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Issue 1- Settlement Hierarchy and Housing Distribution

Q5. How did the Council consider the economic and other benefits of best and most versatile agricultural land in
pursuing the growth options in the Plan?

Proposed Revisions to the Preferred Options Draft Local Plan were consulted on between 20th January and 17th
March 2017 and included the allocation of the former Manston Airport site for mixed use development including up
to 2,500 homes. On the 25" October 2017, Cabinet followed Officer’s recommendations and agreed to
recommend that the full Council publish the draft Local Plan for consultation.

On the 18" January the draft Plan was presented to the Full Council, with a recommendation from both Officers and
Cabinet to publish the plan for consultation. The draft Plan was supported by a Sustainability Appraisal Update
Report (October 2017) which concluded in relation to Policy SP05 that:

“the promotion of the proposed policy is beneficial in terms of socio-economic objectives as there is a clear
contribution to the District’s housing supply and improvements to community facilities, such as the provision
of a new primary school. There is also potential for additional community facilities improvements, depending
on further studies to be undertaken during design that will state any additional requirements as a result of
development. The effects on with respect to the landscape are likely to be lesser for the development on
brownfiled land, when compared to development of greenfield land. Mitigation through implementing
robust design principles and undertaking further studies relating to potential environmental impacts are likely
to help mitigate these adverse effects. The site is well connected, with the policy requiring numerous efforts
to link with and improve the public transport links, particularly with the major centres of Margate, Broadstairs,
Ramsgate and Westwood” (pg. B12).

Members rejected the plan by a motion of 20 to 35. The primary area of contention comprised the future use of the
Application Site and the quantum and distribution of housing need within the District. We consider that Members
failed to take into account the implications this decision has in relation to the loss of the best and most versatile
agricultural land.

Following the rejection of the Local Plan by Members, Officers were tasked with identifying alternatives and on 19th
July 2018, two options were presented to Cabinet:

e Option 1 -to proceed with the draft Local Plan as recommended to Council on 18 January 2018 (which
remained Officers’ recommendation), or

e Option 2 -to proceed with the draft Local Plan as recommended to Council on 18 January 2018, with the
removal of the site allocation on the former Manston Airport site and the re-distribution of housing
requirements to alternative sites.

The Cabinet Report was supported by a Revised Options Sustainability Appraisal (22 June 2018) which assessed the
following options:

Option 1, as recommended to Full Council in January 2018,

e Option 2, which was to defer allocation of the airport site for 2 years following Local Plan adoption to allow
the DCO process to conclude with re-distribution of housing requirements formerly directed to the former
Manston Airport to alternative sites

e Option 3 was to retain the allocation of the former Manston Airport for mixed use development including
housing with new text to clarify that “in order to allow the opportunity for aviation proposals to come
forward, the site proposals in this policy are deferred for a period of two years from the date of adoption of
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the Local Plan. In the event that a DCO or CPO for aviation use is granted within that period (or the
landowner operates an airport at the site), the allocations in the policy will not take effect. This would trigger
a review of the Local Plan in relation to housing provision.”

The SA concluded that there would be ST/LT negative consequences associated with the re-distribution of housing
requirements to other allocated sites on the basis that the use of greenfield land would not directly support the
objective to improve efficiency in land use through the re-use of previously developed land. However, no assessment
was made regarding the economic and other benefits associated with preserving the most versatile agricultural
land. This is inconsistent with the NPPF (2012), which states that “local planning authorities should take into account
the economic and other benefits of the best and most versatile agricultural land” (para 112). As a result, we consider
that the draft SA Appraisal which informed the Cabinet’s decision underestimates the negative impact of the
allocation of alternative housing sites in relation to this objective.

Option 2 was voted through by Members at both the Cabinet and subsequently the Full Council at meetings on 16
July 2018. This has resulted in the redistribution of housing to the following sites:
e An additional 600 dwellings at Birchington, as an extension of the previous draft allocation (albeit only 510
can be considered additional as site ST3 was already proposed for allocation through Policy HO2C);
An additional 1,000 dwellings at Westgate, as an extension of the previous draft allocation;
An additional 500 dwellings at Westwood, as an extension of the previous draft allocation at Manston Court
Road/Haine Road;
e An additional 550 dwellings at a new strategic site north and south of Shottendane Road.

All of these sites are classified as either “Excellent” or “Very Good” in the Agricultural Land Classification however this
was not specified in the SA or assessed in any evidence base document. We consider that the Council took the
decision to redistribute housing allocations to these sites without a sufficient assessment of the economic and other
benefits associated with preserving the most versatile agricultural land.

In assessing the spatial strategy set out in the version of the Local Plan recommended by Officers (which included the
allocation of the former Manston Airport site for housing), the authors of the sustainability appraisal have not fully
assessed the implications that the alternative approach would have on the loss of high grade agricultural land. As a
result, we do not consider that it has been demonstrated that the chosen spatial strategy is the most appropriate
one when considered against the reasonable alternatives, as the tests of soundness require.

Q7. What alternative options were considered as part of the Plan’s preparation and why were they discounted?

Draft Local Plan Policy SP0O5 of the January 2018 version of the Regulation 19 Local Plan allocated the former
Manston Airport Site for mixed use redevelopment including at least 2,500 homes. Allocating the site for such uses
was based on up to date evidence and was the formal recommendation of Officers to Council in both January 2018
and again in July 2018. Members rejected Officer’s recommendations, instead replacing the relevant policy with
supporting text (which can be of limited if any weight) that states that the Council does not allocate the Site for any
specific purpose to ensure that the NSIP-DCO process is not ‘prejudiced’.

We do not consider that adequate reasons have been given for the de-allocation of the former Manston Airport and
the redistribution of housing allocations to Option 2 sites. The decision is based upon the acceptance of DCO
application, which must be properly scrutinised and examined in accordance with an entirely separate legislative
process. The emerging Local Plan cannot ‘prejudice’ nor indeed ‘prejudge’ whether it is will be approved or not, nor
can the mere submission of a DCO Application be relied upon as evidence to inform the Local Plan as its outcome
remains uncertain.

By contrast, the Council’s own up-to-date evidence base confirms that “airport operations at Manston are very
unlikely to be financially viable in the longer term and almost certainly not possible in the period to 2031”
(AviaSolutions Report, paragraph 2.5) the airport is very unlikely to be financially viable in the longer term and almost
certainly not over the plan period. This evidence base comprises three separate reports from credible aviation
experts AviaSolutions, two of which specifically respond to comments/concerns raised by third parties. This is
consistent with the conclusions of our client's own expert aviation consultants, York Aviation and Altitude Aviation,
both of whom conclude that there is little prospect of the re-opening of Manston Airport being a commercially
viable proposition over the plan period (see Enclosures 1 and 2 respectively). We therefore consider that there has
been a complete failure in terms of explanation and justification as to why Draft Policy SPO5 has been rejected. We
consider that allocation of the former Manston Airport for mixed use development forms a reasonable (indeed
preferable) alternative to the spatial strategy set out in the submission version of the Local Plan and do not consider
that a fair and a fair and public analysis of it as a development option has informed the Local Plan.
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Q9. Is the spatial strateqgy justified? Does it represent the most appropriate strategy, when considered against the
reasonable alternatives?

Stone Hill Park’s position is that the redevelopment of the former Manston Airport for mixed use development
including housing (as per the previous allocation in Policy SP05) has failed to be assessed as a reasonable alternative
in the Sustainability Appraisal. This is inconsistent with the NPPG, which requires that “an environmental report for the
purpose of the regulations must identify, describe and evaluate the likely significant effects on the environment of
implementing the Local Plan policies and of the reasonable alternatives taking into account the objectives and
geographical scope of the Local Plan (Paragraph: 019 Reference ID: 11-019-20140306).

Our client's position remains that the former Manston Airport should be allocated for comprehensive mixed use
redevelopment including at least 2,500 homes over the plan period. The development potential of this vacant,
brownfield site should be optimised in accordance with the principles of sustainable development. There is an acute,
sustained housing need in the District, the Council has consistently failed to meet its annual housing delivery targets,
and the District does not have a five year supply of housing. The former Manston Airport provides the opportunity to
plan for sustainable growth in a way which will deliver a large proportion of the District’s housing need in a
comprehensively designed new settlement, with sufficient critical mass to deliver necessary infrastructure and
services, including the delivery of a key transport link between the A22 and Manston Road forming part of the
Council’s Transport Strategy. It will embed the principles of sustainable development at its heart, providing the
backbone upon which this new community will grow and evolve over time. A full suite of environmental and
technical evidence has been provided to the Council in support of the May 2016 hybrid application (ref: 16/0550) as
well as the enhanced masterplan for 3,700 homes which was submitted in May 2018 (ref: 18/0660) which confirms
that the site is suitable, deliverable and viable for delivering the mix and quantum of development proposed.

In contrast, the alternative “Option 2” Strategic Sites put forward for the Council would require development of
agricultural and greenfield land of high value the loss of which has not been properly assessed. We consider it
unlikely that they will generate sufficient critical mass to deliver necessary infrastructure and are therefore likely to
place additional pressure on existing facilities and services. We are not convinced that the quantum of homes
proposed in these locations have a reasonable prospect of being delivered over the course of the plan period in
any event as there is no evidence that they are all available, deliverable and achievable.

Issue 5 — Development in the Countryside

Q1. How would a decision-maker determine if the need for a development overrides the need to protect the
countryside for the purposes of Policy SP21? Is the policy effective?

Proposed Policy SP21 states that development in the countryside outside of the urban and village confines will not be
permitted unless “there is a need for the development that overrides the need to protect the countryside and any
adverse environmental effects can be avoided or fully mitigated subject to the provisions of other policies”.

As the Draft Local Plan was submitted for examination prior to the 25th January 2019, the Council is able to rely upon
their own (lower) locally assessed OAN for the purpose of local plan examination even though it plans to provide for
fewer homes than up to date need assessments show are required. However, any future review of the Local Plan will
need to conform with the standard method OAN unless exceptional circumstances justified departure. The Secretary
of State has directed that a review must take place 6 months after adoption of the local plan (Letter Rt Hon James
Brokenshire MP, 28th January 2019). For Thanet, the MHCLG estimated that applying the standard method would
result in an OAN of 1,063 dwellings per annum between 2016-2026. Applying this to Thanet’s local plan period would
result in a total OAN in the District of 21,260 dwellings.

Because any proposed revisions to the PPG will apply from the date of publication, the significant gap between
Thanet’s locally assessed housing need (17,140 dwellings over the plan period) and the standard method (21,260
dwellings) will form a material consideration in decision-making. Indeed, in a letter to the Leader of the Council on
28th January 2019, the new Secretary of State Rt Hon James Brokenshire has put on public record his “concerns
about the low level of housing supply and delivery in Thanet. | expect planning decision-takers to have regard to
these concerns as a material consideration when deciding local planning applications” (Letter Rt Hon James
Brokenshire MP, 28th January 2019). In his letter he also confirms that:

e Thanet have consistently failed to bring forward a Local Plan in accordance with its Local Development
Scheme as legally required, having failed to meet Local Plan milestones in at least six Local Development
Schemes since 2006;

e Thanet is within the top third of Districts in England for high housing pressure, based on average affordability
ratios;

Date: 19 March 2019 Page: 3


https://www.gov.uk/guidance/local-plans--2

Heading: SHP Response to Matter 4

o Thanet’s lack of a five-year housing land supply further highlights the authority’s failure to plan for and deliver
the homes people need; and

On this basis, we consider that acute housing need would be sufficient justification to allow redevelopment of the
former Manston Airport site for housing, as there is a live application which demonstrates that the impact of the
development can be mitigated and the application accords with all other policies in the Local Plan.

Date: 19 March 2019 Page: 4
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ASSESSMENT OF THE NEED AND JUSTIFICATION FOR THE DEVELOPMENT OF MANSTON AIRPORT

EXECUTIVE SUMMARY

1. York Aviation was appointed by Stone Hill Park Limited (SHP) in September 2017 to review the
evidence presented by RiverOak Strategic Partners Limited (RSP) in connection with RSP's
prospective application for a Development Consent Order (DCO) for the redevelopment and re-
opening of Manston Airport as a hub for international air freight services, which also offers
passenger, executive travel and aircraft engineering services. Our initial summary Report was
published in November 2017 and the contents remain valid and relevant. It is included at
Appendix B to this report for completeness.

2. Our November 2017 Report made clear that:

>

RSP’s analysis of our earlier work for the Freight Transport Association (FTA) and Transport
for London (TfL) was flawed and this work did not support RSP’s conclusion that there would
be a substantive or sustainable role for Manston in the UK air freight industry.

The remaining evidence relied on by RSP to justify its Need Case is almost entirely based on
circumstantial evidence related to the shortage of airport capacity principally for passenger
flights, that can also carry bellyhold cargo, in the circumstances where no additional
capacity is provided at any of the London Airport. This is simply irrelevant particularly given
that it is Government policy to promote the development of a third runway at Heathrow.

The analysis presented by Azimuth to support RSP’s case shows a lack of understanding of
the economics of the air freight market, especially in failing to recognise the economic
drivers that prioritise the use of bellyhold capacity over dedicated freighters.

Manston’s past operation was economically inefficient due to the inherent lack of viability.
Reopening the Airport has no realistic prospect of success as there are more economically
efficient alternatives available for any freight displaced from Heathrow in the short term,
pending the development of a third runway.

Azimuth'’s “forecasts’ rely strongly on the attraction of an integrator but Manston is too
peripheral for integrator operations serving the UK.

Azimuth’s interview survey, used as further justification for RSP’s freight movement
forecasts, relies on a small list of mainly local companies with something of a vested interest
in seeing Manston re-opened and does not provide a basis for the specific aircraft
movement forecasts upon which the case relies, not least as it is not possible to relate the
proposed services to be operated with the responses by the interviewees. There is simply
no explanation for, or justification for, the services postulated by Azimuth. There is a total
lack of credibility in the approach adopted.

To illustrate this lack of credibility of the forecasts, in Year 2 (the first operational year), a
cargo throughput of nearly 100,000 tonnes is forecast by Azimuth. This would make
Manston the 5% largest freight airport in the UK in its first year after re-opening. It would
make Manston the 3™ busiest airport in the UK in terms of tonnage carried on dedicated
freighter aircraft. This is simply not a credible proposition.

Proper analysis of the UK air freight market showed that there is plenty of freighter capacity
at Stansted and East Midlands Airport to accommodate any growth required in dedicated
freighter operations such that there will be no shortage of capacity across the UK and no
role for Manston in accommodating traffic spilled from other airports. These airports are
better located relative to the market and the key locations for distribution within the UK.

York Aviation LLP 1
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= Our estimate was that Manston would, at best, be able to attain 2,000 annual air cargo
aircraft movements by 2040 and it is equally plausible that it might not achieve more than
750 such movements annually as operated when it was previously open.

= Our initial assessment of the passenger market was that the throughput might, at best, be
around half of that projected by RSP and, hence, given the dependence on passenger
related income for the financial viability of airport operations, this would impact
substantially on the viability of the proposal.

= Our assessment was that the existing infrastructure at Manston Airport, if made good,
would be capable of handling 21,000 annual air cargo aircraft movements. The actual usage
of that capability would depend on the pattern of operation and how the infrastructure was
used on a day by day basis.

= We also gave provisional consideration to the land required to accommodate future
forecast demand. Without prejudice to our view that demand to use Manston is not likely
to be anything like 17,171 cargo aircraft movements a year, we considered that the land
required would be substantially less than shown on the RSP Master Plan and that the
proposed land take is excessive and without justification in terms of the compulsory
acquisition of the land, particularly given the inherent implausibility of the demand
forecasts upon which the assessment was made.

= We could see no justification for the inclusion of the ‘Northern Grass’ area within the DCO
on the basis of it being for associated development. There will be little requirement for or
likelihood of the relocation of freight forwarding activity from adjacent to the UK’s main
cargo hub at Heathrow or elsewhere to Manston.

= Azimuth made errors in the assessment of the socio-economic implications of the proposed
development, particularly in terms of the use of inappropriate multipliers, the assessment
of impacts at a national scale, rather than the local scale in East Kent as implied by Azimuth,
and should have taken displacement of activity from other UK airports fully into account,
reducing the impacts well below those stated.

This report updates and adds to the analysis of the flaws in RSP’s Need Case, as set out
principally in the Azimuth Reports, as presented in our November 2017 Report. In practice, the
Azimuth Reports are little changed and, to the extent that new material has been added, do not
address or rectify the substantial errors that we identified in the analysis contained therein. We
do also update consideration of Aviation Policy in the light of developments, including the
formal designation of the Airports National Policy Statement (NPS) and the clear statement of
intent regarding the third runway at Heathrow and its role in ensuring adequate air freight
capacity for the foreseeable future.

Our overall assessment in November 2017 was that RSP’s case lacked any real credibility.
Nothing has fundamentally changed and to the extent that there have been changes, for
example in the formal designation of the Airports NPS, any need for Manston is even less than
we previously assessed.

In updating of our previous work, we have taken particular cognisance of the requirement for
RSP to present a compelling case in the public interest to justify the compulsory acquisition of
land. This goes beyond the theoretical test of the capability of the infrastructure proposed but
must, necessarily, consider the likelihood and extent of the level of usage of that infrastructure
and the extent to which there would be wider public benefit from the land being used in that
way.

York Aviation LLP


http://www.yorkaviation.co.uk/Home

ASSESSMENT OF THE NEED AND JUSTIFICATION FOR THE DEVELOPMENT OF MANSTON AIRPORT

Aviation Policy

6. The whole of the RSP Need Case for the development of an air freight hub at Manston is based
on the Azimuth Reports. A flawed interpretation of Aviation Policy is still set out in Azimuth'’s
Volume |, which seeks to infer support for the development of a mainly freight airport at
Manston based on the evidence before the Airports Commission of the potential damage to the
UK economy if no additional hub airport capacity was provided at Heathrow (or a reasonable
alternative to Heathrow). This was never a relevant basis for considering whether there was a
case for re-opening Manston as a primarily air freight airport, as the vast majority of the
economic benefit cited relates specifically to the benefits to passengers in the main using global
passenger services from an expanded hub Heathrow — a need that Manston patently cannot
and does not claim that it will be able to meet.

7. The clear decision by Government in favour of the building of an additional runway at Heathrow
will transform capacity available to the air freight sector. There can be no doubt that the use
by RSP of pre-NPS evidence on the need to address the shortage of airport capacity overall to
serve London is misleading and incorrect. Properly interpreted, Government Aviation Policy
makes clear that expansion of capacity at Heathrow, allowing more global air connections
providing additional bellyhold capacity and scope, if required, for more dedicated freighter
movements at Heathrow, is the identified means of meeting future air freight demand, along
with the continued role for East Midlands and Stansted as air freight gateways with ample spare
capacity.

Errors and Inconsistencies of Analysis

8. In this report, we have identified further inconsistencies and mathematical errors in the
‘forecasts’ presented by Azimuth and others in the RSP team to justify the proposed
development at Manston. Whilst individually some of these errors and discrepancies might
seem small in scale and impact, others are highly significant and serve to undermine the
credibility of the whole approach outlined in the Azimuth Reports and throughout RSP’s
Application Documents. The combined implications are significant in terms of whether a) the
application should actually have qualified as an NSIP; b) in terms of the level of demand that
Manston might attract if it re-opened as an Airport and the viability of the proposed operation;
and c¢) whether the environmental assessments undertaken are robust.

9. The most significant of these errors relate to:

= the lack of any soundly based forecasts — instead of forecasts based on an understanding of
markets, costs and real potential, RSP’s case is founded on a flawed list of airlines that it
claims will definitely operate at Manston and then grow their business at Manston. Several
of these airlines do not operate air freight services at all and others would be unlikely to
operate to Manston for the reasons we set out. Hence, the list presented is no more than
a ‘guesstimate’, without any supporting evidence. These are not ‘forecasts’ in the sense
that is normally recognised in the industry;

» the lack of realism in the fleet mix overall and the assumed pattern of day/night time
operations, particularly in relation to the implications for the prospect of integrator and
mail operations being attracted to use Manston at all. This further undermines the
credibility of the short term ‘forecasts’ as, contrary to what RSP claim, airlines would not be
able to operate to Manston on an unconstrained basis to meet their own commercial
requirements but would be so constrained during the night period as to make the majority
of the operations claimed by Azimuth unviable for the airlines;

York Aviation LLP 3
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= the overstatement of longer term demand projections through the use of unjustified
growth rates due to mathematical errors made by Azimuth.

These errors and inconsistencies render the so-called ‘forecasts’ completely unreliable as a basis
for assessing the extent and nature of any usage of Manston in the event that the Airport re-
opens.

Understanding the Air Freight Market

Examination of market trends and the structure of the air freight market make clear that there
is no role for Manston, other than possibly as a niche cargo operation for ad hoc specialist
consignments, as with its historic operation. The trend in favour of bellyhold for the carriage of
general air freight is clear. This freight forwarding sector is heavily concentrated around
Heathrow for this very reason and the associated consolidation activity essentially drives the
choice of airport based on the most economical freight rates available for any consignment.
This is highly unlikely to be a dedicated freighter option from an airport remotely located in East
Kent.

R3 will provide for a doubling of air freight capacity at Heathrow, mainly in bellyholds of
passenger aircraft, but also scope for dedicated freighters to the extent that these are required
to feed the hub at Heathrow. Indeed, the ability to provide a step change in capacity for air
freight was one of the principal reasons why the Government chose the specific proposal for
the development of a new runway. Freight facilities at Heathrow are actively being modernised
and extended in anticipation of the growth of cargo activity there.

The integrators are already well established at East Midlands Airport in particular, as well as
using Heathrow and Stansted to serve the main markets in England. Manston is too far from
the distribution centres along the M1/M6 axis to function as an integrator base, leaving aside
that the proposed night movement restrictions would render any such operation unviable for
the airline/integrator.

This leaves niche/specialist cargo operations as the only possible market for Manston. This
would be consistent with the types of cargo that Manston used to handle. Ultimately, this is a
very small market and unlikely to result in Manston handling more freighter movements than it
did historically. This has profound implications for the Need Case as a whole, not least as it
seems likely that any freighter activity would in fact need to be displaced from elsewhere
through price incentives as there are few, if any, natural market drivers which would make
Manston the first choice location, particularly given growth in bellyhold capacity at airports such
as Manchester, Edinburgh, Birmingham and Stansted, plus available capacity for freighters
particularly at East Midlands and Stansted Airports.

Air Passenger Forecasts

As with the asserted air freight ‘forecasts’, RSP/Azimuth provide no quantified analysis of the
market to justify the passenger forecasts. The passenger element of the forecasts will be a vital
element in considering the potential viability of the Airport as, generally, passenger operations
offer higher margins for an airport than cargo operations given the ability to earn ancillary
commercial revenues from shops and car parking. Furthermore, much of the asserted economic
benefit from the Manston operation stems from passenger flights rather than cargo operations.

York Aviation LLP
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16. To assist the Examining Authority, we have set out in full our market assessment for passenger
services at Manston. We have undertaken this analysis on the same basis as we would for any
UK regional airport and presented it in a form that would be normal practice at an airport
planning inquiry. Such analysis is completely missing from the Azimuth Reports.

17. Proper analysis of the market confirms that Manston is, at best, only likely to attract around
half of the number of passengers claimed, without analysis, by Azimuth Associates over the 20
year period of the projections. This has inevitable implications for both the scale of facilities
required and the viability of the airport operation as a whole. It is highly likely that attracting
such services will require support from the public sector as well as highly discounted airport
charges. Past experience would suggest that there would remain a high risk of the airlines failing
to sustain the routes on a viable basis.

Infrastructure Requirements

18. Without prejudice to our view that demand to use Manston is not likely to be anything like
17,170 cargo aircraft movements a year, our analysis shows that the land required to
accommodate such a number of movements would be substantially less than shown on the RSP
Master Plan. The RSP Application Documents fail to set out any justification for the extent of
facilities proposed by reference to their own ‘forecasts’ both for the core airport infrastructure
and any claimed associated development on the Northern Grass.

19. To assist the Examining Authority, we have set out the basis for estimating the required number
of stands and cargo terminal infrastructure to enable RSP’s forecasts to be accommodated
based on the times that airlines would wish to fly. This does, of course, confirm the extent to
which there would be dependence on night flying. Based on proper analysis of airline operating
patterns, the maximum number of Code E equivalent stands that would be required, even
allowing a buffer for resilience, would be 10. Based on global benchmarks, the scale of cargo
sheds could also be substantially reduced to no more than 1/3 of the size proposed by RSP.
Overall, even in the highly unlikely event that RSP/Azimuth’s ‘forecasts’ were realised, the
overall scale of development required would be no more than of the order of 40% of that
proposed in RSP’s Master Plan to accommodate airlines at the times they would wish to fly.
This is, of course, not the same as the theoretical capability of the existing or proposed
infrastructure.

20. As far as the Northern Grass is concerned, the list of airport related uses provided in the
Updated NSIP Justification by RSP is no more than a list of uses that may be required at an
airport without any specific reference to whether they are actually needed at Manston or,
indeed, the extent to which these uses would need to be accommodated in an airside location
in any event. We can see no justification for the inclusion of the ‘Northern Grass’ within the
DCO as associated development as there will be little requirement for the relocation of freight
forwarding activity from adjacent to the UK’s main cargo hub at Heathrow or elsewhere to
Manston and any requirement for the facilities listed could be accommodated south of the
B2050.
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The development on the Northern Grass site appears to be speculative commercial
development. The total extent of landside airport related uses at East Midlands Airport, other
than hotels which do not feature as part of Manston’s plans, is 13,000m?, or 13% of the scale of
development proposed for the Northern Grass by RSP. Hence, based on the precedent at East
Midlands Airport — the UK’s principal airport for pure freighter operations — the extent of
development proposed for the Northern Grass means it would be expected to be largely for
non-aviation related uses.

Viability
In the absence of any assessment of the Business Case for the development within the RSP
Application Documents, we have undertaken an assessment of the potential viability to assist

the Examining Authority to assess the likelihood of the development plan being implemented if
consented.

Our analysis shows that the RSP proposals for Manston Airport are not commercially viable even
based on their unreasonably optimistic traffic ‘forecasts’. The Airport would remain in a loss
making position for at least 15 years and generate a negative return on investment for more
than 20 years. Fundamentally, the analysis of potential viability strongly suggests that no
rational private sector investor would fund the re-opening of Manston Airport on the basis
proposed by RSP as the development is likely to deliver negative returns to investment for the
foreseeable future.

The Airport was never previously a financially viable operation and we see no reason for this to
be any different in future. When properly analysed, there is little prospect of the operation
generating sufficient revenues to cover the costs for the investors nor deliver any returns on
the investment for the foreseeable future. In the absence of evidence to the contrary, it is our
judgement that investment would not be forthcoming to the extent necessary to even secure
the re-opening of the Airport.

Clearly, to the extent that traffic growth does not materialise as RSP envisage following the
initial investment, it is clear that the financial position of the Airport would be materially worse.
It is our assessment that, even if initial investment was forthcoming, which we doubt, it is
inevitable that the Airport would close again in the medium term due to lack of inherent
viability.

Overall Conclusion

Fundamentally, the whole Need Case for the development of Manston as an air freight hub is
infected with flaws and errors of understanding such that the so-called ‘forecasts’ of air freight
and passenger demand have no credibility at all. Even if they were credible, the scale of
development proposed is unjustified and excessive. The development and operation of the
Airport would simply be unviable and incapable of attracting competent investors.
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ASSESSMENT OF THE NEED AND JUSTIFICATION FOR THE DEVELOPMENT OF MANSTON AIRPORT

1 INTRODUCTION

This Report

1.1 York Aviation (YAL) was appointed by Stone Hill Park Limited (SHP) in September 2017 to review
the evidence presented by RiverOak Strategic Partners Limited (RSP) in connection with RSP's
prospective application for a Development Consent Order (DCO) for the redevelopment and re-
opening of Manston Airport as a hub for international air freight services, which also offers
passenger, executive travel and aircraft engineering services. Our initial Summary Report was
published by SHP in November 2017 and is appended to this report at Appendix B to assist the
Examining Authority.

1.2 We subsequently provided comments on RSP’s updated consultation materials in February
2018 and these were submitted as part of SHP’s response to the consultation. This note is
appended to this report at Appendix D to assist the Examining Authority.

1.3 Inouroriginal November 2017 report, as summarised in the Executive Summary, we made clear
that:

i. RSP’s quantified forecast of the number of dedicated freighter aircraft that Manston
might attract was based almost entirely on our earlier work for the Freight Transport
Association (FTA) and Transport for London (TfL) in 2015 and a note on Freight
Connectivity for TfLin 2013. However, the analysis in these reports, when properly read,
does not support RSP’s conclusion that there would be a substantive or sustainable role
for Manston in the UK air freight industry.

iii. The remaining evidence relied on by RPS as the basis of the Justification for the
Application, set out in the Azimuth Reports, is almost entirely based on circumstantial
evidence related to the shortage of airport capacity principally for passenger flights, that
can also carry bellyhold cargo, in the circumstances where no additional capacity is
provided at any of the London Airport (the Airports Commission’s baseline position).
Use of the economic costs to the UK if additional passenger hub capacity is not provided
in the South East of England by 2050 is not relevant to the specific question as to
whether there would be sufficient demand or any economic justification for dedicated
freighter movements to be operated to/from Manston in the foreseeable future,
particularly in the circumstance where it is Government policy to promote the
development of a third runway at Heathrow.

iii. The analysis presented by Azimuth to support RSP’s case shows a lack of understanding
of the economics of the air freight market. Just because there could be excess air freight
demand in 2050, compared to the bellyhold capacity available in the absence of further
runway capacity at the UK’s main hub, it does not follow that displaced bellyhold freight
will seek a more expensive dedicated freighter service from an alternative airport over
the use of available bellyhold capacity, even if available at a more distant airport, as this
bellyhold capacity can be provided at a lower cost to the shipper with only a marginal
penalty in terms of the overall shipment time.

iv. Fundamentally, Manston’s past operation was economically inefficient due to the
inherent lack of viability. Reopening the Airport has no realistic prospect of success as
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there are more economically efficient alternatives available for any freight displaced to
the extent that there are ongoing capacity constraints at Heathrow in the short and
longer term.

V. The Manston freighter forecasts rely strongly on the attraction of an integrator but
Manston is too peripheral for integrator operations serving the UK. Integrators have a
strong preference for locations more centrally located in the UK with good road access
to all of the major markets for ease of distribution. Manston is simply in the wrong place
to serve the market being located at the far south east at the end of a peninsular, away
from the main centres of population and remote from the majority of the UK.

vi. Azimuth’s interview survey, used as further justification for RSP’s freight movement
forecasts, relies on a small list of mainly local companies with something of a vested
interest in seeing Manston re-opened! and does not provide a basis for the specific
aircraft movement forecasts upon which the case relies. If anything, the views of those
interviewed by Azimuth suggest that there would, at best, be a limited role for Manston.
The one airline interviewed made clear that “success at Manston depended upon
identifying a niche market and becoming known for excellence.” 1t did not identify what
this niche market might be. These interviews confirm our view that any realistic
expectation for Manston, at best, is for a small niche operation, as it previously
sustained on a non-viable basis rather than as a general ‘overspill’ cargo airport for
London.

vii. The outputs from these interviews are then used by Azimuth as a basis for postulating
a number of cargo aircraft movements that might operate at Manston. However, it is
not possible to relate the proposed services to be operated with the responses by the
interviewees. There is simply no explanation for, or justification for, the services
postulated by Azimuth. There is a total lack of credibility in the approach adopted.

viii. To illustrate this lack of credibility of the forecasts, in Year 2 (the first operational year),
a cargo throughput of nearly 100,000 tonnes is forecast by Azimuth. This would make
Manston the 5™ largest freight airport in the UK in its first year after re-opening. It would
make Manston the 3™ busiest airport in the UK in terms of tonnage carried on dedicated
freighter aircraft. This is simply not a credible proposition.

ix. Our November 2017 Report contained an updated and further developed analysis of the
UK air freight market from that previously undertaken in 2013 and 2015 for TfL and for
the FTA. When properly interpreted, our forecasts of air freight demand and capacity
across the UK as a whole, taking the role of bellyhold fully into account, show that, to
the extent that there is any need for additional pure freighter movements, there is
plenty of freighter capacity at Stansted and East Midlands to accommodate any growth.
These airports are better located relative to the market and the key locations for
distribution within the UK. Overall, we conclude from this analysis that there will be no
shortage of capacity for dedicated freighter aircraft across the UK in the period up 2040
and that overspill from other airports would not provide a rationale for re-opening
Manston.

! Not all of these companies are still in operation.
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X. On any assessment of a realistic potential role for Manston, our estimate was that
Manston would, at best, be able to attain 2,000 annual air cargo aircraft movements by
2040 and it is equally plausible that it might not achieve more than 750 such movements
annually as operated when it was previously open. These are far below Azimuth'’s
projection, upon which RSP rely, of 17,171 annual cargo aircraft movements.

Xi. Our initial assessment of the passenger market was that the throughput might, at best,
be around half of that projected by RSP and, hence, given the dependence on passenger
related income for the financial viability of airport operations, this will impact
substantially on the viability of the proposal. The other activities suggested by RSP, such
as business aviation, maintenance, repair and overhaul, and aircraft dismantling are
highly competitive markets and, to the extent that Manston might attract any such
operations, these are unlikely to contribute substantially to the overall viability of the
Airport.

Xii. Our assessment was that the existing infrastructure at Manston Airport, if made good,
would be capable of handling 21,000 annual air cargo aircraft movements. The actual
usage of that capability would depend on the pattern of operation and how the
infrastructure was used on a day by day basis.

Xiii. We also gave provisional consideration to the land required to accommodate future
forecast demand. Without prejudice to our view that demand to use Manston is not
likely to be anything like 17,171 cargo aircraft movements a year, we considered that
the land required would be substantially less than shown on the RSP Master Plan and
that the proposed land take is excessive and without justification in terms of the
compulsory acquisition of the land, particularly given the inherent implausibility of the
demand forecasts upon which the assessment was made.

Xiv. We could see no justification for the inclusion of the ‘Northern Grass’ area within the
DCO on the basis of it being for associated development. There will be little
requirement for or likelihood of the relocation of freight forwarding activity from
adjacent to the UK’s main cargo hub at Heathrow or elsewhere to Manston.

XV. Azimuth made errors in the assessment of the socio-economic implications of the
proposed development, particularly in terms of the use of inappropriate multipliers, the
assessment of impacts at a national scale, rather than the local scale in East Kent as
implied by Azimuth, and should have taken displacement of activity from other UK
airports fully into account, reducing the impacts well below those stated.

XVi. Our overall assessment was that RSP’s case lacked any real credibility.
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In practice, there have been no substantive changes to the case being presented by RSP since
our original report was prepared. Hence, we consider that the contents of our original report
and the subsequent note remain valid and should be given full consideration by the Examining
Authority. We do not repeat their contents here but this updating report should be read
alongside our previous reports, which are appended to this report at Appendices B and D2. It
remains the case that RSP’s assessment of the need for the development of a specialist air
freight airport at Manston lacks credibility and is not founded in any proper assessment of the
market as would normally be expected for a planning (or development consent) application of
this magnitude.

In this report, we will highlight the key ongoing shortcomings in the Need Case being presented
by RSP, drawing on our earlier reports and updating the material contained therein where
necessary, in particular relating to:

= the implications of the Airports National Policy Statement (NPS) and emerging Government
Policy as set out in the Aviation Strategy Green Papers3;

= the updated performance of the UK Air Freight Sector and future trends;

» additional or revised material made available in the RSP Application Documents.

To assist the Examining Authority, this report also sets out, in more detail, our assessment of
realistic passenger demand forecasts and on the implications of the assessment of the air freight
market and passenger demand forecasts for the viability of the Airport, which were not
previously covered in our 2017 Summary Report.

Fundamentally, this report goes beyond the work previously submitted to examine whether
there is a compelling case in the public interest for the development of an air freight hub at
Manston by reference to our assessment of the market and need for the development and in
the light of recently emerging Government Aviation policy. The test that needs to be met is a
more stringent test than simply whether the infrastructure proposed would deliver a theoretical
capability greater than the threshold set out in the Planning Act 2008. It requires consideration
of:

~ the levels of demand that are likely to use Manston — this goes beyond consideration of the
capability of the infrastructure proposed and requires consideration of whether the
infrastructure is likely to be used and how this usage contributes to efficiently meeting the
national demand for air transport;

= the implications of those levels of usage for the likelihood that the development and
operation of the Airport would be viable and sustainable over the longer term, having
regard to the requirement to fund the development of the infrastructure in the first
instance;

= whether the land proposed to be acquired is required to meet realistic levels of demand.

2 To assist the Examining Authority, we have included an updated index of the references to the final Azimuth
Reports in Appendix C.
3 Aviation 2050, The Future of UK Aviation, a Consultation, Department for Transport, Cmnd 9714, December

2018
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1.8 Inthis report, we highlight further the deficiencies in the evidence presented by RSP to support
its case, in particular the continued absence of detailed analysis and justification from RSP
relating to the need for the development within the Application Documentation. It remains our
view that the deficiencies in the evidence are not capable of remedy or, if remedied, would
confirm our previous conclusion that the case for the re-opening of Manston as an operational
commercial airport on a viable or sustainable basis lacks foundation.

1.9 In this Report, we consider:

whether there is aviation policy support for the development in Section 2;

errors and inconsistencies in the case presented by RSP in Section 3;
understanding the air freight sector in Section 4;

realistic forecasts of air passenger demand in Section 5;

the justification for infrastructure required to support those forecasts in Section 6;

the implications for the viability of airport operations in Section 7,

¥ ¥ ¥ ¥ VYOV o¥

our conclusions in Section 8.

York Aviation Credentials

1.10 York Aviation LLP is a specialist air transport consultancy that focusses on airport planning,
demand forecasting, strategy, operation and management. The company was established in
2002. We offer a broad range of services to airports, airlines, governments, economic
development organisations and other parties with an interest in air transport. Our team is a
mixture of experienced air transport professionals and economists. Key members of the team
have substantial experience of airport operations and development gained through working for
Manchester Airports Group. Our core services include:

business planning and strategy;

capacity and facilities planning;

master planning and planning application support;

demand forecasting;

economic impact assessment and economic appraisal;

policy and regulatory advice;

route development;

¥y ¥ ¥ ¥ ¥ ¥ ¥ ¥

transaction support.
1.11 Our current and recent clients include:
= Department for Transport (DfT), in particular producing supporting studies published by DfT

alongside the Airports NPS and Aviation Strategy Green Paper

= Transport for the North, including recent work on the linkage between aviation connectivity
and trade (with Oxford Economics);

= Transport Scotland and Scottish Enterprise;
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» Civil Aviation Authority;

= London City Airport in relation to updating its Master Plan;

= London Luton Airport in relation to its prospective DCO;

= Manchester Airports Group, including economic impact assessments of East Midlands and
Stansted Airports;

» Birmingham Airport;

» Glasgow Airport;

» Regional and City Airports;

= Ryanair.

In addition, we work for numerous investors in airports and other parties with an interest in the
development, operation and management of airports in the UK and abroad. This includes the
development of business plans, the assessment of viability and the broader business case for
investment.

We previously did work for Transport for London and the Freight Transport Association related
to submissions to the Airports Commission in connection with the requirement for a new hub
airport serving London and the South East. This included analysis of the UK air freight market.
This is work upon which RSP seeks to rely but, as made clear in our 2017 Summary Report, this
reliance is misplaced and betrays a misunderstanding of air freight market and the implications
of our findings in terms of any potential role for Manston in the event of capacity constraints at
Heathrow and the main London airports.

Louise Congdon, Managing Partner of York Aviation has provided evidence in relation to the
need for and economic impact of airport development at several airport public inquiries,
including Manchester Runway 2, Liverpool Airport, Doncaster Sheffield Airport, Stansted Airport
Generation 1, Farnborough Airport, London Ashford Airport (Lydd) and London City Airport.
Louise has been actively involved in the development and implementation of UK Aviation Policy
since the 1980s and acted as adviser to the House of Commons Transport Select Committee
from 2011 to 2014. Her CV is appended at Appendix A. Louise has been assisted by other
members of the York Aviation team in compiling this and the previous reports.
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2 DOES AVIATION POLICY SUPPORT THE NEED FOR MANSTON?

In this section, we show that RSP and Azimuth’s claims that development of Manston as an air
freight hub are supported by Aviation Policy is flawed. The claims rely largely in the position set
out by the Airports Commission in the event of no additional capacity being provided at any of the
main London airports. This is no longer valid, if indeed the inferences drawn by Azimuth and RSP
ever were, in the light of the clear Government Policy in support of the provision of a third runway
at Heathrow as set out in the Airports National Policy Statement.

The Basis of RSP’s Need Case

2.1 RSP’s Statement of Reasons, Planning Statement and Environmental Statement include sections
on the justification or need for the proposals but these rely entirely on the work of Azimuth
Associates®. Azimuth Associates set out that their work seeks to address three questions®:

e “Does the UK require additional airport capacity in order to meet its political,
economic, and social aims?

e Should this additional capacity be located in the South East of England?

e Can Manston Airport, with investment from RiverOak, relieve pressure on the UK
network and meet the requirement of a nationally significant infrastructure project?

As we made clear in our November 2017 Report (paras 2.5 to 2.7), these are not the right
guestions to be addressed in terms of whether there is a specific need for the development of
a dedicated air freight hub at Manston sufficient to make a compelling case in the public
interest.

2.2 RSP’s Need Case appears to be as follows:

= aviation is important to the national economy and will become more important post-Brexit;

= there is a shortage of airport capacity in the South East of England, ignoring the impact of
the development of a third runway at Heathrow (R3) and other committed or proposed
expansions of capacity at the other London airports;

= pure freighter traffic has not been growing in the UK due solely to shortage of airport
capacity;

= so there must be a need for a dedicated freight airport to address this shortfall;

= Manston has spare capacity so could fulfil that role.

4 We are unaware of any other published reports by Azimuth Associates and are unclear of the extent of their
relevant experience across the aviation sector more generally.
5 Azimuth Report Vol |, para. 1.3.1.
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In practice, the RSP Application Documents, including the Statement of Reasons, continue to
rely on circumstantial evidence, references and quotations relating to the need for more air
passenger connectivity, the economic benefits of addressing that need, and the need for a hub
airport in the South East of England as evidence to support their case. As we set out at length
in our November 2017 Report, most of these references are irrelevant to the asserted need for
a dedicated air freight hub as most of the economic benefits cited relate specifically to
passenger connectivity through more global air service connections offering passenger and
bellyhold® freight capacity. Many of the reports and quotations have been misconstrued or
misrepresented by the RSP team. We do not seek to address each and every erroneous
reference in this Report. Circumstantial evidence supporting the need for more airport capacity
in the South East of England simply does not provide specific justification of the need for the
development of Manston as a dedicated air freight hub sufficient to make a compelling case.

Indeed, the Planning Statement itself (para 1.47), sets out the key test, namely that:

“Significant weight should be attached to the considerations of need and the weight to be
attributed to need in any given case should be proportionate to the anticipated extent of the
Manston Airport Project’s contribution to meeting that need”

The extent to which the Manston Airport Project would contribute to meeting that need can
only be assessed by reference to the reasonably expected usage of the Airport, if it re-opened,
and does not follow from a general description of the situation appertaining across the London
Airport system if a third runway at Heathrow is not constructed. This assessment requires a
proper examination of the air cargo market, which does not support that the contention that
there is a role for Manston in meeting the need for more air freight capacity in the UK as we set
out later in this report.

The work of Azimuth Associates is also stated in other Application Documents to set out not
only the need for development but also the Business Plan and the viability of the development’.
Such an assessment of the Business Plan for the operational airport would be normally expected
to include financial projections, the wider business case and an assessment of viability but this
is completely absent from any of the documents submitted by RSP. We return to the business
case and viability in Section 7.

As explained in detail in our Summary Report of November 2017, we consider the report by
Azimuth Associates to be infected by manifest flaws, including in its interpretation of our earlier
work for Transport for London (TfL) and the Freight Transport Association (FTA). Despite
providing detailed rebuttal of the interpretation of our work by Azimuth Associates in
consultation responses submitted by Stonehill Park, many of the RSP Application Documents
continue to misrepresent the conclusions of our work as the basis of their case. We do not
repeat these criticisms here® but, in this section, we comment more generally on the
overarching aviation policy case being made by RSP drawing on our understanding of the
Government’s aviation policy as set out in the Airports NPS and Aviation Green Paper. We
address the implications of the errors and inconsistencies in the Azimuth Reports further in the
next section.

6 Bellyhold capacity is capacity for air freight on passenger aircraft, typically below the passenger deck.
7 RSP Environmental Statement (ES) para. 3.3.275, RSP Planning Statement para. 9.35.
8 These are set out in full in Section 2 of our November 2017 Report.
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Aviation Policy
2.7 RSP’s Planning Statement includes the extraordinary statements (paras 9.16 and 10.6) that:

“The APF° makes it clear that it is not appropriate to re-examine the need for increased
aviation capacity or, indeed, to question the Government’s clear policy position that increases
in aviation capacity are necessary and that they bring significant benefits. It states that it is the
purpose of national policy to settle these issues.”

“Government policy on aviation makes it clear that it is not appropriate to re-examine the
need for increased aviation capacity or, indeed, to question the Government’s clear policy
position that increases in aviation capacity are necessary and that they bring significant
benefits”

This appears to be an attempt to suggest that there is no requirement to examine the specific
need case for development at Manston or, indeed, any other airport. This is patently nonsense
as it would suggest that airport development across the UK should proceed unfettered
regardless of whether there is any underpinning justification for each specific development or
a proper balancing of benefits and environmental costs in each individual case. The apparent
absurdity of this suggestion is even greater when compulsory acquisition of land is in prospect
requiring a compelling case in the public interest to be made.

2.8 The Airports NPS™ sets out clearly, in Sections 2 and 3, the Government’s settled approach to
meeting the need for increased airport capacity in the South East of England by provision of a
third runway at Heathrow (R3), such that the need for that specific development as a response
to the economic need for growth in aviation capacity is established. However, this is not the
case for other proposed airport capacity developments. Indeed, the NPS is specific as to its
applicability in relation to all other airport developments (para 1.41):

“The Airports NPS does not have effect in relation to an application for development consent
for an airport development not comprised in an application relating to the Heathrow
Northwest runway, and proposals for new terminal capacity located between the Northwest
Runway at Heathrow Airport and the existing Northern Runway and reconfiguration of
terminal facilities between the two existing runways at Heathrow Airport. Nevertheless, the
Secretary of State considers that the contents of the Airports NPS will be both important and
relevant considerations in the determination of such an application, particularly where it
relates to London or the South East of England. Among the considerations that will be
important and relevant are the findings in the Airports NPS as to the need for new airport
capacity and that the preferred scheme is the most appropriate means of meeting that need.”
(emphasis added)

9 Aviation Policy Framework, Department for Transport, March 2013, Cm8584.
10 Department for Transport, June 2018.
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This means that the NPS cannot be construed as creating a general presumption in favour of
schemes, other than the Northwest Runway at Heathrow, which seek to address the shortfall
in airport capacity within the South East of England. In fact, the wording of the NPS suggests
the exact converse is true. Hence, it is not sufficient to rely, as RSP seek to do, on any general
presumption in favour of increasing airport capacity for the broader economic benefit. Rather,
the proponent of any other airport development proposal is required to justify that proposal by
reference to the NPS and the specific benefits to users and society more generally that would
arise from the specific proposed expansion.

RSP’s Need Case is, in essence, based on the position before the NPS was designated’. Indeed,
para 9.18 of the Planning Statement refers specifically to and relies on para 2.12 of the NPS that
outlines the capacity shortfall that would exist in the absence of any additional capacity in the
South East as a context for the Government’s decision to support the development of another
runway at Heathrow. This is a recurrent theme throughout the RSP documents, which seek to
rely on the implications of no additional capacity being provided at Heathrow or, indeed, any of
the other main London airports. Hence, in the light of proposals to increase capacity across the
London airports, including the provision of R3 at Heathrow and recently approved capacity
increases at Stansted, the alleged capacity shortfall on which RSP’s case is based no longer
exists. We discuss the extent to which there remains a capacity shortfall for air freight further
in Section 4.

There is recurrent use by RSP of data relating to the economic cost of not addressing the need
for additional hub airport capacity for passenger services and the benefits of overcoming that
constraint?, implying that the economic and connectivity benefits that are cited in respect of a
passenger hub could, in some way, be realised by the development of Manston as a dedicated
air freight hub. This creates a misleading impression of the specific benefits that the scheme
might bring even if it did develop an air freight role, which we address further in later sections.

Despite the settled policy in terms of the Government’s preferred option for meeting the
principal need for more airport capacity in the South East of England, RSP’s case remains that
there is a shortage of airport capacity in the South East of England and that there must,
therefore, be a need for a freight focussed airport in the South East to meet the need for more
air freight capacity. This no longer follows if, indeed, it was ever a logical conclusion that could
have been drawn from the evidence. The NPS settles how Government intends the shortage
of airport capacity in the South East of England to be addressed, particularly in terms of meeting
the requirement for additional capacity for air freight:

“The Heathrow Northwest Runway scheme delivers the greatest support for freight. The plans
for the scheme include a doubling of freight capacity at the airport.”*3

Indeed, it is relevant that the Airports Commission!* made clear one of their reasons for
recommending the choice of a third runway at Heathrow over the option of a second runway
at Gatwick was because:

11 For example, Azimuth Reports Vol |, paras. 2.1.4, 2.1.5, 4.4.1, 4.4.5, 4.4.7,9.0.4, 9.0.5.

12 For example, the RSP Planning Statement, para 1.9 refers to work by Oxford Economics and Ramboll for
Transport for London 2013 (see Azimuth Report Vol |, para. 4.4.1) which clearly relates to DfT’s capacity
constrained scenario.

13 Airports NPS, Department for Transport, June 2017, para. 3.73.

¥ Airports Commission: Final Report, July 2015, Executive Summary, page 24.
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“Gatwick’s position to the south of London limits its effectiveness as a national freight hub.”

Clearly, such considerations would apply even more so to Manston, which is even further away
from the main centres of population, the sources of freight requiring shipment and the location
of the main air freight consolidation and distribution centres adjacent to Heathrow and in the
‘golden triangle’ for distribution in the East Midlands.

Hence, references at para. 6.28 of RSP’s Planning Statement to paras. 2.7 and 3.23 of the NPS
as providing underpinning justification for the provision of a dedicated freight airport are
misplaced as these clearly provide a context for the importance attached to meeting growing
demand for air freight in the Government’s decision to support the Heathrow Northwest
Runway option as providing the scope for the greatest growth in air freight capacity including
both bellyhold services and the opportunity for additional dedicated freighters.

A doubling of air freight capacity at Heathrow would allow for at least 31 years of extrapolated
growth based using the updated analysis of future air cargo® tonnage growth potential set out
in Section 4, assuming Heathrow sustains its current share of the market. We discuss the future
of the market and trends further in that section. On the basis of realistic projections of cargo
tonnage growth and the availability of capacity at Heathrow, it is hard to see how there is likely
to be any shortfall of in air freight capacity in the South East of England for the foreseeable
future, leaving aside the shorter term implications of capacity constraint at Heathrow until R3
is operational, which we also discuss further in Section 4.

RSP also seek to rely (Planning Statement, para 6.65) on the policy promoting best use of runway
capacity at all UK airports, published alongside the Airports NPS¢. This does not, however,
settle that it will always be the case that best use should be made of any given runway, nor that
runways should be protected in perpetuity as implied by the RSP’s Statement of Reasons (para.
9.56). The policy, as set out in the ‘Making Best Use’ document, is clear that whilst there is a
policy presumption in favour of making best use of existing runways, each case falls to be
considered on its merits (para 1.29):

“We therefore consider that any proposals should be judged by the relevant planning
authority, taking careful account of all relevant considerations, particularly economic and
environmental impacts and proposed mitigations.”

15 Cargo includes freight and mail.

16 Beyond the Horizon, The Future of UK Aviation, Making Best Use of Existing Runways, Department for
Transport, June 2017.
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Whilst this paragraph refers specifically to local decision making rather than an NSIP, the NPS
makes clear that there is no automatic presumption of need for any other airport NSIP within
the South East of England. There is, hence, still a requirement for a full justification to be
provided for the best use of existing runway capacity at any individual airport on its own merits
in terms of the demand it may reasonably be expected to handle and the benefits to consumers
(or shippers) of using that airport rather than other available capacity. It is not sufficient to seek
to make the case based on an inference of some general shortfall of capacity across the South
East. Re-opening a runway only for it to be little used in practice does not constitute an
economically efficient usage of that runway and so would not be likely to equate to ‘best use’.
There is a requirement for specific justification of how the capacity would be used and the
benefits flowing from that usage at the airport in question rather than generic estimates of the
economic value of overcoming the capacity constraints at the UK’s main passenger hub airport
that are peppered throughout the RSP documents and upon which RSP seek to rely for the
substance of their need case.

More recently, the Government published a Green Paper on Aviation Strategy?’ as a pre-cursor
to an updated strategy later in 2019. The section on air freight (paras. 4.45-4.50) makes clear
that the three principal air freight airports are Heathrow, East Midlands and Stansted, highlights
the doubling of air freight capacity that R3 at Heathrow will provide and stresses the key role
that night flying plays in the air freight industry. The section also makes clear the role these
airports play in meeting the need for air freight from across the whole country, i.e. it does not
follow that because air freight is carried from a London airport that the freight has an origin or
destination in the South East. This is relevant to consideration of alternatives, as we go on to
discuss in Section 4.

It should be noted that the need for a dedicated freight focussed airport was previously
considered in the Future of Air Transport White Paper in 2003, which stated, in relation to a
proposal for a dedicated freight airport at Alconbury (arguably better located in relation to the
total UK market than Manston being close to the A1M in north Cambridgeshire):

“The concept of Alconbury as a specialist freight facility attracted little support, especially from
within the industry.”*®

Alconbury at the time was owned by Prologis (distribution experts) and BAA Lynton (airport
developers) but they chose not to promote Alconbury as a freight airport. There are reasons
why this is so, related to the complex inter-relationship between the freight forwarding sector,
consolidation of freight loads, use of bellyhold capacity and the residual role of pure freighter
operations that we explain further in Section 4. We have seen no analysis by RSP or Azimuth as
to whether this position has changed, nor can we find specific policy support for a dedicated
freight airport in more recent Government policy documents or consultations.

Indeed, in the same 2003 policy document, the Government set out its consideration of the
potential role for Manston:

17 Aviation 2050, The Future of UK Aviation, A Consultation, Department for Transport, December 2018, Cm

9714.

18 Department for Transport, Future of Air Transport White Paper, December 2003, para 11.105
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“11.98 The operators of Southend, Lydd and Manston argue that their airports could grow
substantially and each has plans for development. The potential of other airports, including,
Shoreham, and Biggin Hill, should also not be overlooked.

11.99 We consider that all these airports could play a valuable role in meeting local demand
and could contribute to regional economic development. In principle, we would
support their development, subject to relevant environmental considerations.

Had the Government considered there was a need for Manston as a specialist air freight airport
at the time, it would have said so, not least as, in 2003, Manston was the UK’s 7™ busiest airport
in the UK for air freight after Heathrow, Gatwick, Stansted, East Midlands, Manchester and
Prestwick.

2.21 Nor can RSP take comfort from the work of the Airports Commission in considering whether
there is a role for reliever airports? to add weight to there being a potential role for a dedicated
air freight hub. The discussion in the Airports Commission Interim Report? dealt with the
potential role of smaller airports in acting as relievers to capacity pressure at the main London
airports principally for general and business aviation, which makes up a minor part of the RSP
case. Indeed, the specific reference to Manston in Appendix 2 (page 16) to the Interim Report
makes clear any consideration given to a potential role for the Airport was within the context
of the Commission’s broader consideration of reliever airports as referred to above rather than
any specific role as a dedicated freight airport. Manston was promoted by its then owner,
Infratil, to the Airports Commission as having potential as a major cargo hub airport but this was
not taken up by the Commission.

Treatment of Alternatives

2.22 Asnoted in para. 2.9 above, it is notable, therefore, that the Application Documents, including
the ES, contain no proper assessment of the ability of capacity that is, or will be, available at the
London airports and across the UK to accommodate the asserted air freight demand that could
be attracted to Manston by way of a full assessment of the alternative ways of meeting that
demand. RSP’s case is wrongly based on the position without the provision of additional
capacity at any of the other London airports and is, incorrectly, based on a presumption that air
freight currently being flown from the London airports reflects demand for air freight based
within the South East; neither of which is valid. Hence, there should have been an assessment
of the alternatives available for handling any excess demand for air freight rather than the
simply considering whether there are alternative locations for the asserted requirement for a
specialist freight airport (ES para. 2.3.3) within the South East of England. It is asserted, but not
evidenced, that there are no alternatives to handle air freight growth. This is patently wrong as
examination of the UK air freight sector demonstrates as set out in Section 4.

19 RSP Planning Statement, paras. 6.67 to 6.71.
20 Airports Commission, Interim Report, November 2014, paras. 5.96 to 5.100
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Conclusions

The whole of the RSP need case for the development of an air freight hub at Manston is based
on the Azimuth Reports. A flawed interpretation of Aviation Policy is set out in Azimuth’s
Volume |, which seeks to infer support for the development of a mainly freight airport at
Manston based on the evidence before the Airports Commission of the potential damage to the
UK economy if no additional hub airport capacity was provided at Heathrow (or a reasonable
alternative to Heathrow). This was never a relevant basis for considering whether there was a
case for re-opening Manston as a primarily air freight airport, as the vast majority of the
economic benefit cited relates specifically to the benefits to passengers in the main using global
passenger services from an expanded hub Heathrow — a need that Manston patently cannot
and does not claim that it will be able to meet.

The clear decision by Government in favour of the building of an additional runway at Heathrow
will transform capacity available to the air freight sector. There can be no doubt that the use
by RSP of pre-NPS evidence on the need to address the shortage of airport capacity overall to
serve London is misleading and incorrect. Properly interpreted, Government Aviation Policy
makes clear that expansion of capacity at Heathrow, allowing more global air connections
providing additional bellyhold capacity and scope, if required, for more dedicated freighter
movements at Heathrow, is the identified means of meeting future air freight demand, along
with the continued role for East Midlands and Stansted as air freight gateways.
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3 ERRORS AND INCONSISTENCIES IN THE EVIDENCE PRESENTED BY RSP

In this section, we catalogue ongoing errors of analysis and the lack of supporting information
which render the ‘forecasts’ presented to underpin RSP’s application wholly unreliable. Indeed,
they are not ‘forecasts’ in any meaningful sense given the absence of proper analysis of the
market and any evidenced assessment of the extent to which Manston might capture any share
of that market at any future date.

At best, the projections set out in Azimuth Vol Ill represent no more than an aspirational ‘wish list’
of what RSP would like to be able to attract to use Manston but, even then, this ‘wish list’ is
infected with errors in terms of airlines that do not operate freighter aircraft, and patterns of
operation, particularly in terms of the balance of movements between day and night time, that
are wholly inconsistent with the patterns of operation that the airlines would require if they were
even to consider operating some flights to Manston.

The Azimuth Reports

3.1 The Azimuth Reports are, in practice, little changed from those published for the supplementary
consultation in January 2018, which we had previously commented on in our November 2017
Report and Supplementary Note of February 2018. In our original Report, we commented on
the lack of realism in the so-called ‘forecasts’ for Manston and highlighted the lack of
methodological rigour, particularly in relation to the adoption of the ‘Delphic Approach’2,
Azimuth have subsequently claimed that their forecasts have been subject to a peer review by
Loughborough University?? but this review has not been made available as would be normal
good practice. It remains the case that the freight aircraft movement and tonnage forecasts,
along with the passenger forecasts, set out by Azimuth have not been correctly derived from
market data or using standard industry analytical techniques as would be normal practice in
presenting the case for a planning or development consent application. As such, they cannot
be relied on.

3.2 Furthermore, we have noted further errors in the use of data and information by Azimuth as
well as further inconsistencies between the information presented in the four Azimuth volumes
and material relied on in the Environmental Statement. These errors and inconsistencies go to
the heart of the reliance that can be placed on RSP’s need case for Manston. Indeed, the nature
of the errors is such that the ‘forecasts’ are simply not realistic or achievable.

3.3 Inthis section, we highlight a number of areas where the information relied on by RSP is:

= unsupported by the evidence of how the airfreight sector actually operates;
~ infected by mathematical errors;

= inconsistent;

,.).

wrongly applied to the local market.

21 york Aviation Report, November 2017, paras. 2.77-2.79.
22 Azimuth Vol I, para. 2.1.6.
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Air Freight Forecasting
There are two principal problems with the air freight demand forecasts presented by Azimuth:

= the absence of any justification for the short term forecasts for the first 10 years of the
proposed airport operation;

= erroneous use of growth rates from other industry or Government publications to project
forward from Year 10 to Year 20.

We set these issues out in some detail in our November 2017 Report (Section 2) and do not
repeat them all here. In combination, these issues render the so-called ‘forecasts’ meaningless
and misleading.

At the outset, any forecasts for air freight growth need to be seen within the context of
deceleration of growth trends in the face of economic uncertainty. This has recently been
reported as a concern by the airport’s trade body, ACI EUROPE.?

Short Term

It is notable that the Azimuth Reports provide no detail or justification for the forecasts of air
cargo aircraft movements by type, airline or world region for the first 10 years of the forecast
period. The ‘forecasts’ are based on unevidenced interviews and indications of the types of
markets which Manston might hope to serve?. This is simply not a sound basis for establishing
the need for Manston. Similar issues infect the passenger forecasts, which we discuss further
in Section 5.

The basis for the markets which it is claimed that Manston might serve appears to be comments
such as:

“The Indian subcontinent is also a potential exporter and importer of goods to the
UK. One interviewee mentioned the potential for airlines from Pakistan to use Manston
Airport (Securitas). Pakistan mainly exports clothing and imports consumer goods.”?

23 ACl EUROPE, https://www.aci-europe.org/media-room/mediaroom.html, Press Release 6.2.19.

24 Azimuth Reports Vol llI, para. 3.2.1. We note that most of the interviewees were local haulage firms or
similar, some of which are no longer in business. The interviews do not directly relate to the list of airlines that
it is claimed might operate.

25> Azimuth Reports Vol Il, para. 4.2.37
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There is a further list of possible geographic markets set out at para. 5.2.5 of Azimuth Vol Il and
then a discussion of sectoral markets which might offer opportunities for growth in air freight.
However, none of this represents an assessment of the likelihood of dedicated freighter services
operating at Manston but represents a generic discussion of areas where there may be growth
in air freight tonnage across the UK as a whole and where increased bellyhold capacity on
passenger aircraft to/from these destinations will assist the development of these
import/export markets. For example, Jet Airways has recently commenced a 5 days a week
service from Manchester to Mumbai with an A330-200 offering bellyhold cargo capability as
part of the offer within the context of a liberal air service agreement that allows for capacity
increases across the market? between the UK and India.

So, whilst Section 3.2 of Vol lll of the Azimuth Reports sets out how the cargo tonnage forecasts
have been derived from the cargo aircraft movement forecasts, the basis for the movement
forecasts is not set out at all. Hence, without a reasoned justification by reference to the scale
of the market for each service proposed, little reliance can be placed on the asserted aircraft
movement forecasts. These appear to represent nothing more than an aspirational list rather
than a robust assessment of the extent to which such services might be operated. For none of
the assumed services is there any analysis presented of markets, costs or alternatives available
now or in the future for such freight and for none of the assumed services is any commitment
documented.

The ‘guesstimates’ of the aircraft movements projected each year by airline(s), aircraft type and
world region are set out, without further explanation, in Appendix 3.3 to the ES?. We set out
below our comments on a number of the suggested airlines shown as assumed to be operating
at Manston should the Airport re-open as an air freight hub.

> Amazon - it is not clear why Amazon would operate up to 4 return flights a day (1
in the first year of operation) from the US to Manston as the goods which
Amazon sells in the UK are not, in the main, US manufactured. This seems
to confuse the asserted role as an Amazon distribution hub with a
requirement for long haul freight operations. Amazon’s own flights in the
US are between its main hub and secondary regional hubs, they operate
no international services. Manston is not well located to operate as a
distribution hub either for the London area or for the country as a whole
so transatlantic flights by Amazon are not a realistic prospect.

= Cargolux - this assumes reinstatement of the previous Cargolux flower operation
which has relocated to Stansted. This is only likely to take place should
the charges to the airline be set at a very low level at Manston, as was
the case previously, given the better location of Stansted relative to the
totality of the UK market for the distribution of fresh flowers. Whether
this would be commercially viable given RSP’s asserted £300m
investment in Manston is not assessed.

26 https://www.gov.uk/government/news/deal-agreed-to-ease-restrictions-on-flights-between-the-two-

nations
27 TR020002-002418-5.2-6 - Environmental Statement - Volume 6 - Appendices 1.4-7.2.
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»

Fedex/DHL-

the aircraft types proposed seem to pre-suppose a DHL operation. The
integrator operation is expected to account for 22.8 movements per day
on average or 48% of the total at Year 20 (a higher proportion in some of
the earlier years). Manston is simply in the wrong location to perform as
a hub for an integrator as we explain further in Section 4. Based on our
knowledge of the integrator operations, this is completely unrealistic for
Manston.

Overall, the number of movements would imply around 8,322 annual
movements by an integrator. This is around 43% of the total number of
freighter movements at East Midlands Airport (EMA) in 2016 or around
2/3 of the current DHL operation there. This is hardly realistic as it would
imply Manston would be a major integrator hub, duplicating the EMA
operation, which acts as the main DHL hub for the UK working in tandem
its main European hub at Leipzig. Freight tonnage continues to grow at
EMA but the number of freighter movements have not systematically
grown over the last decade. Further detail will be set out in the next
section.

Pakistan Airlines - The airline no longer operates pure freighter aircraft. The airline

Postal -

Russian -

operates 22 passenger flights a week to and from the UK (Heathrow,
Manchester and Birmingham) offering 208.5 tonnes of freight capacity
each week?,

The B737 operation presupposes the development of a mail hub. Royal
Mail have pared back on flying even at their main hub at EMA so it is
unclear why a dedicated B737 operation is expected at Manston.

Whereas the PEIR showed Russian airlines operating with aircraft types
that have noise quota counts of 8 and 16, which meant that they could
not operate according to the noise mitigation plan. The proposed aircraft
type has been changed to a B747-400 in the ES but with no explanation
as to whether the proposed Russian airline plans to operate such an
aircraft or not.

TAAG Angola— Do not operate any dedicated freight aircraft, let alone the B747

Iran Air -

freighters, which is the type shown as expected to operate to Manston.

Had a limited freighter fleet which is now stored and no longer in service.
The airline placed no new freight aircraft orders when ordering a vast
number of new passenger aircraft after the lifting of sanctions so it would
not have aircraft to operate to Manston.

Qatar Airways - Operates a significant schedule of dedicated freight services at London

Stansted as part of its agreement to take over British Airways’ freight
commitments at the Airport. This British Airways/Qatar joint operation
was in place when Manston was previously operational, and there were
no services at Manston at that time, so it is not clear why they would not
move from their established base if Manston was re-opened.

28 Official Airline Guide (OAG) database.
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3.11 Atthe very least, even without the other issues that we discuss in this section, consideration of
the list of airlines and the type of operation shown in the ES gives rise to serious doubts about
the credibility of the air freight movement forecast overall. These airlines account for 90% of
the aircraft movements projected by RSP for Manston in the first year of operation and over
80% in Year 20. Regardless of whether a list of supposed operating airlines is produced, the
absence of any analysis of the market for the proposed flights and a reasoned explanation for
why each of the named airlines would operate to Manston means that the forecasts lack any
credibility at all. In practice, most of the airlines relied on within RSP’s “forecasts’ would or could
not operate, invalidating the forecast and the assessments that depend on it.

3.12 It would be normal practice to set out clearly the markets that the Airport believes could be
served, taking into account demand within its catchment area, and then to indicate the airlines
and the aircraft types most likely to serve those markets. No assessment is presented by RSP
of the extent to which the markets that it has identified are already being served by existing
bellyhold or dedicated freighter operations nor any assessment of the extent to which future
demand will be met through increased freight capacity at Heathrow and elsewhere. It is not
sufficient to simply hypothesize a list of airlines as a basis for a forecasts of cargo movements
and tonnage without supporting evidence and analysis of the market.

3.13 We recognise that Azimuth have sought to justify the absence of any mathematical demand
model? to assess air freight demand for Manston on the basis of the difficulty of establishing
relevant market data in the circumstances when Manston is not currently operational and in
the light of the RSP claim that the re-opening of the Airport could bring about a step change in
performance. However, the sources that they rely on to vindicate a purely qualitative approach
to preparing the forecasts do not support the position adopted. For example, the US
Transportation Research Board approach cited as justification for the approach adopted3°
makes clear that any qualitative approach should be based on the clear identification of the
scale of the market, the drivers for change and an assessment of the potential market share
that could be achieved as well as consideration of alternative future scenarios. Itis evident that
Azimuth has not completed these steps in a systematic and transparent fashion based on
analysis of the actual demand for dedicated freighter aircraft to and from the UK today.

3.14 Hence, it is our view that no credence can be placed on the short term demand projections
presented in the Azimuth Reports. It is simply not credible that Manston would attain 50% of
the number of freighter aircraft movements currently operated to Stansted Airport within its
first year of operation or that it would match Stansted in its second operational year (Year 3
2022).

3.15 We set out, in Section 4, a proper analysis of the market and the competitive drivers using
publicly available data to substitute for the lack of proper analysis carried out by Azimuth. This
will demonstrate that there is no pent up excess demand waiting for the re-opening of Manston,
leaving aside that the Airport is simply in the wrong place to serve the UK market.

2% Azimuth Reports Vol ll, para. 2.22.4
30 |pid, para. 2.22.5
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Longer Term

The short term 10 year forecasts are then extrapolated forwards by Azimuth for the following
10 years based on an assumed growth rate in underlying dedicated freighter aircraft
movements. It is important to note that, if the forecasts for the first 10 years are not properly
grounded in an assessment of the market for Manston, then any extrapolation forwards will
lack validity whatever the realism or otherwise of the growth rate selected. This is
fundamentally the case.

Even if the short term forecasts were reliable, which they are not, we dealt at length in our
November 2017 Report (Section 2) with the errors made by Azimuth in its interpretation and
use of Boeing and Airbus forecasts of the potential global growth in air freight RTKs3! as the
basis for its long term trend based forecasts using a 4% per annum annual growth rate for
dedicated freighter movements. We do not repeat these criticisms here but the points remain
valid.

It remains significant that the latest Government UK Aviation forecasts®? continue to assume
that there will be no net growth in pure freighter aircraft to and from the UK over the period to
2050:

“Freight is not modelled in detail. An assumption about the number of freighter ATMs is
nevertheless required in the model as freighters potentially affect the space for passenger
ATMs available where capacity constraints exist and, as discussed in Chapter 3, CO; emissions.
At the airport level the number of freighter movements has been volatile with some evidence
of overall national decline in recent decades. In the absence of clear trends for individual
airports, the modelling now assumes that the number of such movements will remain
unchanged from 2016 levels at airport level across the system.

If DfT has believed that there was likely to material growth in demand for dedicated freighter
aircraft, it would have made a different assumption so as not to understate the need for more
airport capacity across the UK’s airports and the carbon effects of growth more generally.

We know that Azimuth do not agree with this view3? but we are unaware of any intention by
DfT to revise this no net growth assumption regarding the long term growth potential for
dedicated freighter movements across the UK. This is in the context of the role of Heathrow
and the additional capacity to be provided by R3 in increasing capacity for freight carried in the
bellyholds of passenger aircraft and even in providing some increase in capacity for dedicated
freighter aircraft at the UK’s principal air freight hub to the extent that there is specific demand
for additional movements at Heathrow connected with its hub role. We address the role of
Heathrow within the UK air freight industry and the relationship between freight carried in
bellyholds of passenger aircraft and in dedicated freighters further in the next section. We
addressed Azimuth’s use of alternative global forecasts of freight tonnage growth as the basis
for forecasting dedicated freighter movement requirements in our previous reports but we
draw some additional conclusions below.

31 Revenue Tonne Kilometers
32 UK Aviation Forecasts, October 2017, as amended 25t January 2018, para. 2.56.
33 Azimuth Report, Vol lIl, para. 2.1.14.
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3.20 The trends in terms of tonnage growth are set out in paras. 4.4 and 4.5 and illustrated in Figure
4.5 of the UK Aviation Forecasts 2017. The Azimuth Report, Vol I, para 2.6.4 and Vol lll para.
2.3.6, quotes from the DfT’s original version of the UK Aviation Forecasts 2017. Azimuth appear
not to have realised that this text was amended and an updated version issued on 25" January
20183,

“Freight, in terms of both tonnage and numbers of aircraft movements, has not kept pace with
the growth in passenger numbers. In 2011 (70%) and 2016 (69%) most freight by tonnage is
carried in the holds of passenger aircraft (‘bellyhold’). Total freight carried at the UK airports
rose from 2.3 million tonnes in 2011 to 2.4 million tonnes in 2016, with a growth of about 5%
in the weight of cargo carried on both freighter and passenger aircraft.”

3.21 The key point is that, whilst there has been growth in tonnage carried on both dedicated
freighter aircraft and in the bellyholds of passenger aircraft over the 5 year period from 2011 to
2016, there has been an ongoing decline in the number of movements by dedicated freighter
aircraft as illustrated in Figure 3.1 below. Our analysis of the trends is echoed in the recent
Altitude Report®®. Notwithstanding a small increase in dedicated freighter operations in 2017,
the general trend remains downwards. Our analysis of Civil Aviation Authority (CAA) Airport
Statistics® suggests that there were just under 55,000 such aircraft movements in 2018 across
all UK reporting airports®. This downward or static trend in relation to dedicated cargo aircraft
movements across the UK as a whole is important in terms of setting a context for considering
the reasonableness of Azimuth’s projections by reference to the implications for the market
share of the total market that it is claimed Manston could attract.

Figure 3.1: Trends in Dedicated Freighter Air Transport Movements (ATMs)

Source: DfT UK Aviation Forecasts 2017, Figure 4.5

34 As a result of inconsistencies in the original pointed out to the DfT by York Aviation.

35 Altitude Aviation Advisory, Analysis of the Freight Market Potential of a Reopened Manston Airport —
Addendum: UK Regional Airport Financial Performance and Debt Funding Characteristics, February 2019.
36 https://www.caa.co.uk/Data-and-analysis/UK-aviation-market/Airports/Datasets/UK-airport-data/
37j.e. excluding the Channel Islands and the Isle of Man.
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Of the 55,000 freighter aircraft movements to/from the UK in 2018, some 34,000 movements
were non-domestic; the domestic flights being mainly mail operations and feeder flights to the
EMA freight hub. In terms of the domestic flights, it is important to recognise that they are
counted twice in the CAA statistics, once at each end of the route, e.g. EMA and Belfast. Hence
the number of such individual flights is actually under 11,000. On the basis that the small
turboprop aircraft (ATR72s), making up 28% in Year 1 falling to 25% in Year 20 of the freighter
movements shown in the ES Fleet mix3®, are operating principally on domestic routes, this would
imply a market share of total UK domestic freighter flights starting in Manston of 13% in Year 1
rising to 40% by Year 20. This assumes no further decline in the number of domestic cargo
flights, although this sector has a longstanding historic trend of decline numbers of flights. In
terms of international operations, the Azimuth projections for Manston, would imply a market
share of international freighter operations of 11% in Year 1 rising to nearly 40% in Year 20. If
the market for Manston is narrowed down still further to principally day time operations, the
asserted share of the available market would rise much further. In either case, the market share
implications of Azimuth’s “forecasts’ simply defy credibility in a market already well served by
the better located operations at East Midlands and Stansted in addition to the contribution at
Heathrow and other airports.

Azimuth use the original DfT estimate of 4% growth in tonnage carried on dedicated freighter
aircraft (which was amended by DfT to 5%) over the period 2011 to 2016 as a key part of their
justification for using the 4% per annum (p.a.) growth rate that they apply to the Year 10
freighter aircraft movement ‘forecast’ to extrapolate the freighter aircraft movement forecasts
to Year 20. This leads to 2 fundamental errors:

~ firstly, in applying a growth rate for cargo tonnage (or RTKs in the case of the Boeing and
Airbus global forecasts cited by Azimuth) to aircraft movements ignoring the increase in
tonnage carried per movement meaning that the growth in movements will always be lower
over time than the growth in tonnage; and

= secondly a failure to understand the difference between the growth rate over a period of
time (5, 10 or longer number of years) and an average annual growth rate applicable each
year within the period to achieve that level of growth.

This latter and fundamental mathematical error undermines their use of average annual growth
rates applied to derive both the longer term air freight movement and passenger growth rates
and results in grossly overstated long term demand projections for Manston, leaving aside the
reliability of the short term forecasts upon which the extrapolations are based. The specific
errors are:

= The DfT trend of 4% growth over 5 years that is relied on by Azimuth is equivalent to
0.8% p.a. growth which, even if the Year 10 forecasts were valid (which they are not),
would reduce the Year 20 forecast of freighter aircraft movements to 12,550 aircraft
movements rather than the 17,170 projected by Azimuth.

38 ES Appendix 3.3
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= The 4% trend growth in the passenger forecast is cited by Azimuth as being
conservative®® by reference to a peer review undertaken by ourselves of the passenger
forecasts for Liverpool John Lennon Airport in 2017, which found growth of 50% over
the period from 2016 to 2030 and 120% over the period to 2050 to be reasonable.
Based on growth of over 50% (62.5%) and 120% over 24 and 44 years respectively, the
average annual growth rate was just over and just under 2% p.a. respectively in the case
of Liverpool, which we considered reasonable in the context of DfT’s overall projections
for the UK market. Hence, again, proper analysis of growth rates does not support the
use of 4% p.a. growth rate adopted by Azimuth for Manston over the longer term.

We discuss the appropriate basis for passenger forecasting in both the short and longer term in
the Section 5.

Displacement Implications

3.25 It is notable that the implication of the Azimuth freighter forecasts is that the Airport is
predicted to handle 5,252 freighter aircraft movements in its first year of operation (Year 2).
This is almost five times the number of freighter aircraft handled in the previous peak year for
the Airport of 2003%°. On this basis, Manston would have almost a 10% share of the total market
for dedicated freighter aircraft in the UK (based on just over 55,000 such movements in the
rolling year to October 2018) in its first year of operation and assuming no net growth in
freighter movement activity across the UK in line with DfT assumptions, or 15% of the
international freighter movements. The Year 2 figure amounts to around 25% of the total
number of freighters handled at the UK’s main airport for dedicated freight aircraft, East
Midlands (EMA), or around 50% of those handled at Stansted in the rolling year to October
2018. As noted above, the Year 3 figure for freighter aircraft movements would place Manston
on a par with Stansted within 2 years of opening. This is not credible.

3.26 The only assumption that can be made is that Azimuth/RSP are relying on freighter aircraft at
Manston being wholly or largely displaced from elsewhere in order to achieve the growth
projected in a single year or over 2 years. Even if there was some latent demand for additional
freighter movements to the UK, which we do not believe to be the case, it is not reasonable to
assume that Manston would be the first choice for such freighters. We discuss the availability
of spare capacity and market trends more generally in the next section.

3.27 Although Azimuth claim that the costs to airlines, freight forwarders and shippers of switching
between airports have been taken into account in preparing the forecasts*, this is nowhere
transparently explained and, in particular the implications this might have for the revenues that
RSP could earn and the viability of the development overall. Azimuth helpfully identify the
factors that airlines, forwarders and shippers would need to take into account in considering
the desirability or otherwise of relocating operations:

. "The cost of physical relocation

. Cancellation of long-term contracts

o Loss of economies of scale, although if an entire operation is switched, economies
o of scale would be gained at the new airport

39 Azimuth Report Vol llI, para. 4.0.3.
40 See Table 1.1 of our November 2017 report.
41 Azimuth Report Vol llI, para 2.2.10.
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. Market effects such as marketing new routes and a potential loss of custom in the

. early years following the switch

. Network effects lost by switching to a smaller airport

. Capacity constraints at other airports, particularly in slot allocations

. Sunk costs such as an airline’s investment in the airport from which they are switching”

This means that any decision to relocate to Manston would be costly and would only be taken
in the face of major disadvantages. Notwithstanding the claimed advantages of a dedicated
purpose built cargo airport, we do not believe that these would outweigh the costs of switching
or the fundamental disadvantages of being wrongly located in terms of serving the UK market.

Given these switching costs, the only way any freighter movements could be attracted to use
Manston would be by offering lower prices than elsewhere, not least to compensate for greater
trucking distances and time to the principal distribution centres in the UK Midlands (see our
November 2017 Report and the Altitude Aviation Advisory Report of November 2017). We
understand that this was the case when the Airport was previously operational and it almost
certain to be the case if it re-opens. The need to charge lower prices would necessarily have an
impact on the viability of the Airport, given the scale of RSP’s claimed proposed investment
which we discuss further in Section 7.

At 17,170 freighter aircraft movements and following DfT’s assumption of no or negligible
growth in dedicated freighter operations to/from the UK, then Azimuth’s projections would
result in Manston having attained a market share of 30% over 20 years (or 50% of international
freighter aircraft movements), almost entirely at the expense of other airports. Again, the
implications of such displacement need to be considered, not least in terms of whether there is
actually a need for Manston given the capacity available at other better located airports to meet
the demand.

The key point to make here is that the Azimuth forecasts are silent on the extent to which its
forecasts rely on displacement from elsewhere, which has implications for any assessment of
the net economic value of activity at Manston within the socio-economic assessment when
measured, as Azimuth do, at a national scale (see later in this section). When the nature of the
UK air freight market is properly understood (see next section), we consider the extent of
displacement of freighter activity implied if Azimuth’s ‘forecasts’ were correct as simply
implausible, further invalidating the assumptions that underpin the case for the development.

Fundamentally, the Azimuth ‘forecasts’ appear to rely on substantial displacement of dedicated
freighter aircraft movements from other airports that have already invested in the
infrastructure to handle such movements, or, as we discuss further in the next section, already
have adequate capacity to handle air freight, including the reasonably expected number of
dedicated freighter movements. This is not plausible. Hence, the only opportunities for
Manston will, in all likelihood, be niche operations not currently being served from elsewhere.
In practice, we would expect the latter outcome to be more likely, meaning that there would
be very limited, if any, demand for Manston.

30

York Aviation LLP


http://www.yorkaviation.co.uk/Home

3.32

3.33

3.34

3.35

ASSESSMENT OF THE NEED AND JUSTIFICATION FOR THE DEVELOPMENT OF MANSTON AIRPORT

Fleet Mix

Even if the ‘forecasts’ had any credibility at a headline level, which they do not, there are
substantial discrepancies in how the forecasts have been disaggregated to inform the
environmental assessment. These discrepancies further undermine any credence that can be
placed on the forecasts themselves, particularly given that they are essentially derived from
subjective judgements as to the airlines that might operate and the types of aircraft they would
use.

The fleet mix proposed for Manston is set out in Appendix 3.3 of the ES (Vol 6). The information
presented shows the expected operating airlines (as discussed above), the aircraft types and
whether the operation is expected to be during the day or night time. Without prejudice to our
view about the realism of the level of freighter aircraft movements projected, we consider here
the reliability of the specific fleet mix forecast that underpins RSP’s case.

In the first instance, we note discrepancies between the mix of claimed aircraft types (sizes) set
out in Appendix 3.3. of the ES and those shown in the Azimuth Report (as well as between
versions of the Azimuth Report) and the mix of aircraft types shown as the basis of assessment
in Table 3.7 of the ES for Year 20. We illustrate the discrepancy in Table 3.1 below.

Table 3.1: Fleet Mix of Freighter Aircraft by Aircraft Size Category (ICAO
Design Code)

Original Azimuth Vol lll, 43% 42% 13% 2%

Table 2

Updated Azimuth Vol Il 43% 17% 40% 0%

Table 2

ES Table 3.7 43% 40% 17% 0%

ES Appendix 3.3 43% 12% 40% 5%
Source: RSP Application Documents

Hence, there appears to be confusion as to the actual forecast usage of Manston by RSP. No
explanation is provided as to the reason for these discrepancies, or indeed why the fleet mix
projections changed between the original version of the Azimuth Reports and the final
submitted version. This is material as the airfreight tonnage ‘forecasts’ are apparently derived
from assumptions made about the average tonnage per aircraft* so changing the fleet mix
should inevitably have resulted in changed tonnage projections given the changing fleet mix
assumed. The fact that the total airfreight tonnage ‘forecasts’ set out by Azimuth have not
changed is a further illustration of the cavalier way in the forecasts and the whole case have
been put together.

42 |bid, para 3.2.2.
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Such inconsistencies must inevitably raise further doubts about the robustness of the forecast
overall. These discrepancies have implications for the assessment of infrastructure required
and the assessment of environmental effects*® and reduce any reliance that can be placed on
the assessments given that the basis of assessment appears to be different from the asserted
Need Case as set out in the Azimuth Reports.

Pattern of Operations

The pattern of aircraft movements projected by RSP for Manston, in terms of its day/night
balance, is inconsistent with industry norms. It is our view that the proposed day/night
operating pattern is a further reason why the air freight forecasts for Manston are unattainable.

In the first instance, we have looked at the pattern of aircraft movement operations that we
would expect based on the patterns seen elsewhere in the UK for similar types of aircraft,
operator and destinations. Although Appendix 3.3. of the ES gives an indication of the
proportion of movements by each aircraft type that would operate in the day time and the night
time, no explanation is given for these day/night splits. In particular, it is not clear how the ES
allocation of flights by day and night would fit with the airlines’ required operating times to
meet customer requirements. Whereas it may be possible to confine some specialist ad hoc
freight operations to operate only within the day time period (07.00-23.00), many dedicated
freighter operations are geared to collecting goods at the end of the working day, transporting
them during the night and ensuring early morning deliveries the next day. This is particularly so
for the integrators, for whom it is key to their business model and which are proposed in the ES
forecasts to make up 48% of all freighter movements at Manston in Year 20. For an integrator,
such as DHL, the timings of flights are, in large, part geared to the requirements for connecting
operations at their main European hub in Leipzig and so are non-negotiable.

Without prejudice to our views on the overall number of freighter aircraft movements projected
for Manston or, specifically, the likelihood an integrator operating to Manston at all (considered
further in the next section), we have examined the validity of the pattern of operation proposed
by RSP, particularly in relation to whether it is realistic to claim that Manston could operate as
a major air freight hub with such a small number of night flights. In order to consider the
reasonableness of the pattern of movements assumed by RSP (as set out in the ES), we have
used our understanding of flight patterns and fleet mixes for cargo operations at other UK
airports, specifically referencing the UK’s main airport for dedicated freighter operations East
Midlands Airport (EMA) current cargo movement schedule*t. Table 3.2 below shows that 56%
of the total freighter aircraft movements at EMA operate between the hours of 23:00 and 07:00.

43 For the purpose of our infrastructure assessment later in this report, we have worked from the more
detailed data set out in Appendix 3.3 of the ES.
4 EMA Cargo Schedule - http://aerofred.juice.org.uk/EMA/east mids cargo.html
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Table 3.2: East Midlands Cargo Schedule Splits For Day Time And Night Time
Movements By Operator Type

Integrator | Mail

Day Time Movements 37% 31% | 74% | 44%

Night Time Movements 63% 69% | 26% 56%

Source: York Aviation Analysis of EMA Cargo Schedule?®

Clearly, this is significantly different from the 86%/14% day/night split of freighter aircraft
movements assessed by RSP in the ES based, we assume, on the requirements proposed by
Azimuth. As previously explained, this is in large part because the integrators, which make up
nearly 64% of freighter movements at EMA operate to specific patterns linked to overnight
delivery. It is, therefore, important to note that by RSP’s forecast show that only 32% of
Manston night movements are expected to be by integrators, despite such operations being
projected to make up 48% of all freighter aircraft movements, whereas 70% of total night time
movements at EMA are by integrators. This strongly suggests that the dependence of the
integrators on night time operations has not been properly reflected in RSP’s assessments.

We have used information on the patterns of operation observed for integrators, mail operators
and for general air freight operations to assess the pattern of operation which the airlines would
naturally seek to operate. We would have expected the rationale made for the assumed
day/night time split of operations to be have been fully explained in RSP’s Need Case (the
Azimuth Reports) and the ES. It is not.

In the first instance, we have assumed that freighter operations are principally on weekdays and
so have assumed 250 operational days per year. To the extent that some freighter operations
might be at weekends, the effect of this assumption will have been to over rather than
understate the number of daily movements. However, the assumption will be neutral in terms
of its effect on the day/night balance of movements. We have applied RSP’s assumptions as to
the extent to which movements would bunch into busier periods (the ‘Busy Day’ multiplier as
set out for each type of movement in Appendix 3.3 to RSP’s ES).

Our specific assumptions for the main market sectors are as follows:
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»>

Integrators - Based on the movement types expected by RSP/Azimuth to operate at
Manston, with over half of the integrator movements expected to be ATR72s or other
smaller Code C* turboprop aircraft, experience at other airports shows that these aircraft
tend to operate a late evening arrival, early morning departure pattern as they act
principally as domestic feeders from/to the UK’s main integrator bases at East Midlands and
Stansted. Closer inspection of the integrator fleet mix and, specifically, the volume of turbo
props in the predicted aircraft movements by RSP has led us to estimate a higher percentage
of movements requiring to operate at night than the 63% of integrator movements
observed at EMA as a direct consequence of the high volume of predicted DHL/Fedex ATR72
aircraft operating feeder routes in Azimuth/RSP forecast, taking into account the times at
which they will require to operate to fulfil the customer requirements. If there were fewer
turboprops in the mix, this would, of course, have negative implications for the noise
assessment assuming they were replaced by jets.

Using realistic operational timings to the ES fleet mix leads to a roughly 10%/90% split of
movements day to night for the integrators. EMA has a higher proportion of larger
integrator aircraft in its operation as it fulfils a secondary hub role itself, which results in a
proportion of the movements by these larger aircraft operating outside of the night period.
In total, only 4% of integrator movements at EMA are by turboprop aircraft such as the
ATRs, with a further 29% of movements by full size Code C aircraft, such as the B737. The
remaining 67% of integrator movements at EMA are by the larger code D and E aircraft such
as B767s and B777s. This reflects its role as an integrator hub for the UK given its central
location.

RSP’s assumed mix of aircraft types for the integrator operation further highlights the lack
of realism in the presumption that a substantial integrator operation is plausible at
Manston, as it relies on a large number of feeder flights by small aircraft serving other hubs
which would, in practice be more likely to be dispersed across a range of airports so as to
serve local markets with efficient close out times for the collection of urgent packages.
Manston simply could not fulfil that role and is not in the correct location to operate as a
hub itself.

Mail — Based on the busy day forecast calculated from RSP/Azimuth’s data, there were 3
daily movements on average for postal services, which we rounded up to 4 to allow for a
realistic pattern over a single 24-hour period. The RSP/Azimuth split of movements
between the day and night was suggested as 50%/50%. However, as shown in Table 3.2,
we found that 69% of mail movements were typically at night based on the EMA experience.
This is hardly surprising given that the principal requirement is for overnight mail deliveries.
Given the small number of such movements expected at Manston, it seems likely that all
would need to operate during the night.

% The aircraft Codes referred to are aircraft size categories that determine the physical dimensions of the
airport infrastructure required to handle them.
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= Other Freighters — We have included all other freighter movements in this category. This is
wider than the RSP/Azimuth forecast, which specifies ‘Other Freighters’ as relating only to
a small number of movements by B737-300 freighter aircraft. For the purposes of building
the busy day schedule, we have considered all non-integrator and non-mail movements as
‘other’. RSP/Azimuth propose that, of all these other cargo movements, nearly 93% will be
during the day. However, considering the nature of the flights proposed by Azimuth and
typical operating times for these flights having regard to world time zones, we found that a
more likely day/night distribution to be 80%/20%. This is closer to the split we found at
EMA for general cargo operations of 74% day/26% night.

On the basis of a rational patterns of operations for RSP’s claimed mix of aircraft and operators,
we find that the same overall pattern of operations as EMA would be required if Manston is to
allow airlines to fly when they wish to do so, i.e. 44% day and 56% night. Our analysis would
strongly suggest that the pattern of day and night time operations being proposed by RSP is not
realistic and that, for Manston to have any hope of attracting freighter operations in line with
Azimuth’s projections, there would have to be a substantially greater number and proportion
of the operations taking place at night, giving rise to substantially different noise implications.

The pattern of operations put forward for Environmental Assessment by RSP, hence, runs
entirely contrary to what is claimed in RSP’s Statement of Reasons (para 4.23) that:

“other unique advantages of the Proposed Development include: dedicated air freight stands,
aprons, handling, storage and processing facilities; prioritisation of freight with quick
turnaround and unloading time of aircraft; and availability and flexibility of slots none of these
advantages are likely to be sustained by any of the other airports in the south east of
England”,

and in the NSIP Justification Statement?® that:

“our business model is to provide sufficient capacity to be able to accommodate aircraft when
the airline wants to operate rather than to suit the airport through slot management, which
requires a much greater availability of stands.”

The proposals for Manston rely on constraining the times at which airlines could operate to a
sub-optimal slot pattern, particularly for the intergrator and mail operations that require to
operate largely at night. More likely, when coupled with the structural factors in the air freight
market that we discuss further in the next section, the consequence of seeking to force an
integrator to adopt RSP’s proposed operating pattern reinforces our expectation that integrator
operations are simply an unrealistic aspiration at Manston. This is significant as they account
for 48% of the projected freighter aircraft movements in Year 20 (and higher in earlier years).
If integrator operations are excluded from RSP’s ‘forecasts’ then the number of freighter
movements in Year 20 is only 8,843, leaving aside other errors and discrepancies in the
assessment. Royal Mail flights, which would also require to operate at night make up a further
4.5% of freighter aircraft movements in RSP’s ‘forecasts’.

46 RSP NSIP Justification, para. 29.
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Furthermore, there is some confusion across the submission documents as to whether
integrator operations are a core part of the demand projections in any event as the Planning
Statement (para. 9.39) comments that:

“Additionally, there is the potential to attract an integrator to Manston Airport, which would
dramatically increase the profitability of the airport.”

This implies that this is an upside potential not part of the core Business Case as claimed to be
set out in the Azimuth Reports and, hence, the assessment of need would need to exclude such
operations in the core case and illustrate only the upside potential if such operations could be
attracted.

Night Quotas

There remains further confusion regarding the intentions for night time operations as we
understand that RSP has in public statements, on occasion, suggested that there would be no
scheduled aircraft operations at night, i.e. the Airport would only accept delayed aircraft
operating in the night period. Such a situation would be even more untenable for integrator
and mail operations. Such a ban does not form part of the Noise Mitigation Plan and, hence,
we have considered the implications of the Plan as published®’.

This gives rise to another key point regarding the fleet mix as RSP’s Noise Mitigation Plan states
that only aircraft of QC8 and QC16*® will be banned from operating at night. This is inconsistent
with best practice at other airports that ban scheduled operations at night by aircraft of greater
than QC2 or even QC1%. The lax policy being adopted by RSP for Manston could act as an
incentive for the operators of noisier aircraft to use the Airport within the proposed night quota
available. Whilst this might bolster the attractiveness of the Airport for ad hoc freighter
movements, e.g. by Russian airlines, it would not overcome the fundamental restriction on the
principal operations by integrators such as DHL which would be heavily constrained by the night
movement restrictions proposed in terms of the number of movements allowed within the
quota.

We note that the proposed night movement quota of 3,028 QC points for the period 23.00-
07.00 has been further reduced compared to the 4,000 QC points proposed for the period
23.000-06.00 at the consultation stage, with the additional 2,000 QC points available for
scheduled passenger departures during the period 06.00-07.00. This imposes further severe
restrictions on the ability of the cargo and passenger airlines to schedule their operations at
times necessary to their operational viability in terms of meeting customer needs for delivery
of goods and in ensuring optimum aircraft utilisation and efficiency.

47 RSP 2.4: Noise Mitigation Plan.

8 The QC (Quota Count) system is a classification system for the noise made by aircraft and has been adopted
at most of the main UK airports as the basis for defining a night movement quota related not just to the
number of movements but the level of noise each aircraft makes. The higher the QC number the noisier the
aircraft. A movement by a QC16 aircraft would be equivalent in quota terms to 16 movements by a QC1
aircraft.

4 Luton - https://www.acl-uk.org/wp-content/uploads/2016/10/Local-rule-1.pdf , Birmingham -
https://www.acl-uk.org/wp-content/uploads/2018/10/Night-Flying-Policy-2018-2021.pdf, Stansted -

https://live-webadmin-media.s3.amazonaws.com/media/3682/stn-noise-action-plan-consultation-15818.pdf.

36

York Aviation LLP


http://www.yorkaviation.co.uk/Home
https://www.acl-uk.org/wp-content/uploads/2016/10/Local-rule-1.pdf
https://www.acl-uk.org/wp-content/uploads/2018/10/Night-Flying-Policy-2018-2021.pdf
https://live-webadmin-media.s3.amazonaws.com/media/3682/stn-noise-action-plan-consultation-15818.pdf

3.51

3.52

3.53

3.54

ASSESSMENT OF THE NEED AND JUSTIFICATION FOR THE DEVELOPMENT OF MANSTON AIRPORT

Furthermore, examination of the day and night time split of movements as set out in Appendix
3.3 of the ES suggests that by Year 20 there are expected to be approximately 10 aircraft
movements per weekday night>° according to Azimuth/RSP’s forecasts. Although the QC points
per movement are not clearly set out in the ES, an approximate estimate using Heathrow’s QC
point attribution by aircraft type® would suggest that an average weekday quota count of
between 8 and 8.5 based on the night movements indicated in Appendix 3.3 of the ES and
assuming an even balance of arriving and departing aircraft movements per night. This would
amount to around 2,460 movements per year using just over 2,000 of the 3,028 proposed night
guota points, dependent on the split of arriving and departing aircraft and the precise aircraft
variant used. Whilst this would allow additional movements to be scheduled at night, it would
still not be sufficient to allow for an integrator operation to be established, even assuming that
Manston was geographically in the right place — a point that we discuss further in the next
section. However, it is notable that, assuming the noise assessment has been based on the data
supplied in Appendix 3.3 of the ES, the full impact of the proposed noise mitigation strategy and
guota appears have not been assessed in the ES.

Appendix 3.3 of RSP’s ES indicates that none of the passenger aircraft operations would be at
night. This is equally unrealistic. We set out in the next section the typical rotation pattern for
a based low cost carrier (LCC) aircraft at a regional airport. These airlines maintain low fares by
optimising the time that the aircraft are in the air each day. To achieve this, they typically make
their first departure before 07.00 and often return after 23.00. Hence, we would expect there
to be at least some night movements by passenger aircraft in addition to freighter movements.
Constraining an LCC to daytime operations only would render Manston particularly unattractive
as a base for aircraft.

Socio-economic Assessment

Whereas our previous criticisms of Azimuth’s approach to air freight movement projections
have been ignored, there appears to have been some attempt to take on board criticisms of the
socio-economic assessment (Azimuth Reports Vol IV). Nonetheless, the assessment of the
socio-economic impact of the development remains badly confused, unclear and riddled with
errors and ultimately, even if the socio-economic assessment undertaken were robust, it would
be rendered meaningless by the manifest errors in the demand ‘forecasts’ that feed into it.
What is put forward with RSP’s submission should, therefore, be accorded no weight
whatsoever.

In our previous report, we considered the methodology adopted by Azimuth Associates in some
detail and although some minor changes have been made to the approach reflecting our
comments, little has really changed. We would, therefore, refer the Examining Authority back
to our November 2017 Report> for a complete assessment of the RSP case. However, we would
reiterate a number of key points:

50 Freighter movements typically operate principally on weekdays.

51

https://www.heathrow.com/file source/HeathrowNoise/Static/HCNF WG1 QC and chapter correlation Fe

b_18.pdf.
52 york Aviation November 2017 Report, Section 5.
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= The study area that is being considered by this assessment remains completely unclear and

Azimuth repeatedly uses assumptions that would not be appropriate for the assessment
they appear to be trying to make at the level of Kent or East Kent. At points, it appears that
the impact of Manston is being considered at a UK level and multipliers are being used that
reflect this size of study area. However, at the same time the Azimuth Reports and the
Planning Statement talk about impacts in much more localised areas, particularly East Kent,
but no change appears to be made to the multipliers to consider these smaller areas.
Multipliers for smaller geographic areas must be smaller than those for larger areas as they
will not include as much supply chain or as much expenditure of employees’ salaries. Failure
to realise this suggests a fundamental lack of understanding of how multipliers work and
how they should be applied. As RSP’s submission stands, it does not actually include a socio-
economic impact assessment because it does not properly define the geographic area it is
assessing. All that is presented are a series of random, meaningless inferences of what the
impact of an airport might be.

Azimuth continue to use an on-site employment density for a re-opened Manston that is
too high. We continue to believe that Prestwick Airport is a better comparator for Manston,
with a density of around 650 jobs per million passengers per annum or 100,000 tonnes of
freight. Azimuth has revisited their assumptions and concluded that East Midlands Airport
is an appropriate comparator, with a job density of around 887 jobs per million passengers
per annum or 100,000 tonnes of freight>. However, what Azimuth have failed to account
for is the substantial amount of non-aviation related employment based on the Pegasus
Business Park at East Midlands which is included in this employment estimate. This means
that the basis for the calculation used is inflated resulting in a higher employment density.
If this non-aviation related employment were to be removed from the assessment the
employment would actually be similar to that at Prestwick and is a better comparator to
Manston given that much of the non-airport related employment at EMA relates to
businesses located there adjacent to the M1 and centrally located for the three main cities
in the East Midlands region.

Azimuth are also incorrect® to assert that our economic assessment set out in our
November 2017 Report must be wrong because our estimate of catalytic impacts in terms
of jobs is lower than our estimate of direct airport related jobs (based on RSP ‘forecasts’).
Whilst we would agree that the catalytic effects of airports are often larger than the direct,
indirect and induced effects, that does not make it true in all cases. Consideration of
individual circumstances is vital. Our assessment considered a properly defined area, Kent.
Given Kent’s location, its industrial base, population and the size of freight catchment areas,
it is unlikely that a significant number of potential freight users will be located within that
area and, hence, the amount of impact captured will be relatively small. The passenger
services envisaged are likely to be focussed on outbound leisure markets and, hence,
inbound tourism impacts are likely to be small. In Manston’s case, there is no reason to
expect significant catalytic effects within a properly defined catchment area.

In practice, the catalytic effects tend more often to manifest themselves in increased
productivity and so appear as GVA> effects rather than necessarily employment effects.
Azimuth do not appear to understand this and have not taken into account how any
catalytic effects would actually materialise within the local context.

53 This economic impact assessment was undertaken by York Aviation.
54 Azimuth Reports Vol IV, para 4.3.6.
%5 Gross Value Added
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= Following on from the failure to properly define a study area and the use of national
multipliers, it should again be re-emphasised that if Azimuth are looking at national effects
they failed to allow for any displacement of economic activity from other parts of the UK
from the abstracting of demand from other airports. In our view, Manston is not going to
generate new demand for freight services. It will have to capture demand from other
airports. This will have an effect on these other airports in terms of their ability to support
employment.

= Azimuth has also failed to properly define the baseline for the socio-economic assessment.
Their assessment has implicitly assumed that if the RSP proposals are rejected then the
Manston site will not support any economic activity. This is again inaccurate. The current
owners have put forward plans for a mixed use development and this should be considered
as the counterfactual for the assessment. Any impacts from RSP’s proposals should be
reported net of impacts from the alternative uses for the site.

Passenger Terminal Parameters

As we discuss in Section 6, no explanation or justification is provided for how the air freight
movement or tonnage forecasts have been converted to facility requirements. The
requirements are simply reported in Table 6 of Vol lll of the Azimuth Reports. This is a significant
gap in the justification for the scale of facilities required, as we discuss further in Section 6.

Despite there being no information provided in relation to the cargo terminal requirements
associated with the freight tonnage forecast, some information is provided in relation to the
scale of passenger terminal facilities required in Table 7 of Vol lll of the Azimuth Reports. In this
case, there are obvious errors of analysis in terms of the ‘pax per hour’ requirements set out.
There can be no certainty that similar errors have not been made in assessing the facility
requirements for air freight but no explanation is provided.

At para. 4.0.5 of Vol lll of the Azimuth Reports, it is stated that a low cost carrier (LCC)
(elsewhere shown to be assumed to be Ryanair) would base 2 aircraft at the Airport initially,
increasing to 3 from Year 6. Based on the pattern of Ryanair operations seen elsewhere across
their network, these aircraft are likely to all need to depart in the first operational hour of the
day in order to achieve optimum utilisation of the aircraft over the day. Similarly, they are likely
to arrive back at a similar time of night, particularly if night time operations after 23.00 are not
expected (as indicated by the ES Appendix 3.3 data). Hence the terminal would need to be sized
to accommodate the full passenger load from 3 aircraft within an hour for each of arrivals and
departures. Ryanair's current fleet of aircraft (B737-800s) typically have 189 seats and, over
time, these will be replaced by B737 Max aircraft of 200 seats. Hence, at Ryanair’s typical
summer load factor of 97%°¢, the number of passengers per hour that the terminal would be
expected to handle in each direction would be 550-580. It is also possible that the KLM
operation to/from Amsterdam would also operate at similar times in order to maximise
connections available at the Amsterdam hub increasing the number of passengers requiring to
be handled within an hour.

56 https://investor.ryanair.com/traffic/
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According to Table 7 of Vol Ill of the Azimuth Reports, the required terminal capacity is 171
departing passengers per hour (less than the load of a single Ryanair aircraft) and 43 arriving
passengers per hour or around 23.5% of the load of the smallest Ryanair aircraft. This simply
does not make sense, particularly in terms of the large differential between departing and
arriving capacities assumed. Should the capacity of the terminal be constrained to these levels,
it is unlikely that a single aircraft could be based at Manston at all. The arrivals capacity would
relate only to the ability to handle a single very small turbo-prop aircraft at any one time. We
consider further the terminal capacity requirement in Section 6.

Conclusion

Whilst individually some of these errors and discrepancies might seem small in scale and impact,
others are highly significant and serve to undermine the credibility of the whole approach
outlined in the Azimuth Reports and throughout RSP’s Application Documents. The combined
implications are significant in terms of whether a) the application should actually have qualified
as an NSIP; b) in terms of the level of demand that Manston might attract if it re-opened as an
Airport and the viability of the proposed operation; and c) whether the environmental
assessments undertaken are robust.

The most significant of these errors relate to:

= the lack of any soundly based forecasts — instead of forecasts based on an understanding of
markets, costs and real potential, RSP’s case is founded on a flawed list of airlines that it
claims will definitely operate at Manston and then grow their business at Manston. This is
no more than a ‘guesstimate’, without any supporting evidence. These are not ‘forecasts’
in the sense that is normally recognised in the industry;

» the lack of realism in the fleet mix overall and the assumed pattern of day/night time
operations, particularly in relation to the implications for the prospect of integrator and
mail operations being attracted to use Manston at all. This further undermines the
credibility of the short term “forecasts’;

= the overstatement of longer term demand projections through the use of unjustified
growth rates.

These errors and inconsistencies render the so-called ‘forecasts’ completely unreliable as a basis
for assessing the extent and nature of any usage of Manston in the event that the Airport re-
opens. In the next section, we set out our assessment of the market potential for Manston to
assist the Examining Authority.
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4

UNDERSTANDING THE AIR FREIGHT SECTOR

In this section, we summarise the performance of the UK Air Cargo market and demonstrate that
there has been an inexorable trend away from the use of dedicated freighter aircraft towards a
clear preference for the use of bellyhold capacity on passenger aircraft on the growing network of
global air service connections. The exceptions to this are the operations of the integrators, which
have well established UK operational bases, particularly at Heathrow, East Midlands and Stansted
serving the main conurbations.

There is a strong concentration of freight handling and forwarding facilities in the vicinity of
Heathrow, drawn by the air freight capacity offered by the global hub network of air services.
This means that much airfreight is inevitably consolidated at Heathrow to avail of the lowest
possible freight rates using bellyhold capacity. These facilities are being modernised to increase
capacity and this will reinforce the dominant position of Heathrow in the sector. Development of
the third runway at Heathrow will enable that Airport to double its freight handling capacity,
principally in bellyhold capacity but also for dedicated freighter aircraft to the extent required by
the integrators or to supplement bellyhold capacity in core markets and to feed the hub.

Alongside growth at Heathrow, there is increasing bellyhold capacity being made available at
other airports as they develop a broader range of long haul services, in particular at Manchester.
This may be expected to see further growth in consolidation activities adjacent to other major
airports as their global connectivity increases.

Overall, within the context of an industry dominated by consolidation, bellyhold capacity and
integrator operations, it is difficult to see any potential role for Manston other than in relation to
niche services and specialist consignments, similar to the cargo handled when it was previously
operational. This is unlikely to result in usage of Manston Airport by dedicated freighters to any
greater extent than historically seen.

4.

Introduction

1 In this section, we update our consideration of the air freight sector in the UK, the way it
functions and the key trends that have been observed in recent years. This analysis updates the
evidence presented in our November 2017 report, including new data where it is available.
However, it should be emphasised that the key messages from our previous report have not
changed and our views on the key dynamics in the market and their implications for Manston
similarly have not changed. The November 2017 analysis is important as it updates and
correctly interprets the work that we undertook for the Freight Transport Association and TfL
in 2015 upon which Azimuth still seek to rely as the basis for their justification of the number of
freighter aircraft movements that Manston might attract.
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Historic Performance of the UK Air Cargo Market

4.2 The evidence set out in our November 2017 Report and in the Altitude Aviation Advisory
Reports®” provides a detailed picture of the UK air cargo market over the last thirty years and
we do not seek to repeat that analysis here. However, in the context of considering whether
RSP has presented a compelling case for development, we have sought to re-emphasise several
key themes which are central to any consideration of the UK air freight market generally and a
re-opened Manston’s potential market performance specifically.

4.3 Whatisevident is that there has been a fundamental structural shift to using available bellyhold
capacity in passenger aircraft and away from pure freighter operations. This is illustrated in
Figure 4.1, which sets out a bridge diagram between 2006 and 2017 showing the change in
freight handled via bellyhold and pure freighter at major UK freight airports.

Figure 4.1: Drivers of Change in the UK Air Cargo Market — 2007 to 201758
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4.4 There are a number of key points to note:

57 Altitude Aviation Advisory, Analysis of the Freight Market Potential of a Reopened Manston Airport,
November 2017 and Addendum: UK Regional Airport Financial Performance and Debt Funding Characteristics,

February 2019.
58 LHR = Heathrow, EMA = East Midlands, STN = Stansted, MAN = Manchester, BHX = Birmingham, LTN = Luton,

EDI = Edinburgh, GLA = Glasgow, PIK = Prestwick.
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= the market has continued to consolidate into Heathrow, in particular through increased
bellyhold capacity, enabled by the ongoing rebalancing of that airport’s passenger network
towards long haul destinations. There has been a 29% growth in tonnage carried in the
bellyholds of passenger aircraft and 31% on dedicated freighter aircraft over the period
2007 to 2017°°, with Heathrow increasing its share of the total UK air freight market from
82% to 86% in terms of bellyhold freight and from 8% to 11% in terms of freight carried on
dedicated freighter aircraft. This increase in market share has been achieved even in
circumstances where the airport has been operating with a capacity constraint and whilst
other airports have had spare capacity available for dedicated freighter aircraft, indicating
that there have been other economic and structural factors at play, including the structure
of the freight forwarding sector and the economics of consolidation;

= elsewhere in London, Gatwick has seen both bellyhold and freighter capacity significantly
eroded as that airport has become more capacity constrained and it has focussed
increasingly on low fares passenger airlines offering short haul services, albeit this trend has
started to reverse as more long haul operations come on stream with Gatwick recording a
50% increase in tonnage carried on passenger aircraft between 2017 and the rolling year to
October 2018;

= Stansted has seen 14% growth in freighter tonnage but has not increased its freighter
activity despite having spare slot capacity available to do so strongly suggesting that the
effect of any capacity constraints at Heathrow have not resulted in displaced dedicated
freighter demand to other London airports;

= East Midlands, with major DHL and UPS bases, has seen 17% growth in air freight tonnage
on an 11% increase in freighter movements over the period 2007 to 2017 and had been the
only airport that has seen significant growth in pure freighter traffic, but again this has not
offset losses in freighter traffic from elsewhere, suggesting that, for more general air cargo,
bellyhold capacity is fundamentally more attractive, even potentially if this involves trucking
to more distant airports;

» this is reinforced by what has happened at Manchester, which has seen 21% growth in its
bellyhold air cargo market, relating to its growing long haul network, but has seen freighter
traffic fall away significantly, with a 91% reduction in cargo carried in dedicated freighter
aircraft despite the airport having spare capacity to handle such freighters. Again, this
demonstrates that a shift to bellyhold is not driven by capacity constraints as Azimuth claim
but by underpinning structural and economic factors;

= the growth in bellyhold traffic at Birmingham is also probably reflective of its growing long
haul passenger network;

» in general, there has been a noticeable switch towards the use of bellyhold capacity. Since
2007, pure freighter cargo’s share of the UK market has dropped from 36% to 30%, while
actual freighter tonnage has dropped by 9%;

» it is interesting to note the performance of Prestwick in the context of Manston, as it
provides perhaps the most obvious direct comparator, with a similar sized freighter
operation in 2007 to Manston at its peak. Freighter traffic at that airport has dropped by
64% since 2007. It is also worth noting that, in the meantime, Prestwick has also had to be
nationalised to maintain operations as it had been heavily loss making for a considerable
period of time.

59 York Aviation Analysis of CAA Airport Statistics.
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Whilst the volume of air cargo flown to/from the UK’s airports over the past 15 years has grown
only incrementally, there have been considerable changes in the way that demand has been
serviced, which again reflect the drivers and constraints on demand described above.
Essentially, the market has been consolidating to a small number of airports and bellyhold cargo
has become more dominant.

Understanding the Sub-Markets

The air freight market can be categorised into 4 sub-segments, as set out in a report by Steer
for Airlines UK®® was published by the DfT to accompany the Aviation Strategy Green Paper®..
These are:

= General Air Cargo — which makes up the majority of air cargo and is carried principally by
IAG Cargo (British Airways and partners), Virgin Atlantic and a number of American and
Asian airlines. As Steer make clear, such cargo is predominantly carried in the bellyholds of
passenger aircraft and so would not be available at all to Manston;

» Express Freight —carried principally by the four main integrators (DHL, Fedex, TNT and UPS).
The integrators use their own aircraft for intra-European flights and on the main long haul
sectors but use bellyhold capacity for the remainder of their operations. These operators
are well established at East Midlands, Stansted and Heathrow, with satellite operations at
other airports such Luton, Manchester, Edinburgh and Belfast. The report by Steer also
makes clear, as we set out in the previous section, the high dependence of the integrators
on night time operations which would rule out operations at Manston based on the
proposed night flying policy:

“Integrator stakeholders consulted as part of this study stated that the way in which these
operating restrictions [Night time operations] are applied impacts their ability to operate
effectively, as the express business model (described above) is dependent on being able to ship
goods during the night to enable maximum productivity for customers who rely on shipments
being picked up close to the end of the working day and delivered as early as possible the
next”;

» Specialist and Niche Cargo — classified as freight that has specific requirements in terms of
storage, security or regulatory requirements, including perishables or dangerous goods.
Such goods are unlikely to be suitable for carriage in bellyhold capacity so may require
dedicated aircraft;

= Mail — where international mail principally uses bellyhold capacity but chartered freighters
can be used for some longer distance mail deliveries between the main centres of
population in the UK.

Examination of these categories demonstrates that the only category that might have any use
for Manston would be the Specialist and Niche Cargo category. Although, no data is available,
this is a very small part of the overall airfreight market.

60 Assessment of the Value of Air Freight Services to the UK Economy, Steer, October 2018, paras. 2.8 to 2.16.
61 Aviation 2050, The Future of UK Aviation, a Consultation, Department for Transport, Cmnd 9714, December

2018.

62 Assessment of the Value of Air Freight Services to the UK Economy, Steer, October 2018, paras. 2.33.
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The Economics of Bellyhold

From discussions with airlines, we understand that modern long haul aircraft operating
primarily passenger services from airports such as Heathrow or Manchester can typically carry
around 15 tonnes of cargo per sector and airlines would expect to earn around 10% of total
revenues from cargo. Whilst this is only indicative, it would follow that an airline may expect to
earn around 0.66% of the revenues from operating a flight from 1 tonne of cargo. In contrast,
a dedicated cargo flight needs to cover all of its operating costs from the cargo carried. At the
average tonnage per movement projected by Azimuth for Manston® of c.13.9 tonnes per
aircraft this means each tonne of cargo has to earn enough to cover over 7% of the costs of
operating the flight. Taking an equivalent long haul aircraft (Code E), which Azimuth’s work
suggests could be carrying 33 tonnes per movement, this would require each tonne of cargo
carried to cover 3% of the cost of the flight. Accepting that dedicated cargo aircraft like for like
with the same aircraft type may have lower operating costs per flight than a passenger aircraft
(no cabin crew or meals), it would also be likely that the dedicated freighter aircraft would be
an older variant and use more fuel than the more modern equivalent that tends to be used on
passenger operations, particularly from an airport such as Heathrow. The two factors may be
expected to largely cancel each other out. On balance, then, a tonne of cargo carried in a
dedicated freighter aircraft is likely to cost around 4.5 times more per tonne to transport than
the same tonne of cargo carried in the bellyhold of a passenger aircraft. This will almost
certainly translate into a higher price to the shipper.

It is for this reason that we see an inexorable shift from the use of dedicated freighter aircraft
to bellyhold capacity due to the sheer cost advantages of availing of bellyhold capacity. The
availability of bellyhold capacity is a powerful reason why the UK has lower dependence on
dedicated freighter aircraft than the global average. We see this shift to bellyhold in the data
from the UK regional airports noted above, which have seen little or negative growth in
dedicated freighter operations (except for the integrator operations at EMA) but growth in
flown cargo tonnage as their long haul passenger operations offering bellyhold capacity have
grown. This demonstrates that, contrary to the assertion by Azimuth that the shift to the use
of bellyhold capacity in the UK is a response to a shortage of capacity for dedicated freighter
aircraft at the London airports, the shift towards a preference for bellyhold capacity for the
carriage of the majority of airfreight reflects the economics of the industry, i.e. shippers and
forwarders choose the most cost effective solution for moving goods from A to B which may
include an element of trucking to avail of the lowest air freight rate.

Indeed, the Steer Report confirms that dedicated freighter operations are on the decline
globally:

“The market for dedicated freighter services has struggled globally since the financial crisis due
to falling seafreight rates and the continued rise of air passenger demand (and associated
bellyhold capacity), which have driven down freighter yields. Although some UK airports have
retained important integrator, and to lesser extent, freight operations, freighter activity has
remained relatively flat in recent years and is currently lower than pre-crisis levels.”%

63 Analysis of Azimuth Report Vol lll, Tables 2, 3 and 4.
64 Assessment of the Value of Air Freight Services to the UK Economy, Steer, October 2018, para. 3.8.
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The implications for Manston from this analysis are clear. Bellyhold is the preferred option for
a significant proportion of the air cargo market and that this trend has intensified in recent
years. This is a function of price and the relative urgency in relation to general air freight, as
opposed to either express freight or niche products which may justify a higher cost dedicated
freighter services such as operated at the existing integrator hubs. For express freight or niche
products, shippers are prepared to pay a premium which allows the use of freighter aircraft
because either speed is of the essence, or the destination is hard to reach, or the cargo is
difficult to handle in some way. For general air freight, these drivers are not the same.
Accepting that all air cargo is to some degree sensitive to speed of delivery, it seems that what
is likely to be pushed from bellyhold capacity, in a capacity constrained environment, is less time
sensitive and shippers’ willingness to pay is lower. Hence, in the current market with relatively
high fuel prices, freighter options are not an adequate or economically realistic substitute.

The only UK airports experiencing dedicated freighter growth are those with significant
integrator activity. This suggests that Manston’s likely freighter offer, on the assumption that
an integrator operation would not realistically be attracted, would struggle to penetrate the
market. There has been consolidation into larger airports, which again suggests that Manston
will struggle to establish market presence. Finally, the experience of Prestwick, its nearest
comparator in many ways, is not encouraging for Manston. Its well established dedicated
freighter operation has been heavily eroded and the airport has had to be nationalised to
maintain its operation. It continues to be heavily loss making, losing £7.6 million in 2017/8°%.

This is very important from the perspective of considering the potential role of Manston. It
suggests it will be very difficult for the Airport to compete effectively for any traffic displaced as
a result of constraints in the London market as it cannot and will not be able to provide the
price, frequency and breadth of destination advantages that bellyhold freight can offer. In this
context, the airports competing for cargo traffic being pushed away from Heathrow now and in
the future are the large UK regional airports with growing long haul passenger networks, such
as Manchester or Birmingham, and the near European global hub airports, which offer the
closest substitutes to Heathrow and are within easy trucking time of, certainly, the London and
South East market. In any event, bellyhold capacity at Heathrow is expected to increase
substantially once the third runway becomes operational so driving down the competitive
prices in the market, making it even more difficult for freighters to compete. In fact, as we have
discussed above, the NPS cites one of the key reasons for the choice of the North West Runway
option at Heathrow being the opportunity to double freight capacity.

The Role of Trucking
The Steer Report for Airlines UK also explains the role of trucking, noting that®®:

“a significant amount of air freight is transported in customs-bonded trucks between the UK
and continental Europe and is classified as air freight with an assigned flight number. Freight is
often flown to continental Europe, particularly from Asia, as there is often more available air
freight capacity than to UK airports, partly due to lack of available slots for freighter aircraft at
Heathrow......................

65 https://beta.companieshouse.gov.uk/company/SC462050/filing-history

66 Assessment of the Value of Air Freight Services to the UK Economy, Steer, October 2018, paras 2.24, 2.25.
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In contrast to goods from Asia, Heathrow stated that goods destined for North America are
also often trucked to the UK, in particular Heathrow, from continental Europe in order to take
advantage of cheaper rates from the UK on North American routes. As Heathrow is the
primary European hub for North American passenger connections, there is a significant level of
bellyhold capacity available, which means air freight rates are cheaper compared to other
European airports.”

There is a further reason why trucking to airports in Europe is an inherent part of the industry
as also set out in the Steer Report®:

“Many of the largest freight airports in the EU are concentrated in North-West Europe, which
is relatively well off and densely populated (therefore generates demand for imports), and is
the home of a lot of European industry (therefore produces a large amount of goods for
export). The close proximity of many large freight airports to the UK may also to some extent
explain why so much air freight is flown to continental Europe and trucked to the UK, as there
is much greater capacity available to continental North-West Europe than to the UK.”

Hence, even if Manston was operational, the structural factors that mean that freight loads are
consolidated at the main freight hubs in continental Europe and then trucked to and from the
UK would still result in this freight being trucked and by-passing Manston. The concentration
of markets around these continental European hubs also allows them to support some
dedicated freighter activity, reinforced by trucking and consolidation.

As explained above, the reasons why trucking is an inherent part of the industry is cost. It is
simply cheaper in overall terms to truck to an alternative airport offering cost effective bellyhold
capacity than it is to seek out dedicated freighter capacity. This applies to the vast majority of
general air cargo. Ultimately, shippers and forwarders seek the cheapest option. Having a
dedicated freight airport at Manston would not ‘intercept’ this freight travelling to and from
Europe as Azimuth claim® as such freight would still seek the cheaper bellyhold capacity
regardless of the potential option of a dedicated freighter or, where a dedicated freighter
aircraft was the most cost effective option, seek to operate that aircraft to the main centres of
economic activity in Central Europe or the UK’s main distribution focus around East Midlands
Airport® so as to optimise distribution of goods overall.

Heathrow

As noted above, despite the acknowledged runway capacity constraints, Heathrow has
increased its share of UK air freight carried. This indicates a strong structural preference for
Heathrow as the UK’s main air freight hub, as identified in the NPS. It is important to understand
why this is so. The Steer Report referred to at para 4.6 above makes clear the importance of
Heathrow within the air freight sector:

57 Ibid, para 3.21.

8 Azimuth Reports Vol |, para. 6.4.13

59 Altitude Aviation Advisory, Analysis of the Market Potential of a Reopened Manston Airport, October 2017
paras. 114, 115.
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“One notable feature of the UK air freight market is the huge importance of Heathrow and its
surrounding freight facilities, with most forwarders having major consolidation centres in the
vicinity of the airport. Very significant volumes of air freight are trucked to such facilities near
Heathrow, processed and then trucked to another airport, either in the UK or in continental
Europe, without ever flying in or out of Heathrow itself.””°

The Steer Report goes on to state:

“Historically, much of the UK air freight activity is concentrated around Heathrow due to its
significantly more extensive intercontinental passenger network compared to those of other
UK airports. Although this remains the case, new intercontinental passenger connections at
regional UK airports have increased possibilities for transporting long-haul freight as bellyhold
cargo.”’?

Hence, regional airports developing bellyhold capacity are likely to be the principal gainers from
any freight displaced from Heathrow as a consequence of short term constraints until R3 is
operational.

Even where capacity constraints at Heathrow are noted as a potential problem, the reasons
cited in the Steer Report’ do not lend credence to there being a need for additional air freight
capacity at Manston:

“The importer stated the reason such a high proportion of its goods are flown to the UK via
Europe, is because the UK’s air freight capacity is not sufficient to service the required import
volumes. Goods are trucked as bonded freight to avoid having to undergo Dutch or German
customs procedures, as the importer incurs fewer administration costs as it is only required to
deal with UK customs.

The importer stated that, as most of its imports are flown in freighter aircraft, one of the
reasons why it often cannot fly its goods into the UK, is because not enough UK airlines
operate these types of aircraft. Many airlines that in the past operated long-haul freighter
services, for example IAG Cargo at Stansted, no longer do; therefore, there are fewer long-haul
freighter options available. However, the main problem the importer cited with UK air freight
capacity was the quality of the infrastructure.

The importer stated that it avoids using UK airports because they are too congested and
therefore not efficient; air freight infrastructure has not been upgraded in line with increased
traffic, which causes delays that can be avoided at continental European airports. The importer
stated that there should be better utilisation of regional airport capacity at, for example,
Manchester, which was cited as a relatively good operation with not enough freight capacity.”

70 Assessment of the Value of Air Freight Services to the UK Economy, Steer, October 2018, Executive
Summary.

"1 |bid, para. 2.36.

72 Assessment of the Value of Air Freight Services to the UK Economy, Steer, October 2018, Case Study
Example at Page 11.
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4.19 Properly understood, this highlights a desire for more freighter capacity at Heathrow, concerns
around infrastructure constraints at Heathrow, and issues caused by the willingness of airlines
to operate such flights. As the case study makes clear, Stansted and the existing regional
airports provide potential available airport capacity but the lack of airlines willing to operate
dedicated freighters is the issue rather than the capacity of the airport infrastructure. To
illustrate the point, Cathay Pacific Airways operated a dedicated freighter aircraft to
Manchester until recently but this has been replaced by more cost effective bellyhold capacity
on their now daily A350 service to Hong Kong?.

4.20 As noted above and in RSP documents’®, there have been concerns expressed about both slot
constraints at Heathrow and the adequacy of capacity for freight more generally as well as the
quality of the infrastructure. However, as we have made clear at para. 2.12 above, this shortfall
in capacity for air freight will be addressed by R3. Indeed, recent proposals by Heathrow Airport
Ltd to introduce mixed mode operations ahead of R3 will provide short term relief to the
capacity constraints over the same time period as Manston might become operational™. In the
longer term, freight capacity at Heathrow is expected to virtually double to 3 million tonnes a
year from the 1.7 million tonnes handled in the rolling year to the end of October 20187¢.

4.21 Facilities at Heathrow are also being expanded and modernised in line with Heathrow’s Cargo
Strategy’’. The strategy is firmly aimed at ensuring that Heathrow is able to capitalise on the
opportunity offered by R3 by providing state of the art cargo handling facilities and overcoming
the identified bottlenecks and congestion, including improvements to local road
infrastructure. Examples of new facilities being provided include the recently opened facilities
for Virgin Atlantic and Delta Airlines aimed explicitly at increasing the amount of cargo that they
carry through Heathrow on their passenger operations’. There is clearly substantial investment
being made to ensure that Heathrow can efficiently increase its cargo throughput, negating the
need for spill to other airports®.

4.22 In overall terms, then, it is clear that there are powerful structural factors as to why air freight
is concentrated at Heathrow, based around the strong bellyhold offering and the existence of
the freight forwarding/consolidation activity. Evidence would suggest that this is not replicable
elsewhere in the UK and certainly not at a small niche airport such as Manston. This has
implications for the need case for the development as a whole and, in particular, the likelihood
of RSP being able to attract freight forwarders as occupiers of the proposed infrastructure at
the Airport, including that on the Northern Grass.

73 https://news.cathaypacific.com/cathay-pacific-s-manchester-service-to-go-daily-from-december-180062#
74 RSP Planning Statement, para 6.29 and Azimuth Reports Vol |, para. 4.1.3.

7> https://afo.heathrowconsultation.com/wp-content/uploads/sites/4/2019/01/Making-better-use-of-our-
existing-runways-Final-single-pages.pdf

76 York Aviation analysis of CAA Airport Statistics.

7 https://www.heathrow.com/file source/Company/Static/PDF/Partnersandsuppliers/heathrow-cargo.pdf.
78 https://www.aircargonews.net/news/airport/single-view/news/segro-planning-to-replace-heathrows-cargo-
horseshoe.html.

7 https://www.aircargoweek.com/virgin-and-delta-to-move-into-dnata-city-east/.

80 This does not mean that airports with growing bellyhold capacity, such as Manchester will not also increase
tonnage carried nor that there will not be growth at existing integrator bases such as EMA and Stansted
reflecting their key role in the UK distribution network.
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The Geographic Distribution of UK Air Cargo Demand

Another key factor to understand is the geographic distribution of air freight demand. It is
important not to confuse, as Azimuth do, the clear economic preference for freight to be flown
out of Heathrow due to the economics of consolidation with the true origin of the demand for
air freight. This is important as it influences the choices made as to how any excess freight that
Heathrow cannot accommodate in future would be shipped as well as the economic choices
that drive the point of consolidation in the first instance.

At the outset, it should be made clear that there is very limited data on where air cargo
originates from or is destined for within the UK. However, some indications are available from
other research, notably work by MDS Transmodal, in conjunction with York Aviation, for
Transport for the North in relation to its International Connectivity Strategy®'. MDS analysed a
series of datasets on air freight and road haulage and estimated that around 14% of UK air
freight demand originates in or is destined for the North of England, for example. We also know
that air cargo is often trucked a considerable distance before being loaded on to aircraft.

To estimate the amount of cargo tonnage originating in or destined for the different regions of
the UK, we have used a simple gravity model that distributes air cargo regionally across the UK
based on:

» for exports, the distribution of manufacturing employment in the UK. This is intended to
reflect that air cargo exports are likely to be primarily manufactured goods;

» for imports, the distribution of UK population. This is intended to reflect that imports are
in many cases destined either for consumers directly or retailers. This is clearly a
simplification but we believe a sensible one given the data available;

» arelatively low distance decay factor of 1.5, reflecting the relative insensitivity of air freight
to trucking times. This has also, in part, been calibrated to reflect MDS’s findings for
Transport for the North.

The resulting distribution of air cargo demand is shown in Figure 4.4. It shows that, while there
is a heavy concentration of demand in the Greater South East, there is significant demand
located across the country. It is misleading to assume that cargo that is currently flown from
the London airports is necessarily destined for or originating in the South East and so easily
available to Manston.

81 https://transportforthenorth.com/wp-content/uploads/Final-International-Connectivity-Evidence-

Report.pdf, para.
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Figure 4.4: Modelled Regional Distribution of UK Air Cargo Demand
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Source: York Aviation analysis of CAA Statistics, ONS and Google Maps Data

4.27 More recent analysis by Steer for Airlines UK®? provides more specific data on the GVA value of
air freight exports by air by region. This is shown in Figure 4.5.

Figure 4.5: GVA Currently Dependent on Air Freight by Region

Source: Steer 2018

82 Assessment of the Value of Air Freight Services to the UK Economy, Steer, October 2018, Figure 5.6.
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The issue for Manston is that it is poorly placed geographically to serve the totality of this
demand. In the event of air cargo capacity constraints in London this demand is likely to look
initially for cargo capacity closer to home at the major regional airports, particularly those that
that are developing broader long haul passenger networks. Even if freighter aircraft are
required for this demand, there are likely to be substantially better options than Manston, not
least the national air freight hub at East Midlands, with its central location in the UK.

Air Cargo Capacity at UK Airports

In our November 2017 Report, we set out an assessment of expected cargo tonnage growth by
reference to GDP. We have updated this to enable an assessment of the extent to which there
is likely to be any shortfall in capacity available across UK airports as a whole. As in our 2017
report, we have adopted a relatively simple approach, growing existing air cargo demand
forward in line with GDP projections for the UK economy. This is in line with our analysis of the
link between cargo volumes and the key economic drivers described in our November 2017
Report. The GDP forecasts used are the latest forecasts produced by the Office for Budgetary
Responsibility at the time of writing. These are taken from:

= Economic & Fiscal Outlook (October 2018), which provides short to medium term forecasts;

= Fiscal Sustainability Report (July 2018), which provides long term forecasts for the UK
economy.

These forecasts suggest average real growth in UK GDP of around 2% over the period to 2040.
These forecasts are slightly lower than those used in our November 2017 report, reflecting more
fully the outlook for the economy post Brexit. These slower growth rates have been offset by
the uptick in growth observed in the UK air cargo market in 2017, which has increased our
baseline. The resulting projections of air cargo demand at the London system airports and
across the UK are set out in Figure 4.6. This analysis sees total UK air cargo demand reach
around 4.4 million tonnes by 2040 and demand in the London system® of around 3.4 million
tonnes by 2040.

83 Based on the London airports current share of the national market.
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Figure 4.6: Air Cargo Tonnage Forecasts (million tonnes)
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4.31 Next, we considered the extent to which the demand identified above could be met by UK
airports and the London system airports. This is, again, in line with our approach taken in our
work in November 2017 and with our previous research for the FTA in 2015 relied on, wrongly,
by Azimuth.

4.32 The first step is to assess the extent to which the bulk of air freight demand will be
accommodated in passenger aircraft. In order to estimate the likely bellyhold capacity that will
be available through the period to 2040, we have produced projections of passenger ATM3*
demand for each of the top 10 freight airports in the UK in 2017, along with a residual forecast
for Other UK airports. For Heathrow, Gatwick and Manchester, these forecasts have been split
into domestic, EU and non-EU ATMs. The future years for each airport have been based on the
ATM forecasts produced by the Airports Commission for which detailed data files have been
released®. Years prior to the opening of Runway 3, use the Base ATMs scenario, while post
opening uses the Heathrow’s ATMs scenario, which reflects the third runway. This will
understate the potential at Heathrow in the short to medium term if it gains approval for full
mixed mode use of the runways as an interim step before R3 allowing additional global air
services providing bellyhold capacity.

84 ATM — air transport movement.
8 https://www.gov.uk/government/publications/airports-commission-documents-and-data.
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The existing freight loads per passenger ATM for each airport have been estimated using CAA
Airport Statistics. These average loads have then increased by between 0.5% and 0.75% per
annum at Heathrow. These rates have been slowed in the short term compared to our 2017
report to reflect the increase in average loads at Heathrow seen in the last year. CAA Airport
Statistics suggest that the average tonnage per passenger ATM has grown by 8.5% in the last
year. This may reflect the introduction of new aircraft such as the Airbus A350 that have higher
freight capacity. The implication of this large short term change is that Heathrow’s total
bellyhold capacity may actually be higher than previously forecast. This ultimately reduces the
chance of there being excess demand for Manston to capture and this has been a strong
contributory factor to the decline in some of the forecast scenarios. Other airports have also
seen some increase in average loads in the past year, which has further increased available
bellyhold capacity. At these other airports, we have assumed that loads will grow at around
1.6% per annum tapering to 1.0% per annum in the longer term. This reflects trends in average
loads identified from CAA Airport Statistics over recent years.

Having assessed the extent to which future air freight demand is likely to be accommodated in
the bellyholds of passenger aircraft, we then consider the capacity provided by likely freighter
ATMs at the existing airports handling such movements. This ‘Business as Usual’ assessment of
freighter tonnage expected at these airports takes, as a conservative assumption, growth in
freighter ATMs at each airport of 0.4% per annum, in line with expected growth rate from the
Department for Transport’s Aviation Forecasts 2013% so as not to understate any potential
demand for additional air freighter movements. We have used a 0.4% p.a. growth assumption
although the more recent DfT position, as reported in para 3.18 above, is that no growth is a
more reasonable assumption. Taking this assumption is inherently conservative and more likely
to overstate than understate the actual need for freighter movement capacity and understate
the available headroom to accommodate such movements.

Once again, average loads per freighter ATM have been estimated for each airport from CAA
Statistics. As with bellyhold cargo per ATM, there has been an upward trend in average loads
on freighters in recent years of around 1.1% per annum (York Aviation analysis of CAA Airport
Statistics). This is assumed to continue over the period. This gives us an estimate of the upper
bound of tonnage likely to use dedicated freighter aircraft based on the projected movement
growth set out above. We term this ‘Business as Usual’ Freighter tonnage, i.e. the tonnage we
would expect to be carried on freighter aircraft based on extrapolation of current patterns of
freighter operations at existing UK airports.

Having assessed the volume of tonnage likely to seek to use freighter aircraft, we have also
taken a view as to the likely total tonnage capacity over time of the two largest freighter airports
in the UK, East Midlands and Stansted, based on those airports’ development plans, and the
proposed increase in total cargo capacity at Heathrow, as set out within the NPS:

= the Stansted Sustainable Development Plan talks about developing cargo capacity to handle
around 400,000 tonnes of cargo. We have assumed that current capacity is around 300,000
tonnes and that this grows steadily over time to 400,000 tonnes by 2040,

86 The exception to this is the small number of freighter movements at Heathrow, which are not allowed to
grow until the Third Runway is opened.
87 Stansted Airport, Sustainable Development Plan, 2015, Summary, page 9.
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= the East Midlands Sustainable Development Plan describes its runway capacity as being able
to support a 10 million passenger and 1.2 million tonne cargo airport®. We have assumed
that this capacity could be developed over time to 2040 from an assumed base capacity of
400,000 tonnes. The airport is not subject to any specific ATM limit;

= the NPS states that the development of the third runway at Heathrow will enable a doubling
of freight capacity at the airport® This would suggest that the cargo facilities will be able
to handle around 3 million tonnes per annum. We have assumed that this headroom would
be available from the point of the new runway opening.

4.37 This assessment of the cargo capacity headroom at Heathrow, Stansted and East Midlands helps
provide an assessment of how any excess demand identified could be handled by freighters in
the UK if this were the response of the market to any shortage of bellyhold capacity, after having
taken account of bellyhold capacity. The resulting estimates for air cargo tonnage capacity for
the UK as a whole and the London system over time are shown in Figures 4.7 and 4.8.

Figure 4.7: UK Air Cargo Capacity
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88 East Midlands Airport Sustainable Development Plan, 2015. Page 75.
8 Ajrports National Policy Statement, 2018. Page 32.
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4.38

Figure 4.8: London System Air Cargo Capacity
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market until well beyond 2040 even on the conservative (worst case) basis that we have
adopted by retaining the DfT’s 2013 projection of possible growth in freighters. Based on the
latest DfT projections of no such growth, there is simply no capacity shortfall at all. Once the
third runway is opened at Heathrow, there is in fact likely to be excess capacity in the market
particularly in the light of the expected doubling of freight capability at the Airport as set out in
the NPS, which is likely to soften demand for supporting freighter capacity dedicated to general
air freight (accepting that integrator/express freight is a separate market to a significant
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4.39

The situation at the London airports is slightly different. With Heathrow’s bellyhold growth
relatively constrained in the short term, there could be potentially some limited capacity
constraints in the very short term before mixed mode and R3 are operational. However,
allowing for headroom at Stansted, there are no capacity constraints in the medium term. Once
R3 is opened, excess capacity develops rapidly. The London system’s freight capacity does start
to fill up as Heathrow begins to fill up once again but Heathrow’s freight capacity plans suggest
that there will still be headroom by 2040. Assuming mixed mode (independent parallel
approach operations are permitted at an early date), this shortfall will not arise.
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The implications for Manston Airport are that, even in pure volume terms, push factors from
other airports in London are unlikely to provide opportunities for growth before at least 2040
and beyond assuming no further airport capacity comes on stream at the main London airports.
This is before any consideration is given to Manston’s suitability to serve the markets in
question. In the short to medium term, there might be some very limited constraint in the
London system before the third runway at Heathrow is opened. However, this is largely a
function of bellyhold constraints at Heathrow and it is clear that the preferred option for such
freight is alternative bellyhold capacity.

Logic would suggest that what will be pushed out is relatively low yielding, general air cargo that
is more sensitive to price and less sensitive to time. Essentially, this is akin to business
passengers forcing leisure passengers out of Heathrow. This type of air cargo is not likely to see
pure freighters as an effective alternate, given the higher prices involved. It is more likely to
seek out alternative bellyhold capacity at UK regional airports (which might actually be closer
to its point of origin given our analysis above) or travel via truck to the continental European
airports.

Prospects for Manston

In our November 2017 Report, we set out ‘realistic’ forecasts of freighter movements and
freight tonnage at Manston, drawing on the methodology that we used in our earlier work for
the Freight Transport Association and upon which Azimuth seek to rely. In essence, these have
not changed, except that our previous projections may have been on the optimistic side given
the continued trend away from the use of dedicated freighter aircraft and with greater clarity
regarding the expected increases in capacity for freight at Heathrow. Even on the most
optimistic basis, we would not expect Manston to be able to attract more than around 2,000
annual freighter aircraft movements and, more likely, it may struggle to attract more
movements than it did when previously in operation. If we were to fully update our forecasts
for Manston, we would expect the realistically projected number of dedicated freighter
movements to be even lower given deteriorating market conditions, increased competition and
economic uncertainty.

Conclusions

Examination of market trends and the structure of the air freight market make clear that there
is no role for Manston, other than possibly as a niche cargo operation, as with its historic
operation. The trend in favour of bellyhold for the carriage of general air freight is clear. This
freight forwarding sector is heavily concentrated around Heathrow for this very reason and the
associated consolidation activity essential drives the choice of airport based on the most
economical freight rates available for any consignment. This is highly unlikely to be a dedicated
freighter option from an airport remotely located in East Kent.

Going forward, Heathrow will have substantially enhanced capacity for air freight operations
(around double its current throughput) and modernised facilities negating any ‘push’ factors
that might drive users to even consider Manston.
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The integrators are already well established at East Midlands Airport in particular as well as
using Heathrow and Stansted to serve the main markets in England, with these airports stated
as having scope to increase air freight capacity by 800,000 and 150,000 tonnes per annum
respectively®. Manston is too far from the distribution centres along the M1/M6 axis to
function as an integrator base, leaving aside that the proposed night movement restrictions
would render any such operation unviable for the airline/integrator.

This leaves niche/specialist cargo operations as the only possible market for Manston. This
would be consistent with the types of cargo that Manston used to handle®!. Ultimately, this is
a very small market and unlikely to result in Manston handling more freighter movements than
it did historically. This has profound implications for the Need Case as a whole.

% See para. 4.36 above.
91 See Figure 3.9 of our November 2017 Report.
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5 AIR PASSENGER FORECASTS

In this section, we set out our analysis of the passenger potential for Manston. The Azimuth
Reports set out no analysis of the market and merely assert that certain airlines might operate.
This is not credible and certainly not sufficient to underpin any business case for investment in the
development of Manston. Given the importance of passenger related revenues to the viability of
any airport’s operation, this is significant.

We set out here an analysis of the passenger market that Manston might serve and demonstrate
that, at best, it might achieve around half of the number of passengers that RSP’s need case
depends on. To do so, there will need to be an allowance for passenger aircraft movements in the
night period, which have not currently been assessed in RSP’s ES.

The viability to the airlines of passenger operations remains questionable and there is no
guarantee that any passenger services would be viable for the airlines on a sustainable basis and
without some form of public subsidy.

Basis for Passenger Forecasting

5.1 In our November 2017 Report, we set out the basis for assessing any potential for cargo
operations at Manston. Whilst we indicated that more likely passenger forecast would be of
the order of half®? of those set out in the Azimuth Report, we did not set out further detail. As
the passenger market is significant in terms of assessing the potential for viable operations at
the Airport taken as whole, we set out further detail on the likely passenger market in this
section in order to assist the Examining Authority. We have adopted the same approach to
developing these forecasts as we do for other clients operating or investing in regional airports
in the UK.

5.2 Whilst the need for the Airport and its designation as an NSIP is fundamentally driven by the
asserted need for a dedicated air freight hub, passenger services and the economic benefits
that potentially derive from such passenger flights form part of RSP’s socio-economic case.
Taken in the round, then, these services form part of the need case and, hence, the demand for
such services requires full justification. Passenger operations, both in terms of revenues and
costs, will also be key elements that underpin the financial viability of the operation and
whether the proposition is likely to be economically sustainable.

5.3 Azimuth provide no details of how the specific passenger and associated aircraft movement
forecasts have been built up. It is simply postulated that a number of airlines and air services
might operate. This is not sufficient nor consistent with the approach to forecasting normally
required to justify an airport planning application in our experience.

92 York Aviation, November 2017, Executive Summary, para 12.
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We note that RSP’s Planning Statement, at para. 9.44 asserts the passenger “forecast’ of 660,000
passengers in first year of passenger operations (Year 3) is driven by lack of capacity at other
London airports. This statement appears to ignore capacity developments at other London
airports, including the planning approval recently granted to Stansted to increase from 35
million to 43 million passengers a year®® or developments such as Ryanair’s decision to base
aircraft at Southend Airport from summer 2019%,

Methodology

Unlike Azimuth, our approach to forecasting the potential of Manston for passenger services is
to consider the level of demand in the Airport’s catchment area and how this might grow in
future. We accept that there is a need to consider the airline response to this demand in terms
of the frequency of flights they might offer as a basis for setting out the number of passengers
they might carry. However, it is not sufficient to simply assert that IF an airline was to
commence services it would carry X thousand passengers, the requirement to present a
compelling case requires some evidence as to the likelihood of each airline commencing
services (absent any firm documented commitment), which would normally be based on the
assessment of the levels of demand and whether these would be sufficient to support viable
services.

Given the importance of passenger services to the viability of airport operations, developing a
robust forecast of passenger demand is critical to the assessment of the overall viability and
sustainability of the operation of the Airport, which we consider further in Section 7. We
present here an assessment in a form consistent with that which would be expected in support
of an airport planning application.

Kent Passenger Market

The UK Civil Aviation Authority (CAA) undertake sample surveys of departing passengers using
the main UK airports on a continuous basis®. This data base runs to almost 200,000 records
and contains information about the passengers’ home or journey origin, their end destination
airport and any intermediate stops, the purpose of travel, the airline flown with and other
demographic information. Summary reports are published® but York Aviation, in common with
most other experienced aviation consultants, use the raw survey data purchased from the CAA
to analyse and produce passenger forecasts for airports in the UK. This data enables the scale
of the market in any individual airport’s catchment area to be estimated along with the nature
of that demand — business/leisure, UK outbound or foreign visitor, destination or origin of the
air journey.

% https://mediacentre.stanstedairport.com/london-stansted-gets-the-go-ahead-to-boost-the-regions-
economic-growth-and-create-5000-new-jobs/

% https://www.independent.co.uk/travel/news-and-advice/ryanair-southend-airport-base-easyjet-cheap-
flights-stansted-a8396956.html

% This includes all of the main London airports but not Southend. Smaller regional airports are surveyed on a
more periodic basis, typically every 3-5 years.

% https://www.caa.co.uk/Data-and-analysis/UK-aviation-market/Consumer-research/Departing-passenger-
survey/Survey-reports/.
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5.8 We have analysed the 2017 CAA Survey data to look at the scale and nature of the air passenger
market in Kent. We have chosen to restrict the analysis to Kent because it is unlikely that a re-
opened Manston Airport would attract passengers to any substantial degree from outside of
the County due to the surface journey distance and time from Manston to areas beyond Kent,
as well as the fact that most of these areas are located closer to larger airports, including London
Gatwick, with a much wider range and frequency of passenger services than is ever likely to be
delivered at Manston. We recognise that the planned Lower Thames Crossing may make access
times quicker from north of the Thames but this will, of course, also speed up journey times
from Kent to larger, more established airports with broader networks and frequencies, such as
London Stansted, London Luton and even London Southend. Hence, any potential passenger
gain for Manston is likely to be more than offset by passengers travelling north of the river to
more easily avail of a wider range of air services. There is a real risk that the attractiveness of
services from the larger airports could further reduce the pool of demand available to a re-
opened Manston compared to that which we have assessed below.

5.9 In 2017, as can be seen in Table 5.1 below, the total market size for Kent was 4.97 million
passengers®’. Over 1.2 million of these are travelling to long haul points and so, other than via
a hub connection, these are unlikely to be served by a re-opened Manston Airport®. This leaves
around 3.8 million short haul and domestic passengers in the County.

Table 5.1: Kent Passenger Demand 2017

Passenger Type All Catchment
Domestic 372,000
Long Haul 1,221,000
Short Haul 3,373,000
Grand Total 4,966,000

Source: CAA Survey 2017

5.10 However, Manston Airport’s location at the eastern extremity of the Kent peninsula means that
the Airport is unlikely to draw equally from all districts within the County and, as such, the total
underlying market for the Airport is likely to be well below 3.8 million passengers. Table 5.2
illustrates the time taken to drive to competitor airports from key urban centres in each district.
As can be seen, Manston Airport would have the shortest drive time from only 6 of the 13 Kent
districts.

%7 This figure may not include some passengers who chose to use London Southend Airport which was not
included in the CAA Survey for that year. We would anticipate the figure to be relatively low given the scale of
operations at Southend and the route overlap with other larger airports accessible to Kent.

% We note the aspiration for a small number of charter flights bringing cruise passengers to Manston
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Table 5.2: Drive Time to Competitor Airports from Kent Districts

Manston London London Southend
District Airport Gatwick Stansted Airport

Thanet 14 91 111 108
Canterbury 30 65 85 85
Dover 35 70 104 105
Swale 40 50 70 65
Shepway 45 65 90 90
Maidstone 45 40 60 60
Ashford 50 55 80 80
Medway 50 45 60 60
Gravesham 55 40 45 50
Dartford 60 35 45 45
Tonbridge & Malling 65 30 80 60
Sevenoaks 65 30 60 55
Tunbridge Wells 75 40 70 90

Source: York Aviation/Google Maps

A key differentiator for Manston Airport when compared to other UK regional airports is that
its location on a coastal peninsula means that it is not surrounded on all sides by population
centres from which it can draw demand, with a large part of the area surrounding Manston
being sea.

In making decisions on which airport to use, passengers would be likely to weigh up three key
elements, service frequency (convenience), fare price and journey time/cost to airport. Of
these, Manston is always likely to be beaten on the first by larger airports in the South East,
whilst fares are likely to be no better than available elsewhere due to the spread of low fares
airlines across all airports surrounding London. This means that the only benefit Manston
Airport could offer would be on journey time savings and, even then, this would be limited in
some cases. In determining the scale of the market which may, thus, be available to Manston,
we have made assumptions about how much of the market could be attracted to use the Airport
if services were provided based on experience at other regional airports seeking to penetrate
their local market in competition with larger airports.

It is not realistic to assume that Manston Airport would be able to attract all of the market from
any district, either in totality or even at individual route level for a number of reasons, but
principally because:

= for many destinations, there is insufficient demand to make operations viable for the
airlines even with market stimulation from low fares, meaning these passengers must be
consolidated on to services at larger airports; and

= routes operated from Manston Airport would still be competing with services from other
airports which may have more attractive frequencies, flight times, or fares.
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It is, therefore, necessary to determine how much demand could realistically be attracted to
the Airport. In our previous work in Kent, in relation to Lydd Airport, we assumed that, in core
districts adjacent to the Airport, 60% of the market could be captured if regular services are
operated to any given destination and that other, more distant districts, would attract a much
lower % share of the total available market given competition from other airports. In practice,
this approach may now be generous to the Manston because, in the intervening years since the
Lydd Inquiry in 2011, there has been significant growth of low fares services from London
Gatwick that will be very appealing to passengers from much of Kent. Furthermore, given how
little difference there is in journey times between airports from some key districts, the
attractiveness of larger airports is likely to be far higher than Manston Airport overall other than
in the very local area.

The 60% level of market capture is also higher than we observe elsewhere in the UK when
regional airports are in competition with their larger, more dominant, neighbours. Nonetheless,
we have adopted a 60% local market capture from districts where Manston is the closest airport
in order not to understate the potential demand that Manston might attract as an upper bound.
We have assumed that for all other districts in Kent, 5% of passengers could be attracted to
Manston. Overall, we have erred on the optimistic side in our projections of how much
passenger traffic Manston could realistically attract and sustain over a 20 year period so as to
indicate a maximum potential rather than a most likely forecast.

Following this approach shows that, in 2017, the total market available to the Airport would be
around 1 million passengers, across all short haul and domestic routes (point to point).
However, this demand is spread across a total of nearly 240 destinations (some of which were
reached via hubs rather than on direct services). On the assumption that Manston Airport will
neither serve all of these destinations nor have sufficient hub connectivity, notwithstanding the
possibility of an Amsterdam service, to provide competitively convenient connections to all of
these destinations, the figure of 1 million passengers represents an unachievable upper bound
presently. The realistic potential market is substantially below this figure if the Airport was open
for passenger services today.

Further analysis of this market potential for the Airport shows how quickly the demand
potential falls below levels which would be considered viable for most airlines to be interested
in operating a service. For an airline, the decision whether to serve an airport is not about the
total level of demand in a catchment area but whether there is sufficient demand to a particular
destination to make a service viable at a frequency of service sufficient to ensure that an
individual route will be competitive with services from other airports and/or whether there is
sufficient demand across a bundle of routes to support the basing of aircraft.

In Table 5.3, we set out the 30 destinations with the highest demand based on the applied
market capture rates.
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Table 5.3: Top 30 Market Potential in 2017

Destination Potential Demand
Alicante 38,000
Dublin 34,500
Tenerife 32,500
Palma 32,000
Glasgow 30,500
Rome (FCO) 25,500
Lanzarote 25,000
Malaga 24,500
Faro 24,500
Barcelona 23,500
Venice 22,500
Amsterdam 22,000*
Belfast (BFS) 21,500
Geneva 21,500
Mahon 19,000
Edinburgh 19,000
Malta 17,000
Oslo 14,500
Paphos 14,000
Fuerteventura 13,000
Ibiza 13,000
Lisbon 12,000
Milan (MXP) 12,000
Bucharest 12,000
Murcia 11,500
Heraklion 11,000
Las Palmas 11,000
Corfu 10,500
Madrid 10,000
Stockholm 10,000

Note:

*Excludes onward connecting passengers. KLM typically expect around one third of the
route to be point to point, with the remaining two thirds to be onward connecting meaning
that, if it operated a service to Amsterdam, the route would carry more passengers when
those connecting in Amsterdam are included.

Source: CAA Survey 2017 and York Aviation
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5.19 On the basis that many airlines would, in our experience, be seeking at least 30,000 passengers
for a summer-only service, only one destination would have achieved this level of potential
demand in 2017, Malaga (Dublin would reach this level but is a year-round type destination
which would likely require greater demand to be sustainable overall). This illustrates how
dependent services from the Airport would be on stimulation (or destination switching®) to
reach viable passenger levels to make them attractive to airlines.

York Aviation Passenger Forecast

5.20 In order to project forward the market, we have applied underlying demand growth rates from
the DfT’s 2017 UK Aviation Forecasts!®. In the first instance, it is worth pointing out that
applying growth of 2% per annum° to the total underlying potential market for Manston would
suggest that by 2021%, the total potential market from which Manston could draw passengers
would still be less than 1.1 million passengers. On this basis, 662,000 passengers as forecast for
Year 3 of RSP’s Manston Airport demand forecasts'®® would amount to the Airport capturing
over 60% of all available short haul demand within its reasonable catchment area based on our
assumed market capture rates set out above in the first year of passenger service operations.
This is simply not credible given how few of the 240 routes are likely to reach a viability
threshold sufficient for an airline to commence operations in the first year.

5.21 We have developed more realistic passenger forecasts using a market-led semi-bottom-up
approach which takes into account the scale of the market at route level and overlays the
bottom-up likely provision of airline capacity to meet this. This is typical of approach to demand
forecasting for regional airports that we undertake for numerous airport operators and
investors. However, as pointed out above, the market capture assumptions used to assess the
total potential market available to Manston err on the optimistic side such that the forecast
represents more of an upper bound of plausibility.

5.22 Our forecasts are derived through the following steps:

~ identifying the underlying demand for all routes from the catchment area (Kent);

= determining the market capture which could be achieved if services were offered from
Manston Airport and applying these to the above;

= applying stimulation to the underlying demand at a route level to reflect stimulation of the
market through a new route and as a proxy for destination switching;

= growing the route level demand forward by appropriate market growth rates (usually
derived from the DfT UK Aviation Forecasts);

% determining the likely airline type'®, aircraft type/size and frequency to operate each route.
Relevant passenger load factors are also applied at this stage based on industry norms;

9 passengers choosing where to fly based on the services available rather than their underlying market
preference.

100 YK Aviation Forecasts, Department for Transport, October 2017.

101 the DfT average growth rate for short haul and domestic passengers from 2016 to 2030.

102 |ndicated as Year 3 in the RSP Planning Statement, para 3.105.

103 RSP Azimuth Report, Vol IlI

104 L ow cost, full service etc.
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» growing airline frequency, capacity and load factor as underlying demand grows.

The first two steps are as previously explained, with the application of 60% market share for
districts which are closer to Manston Airport than others and 5% from all others. As previously
identified, we believe that the 60% may be generous for a number of reasons.

In making allowance for some stimulation of the local market associated with the introduction
of new services at Manston, we have been cautious for a number of reasons, in part explained
previously, but also because much of the stimulation is likely to be effectively destination
switching by local passengers choosing to fly from Manston rather than elsewhere rather than
pure stimulation of the underlying market!%. Taken in the round, this does not increase the
overall pool of passengers from which the Airport can draw but may result in individual routes
becoming viable to the airlines at an earlier date but slowing the introduction of other routes.
Typically, in our experience, the level of market stimulation seen at the individual route level
can be in the order of 10-40% depending on the airline and route®. In order to make routes
financially viable, it is likely that airlines will seek to serve well established core destinations and
these will be the hardest to stimulate given the sheer level of frequency already offered from
competing airports. For this reason, we have adopted a 20% market stimulation rate to reflect
the impact of new passenger services at Manston on individual destination markets, which may,
in practice, still be too high given the likely route structure focussed inevitably on mature
markets already well served. Again, we have erred on the optimistic side so as not to understate
the potential.

Our growth rates are based on the DfT growth rates from 2017 and applied to the latest 2017
CAA Survey data on the scale of the local market. No further adjustments have been made to
these to account for Brexit, though clearly there may be circumstances in which the growth
rates are supressed by more negative economic outcomes from the Brexit process. This
demand suppression would equally apply to any projections of cargo tonnage growth. The
growth rates are shown in Table 5.4 and have been used widely by ourselves in projecting
demand for other clients in the UK. These are lower than those used by Azimuth of 4%, partly
reflecting a proper interpretation of annual passenger growth rates (see Section 3) but also
because they are applied to the underlying passenger demand, not the level of growth which
could be seen at the individual airport level. The growth at an individual airport could be greater
in any one year as new services are launched and step changes in passenger levels from the
previous year are achieved. This is taken into account in our overall analysis of the potential for
Manston.

105 High levels of market stimulation were observed with the rapid growth of low fare services in the period
2002-2008 but there is significantly less scope for continued stimulation of the underlying market for air travel
through further air fare reductions.

106 This can be much higher for a limited number of routes, but these levels tend to be for first forays into new
markets from much bigger airports
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Table 5.4: Applied Annual Market Growth Rates

International

Year Domestic Short Haul
2018 1.2% 2.2%
2019 1.2% 2.2%
2020 1.2% 2.2%
2021 1.5% 2.0%
2022 1.5% 2.0%
2023 1.5% 2.0%
2024 1.5% 2.0%
2025 1.5% 2.0%
2026 1.5% 2.0%
2027 1.5% 2.0%
2028 1.5% 2.0%
2029 1.5% 2.0%
2030 1.5% 2.0%
2031 1.2% 1.8%
2032 1.2% 1.8%
2033 1.2% 1.8%
2034 1.2% 1.8%
2035 1.2% 1.8%
2036 1.2% 1.8%
2037 1.2% 1.8%
2038 1.2% 1.8%
2039 1.2% 1.8%
2040 1.2% 1.8%
2018-2040 Average 1.4% 2.0%
Source: Department for Transport

5.26 Projecting forward the stimulated routes on this basis, we have been able to determine routes
which may over time be viable for an airline to from Manston Airport. Whether they would
constitute a viable operation for the Airport, particularly given the cost of building a new
passenger terminal is debatable and something we consider further in Section 7.

5.27 We have assumed that routes would be started when stimulated demand reaches 30,000
passengers per annum. This mainly covers leisure routes, though would also cover Amsterdam
and Dublin initially notwithstanding concerns that this passenger volume may not be sufficient
for year round services at a reasonable frequency of service, along with Glasgow and Edinburgh
over the longer term. The choice of 30,000 passengers per annum equates broadly to:

» 3 flights per week for a 30-week summer period by a 189-seat Boeing-737-800 aircraft;
» 2 flights per week, year round for a 189-seat Boeing-737-800 aircraft;
» 5 flights per week, year round by a 78-seat Dash-8-Q400 or Embraer E175 aircraft.

It should be noted that at these levels of frequency, the 60% market capture share is very
optimistic given the level of comparative frequency from neighbouring airports.
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5.28 For the Amsterdam route, we have assumed that KLM would potentially return to this route
and, therefore, would bring benefits of hub connectivity which would increase demand for the
route. We have assumed a ratio of one third point-to-point demand, and two-thirds onward
connecting. However, as we have noted in Section 3, RSP’s detailed fleet forecasts assume the
route would be operated by Fokker F70 aircraft, an aircraft type now fully retired by KLM. Given
the opportunity costs are higher with newer aircraft, such as the Embraer E175, than for a fully
depreciated older F70 aircraft, it is not certain that operating a more marginal route to Manston
would be a priority over other route opportunities with a newer more expensive aircraft.

5.29

5.30

Overall, we have assumed the following as a basis for assessing what might actually be
operated:

>

Ryanair would operate the bulk of services to leisure destinations along with city points of
Dublin and Belfast (both at low frequency). It would use 189-seat aircraft with a starting
load factor of 90% in the first year of operation, growing by 0.5% compound until a load
factor limit of 93% is reached. However, there must be considerable doubt over this in the
short term given recent statements by Ryanair about reducing the number of its bases due
to fuel increases and lower fares realised in the market’;

KLM would operate the Amsterdam route with an 88-seat Embraer E175. Load factors are
assumed to start at 80% and grow by 0.5% compound per annum until a load factor limit of
88% is reached. These load factors are higher than Azimuth assume but reflect the levels
that the service will need to achieve long term for the airline to commit the aircraft resource
to the services. This may, hence, overstate the early year forecasts;

Flybe would operate to Glasgow and Edinburgh, although would not launch these routes
until both are viable so as to increase market presence in Kent. Routes would be operated
with Dash-8-Q400 aircraft with 78-seats and have a static load factor of 75% throughout.
Due to the timing of the Edinburgh route reaching viable demand levels, this means these
routes are not launched until the end of the forecast period.

Table 5.5 presents our forecasts by route at 5-yearly intervals (plus 2039) and indicates the
assumed airline and frequencies.

107 http://www.travelweekly.co.uk/articles/322988/oleary-extends-ryanair-contract-despite-plunge-into-red.

108 |t should be noted that there is some short term doubt as to whether Flybe will continue in operation and,
assuming it does, it is not clear that the prospective new owners flying under a Virgin Atlantic brand would be
willing to start services at a small regional airport given the stated intention to focus on hub connections at
Heathrow and Manchester, as well as serving Southend as part of the tie up with Stobart Air. There would be
few alternative airlines suitable to commence domestic flights of this nature.
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Table 5.5: Route Level Forecasts for Selected Years

Destination Airline 2021 2026 2031 2036 2040
Alicante Ryanair 41,000 53,000 54,000 54,000 71,000 |Starts 2-weekly year-round, increases over time
Dublin Ryanair 35,000 36,000 54,000 54,000 54,000 |Starts 2-weekly year-round, increases over time
Palma Ryanair 41,000 42,000 42,000 54,000 54,000 |Starts 2-weekly year-round, increases over time
Tenerife (TFS) Ryanair 35,000 | 36,000 | 36,000 | 54,000 | 54,000 |Starts2-weeklyyear-round, increases over time
Glasgow Flybe 0 0 0 0 43,000 |Starts as daily service year-round
Rome (FCO) Ryanair 20,000 31,000 32,000 36,000 36,000 |Starts 2-weekly summer only, increases over time
Lanzarote Ryanair 33,000 36,000 36,000 36,000 36,000 |2-weekly throughout
Malaga Ryanair 20,000 35,000 36,000 36,000 36,000 |Starts 2-weekly summer only, increases to year-round
Barcelona Ryanair 31,000 31,000 32,000 41,000 42,000 |[Starts 2-weekly summer only, increases over time
Faro Ryanair 30,000 31,000 36,000 36,000 36,000 |Starts 3-weekly summer only, increases to year-round
Venice Ryanair 0 21,000 21,000 21,000 32,000 |2-weekly summer only, increases over time
Amsterdam* KLM 0 96,000 | 105,000 | 108,000 | 111,000 |2-daily throughout.
Belfast (BFS) Ryanair 0 0 30,000 | 31,000 | 32,000 |2-weeklythroughout
Geneva Winter Charter 0 1,000 2,000 2,000 2,000 |Starts 8 flights per winter, increases over time
Mahon Ryanair 0 0 30,000 32,000 32,000 |3-weekly summer only
Edinburgh Flybe 0 0 0 0 30,000 |5-weekly
Malta Ryanair 0 0 0 0 32,000 |3-weekly summer only
Total| 286,000 | 449,000 | 546,000 | 595,000 | 733,000
Note: *Includes onward connecting passengers
Source: York Aviation

5.31 These passenger projections are based on the stimulated market size grown forward route by
route with airline capacity increases only assumed once the underlying demand grows to a level
to sustain higher frequencies. Over the forecast period, no additional routes would be expected
to reach the minimum threshold of 30,000 passengers sufficient to be included in the forecast.

5.32 Crucially, the projected number of viable routes for the airlines and the level of activity may be
insufficient to initially sustain any based aircraft by a low fares carrier (such as Ryanair) and,
even in the longer term, the demand would likely only support 1 or 2 based aircraft for the
summer period only. This contrasts with Azimuth’s assertion that they would expect 2 based
aircraft from the outset growing over time to 3. Given the nature of the underlying market, we
believe this would be unsustainable which would quickly become obvious to any airline.
Furthermore, for the reasons identified above, market conditions in the low cost airline sector
may rule out the establishment of additional new bases in the short term unless there is a very
strong local market, which is not the case at Manston.

5.33 We have not separately included outbound charter flights within the forecasts as leisure
demand is already accounted for in our underlying assessment of the market so these flights
would not be additional to the assessment above. Some of the routes we have identified as
viable on a seasonal basis could be operated by charter airlines rather than a low fares airline;
there is increasingly substitutability between the two airline types in short haul markets.
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We have also not directly created a forecast for ad-hoc inbound services associated with the
cruise industry. We understand the nature of these and are familiar with the historic aim of
Manston Airport to attract more of these flights. It is possible that this sort of service might be
attracted given the proximity to Dover but it is difficult to make a precise estimate. We note
that the aircraft type assumed by Azimuth for such flights (the Boeing B757-300) has limited
range and would not be able to serve Florida as indicated in the ES (Table 3.3). In any event,
this aircraft is nearing the end of its operational life and any replacement aircraft is likely to be
larger and with different environmental impacts. The estimate of 30,000 passengers, as shown
by Azimuth, is significant and probably at the upper end of the range. Any such passengers
would be additional to the forecast shown in Figure 5.1 below, which illustrates our core
passenger forecast driven by existing local demand from residents and inbound visitors for all
years from 2021 to 2039.

In overall terms, our passenger forecasts suggest that by Year 20, the Airport might, as an upper
bound, be able to attract around 750,000 passengers per annum but the build up to these levels
of passenger throughput would be significantly slower than indicated in the RSP Application
Documents. Whilst we have updated our assessment of expected levels of passenger demand
to the latest full year CAA Survey data for 2017, our overall assessment of a realistic long term
passenger forecast for Manston remains at around half of that suggested without supporting
evidence, by Azimuth for RSP, as indicated at para. 12 of our November 2017 Report. The
maximum forecast for the first year of passenger operations, Year 2, is no more than 280,000
passengers, even assuming any airline could be persuaded to commence operations at all.

Figure 5.1: Market Based Passenger Forecasts
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5.36 Whilst the above assessment represents the potential scale of potential passenger throughput
that Manston might attract if it could attract a low cost airline (LCC) to base a number of aircraft
at the Airport, this is rendered unlikely given the proposed night movement restrictions in
period 23.00-07.00. RSP’s stated position that there would be no night flights by passenger
aircraft would make it highly unlikely that an LCC would base an aircraft at Manston due to the
restricted operating day over and above the market related factors highlighted above. In order
to make low cost/low fare operations viable, a low cost airline would expect to be able to make
their first departure before 07.00 and/or last arrival after 23.00. This is illustrated by typical
aircraft rotation patterns for routes that might operate from Manston in Figure 5.2 below,
showing clearly that in order to achieve 2 or 3 rotations a day (dependent on destination) an
airline would likely need to depart before 07.00 and/or arrive after 23.00. By way of illustration,
Ryanair’s new base at Southend has 48% of the first departures departing before 07.00 and 29%
of the last arrivals arriving after 23.00. We would expect a similar pattern at Manston.
However, RSP’s ES suggests that there would no night movements passenger aircraft — none
have been assessed for environmental impact purposes. In the alternative, night operations by
passenger aircraft would crowd out freighter movements, which would further restrict the
potential for viable freight operations.

Figure 5.2: Typical Low Cost Airline Aircraft Rotation Patterns

Manston - Faro Return Manston - Barcelona Return Manston - Alicante Return

Manston - Alicante Return Manston - Tenerife Return

Source: York Aviation

5.37 Finally, we would note that these forecasts, whilst optimistic for a number of reasons previously
explained, would only be deliverable if an airline could be persuaded to operate the services.
The market is not so large, nor the competitive options sufficiently limited, that the Airport
would stand out as an underserved market in its own right. Therefore, the only way in which
airlines could be persuaded to operate would likely be with very attractive terms. Typically,
such terms may involve:

= £0 income per passenger for one or more years from the start of services. This may be
followed by gradual step changes;

= A need to underwrite new services until the routes become established, which can lead to
an airport having to pay operators for a number of years;

= In addition to both of the above the airport may be expected to provide marketing support
and offer accommodation and other services, such as handling, free of charge to the airline.
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Terms such as these are not limited to low fares airlines and indeed major carriers such as KLM
and regional airlines such as Flybe are increasingly looking for deals of this nature in the UK. If
Manston were to seek to realise £2.50 per passenger as suggested in George Yerrall’'s 2017
analysis!®, it is more likely that no airline would be willing to take the risk of serving an airport
with no track record of viable operations for the airlines or the airport as is the case at Manston.
Without substantial incentives, the rational approach by the airlines is instead, to focus on
continued consolidation of all regional passengers onto services from the London airports
where economies of scale will allow better returns. This has implications for the revenue that
could be earned from passenger services which will impact on the potential viability of the
development and operation of Manston Airport, as we set out further in Section 7.

It is important to note that our projections are highly optimistic as the maximum passenger
throughput previously handled by the Airport was 200,000 in 2005 when EUJet was the principal
airline operator. This airline ceased trading as its operations were fundamentally unviable.
Subsequent operations by Flybe also failed as they were not viable for the airline. The KLM
service to Amsterdam which operated prior to the Airport’s closure in 2014 was subject to
marketing support from the County Council amounting to at least £100,000 paid via the
Airport!°. In other words, there is no track record of sustainable passenger operations for the
airlines at Manston without some form of public sector support. We would expect the same to
be true in future if airlines are to be attracted to commence operations in the first place and
deliver the longer term passenger potential that we have assessed.

Conclusions

We have set out in full our market assessment for passenger services at Manston, in part to
provide the Examining Authority with an example of the type of market analysis that it would
be normal practice to present in support of a planning or development consent application. The
RSP case contains no such systematic presentation of the market nor reasoned analysis of how
airlines are likely to respond to the market.

Proper analysis of the market confirms that Manston is, at best, only likely to attract around
half of the number of passengers claimed, without analysis, by Azimuth Associates over the 20
year period of the projections. This has inevitable implications for both the scale of facilities
required and the viability of the airport operation as a whole.

It is highly likely that attracting such services will require support from the public sector as well
as highly discounted airport charges. Past experience would suggest that there would remain
a high risk of the airlines failing to sustain the routes on a viable basis.

109 George Yerrall Proof of Evidence Appendix 3 submitted to the Planning Inquiry into the Application by
Lothian Shelf (718) Limited relating to Buildings 1, 2, 3 and 4 at Manston Airport. (2017), Table 1.
10 http://www.airportwatch.org.uk/2013/03/farnborough-turns-away-private-flyers/.
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6 JUSTIFICATION FOR THE FACILITIES PROPOSED

The RSP Application Documents fail to set out any material that justifies the extent of facilities
proposed by reference to their own ‘forecasts’ both for the core airport infrastructure and any
claimed associated development on the Northern Grass.

In this section, we have considered the infrastructure that would be required if RSP/Azimuth’s air
freight forecasts were correct to assist the Examining Authority. This is without prejudice to the
evidence that strongly suggests that they are unattainable. We have set out the basis for
estimating the required number of stands and cargo terminal infrastructure to enable RSP’s
forecasts to be accommodated based on the times that airlines would wish to fly, including the
required night operations.

Based on proper analysis of airline operating patterns, the maximum number of stands that
would be required, even allowing a buffer for resilience, would be 10. Based on global
benchmarks, the scale of cargo sheds could also be substantially reduced, probably to around 1/3
of the scale indicated.

As far as the Northern Grass is concerned, the list of airport related uses provided in response to
questions from the Examining Authority is no more than a list of uses that may be required at an
airport without any specific reference to whether they are actually needed at Manston or, indeed,
the extent to which these uses would need to be accommodated in an airside location in any
event.

Based on East Midlands Airport (EMA) and its Pegasus Business Park, despite the major freight
hub activity, only around 13,000m? of accommodation within the business park is airport related
other than hotels. The remainder of the occupiers are non-airport related and therefore not
relevant to RSP’s asserted used for the Northern Grass. It is simply not credible that Manston
could sustain more of these airport related activities than the UK’s main dedicated freighter hub
at EMA.

6.1 In this section, we concentrate principally on the infrastructure required to handle RSP’s

projected air freight forecasts and the extent to which the scale of the proposed Master Plan
has been justified. This is important in the context of the DCO and justification for the

acquisition of land. Whilst we present here an assessment of the infrastructure required if
RSP/Azimuth’s ‘forecasts’ were correct, this is without prejudice the clear evidenced view within
the remainder of this report that they are not. We have based our assessment here on the
more detailed information set out at Appendix 3.3 of the ES, notwithstanding the discrepancies
between this information and that set out in the Azimuth Reports and elsewhere as highlighted

in Section 3.

6.2 We consider separately the extent to which the core aviation infrastructure has been justified
and then the use of the ‘Northern Grass’.

6.3 A further consideration is the capability of the infrastructure proposed in the RSP Master Plan
as this capability is material to whether the impacts of the proposed development have been
correctly assessed.
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Infrastructure Required to accommodate RSP’s Aviation Forecasts

The Master Plan presented by RSP for the Manston Airport site is shown at Figure 6.1. It makes
use of the full length of the runway and provides a full length parallel taxiway. The western side
of the site is dedicated to freight handling activity and has 19 full Code E aircraft stands!!! for
cargo flights and 4 large cargo sheds totalling 65.500m? for the processing of freight supported
by truck loading and parking areas. The eastern side of the site shows as a new passenger
terminal and apron along with a MRO hangar and apron. The existing private aircraft handling
facility (FBO) and fire station site are retained. We understand that four phases of development
are planned?'?? as illustrated in RSP’s Design and Access Statement. Notwithstanding our view
as to the significantly lower potential demand that might realistically be attracted to a re-
opened Manston Airport, we focus here on the overall scale of facilities required at Year 20
based on RSP’s forecasts for that year and whether there is an evidenced justification for this
scale of facilities in the highly unlikely event that these 'forecasts’ were deliverable.

RSP projects that Manston will need to be able to handle 17,170 cargo related ATMs and that
1.4 mppa''® will be handled by Year 20. Given that this level of throughput forms the basis of
the Environmental Assessment, prima facie it would be reasonable to assume that the
infrastructure shown in the Master Plan should reflect that required to handle this level of
aircraft movement and passenger activity.

We note that the RSP Design and Access Statement (sections 3.01, 3.02) states that the
requirement of 19 Code E stands for cargo aircraft was a given input assumption in the Client
Brief, along with the requirement for 65,500m? of cargo facilities!’*. The Need Case for an
airport development would normally be expected to set out clearly and transparently how these
requirements have been derived from the demand forecasts. We would have expected the
Application Documents to contain a specific justification of the scale of airside facilities
proposed by way of, as a minimum:

= anindicative busy day schedule of aircraft movement by type time of day;

7 a quantification of the number of aircraft stands required to handle those aircraft
movements by reference to the schedule;

= the volume of cargo expected each day, the proportion expected to use the cargo facilities
on-site and off-site?®, the time such cargo is expected to remain in the warehousing on-
site, conversion of the volumes and dwell time to the storage space required.

~ similarly for the passenger terminal requirements and number of stands required.

111t is unclear how the Code F aircraft shown within the fleet mix at Appendix 3.3 of RSP’s ES will be
accommodated.

112 Azimuth Reports Vol Ill, para 5.1.2.

113 Million passengers per annum.

114 We note also that the DAS states that the brief was to double the size of passenger terminal facilities and
add 1 passenger aircraft stand. As discussed in Section 3 of this Report, the justification for the scale of
passenger terminal facilities given in the Azimuth Reports Vol Il is nonsensical.

115 Much of the cargo previously using Manston was trucked directly off-site from the aircraft side. This is
common practice for some types of cargo, particularly where the integrator or forwarder has established
consolidation and breakdown facilities located more centrally to the market.
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6.7

6.8

6.9

6.10

6.11

ASSESSMENT OF THE NEED AND JUSTIFICATION FOR THE DEVELOPMENT OF MANSTON AIRPORT

Such information is missing from all of the key documents where it would normally be found in
an airport development application, including the Planning Statement, the ES Scheme
Description (Chapter 3), the Design and Access Statement and the Need Case (Azimuth Reports).
As we pointed out in Section 3, to the extent that there is are any parameters given for the scale
of facilities required in relation to the passenger terminal, these are fundamentally flawed.

Absent such a coherent explanation of how the forecasts translate into a physical requirement
for infrastructure, leaving aside the validity of the forecasts themselves, the need for the
facilities cannot be stated to have been justified. This is particularly relevant in the context of
the required CPO which requires a compelling case to be made for the precise area of land that
it is proposed be acquired.

To assist the Examining Authority, we now set out some of the key considerations in terms of
the scale of facilities required relative to what is proposed in the RSP Master Plan.

Stand Requirements

As we have noted earlier, not all of the aircraft that RSP project to use Manston are Code E
aircraft. Leaving aside the discrepancies between the reported aircraft mix in various parts of
the Application Documents that we have highlighted in Section 3, 40% of aircraft movements
are projected to be by smaller Code C aircraft, within which many are very small turbo-prop
aircraft. It is normal practice to accommodate 2 Code C aircraft side by side within the area of
1 Code E stand. Hence, the total number of Code E stands required does not equate to the total
number of aircraft requiring a stand at the same time. Furthermore, as Code C aircraft are
shorter in length than Code E aircraft and, to the extent that all of the stands would not be
required to accommodate Code E aircraft based on the proposed fleet mix, the length of a
number of the stands could be materially shortened so reducing the overall apron area
required!®®, Adoption of such principles would be consistent with ensuring efficient use of space
and not over-designing the infrastructure. This would reduce the area of apron actually
required to accommodate forecast demand.

Efficient Use of Stands

Taking into account that a Code E stand can accommodate more than 1 of the smaller aircraft
types simultaneously and given the high proportion of such aircraft in the overall fleet mix, it is
possible to assess how many aircraft a day each stand would be required to accommodate on
RSP’s ‘forecasts’ by using the phased provision of stands set out in the Design and Access
Statement and the aircraft movement forecasts set out at Appendix 3.3 of the ES.

116 The depth of a Code C stand is less than a Code E stand so the use of a Code E stand solely for 2 smaller
aircraft does not use all of the stand depth as Code C aircraft are shorter nose to tail, leaving wasted space.
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6.13

6.14

6.15

6.16

ASSESSMENT OF THE NEED AND JUSTIFICATION FOR THE DEVELOPMENT OF MANSTON AIRPORT

Using the Busy Day Multipliers set out in Appendix 3.3 to the ES, which show the extent to which
the number of movements on a busy day is expected to be compared to an average day in the
year, and assuming that freighter operations are typically in weekdays, i.e. only 250 days in a
year, the number of peak/busy day aircraft movements by freighter aircraft that RSP claim
would use Manston can be estimated. This starts at 24 (23.55) aircraft movements over a 24
hour day in Year 1, increasing to 73 (72.82) aircraft movements a day in Year 20. The number
of aircraft requiring to park on a stand would be half the number of movements!'” and this can
be converted to a Code E equivalent number of aircraft taking into account the projected fleet
mix. Based on the 8 stands to be provided at Phase 1 rising to 19 stands by Year 20, the number
of Code E equivalent aircraft that would be expected, on RSP’s projections, to use each stand
on a busy day would be 1.24 in Year 1 rising to 1.53 in Year 20. The number would be lower on
an average day and even lower on an off-peak day. In other words, RSP are providing sufficient
stand capacity for over 60% of all daily aircraft movements to be accommodated on stand at
the same time. This represents a massively inefficient solution.

Based on a rational pattern of freighter aircraft operations, as set out at para. 3.44 above, we
have set out an indicative stand utilisation chart based on the operating times and stand
occupancy times for similar types of aircraft and types of operation (integrator, mail, general
freight etc) based on equivalent operations at East Midlands. This is set out at Appendix E. This
analysis shows an average stand occupancy time of around 3.5 hours within 24 hour period but
this is affected by the assumption that, as at EMA, there may some aircraft that stay for longer
than 8 hours in order to fit with EMA’s integrator secondary hub role for DHL. We have assumed
that there could be some similar operations at Manston in the unlikely event that it developed
a hub role in order to be conservative in our assessment.

However, in practice, our analysis shows that the average stand occupancy time for freighter
aircraft excluding these movements, is around 2% hours, consistent with the assumption of 2.5
hours set out at para. 4.5 of our November 2017 Report and as adopted by RSP%, On a
conservative basis, our analysis shows no more than 9 Code E equivalent stands would be
required to accommodate RSP’s forecasts based on realistic patterns of airline operation. If the
long stopping aircraft were not in the mix at Manston, as it is not realistically likely to become
a secondary hub for an integrator, then it is probable that no more than 6 Code E equivalent
stands would be required to meet the airline requirements.

As we have made clear in Section 3 above, applying the proposed night movement quota would
almost certainly result in a large part of RSP’s freighter movement ‘forecast’ not operating due
the effect of the restrictions on the commercial viability of the operation to the airlines, leaving
aside the broader question of market viability overall. If, hypothetically, the airlines were willing
to operate from Manston at commercially sub-optimal times, this would require extensive
changes to the operating pattern but would still be containable within 6 to 9 Code E equivalent
stands as a maximum.

RSP seek to justify the excessive provision of infrastructure by referring to the need for
resilience:

117 A movement comprising the arrival or departure of an aircraft from the runway.
118 RSP NSIP Justification Statement, para. 22.
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ASSESSMENT OF THE NEED AND JUSTIFICATION FOR THE DEVELOPMENT OF MANSTON AIRPORT

“The reason that the physical capability of the Proposed Development is much higher than the
expected operational level is twofold. First, significant ‘headroom’ is required to be able
to withstand operational issues that regularly arise and so is for reasons of resilience.”*°

In the first instance, allowance is typically made for a ‘buffer’ of time between planned
operation of aircraft off of and on to a stand. This allowance is evident in the stand allocation
chart at Appendix E?. This provides resilience for a normal level of operational delay. Over
and above that it is normal practice in planning airport facilities to allow 10% additional stands
for unforeseen events, e.g. stand outage, aircraft technical delays etc. In the case of Manston,
this would require no more than 1 additional resilience stand to be available. Hence, at the very
maximum, the number of stands required for 17,170 movements would be no more than 10.
Furthermore, the requirement for these stands assumes that no use could be made of any of
the passenger apron for cargo operations. Given the high proportion of smaller aircraft types
in the fleet mix, this would also be eminently possible so reducing the required number of cargo
aircraft stands further.

RSP appear to have assumed more than 100% over provision with 19 stands compared to the
maximum of 9 stands operationally required. As explained earlier, this is a maximum stand
requirement and, assuming that Manston could not fulfil a secondary hub role for an integrator,
the required number of stands would be materially less.

Cargo Terminal Requirements

In association with proposed the 19 Code E cargo aircraft stands, the RSP Design and Access
Statement Section 1.05 also states that the Brief required the provision of 65,500m? of cargo
facilities, which is shown on the Master Plan to be 4 large cargo sheds in standard portal frame
structures. Again, no justification is provided for this requirement and no explicit linkage is
made to the forecasts of tonnage requiring to be processed through the facilities.

RSP themselves make reference!?, in their Masterplan Design Principles, to the objective that
their development:

“‘Sustains the improvements to operational efficiency for as many years as is practicable”

This appears to be something of an oxymoron given the above assessment of the efficiency with
which the proposed stands would be utilised.

119 |bid, para. 29.

120 \We have allowed 30 mins to be cautious for freighter operations. For passenger operations a buffer of 15-
20 mins would be more usual.

121 RSP Planning Statement, para 4.14.
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6.21 In the light of the claim about efficiency, we would have expected to see a calculation of the
floor area of cargo facilities set out by reference to industry standards. The industry standards
are set out in the IATA ADRM*22 explains that a cargo facilities size is a function of its proposed
processing capability which it sets out under three categories of operation; Low Automation
(mostly manual), Automated (average) and Highly Automated. The processing capability for
each category is set by a tonnes per m? multiplier ranging from 5 to 17. It is worth noting
however that some facilities across the world far exceed the top end of this range with facilities
that process possibly more than 30 tonnes of cargo per m? of facility.

6.22 Given that Manston is intended by RSP to be a state of the art cargo handling facility, it is
reasonable to assume that the tonnage per m? multiplier should be towards the top end of the
range compared to older facilities which may not have been designed to modern standards.
However, the multiplier used by RSP to size the cargo facilities appears to be of the order of 5.2
tonnes per m?, i.e. at the bottom of the range when a more reasonable multiplier for a modern
facility would be expected to be of the order of 13.5 tonnes per m2. The cargo sheds at Manston,
as with number of stands to be provided, are substantially oversized relative to the required
throughput, by an order of 3 times at least.

6.23 It would appear that the scale of facilities proposed by RSP may have been based, to some
extent on East Midlands Airport (EMA), which has a combined cargo shed footprint of
approximately 80,000 m? and processed a total of over 375,000 tonnes of air cargo in 2018 at a
usage multiplier of 4.7 tonnes per m2. However, this is not a valid comparison for two principal
reasons:

= Cargo handling facilities at EMA have been recently extended and are unlikely, therefore,
to be operating at capacity at current tonnage levels;

= EMA operates as a hub for domestic road freight in addition to air freight given its position
in the centre of the country and proximity to the M1.

For example, the Design and Access Statement for DHL’s application to expand its cargo hub
terminal makes clear that the primary reason for this expansion was to handle more road
freight!?. Manston is simply in the wrong place for this type of operation and, in any event,
extensive road freight operations have not been assessed as part of the Transport Assessment.

6.24 Moreover, the assessment assumes that all of the cargo using aircraft at Manston needs to be
handled in on-site cargo sheds. This is unlikely to be the case. Previous Manston operations
were based on much of the freight being taken from the aircraft side straight off-site for
distribution without entering the on-site cargo sheds, despite these sheds being underused and
with ample capacity to handle all of the freight using the Airport. Given the structure of the
industry and dependence on consolidated distribution centres in easily accessible locations, we
would expect this pattern to continue if Manston re-opened, meaning that Manston would, in
practice, require sufficient space for only a proportion of the cargo flown through the Airport
to use the sheds, with the remaining freight trucked off-site in bonded trucks to be customs
cleared at consolidation or distribution centres elsewhere.

122 |ATA (International Air Transport Association) Airport Development Reference Manual (ADRM) Edition 10,
2017.
123https://plans.nwleics.gov.uk/publicaccess/files/2928B5D0A88323F668C0208F281F5AC5/pdf/15_00319_ FUL
M-DESIGN___ACCESS_STATEMENT_PART_1-341251.pdf, page 22.
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Overall Capability of the Infrastructure

As RSP has acknowledged?, the capability of the infrastructure applied for is at least 83,220
freighter aircraft movements a year. At a projected usage of only 17,170 freighter aircraft
movements a year, this is clearly a highly inefficient development. Whilst some discrepancy
would be expected between the theoretical capability of airport infrastructure and the
practically achievable capacity when actual airline requirements are taken into account, the
scale of the discrepancy is far in excess of what would normally be expected.

In essence, RSP plan to use only 20% of the available aircraft movement slot capability (as
defined by the number of stands) that they plan to provide at Manston. As we discuss in the
next section, this low utilisation rate of available capacity is highly inefficient and will inevitably
result in a lack of viability of the investment. Medium sized airports in the UK typically operate
at around 45 to 50% of available slot capacity when the peaks and troughs of airline demand
are taken into account. Generally, operations are considered effectively unconstrained, in
terms of allowing airlines the ability to operate at times at or close to when they would prefer,
up to around 60% utilisation of available capacity. Beyond 70-75% utilisation, an airport is
typically considered congested. Gatwick operates at well over 80% of its current capacity and
Heathrow at around 99%.

By any measure, the level of utilisation proposed for Manston is below what would be
reasonably expected. At 50% utilisation of available capacity, Manston as planned by RSP could
accommodate almost 45,000 freighter aircraft movements a year without undue constraint on
the airlines’ ability to operate at commercially desirable times, leaving aside the obvious night
movement constraint discussed in Section 3. It is important to stress that this does not mean
there would be a market or need for it to handle this level of movements for the reasons
outlined elsewhere in this report. Nonetheless, in order to reasonably accommodate the
demand levels asserted as the need for the development and requiring to be assessed in terms
of the likely significant effects!®, i.e. 17,170, this would imply a requirement for infrastructure
of no more than 40% of the scale of the overall development proposed on the basis of efficient
usage of the infrastructure. Any development of facilities above this level could be deemed
excessive relative to efficient use of infrastructure and land in the longer term even if the
‘forecasts’ were correct. To the extent that the ‘forecasts’ are overstated, the requirement for
infrastructure would come down pro-rata.

Whilst our assessment of the required number of stands takes into account realistic operating
patterns which, as is made clear in our November 2017 Report'?, is necessary to assess the
capacity of the infrastructure, this is not directly comparable to the theoretical capability of the
infrastructure as RSP themselves accept. It remains the case that there is latent capability in
the existing airport infrastructure at Manston that would be sufficient to allow it to handle the
number of aircraft movements put forward by RSP as required in Year 20 without the need for
RSP’s development.

124 RSP 2.3 NSIP Justification, para. 23.
125 |bid, para. 26.
126 york Aviation, November 2017, paras. 4.6 and 4.7.
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Passenger Facilities

As we have already noted in Section 3, the basis upon which the passenger terminal and apron
facilities have been planned is unclear given the obvious errors in the design parameters set
out. The proposed passenger terminal is stated in the Design and Access Statement (DAS) to
have a footprint of 2,200m? initially, increasing to 4,500m? as demand requires'?’. However,
there is lack of clarity as to what is actually proposed as the DAS variously refers to different
footprints for the terminal. Whilst Vol 1, para. 2.01 cites the size as being 2,400m?, the DAS also
refers to there being only an extension of the existing passenger facilities rather than a new
terminal (para. 1.05). The scale of the facility has not been justified even if it was clear what is
proposed.

Other Aviation Facilities

RSP also cite a requirement for the Master Plan to accommodate other uses, namely General
Aviation, Aircraft Recycling, and Maintenance Repair and Overhaul (MRO). As with the core air
freight and passenger projections, RSP provide no assessment of the market for such activities
specifically at Manston nor any justification for the scale of facilities proposed. To the extent
that these occupy a material part of the site proposed to be acquired through compulsory
purchase, this represents a substantial omission. As we set out at para. 2.65 of our November
2017 Report, these are highly competitive markets in terms of the number of airports seeking
to attract such activities. In terms of Business Aviation, Manston is too far from London to be a
major player in this market. The third opportunity, the MRO sector, other than related directly
to major airline operations at larger airports, is limited in the UK as is evidenced by the recent
failure of Monarch Engineering. Aircraft recycling has also been slow to develop despite active
interest and operations at airports such as Newquay and Durham Tees Valley. We see very
limited scope for Manston to attract these activities to any material extent so as to justify
facilities beyond those that already exist on the airfield.

Northern Grass

To the north of the site, on the ‘Northern Grass’, a general business park development is shown.
The RSP Design and Access Statement (Vol 3) shows the Northern Grass area laid out as a fairly
conventional business park with a mixture of B8 warehouse units and B1 office buildings, each
with their own car parking areas associated. In total, 105,100m? of accommodation is proposed
and the DAS shows all of this being built out by Phase 2 of the development (Years 2-4). These
buildings are located entirely on the landside of the B2050 and so will be unsuitable for activities
integrally linked with the direct operation of the Airport.

The only justification originally given for these facilities were general statements about
providing for airport related businesses “critical” to running the Airport:

“The Northern Grass area will accommodate infrastructure critical to the running of the airport
including airport related businesses which do not require an airside location.”*#

127 RSP Design and Access Statement Vol 4, para 7.17.4.
128 RSP Planning Statement, para 3.76.
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and

“A Business Park consisting of B1 and B8 units accommodating airport related businesses”?

These statements provided no justification for the scale of development proposed and how this
relates to the operation of the Airport. RSP’s Statement of Reasons simply says that this area
has “sufficient space on the Northern Grass to accommodate airport - related businesses that
can be seen occupying premises in and adjacent to the vast majority of UK and European
airports”. This provides no specific justification for why any such uses would seek a site adjacent
to Manston nor why they would qualify as associated development.

A further list of potential uses was set out in Appendix to the updated NSIP Justification
Statement (published on 25 January 2019):

. “radar equipment and its accompanying safeguarding clearances (these also limit the
building heights across the remainder of the Northern Grass),
. airport management offices offering visibility over the airfield, with associated

marketing suites and secure storage for equipment and materials that do not require an
airside location (i.e. inside the security fence),

. offices and crew facilities for airlines (passenger and cargo),

. offices and flight planning facilities for flight schools,

. catering operation for passenger and business aviation flights,

o covered secure and valet parking operations,

J rental car operators — overnight garage, cleaning and office facilities,

o garage and offices for airside public transport providers,

o airport taxi company garage, cleaning and office facilities,

o vehicle depots and storage facilities for air cargo handlers and associated logistics

. companies,

. specialist bonded warehouses and other facilities (e.g. stables and other animal
handling and veterinary facilities) that do not need to be constrained by an airside
location,

. offices and warehousing for storage associated with MRO and aircraft recycling
(including parting out) operations,

. office and storage facilities for outsourced contractors providing services to the airport
(e.g. — maintenance, security, operations) that do not need to be airside,

. project offices for construction companies working on the airport, and

o offsite offices for Border Force, Police.

129 |bid, para. 3.76.
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However, this list appears to comprise not of airport-related businesses needing a landside
location but of a mixture of essential airport facilities which would need to be located within
the zone to the south of the B2050, e.g. airline crew offices, offices for Border Force, flight
briefing facilities and facilities, garages for airside transport given that vehicles will typically not
be licensed for the public highway, and those which do not appear relevant to the proposed use
of Manston, e.g. airport taxi garages, covered valet parking, catering for passenger and business
aviation flights. There remains a complete absence of any justification for the totality of the
development proposed in this landside area save that RSP has indicated that it “will seek to
provide to the Examining Authority further examples of this type of airport-related development
from other UK airports and important cargo led airports in Europe and North America.”

Taking into account the projections for Manston upon which RSP seek to base their case, the
most relevant comparator, in this regard, remains EMA in the UK. East Midlands Airport has an
associated landside business park, Pegasus Business Park comprised of ¢.52,000m? of
accommodation. However, of this, ¢.16,000m? is comprised of 3 hotels associated with 4.9
million passengers using the Airportin 2018. Of course, hotels do not form part of the proposed
used for the Northern Grass at Manston and, in any event, there is ample local supply in
Ramsgate and Margate, as well as the Holiday Inn Express at Minster adjacent to the Airport,
for any usage associated with the significantly lower volume of passengers projected by RSP.
Of the remaining 36,000m? at EMA’s Pegasus Business Park, many of the premises are vacant
or occupied by non-airport related tenants amounting to around 23,000m?, based on an
examination on Google Earth. The proximity to the M1 and a location in the centre of the three
East Midlands cities makes the site attractive to a broader range of non-aviation related
business seeking proximity to the motorway. This leaves around 13,000m2of accommodation
occupied by what would be deemed airport-related or ancillary uses on RSP’s definition.

There can be no justification for the scale of development proposed for the Northern Grass
relative to the scale of operation which RSP put forward for Manston. By way of a further
example, the proposed New Century Park Business Park proposed for land adjacent to Luton
Airport comprises just under 60,000m? of accommodation, including a hotel of 6,600m213°, Of
the remainder, 11,100m? are expected to be used for airport-related business, with the
remainder for general warehousing and office use. This has to be seen within the context of
Luton being an airport handling over 17 million passengers a year with 1,400 freighter aircraft
movements and over 22,000 tonnes of freight annually with plans for further expansion.

Conclusions on Justification for the Scale of Facilities

Without prejudice to our view that demand to use Manston is not likely to be anything like
17,170 cargo aircraft movements a year, we consider that the land required to accommodate
such a number of movements would be substantially less than shown on the RSP Master Plan.
The RSP Application Documents fail to set out any evidence or calculations to justify the extent
of facilities proposed by reference to their own ‘forecasts’ both for the core airport
infrastructure and any claimed associated development on the Northern Grass.

130

https://planning.luton.gov.uk/onlineapplications/files/5562977400C860F9DD68F7F243FEB90B/pdf/17 02300

EIA-Planning_Statement Addendum_Final V2-769078.pdf, page 31.
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To assist the Examining Authority, we have set out the basis for estimating the required number
of stands and cargo terminal infrastructure to enable RSP’s forecasts to be accommodated
based on the times that airlines would wish to fly. This does, of course, confirm the extent to
which there would be dependence on night flying. Based on proper analysis of airline operating
patterns, the maximum number of stands that would be required, even allowing a buffer for
resilience, would be 10. Based on global benchmarks, the scale of cargo sheds could also be
substantially reduced. This represents a topside estimate of the infrastructure required to
handle RSP’s “forecasts’ so as to provide sufficient capacity at the times that airlines would wish
to fly and fully taking into account the need for resilience. This is not the same as the theoretical
capability of the infrastructure, nor comparable to the capability of the existing infrastructure
at the Airport if it re-opened.

As far as the Northern Grass is concerned, the list of airport related uses provided in response
to questions from the Examining Authority is no more than a list of uses that may be required
at an airport without any specific reference to whether they are actually needed at Manston or,
indeed, the extent to which these uses would need to be accommodated in an airside location
in any event. We can see no justification for the inclusion of the ‘Northern Grass’ within the
DCO as associated development as there will be little requirement for the relocation of freight
forwarding activity from adjacent to the UK’s main cargo hub at Heathrow or elsewhere to
Manston and any requirement could be accommodated south of the B2050. The development
on the Northern Grass site appears to be speculative commercial development which, based on
the precedent at East Midlands Airport —the UK’s principal airport for pure freighter operations
— would be expected to be largely for non-aviation related uses and, therefore, not qualify as
associated development.
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IMPLICATIONS FOR VIABILITY AND FUNDING

In the absence of any assessment of the Business Case for the development within the RSP
Application Documents, in this section we have undertaken an assessment of the potential viability
to assist the Examining Authority to assess the likelihood of the development plan being
implemented if consented.

Our analysis shows that the RSP proposals for Manston Airport are not commercially viable even
based on their optimistic traffic ‘forecasts’. Fundamentally, the analysis of potential viability
strongly suggests that no rational private sector investor would fund the re-opening of Manston
Airport on the basis proposed by RSP. The Airport was never previously a financially viable
operation and we see no reason for this to be any different in future.

When properly analysed, there is little prospect of the operation generating sufficient revenues to
cover the costs for the investors nor deliver any returns on the investment for the foreseeable
future. In the absence of evidence to the contrary, it is our judgement that investment would not
be forthcoming to the extent necessary to even secure the re-opening of the Airport.

The upfront costs of re-opening the Airport, on the basis of a minimum initial capital spend of
£145m for Phases 1 and 2, are such that EBITDA losses and a cash flow negative position are
inevitable even with this lower magnitude of expenditure, i.e. replicating the position that existed
historically and which, ultimately led to the Airport’s closure.

Clearly, to the extent that traffic growth does not materialise as RSP envisage following the initial
investment, it is clear that the financial position of the Airport would be materially worse.

7.

Introduction

1 RSP’s Funding Statement provides no information regarding the viability of the operation of the
Airport on the scale proposed, nor sufficient information for an investor to consider whether it
would be willing to contribute towards the funding of the investment. The only statement
regarding the viability of the project is at para. 20 of the Funding Statement relating to capital
costs estimates at para. 15:

“RiverOak has taken expert advice from RPS on the cost estimate for the project that is the
subject of the application. The initial phase of the project, which will bring the airport back into
use, is estimated to cost about £100 million. The cost of developing the remaining phases of
the project over a 15-year period is estimated to be an additional £200 million, i.e. a total of
£300 million. This cost estimate includes the cost of implementing the project, the cost of
construction and the funding of the acquisition of the necessary rights over land, including any
interference with rights”

“RiverOak has assessed the commercial viability of the project in the light of this
information and is confident that the project will be commercially viable and will therefore
be fully funded if development consent is granted”
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As Altitude Aviation Advisory set out in their Addendum Report!*, this falls far short of the
information that investors or lenders would require in order to consider whether or not to
provide finance for the re-opening of the Airport. A full Business Plan and Business Case,
accompanied by detailed financial modelling and sensitivity testing would be required. The
information that would normally be expected within a Business Plan sufficient to secure
investment are set out in Altitude’s Addendum Report!*2, This accords with our experience in
preparing such advise for investors in airports.

Although as noted in para, 2.5 above, the Planning Statement and ES assert that the Business
Case and Business Plan are set out in the Azimuth Reports, these reports contain no financial
analysis at all. Indeed, the Azimuth Report Vol Il (para. 6.1.1) expressly refers to RSP needing to
draw up a future marketing and development plan, which would necessarily need to form a
crucial part of the Business Plan to inform the viability assessment. Hence, the Examining
Authority has no basis for assessing the likelihood of the development being viable on an
ongoing basis or whether it is likely to attract investment such that it would proceed at all.
These matters are further explored in the Altitude Addendum Report.

The RSP Planning statement also claims, at para. 6.47, claims Funding Statement complies with
Airports NPS requirement that development will be cost efficient for users. This would clearly
not be the case if the costs of the excessive infrastructure, as discussed in the previous section,
were passed onto users. A key issue that we go on to consider in this section is whether the
development would be viable and at an efficient or competitive price for users even based on
RSP’s overstated ‘forecasts’.

Assessment of the Financial Viability of Re-opening Manston Airport

In this section, we consider the financial viability of RSP’s proposals for Manston Airport. The
assessment of viability is crucial, as unless the operation of the Airport can be financially viable,
it cannot survive in the medium to long term. If it cannot survive, it makes the investment and
development superfluous and the Airport will not deliver any of the economic benefits claimed
by Azimuth in Volume IV (albeit we believe these to be substantially overestimated in any case).
Nor would the opening of an airport on an interim basis before failing comprise of a compelling
case in the public interest for the development. A non-viable airport operation would in fact
act as a drag on the economy as it would be abstracting resources that could be used more
efficiently for other purposes.

Our assessment of potential viability has been undertaken using a range of information:

= we have been provided with historic and projected financial information on the operations
of the Airport when it was still operating and used this information, along with the published
accounts, to assess the potential EBITDA®®? performance of the Airport, taking into account
the scope for material improvements in financial performance;

= we have used historic operating data provided to us along with CAA Statistics to identify key
metrics for the Airport;

131 Altitude Aviation Advisory, Analysis of the Freight Market Potential of a Reopened Manston Airport —
Addendum: UK Regional Airport Financial Performance and Debt Funding Characteristics, February 2019.
132 |bid, Section 4, Figure 3.

133 EBITDA — Earnings before Interest, Tax and Depreciation/Amortisation.
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= we have examined the financial analysis of the RSP proposals prepared by George Yerrall
on behalf of RSP, This includes, in particular, assumptions around the potential capital
expenditure relating to RSP’s plans and its phasing. There is no more recent information on
capital expenditure phasing has been brought forward by RSP so we have retained this as
our basis for assessing the costs of development;

= our experience of unit revenues for aeronautical activities (including cargo handling) at UK
and European airports;

» the traffic forecasts for the Airport set out by Azimuth, albeit, as described in Sections 3, 4

and 5, we do not believe that these forecasts are anywhere close to being achievable.

7.7 We note that, whilst the RSP Funding Statement*® asserts confidence in the Business Plan for
the Airport, we have seen no other explanation of this than is contained in George Yerrall’s 2017
analysis which we, therefore, assume represents the basis upon which this assertion is made.

7.8 We have structured this section as follows:

Previous Financial Performance;
Economics of Attracting Operations;

Airport Profit & Loss;

¥y ¥ ¥ ¥

Covering the Costs of Investment.

Previous Financial Performance

7.9 The poor financial performance of Manston Airport previously was, ultimately, the reason for
its closure. The Airport had been loss making for a considerable period of time. Our analysis is
based on the Airport’s report and accounts and financial information provided to us by the
current owners which sets out the Airport’s Profit & Loss performance for the financial years
2011/12 and 2012/13. Key parameters from this analysis are set out in Table 7.1.

134 George Yerrall Proof of Evidence Appendix 3 submitted to the Planning Inquiry into the Application by
Lothian Shelf (718) Limited relating to Buildings 1, 2, 3 and 4 at Manston Airport. (2017)
135RSP Funding Statement, para. 20.
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Table 7.1: Manston Airport Historic P&L Performance (£000s)

FY2011/12 FY2012/13

Freight Related Revenue £1,275 £1,398
Passenger Related Revenue £105 £23
Fuel £575 £280
Other £700 £450
Property Revenue £248 £155
Concession & Retail Revenue £68 £16
Total Revenue £2,971 £2,322
Operating Expenditure -£5,724 -£4,496
EBITDA -£2,753 -£2,174
Depreciation -869 -£749
Amortisation £105
EBIT -£3,622 -£2,818
Interest and Similar Charges -720 -£731
Net Profit before Tax -£4,342 -£3,549

Source: York Aviation analysis of Report & Accounts and Stone Hill Park data.

7.10 The extent of losses was significant at between £2.2 million and £2.8 million per annum on an
EBITDA basis. It should also be recognised that these were years in which Manston’s freight
throughput was close to its historic peak.

7.11 There are several points to drawn out from this analysis that are important in considering
Manston’s future potential viability. We contrast these with the only financial information
relating to the potential viability of a re-opened Manston put forward by RSP, contained in
George Yerrall’s Proof of Evidence to the Manston Change of Use Inquiry in 201713¢:

= this historic analysis gives significant clues as to what revenues might be achievable in
Manston’s market place. The analysis suggests that Manston was achieving around £45 per
tonne of cargo, which appears to include both landing fees and cargo handling revenue. We
understand that these figures may have been inflated in the short term due to temporary
contract that was lucrative for the Airport and that the underlying earnings potential per
tonne was below this figure. £45 per tonne is approximately what George Yerrall has
assumed for landing fees alone at Manston in his modelling. He then assumes a further £63
per tonne (at Year 5) for cargo handling. This does not appear credible given historic
performance?¥;

136 George Yerrall Proof of Evidence Appendix 3 submitted to the Planning Inquiry into the Application by
Lothian Shelf (718) Limited relating to Buildings 1, 2, 3 and 4 at Manston Airport. (2017)
137 |bid, Page 3.
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% in 2011/12, when the Airport was handling around 35,000 passengers, it was achieving
passenger related aeronautical charges income of around £