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11 July 2001 

Secretary of State for Transport, Local Government and the Regions
Great Minster House
76 Marsham Street
London SW1P 4DR

Sir

I submit herewith the Report & Accounts of the Air Travel Trust for the
year ended 31 March 2001.

It is now ten years since the Trustees first drew the Government's
attention to the need for powers to replenish the fund, which is now
£8.96 million in deficit and would be unable to cover a significant tour
operator failure without further Government intervention.  With
interest payments costing over £500,000 a year and now comprising
the major part of the Trust's expenditure, the Trustees would urge the
Government to introduce the necessary legislation to prevent the
burden of  c lear ing the def ic i t  becoming unduly  onerous for
consumers.

C Senior
Chairman
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The Air Travel Trust Fund is an integral part of ATOL (the Air Travel
Organisers’ Licensing system) managed by the Civil Aviation Authority. 

ATOL is a statutory scheme which exists to provide financial protection
for holidaymakers and with few exceptions, all travel firms advertising
or selling air travel in the UK must hold an Air Travel Organiser’s
Licence. As a condition of being granted a licence each firm must
provide a bond. If the travel firm then ceases to trade, the CAA uses
the money from the bond to repatriate customers at the end of their
holiday and to repay those who have made payments in advance but
not travelled. The purpose of the Air Travel Trust Fund is to act as a
back-up to any individual bond which proves to be insufficient to meet
all the customer claims made upon it.

The Trust’s terms of reference remain unchanged and are contained in
the Trust Deed which has been reproduced at Appendix 1 to this
Report. There was one meeting of the Trust during the year, in June
2000.

The Trustees are all Board Members and officials of the Civil Aviation
Authority appointed ex officio. Mr Anthony Herron retired as a Trustee
in October 2000 on his ceasing to be a CAA Board Member and
Finance Director. Miss Chris Jesnick was appointed to that role on
1 March 2001 and became a Trustee from that date. The Trustees are
grateful for Mr Herron’s contribution during his four-year tenure.

Since the Trust was formed, the Trustees have benefited greatly from
the support and advice it has received from The Air Travel Trust
Committee. With the agreement of the Secretary of State for the
Environment, Transport and the Regions this  Committee was
reconstituted in April 2000 to include a broader range of Members
and its terms of reference were also widened. It was considered
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appropriate that the Committee should change its name and The Air
Travel Insolvency Protection Advisory Committee was selected as the
one which best suited its future role. The Trustees wish to record their
sincerest gratitude to the former Members of the Air Travel Trust
Committee and in part icular to Lord Lane who had been the
Committee’s Chairman since its inception in 1985. The Trustees look
forward to working closely with ATIPAC and invited one of its
members to attend Trust meetings. Mr Martin Brackenbury was
selected as ATIPAC’s representative. 

The credit faci l i ty with the Bank of Scotland which had been
negotiated by the Trustees in Summer 1996 remained in force
throughout the year. The facil ity continues to be secured by a
Government guarantee which was increased in November 1996 from
£11 million to £21 million, inclusive of interest and charges.

At the start of the year the Trust Fund was in deficit by £8.03 million.
During the year, interest payable on the debt amounted to £528,000
which was equivalent to £1,447 per day, a rise of more than 17% over
the previous year’s liability. There was £257,000 of expenditure and
provis ions in relat ion to new fai lures as wel l  as £198,000 on
administration and legal expenses, the majority of which was incurred
in relat ion to The Fl ight Company l i t igation. The Trust’s total
expenditure for the year was offset by the return of prior year
advances and the receipt of liquidation dividends. Overall there was a
net decrease in the Fund of £933,000 and at the year end the deficit
had increased to £8.96 million.

The Trust Fund was originally financed by a levy on holidays (while
under the management of the Air Travel Reserve Fund Agency) and
from 1978 its only income was from investments. It was clear for a
number of years that unless the Trust was granted the power to raise
additional funds by way of another levy, its assets would inevitably
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become exhausted. This point eventually occurred in Summer 1996.
Since that time the Trustees have satisfied themselves that they are
able to meet customer claims based on the Government guarantee
and on assurances from DETR that Government remains totally
committed to ATOL and that it will extend its guarantee if the need
arises. 

This year was the best in the Trust’s history in that only two bonds
proved to be insufficient, with a combined call on the Fund of
£257,000. However, for the second consecutive year the interest
payable on the debt exceeded the amount required to meet passenger
claims and the interest burden was the largest single element
contributing to the net movement for the year. At the year end the
overdraft facility had accrued in excess of £1.84 million in interest
charges which represents over 20% of the deficit. 

It has been ten years since the Trustees first drew Government’s
attention to the fact that the Fund was rapidly diminishing, its size
was small in relation to the industry which it protected and that
powers to replenish it needed to be given early consideration. It is
therefore with considerable dismay that this Report must highlight
that there is still no Bill to correct the deficit. 

The collapse of The Flight Company in Summer 1996 resulted in a call
on the Trust  Fund of  £5.8 mi l l ion.  The s ize of  the ca l l  was
disproportionate to the £1.5 million bond provided because the failure
occurred during the peak season, at a time when The Flight Company
had a substantial number of passengers abroad and had taken
extensive forward bookings for the remainder of the summer.

An independent investigation commissioned by the CAA concluded
that the information provided for The Flight Company’s licence
renewal in March 1996 was materially inaccurate. It indicated that the
turnover in the 1995 accounts had been understated by a large
margin and the balance sheet had been overstated. The CAA believed
that if the turnover and assets had been presented accurately then it
was unlikely that The Flight Company’s licence would have been
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renewed, and a failure in March would have resulted in a much
smaller call on the Fund than the eventual failure in July. The CAA and
Trustees commenced legal action against Kounnis Freeman, The Flight
Company’s auditors. In June 2000 the Trustees agreed that the
external legal costs in relation to the litigation should be borne by the
Trust as it, rather than the CAA, would be the principal beneficiary of
any successful outcome.

The case was scheduled for trial in May 2001. Shortly beforehand a
settlement was agreed between the parties. The ATT will receive 
£1.3 million.

2000 was a successful year for the UK travel industry with an outturn
which was significantly better than tour operators’ expectations
suggested in late 1999. For the fourth consecutive summer there was
strong market growth and the sales for Summer 2000 were almost
7.5% higher than the 5% achieved in Summer 1999. 

The positive trading throughout the year was reflected in the reduced
number and size of failures. Only 12 firms had their ATOL bonds called
and this was the lowest failure rate in absolute terms since 1989. The
number of failures expressed as a proportion of licence holders (1,858
at the mid calendar year point) was less than 0.65% and was the
lowest since the Trust was formed. Throughout the year under report,
less than 200 passengers were repatriated and 4,800 who had made
advance payments were refunded. Total expenditure was £1.17 million
and out of this total only £257,000 was met by the Trust. Full details
of all bonds called can be found at Appendix 2.

The largest company to fail in terms of the number of passengers
authorised by its licence was that of Hamilton Travel Limited. As at the
time of its failure in August 2000 Hamilton had become the 12th
largest ATOL holder in the Scheduled Bonded/Agency category of
licence. Hamilton specialised in the sale of scheduled flight-onlys and
the failure’s impact was minimised as it sold the flights largely under
Airline Deeds of Undertakings. In effect the scheduled airlines which
had entered into a Deed with the CAA were responsible for providing
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a return flight for any passengers abroad and they honoured all
payments customers had made to Hamilton as if the money had been
paid to them directly. Hamilton had provided a bond of £107,000
which proved to be more than sufficient to meet claims from those
customers who were not covered by Airline Deeds. 

Of the twelve failures which occurred during the year only two
resulted in a call on the Trust Fund. The failure of Sun & City Holidays
Limited which sold packages to the Mediterranean resulted in the
largest call. Sun & City’s licence lapsed at the end of March 2000 and
had authorised the carriage of 2,038 annual passengers. The Trust’s
liability of £247,000 (96% of the year’s total) is disproportionately
high compared to the £67,000 bond provided and a change in
ownership may have been a contributing factor. At the year end the
CAA was in the process of considering a case of “overtrading” against
the Director and former Director of the company given the number of
passengers refunded as a result of the failure appeared to be beyond
the scale of the licence. 

The failure of Riddle B J which traded as Chelmer Travel resulted in a
£10,000 call on the Trust. This firm ceased trading in March 2001 and
had sold discounted scheduled flights to USA, Canada and Africa.
Chelmer Travel was a relatively small firm which had only been
authorised to carry 200 passengers a year.

The Trustees are grateful to the Civil Aviation Authority for the
administrative support and secretariat services provided during the
year.
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We have audited the accounts on pages 11 to 15 which have been
prepared under the accounting policies set out on page 13.

RESPONSIBILITIES OF TRUSTEES

The Trust Deed requires the Trustees to prepare accounts for each
financial year.

The Trustees consider that in preparing these accounts, they have used
appropriate accounting policies, consistently applied and supported by
reasonable and prudent judgments and estimates. The Trustees have
prepared the financial statements on a going concern basis.

The Trustees are responsible for keeping proper accounting records to
enable them to ensure that the accounts comply with the Trust Deed
and the directions made thereunder by the Secretary of State. They
are also responsible for safeguarding the assets of the Trust and hence
for taking reasonable steps for the prevention and detection of fraud
and other irregularities.

RESPONSIBILITIES OF AUDITORS

It is our responsibility to form an independent opinion, based on our
audit, on those accounts and to report our opinion to you.

BASIS OF OPINION

We conducted our audit in accordance with United Kingdom auditing
standards issued by the Auditing Practices Board. An audit includes an
examination, on a test basis, of evidence relevant to the amounts and
disclosures in the accounts. It also includes an assessment of the
significant estimates and judgements made by the Trustees in the
preparation of the accounts, and of whether the accounting policies
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are appropriate to the Trust’s circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit  so as to obtain al l  the
information and explanations which we considered necessary in order
to provide us with sufficient evidence to give reasonable assurance
that the accounts are free from material misstatement, whether
caused by fraud or other irregularity or error. In forming our opinion
we also evaluated the overall adequacy of the presentation of
information in the accounts.

Going Concern

In forming our opinion, we have considered the adequacy of the
disclosures made in Note 1 to the accounts concerning the current
Government guarantee which allows the Trust to meet its current
obligations. However, Note 1 refers to the Trustees’ belief that the
Government will continue to support the Trust either in terms of
replenishing the fund or providing further guarantees if this should be
needed. In view of the significance of the situation we consider that it
should be drawn to your attention but our opinion is not qualified in
this respect.

OPINION

In our opinion the accounts give a true and fair view of the state of
the Trust’s affairs at 31 March 2001 and its income and expenditure
for the year then ended and have been properly prepared in
accordance with the provisions of the Trust Deed and the directions
made thereunder by the Secretary of State.

Deloitte & Touche
Chartered Accountants
and Registered Auditors
Hill House
1 Little New Street
London EC4A 3TR

03 July 2001
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Note Year to Year to
31.3.01 31.3.00

INCOME £ £

Liquidation dividends 2 36,427 50,626

EXPENDITURE

Compensation claims 3 (243,292) (241,663)
Legal and administration expenses 4 (197,868) (2,116)
Loan interest (528,128) (451,050)

(969,288) (694,829)

NET DECREASE IN FUND
FOR THE YEAR (932,861) (644,203)

Fund at beginning of year (8,029,694) (7,385,491)

Net decrease in fund for the year (932,861) (644,203)

FUND AT END OF YEAR (8,962,555) (8,029,694)

The notes on pages 13 to 15 form part of these accounts.
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31.3.01 31.3.00
ASSETS £ £

Cash  1 1

1 1

LIABILITIES

Compensation claims outstanding (9,800) (200,258)
Bank loans (8,866,199) (7,660,659)
Loan interest and other creditors (86,557) (168,778)

(8,962,556) (8,029,695)

NET LIABILITIES (8,962,555) (8,029,694)

Represented by :

FUND ACCOUNT (8,962,555) (8,029,694)

C Senior, Trustee

D Andrew, Trustee  

03 July 2001

The notes on pages 13 to 15 form part of these accounts.
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1 ACCOUNTING POLICIES

(a) Basis of preparation :

The Trust Deed allows liabilities to be paid out of the Trust
Fund at the absolute discretion of the Trustees.  The Trust
currently meets its day-to-day working capital requirements
through bank loans which are secured by a Government
guarantee of up to £21 million.  The Trustees have been
informed that the Government will continue to support the
Trust Fund by continuing the loan guarantee.  However,
there is currently no mechanism in place to replenish the
Trust Fund by means of levies authorised by legislation or
otherwise.

The Trustees have prepared the financial statements on a
going concern basis.  The financial statements do not
inc lude any adjustments  that  would resul t  f rom a
withdrawal of support by the Government.

(b) Accounting Convention :

The accounts are prepared under the historical cost
convention.

2 LIQUIDATION DIVIDENDS

Dividends were receivable during the year from the liquidators of
Leisure Villas Ltd £16,130 and Marchfar Tours Ltd £16,679.
£3,618 was also received being sundry receipts. (2000 : ILG
Travel Ltd £186, Sharman Communications Ltd £5,614, Sheridan
Travel Ltd £621 and Quest Leisure Group Ltd £44,205).  Monies
had previously been advanced from the Air Travel Trust to meet
the costs of the failures.
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3 COMPENSATION CLAIMS

The compensation paid or provided (or prior advances released)
during the year as a result of the failures of holders of Air Travel
Organiser Licences:

Year to Year to
31.3.01 31.3.00

Failures prior to 31.3.00 £ £
Dayrise Ltd – (83,031)
Evergreen Travel Service Ltd 7,180 36,278
Excalibur International Travel Ltd (1,602) 6,500
Global Air Travel plc – (3,095)
Imari Travel Company Ltd – (2,454)
Intra Travel Ltd (1,299) 36,811
Justravel Ltd – (10,000)
Metro Travel & Tours Ltd (349) (4,714)
Sportcullis Travel Ltd – (9,812)
The Flight Company (UK) plc – (2,598)
Travel Trade Consultants Ltd (9,371) 80,000
Uncle Sam Travel Agency Ltd – (2,480)
Winterski Holidays Ltd (8,279) 200,258

Failures since 31.3.00

Riddle B J 10,033 –
Sun & City Holidays Ltd 246,979 –

243,292 241,663

4 ADMINISTRATION EXPENSES

Year to Year to
31.3.01 31.3.00

£ £

Audit and taxation 3,112 2,116
Legal fees 194,756 –

197,868 2,116

Administration is provided by the Civil Aviation Authority.
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5 POST BALANCE SHEET EVENTS

Since the balance sheet date and up to 22 June 2001, there has
been 1 failure of holders of Air Travel Organisers’ Licences.  This
failure is likely to result in a call on the Trust of £27,000.

The Trust is expected to receive £1.3m following settlement of a
dispute with the auditors of The Flight Company (UK) plc.
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Date Licensed Licensed
Bond Passengers Revenue

Licence Holder Called
£’000

Galaxy Air Holidays Ltd 27 Jun 00 6,233 2,090

Sun & City Holidays Ltd 04 Jul 00 2,038 495

Hamilton Travel Ltd 16 Aug 00 117,544 27,068

Grenadier Safaris Ltd 22 Sep 00 165 435

Dolunay Holidays Ltd 22 Sep 00 1,200 520

Christian Tours (UK) Ltd 23 Jan 01 1,124 930

Californian Holidays Ltd 01 Feb 01 1,697 1,253

Sundial Travel Ltd 23 Feb 01 3,503 2,368

Sun Modilex Ltd 02 Mar 01 3,000 2,025

Trinity Travel & Tours Ltd 06 Mar 01 1,765 600

Riddle B J 22 Mar 01 200 100

Lindsay P J, Ahmad R 26 Mar 01 3,826 1,045

Total (12) 142,295 38,927

NOTES

1 The administration of all cases above may not have been completed.  Administration
costs which were incurred in paying passengers’ refunds have been included in the
Cost of Refunds.

2 The figures for Total Expenditure and any call on the Air Travel Trust reflect amounts
already spent and estimated further expenditure.

3 Where a call on the Air Travel Trust is indicated, this is the difference between
expected total expenditure and available bond monies.
The call on the Air Travel Trust may include the expenditure of accrued interest.

4 The above totals may not agree to the sum of the figures shown in the table due to
rounding differences.
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Bond Number Cost of Number Cost of Total Call on
Amount Repatriated Repatriation Refunded Refunds Expenditure Air Travel

Trust
£’000 £’000 £’000 £’000 £’000

314 16 2 1,050 158 160 0

67 0 0 1,973 313 314 247

107 0 0 245 48 48 0

58 8 6 10 19 25 0

78 100 14 130 31 45 0

140 0 0 505 105 105 0

187 20 1 28 22 23 0

355 43 30 120 79 109 0

313 0 0 191 174 174 0

60 0 0 5 1 1 0

10 0 0 9 20 20 10

142 0 0 509 142 142 0

1,829 187 54 4,775 1,111 1,166 257
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