opportunities.

It may be possible to hub If the émaﬂler operﬁtor is based at the d.lstant town [A] and is
able to feed into the larger town [Z] Where the larger an‘cmﬁ is d1scharg1n g its load and
awaits the incoming load from the regionai for ;ts return o the city [Y]. Other regionals
might have started out from their héme bases, say BC&D So five aircraft are

converging on Z to connect their loads.

Foran economic operatién' the Iargé a.ircra.ﬁ.h'é:s_ 'disembar.ked eﬁough passengers for
each of the four reglonals to make a paﬁabie }oad tc.). retum to their home bases. The larger
aircraft likewise has expected to uphﬁ en{)ugh passengers ﬁ'om the feeders to make that
flight back to the city Worthwh_lle. This sort of operation can be repeated as often as the
market dictates — two or three iime# 'é'day or. m(:)fe. ifrequired i.e. Ato Zto A,BtoZ to

B,CtoZtwoC,DioZtoD. -

But what if the stage’ lengths for these sectors are short and do not generate enough flight
hours for the regmnais‘? There are dzseconom;es of scale for the reglona]s possibly to the
advantage of the Iarger YtoZtoY. But then agam the sector length for the larger

aircraft might not generate sufﬁcxent ut:hsatwn elther so both are d}sadvantaged If the




regional was ableto flyto Y that co‘uid possibly double his aircraft utilisation. However,
in the case of Sydney, they mlght not be aliowed to do this because of the landing slots
permitted. This would not be a problem in the foreseeable ﬁzture for any other major

centre,

Furthermore, it is highly 1mprobable that there would be a reglona] airline based at A, B,
C&D.Soitis probable that A & B or C & D cou]d be combmed and served by two
regionals instead of four Howe:ver ﬂymg A to B and CtoD wouid add unproductlve
hours because there would be no mterport traffic. These would thus be “dead legs”

adding to the operators costs with no return.

Flying via mtermedlate ports is a]so unpopula:r w:th cmmtry travellers. East-West
Airlines originally had a pohcy of combmmg oniy two ports on 1ts services to Sydney
e.g. Tamworth/Armidale, Glen Inms/lnvereil Graﬁon/Coffs Harbour etc. it had learned
that passengers would niot ﬂy via two or more mtermedtate ports That concept provided

optimum utilisation for the F27s.

Because of the congestion at Sydney, Ansett conmdered hubbing a B737 at Newcastle
with feeders commg from north and north-westem towns of New South Wales. The
regionals were not happy to‘ hav¢ thea; utlhlsgttgpl reduced and to commlt aB737tosucha
short sector was not desi’rabie. For :ihi.s conceptto haveany .r'ne'aéure of success, the
regionals would have had fdbé bannedﬁ*om S'y'dne.}:? whlchwasnot é_n P§litically. They

might have considered Bankstown but, at that time, it was niot an optio_f;; and Sydney was




seen at the perfect connection point for western travelers going further on overseas or

interstate,

On a lower scale, an attempt was proposed by Air Queénsiand to hub at Longreach to
service the' surroundmg towris of Muttaburra Barcaldine Wmton Biackail Aramac etc.
There were no acceptable smaii opemtdrs based at these smaii towns so a Longreach
based operator 'wouEd h_a‘_ve h"ad _to be use’d'to‘ do: c;rquia'r routes whils.t the larger aircraft
sat on the grbuﬁd a.t'.'Longl‘éac'h. IWaii'ﬁr.l.g.:for'.its mcommgtrafﬁc"fhxs was 'uﬁeconO'mical
and the concept was abandoned. Aitematlvely, the East-West practlce was proposed with
the larger towns being _}012’13{1 w1th Longreach on d;fferent services e.g. Blackall

/Longreach, Barcaidlnemon'greach. The other ports were dropped.
SYDNEY

Sydney has a unique prﬁbieﬁx .v.'vith:.its c;étp for noise abatem;ﬁt. Thoﬁgh the Government
has promised that reglonais wﬂl not be squeezed out of Sydney, itis poss:ble that the new
owners of Sydney airport might cons;der offenng an incentive for the regionals to move
to a secondary au'port like Bankstown S0 that Sydney m;ght increase its earning capacity
by replacing the regmnal slots Wlth more get a;rcraﬁ if that was to eventuate, there would

less prospect for hubbmg in New South Wales and there probabiy would not need to be.




FARES

Prior to deregulat;on all alrhnes had to obtam approval from the Federal Government’s
Air Fares Comm:ttee before any changes couid be made to tanffs For operators, this

instilled an understandmg of haw ﬁxed and vanab]e costs affected air fares.

Before an aircratt left the ground, an operator incurred costs that could only be
ameliorated by increasing its'ﬂjdng hours e.g. depréciatioﬂ and interest or lease finance
costs, insurance, admini_strat_ion,- ﬁigl'it'(':rew.' When ﬂie aircr’éﬁ left the ground it incurred

costs for fuel and engineering, and today air 'hév:i'gaiioﬁ and ‘airport fees are variable costs.

Hence the constructlon of an’ a;rfare was a combmatmn of ﬁxed costs divided by the
number of passcngers referred to as the “ﬂagﬁt]i"’ ph}s a mzleage cost for the variable

costs incurred over th'e dlstance ﬁow‘n. Added to both was a margm for proﬁt before tax.

Whether the sector distance was short or Iohg', 'th'e ﬂagfa]l would be the same. Hence
when two camers imked a passenger would be paymg two ﬂagfaHs wh;ch made
connecting flights,’ say via a hub too axpenswe by comparison W1th through ﬂ:ght ﬁn'es

overa mmﬂa:r dlstance.-- .




Forexample, a passenger travelii'rig from Blindaberg to Canberra changing carriers at
Brisbane, would incur two’ ﬂagfa]is':in his fare. If the same carrier flew direct from

Bundaberg to Canberra, the fare would incotpotate only one flagfall..

Consequently, a major alrime wou]d negotiate wzth a reg:onal feeder to either share or
absorb the second ﬂagfali Thls wouid be done through eommerezai agreements such as

Air Queensland had With Ansett Austraha and Austrakan Airlmes

Though the commercial env;ronment is now deregulated the fixed and variable cost
relationships have not dlsappeared and will focus in the calculatlons of each operator

seeking to maximize its share of the passenger revente.

Hence the prospect of hubbmg mtroduces the argument of who i going to sacrifice what
proportion of its fi xed costs, ‘and the consequent proportlonal Eoss of pmﬁt resultmg from
operating a shorter sector If the major alrhne also owned the reglonai the debate would
be internal although, in these days of NCP and “user pays”, even the major airline e.g.

Qantas, would expect its subsidiary to operéte proﬁtab!&;'

If, however, a reglonal ajrhne was granted the sub31dy assnstance proposed herein, it is
highly possible that its economics could be transformed and hubbmg mtght be looked

upon more favou‘rabiy. '




ADDITIONAL INFORMATION HELD BY THE SECRETARIAT

ATTACHMENT TO SUBMISSION NO. 11 Mr Ronald H. Entsch

3. Personal Brief, Business Experlence, Appomtments and
Professional Assoc;atwns

4. Extract from Bushies: A History of Bush leots Air Queensmnd by
Ron Entsch ISBN 0 646 41241 8




