Forecasting: Seeking Financial Altitude in a Cloudy Sky 
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Qantas has a lot riding on remaining dominant and profitable in the Australian 

domestic market for air travel and freight, as well as remaining profitable 

on its overseas routes-particularly the "Kangaroo" route to and from 

the United Kingdom. It has reported expansion plans involving $A13 billion that 

it intends to spend over a ten-year period on a range of upgrades to planes 

and lounge facilities, as well as on new aircraft.

The marketing environment for airlines is volatile at the best of times, and 

from money-man Warren Buffet's (Berkshire Hathaway) viewpoint, nobody ever made 

money from investing in an airline over the long term. However, Qantas CEO Geoff 

Dixon aims to prove this wrong. How can this be done in such a volatile market? 

How can Qantas continue to generate revenue and earnings equal to or greater than 

those in 2000, 2001, and as forecast for 2002?

The domestic market is relatively stable since the final demise of Ansett Airlines 

in April 2002. The new competitor, Virgin Blue, is a single-class operator and 

as anxious as Qantas to keep the public flying with realistically low pricing, 

but also wants to ensure profitability and ultimately, survival. However, Virgin 

Blue is not backward in making its views heard by the Australian Competition 

and Consumer Commission (ACCC) when it believes that its larger competitor has 

overstepped the (legal) mark, and possibly engaged in unfair practices (under 

the Trade Practices Act) that might hurt its market position and financial position.

The international market is far more volatile, particularly since the terrorist 

activities of September 11, 2001. Qantas and its part-owner British Airways 

(BA) have maintained a strong alliance in the face of turmoil in the aviation 

industry generally. While BA has become cash strapped, Qantas has remained cash 

positive and profitable. How has this been done? Qantas's strategy is to remain 

flexible-not only by ensuring that its fleet can operate as a single-class carrier 

or be quickly converted to a mix of business and economy class, but also by 

cutting costs. More importantly it plans to ensure that its non-airline businesses 

stay profitable. These businesses accounted for 30 percent of the company's 

profits in the six months to December 2001, and include Qantas Flight Catering 

Ltd, Qantas Holidays, Qantas Defence Systems, Australian Air Express, Qantas 

Business Travel and also includes its frequent flyer programs and co-branded 

credit card operations.

It can be seen from the Qantas company structure that it has remained an integrated 

airline, while many of its international rivals have sold off such operations 

when seeking capital to either build their airline business, or to stay profitable, 

or simply to remain airborne.

