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EXECUTIVE SUMMARY

Northern Territory Airports Pty Ltd (Alice Springs Airport and Darwin International
Airport) thanks the Productivity Commission for the opportunity to participate in
the inquiry into price regulation of airport services.  NT Airports believes the
existing price regulation is inappropriate and welcomes the opportunity to explore
a new environment.  Airports are regulated in many ways including and not
limited to operational, environmental, building and pricing.  NT Airports has found
the cost of price regulation compliance excessive and that commercial
investment and pricing decisions have not been achieved.

NT Airports has passed on CPI-x price reductions in spite of prevalent
neighbouring competition, increasing business expenses and revenue risks
associated with airline service removal.  NT Airports believes further
opportunities to reduce operational expenses through efficiency gains are limited
and that continued pressure to reduce costs will inevitably result in unfavourable
service outcomes, should regulation continue in its existing form.

Our submission considers the four main elements as identified in the Productivity
Commission briefing paper.  These are:

� Why regulate prices of services provided by airports?
� Current prices regulation
� Effects of current prices regulation
� Future prices regulation

NT Airports questions the need for future regulation of prices set by our airports.
NT Airports believes airlines have substantial countervailing market power and in
fact should pursue commercially negotiated arrangements

NT Airports finds the current price regime extremely onerous and from a regional
airport perspective the process and resource requirements disadvantageous.
The necessary new investment process has been used to frustrate investment
and NT Airports does not want this process to be used to compromise the
potential entry of new airlines.

The current prices regulation has also had the effect of reducing an already small
base of aeronautical revenue further and has placed extreme pressure on costs.
It has diverted competing and valuable resources into the relatively unproductive
management of the regulatory process.
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NT Airports believes there should be no form of future prices regulation and that
to date reasonable commercial pricing decisions have not been achieved.
Indeed we argue that commercially negotiated outcomes be the basis for future
investment and pricing.  Commercially negotiated outcomes could be developed
under general pricing policy as discussed further in this submittal.

NT Airports would like to see a collective and collaborative process between
airport operators and airlines that encourages negotiation, fair pricing and
investment to result in the provision of appropriate airport infrastructure that will
promote economic efficiency and deliver long term community benefit.
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INTRODUCTION

Air travel is essential to Australia’s economic and social well being.  For the
purposes of this submission Northern Territory Airports comprises two key
Airports – Darwin International Airport (DIA) and Alice Springs Airport (ASA).
Both airports are key pieces of infrastructure vital to the economic and social
development of the Northern Territory.

The Northern Territory is 1,346,200 square kilometres of vast open spaces.  It is
resource rich and has world famous natural attractions.  It represents
approximately one sixth of the Australian continent but has just over one percent
of the Australian population, almost 200,000 people.

The Territory’s population is concentrated in the urban centres.  The population
of Darwin is in the order of 100,000, accounting for approximately 53% of the
total Territory population.  Alice Springs accounts for approximately 14%.

Tourism is the second largest private industry sector, after mining in the Territory
economy and employs an estimated 20% of the Northern Territory workforce.

DARWIN INTERNATIONAL AIRPORT

Darwin, the seat of Government for the Northern Territory, whilst the closest
Australian Capital City to the key South East Asian centres of commerce and
trade including Singapore, Kuala Lumpur, Jakarta and Manila, competes for air
services with Perth, Brisbane, Sydney, Adelaide, Melbourne and Cairns, and we
believe, in fact has fewer frequencies and capacities than the competing airports.
Darwin airport is the major international and domestic airport serving the air
transport needs of Darwin and the Northern Territory.  Darwin Airport is curfew
free for 24 hours a day with excess capacity.  Being curfew free allows airlines to
schedule appropriate connecting services to other major centres that are subject
to curfew.  At present, six international airlines operate through Darwin.  They are
Ansett Australia, Qantas Airways, Garuda, Malaysia Airlines, Royal Brunei
Airlines and Merpati Nusantara.   Ansett Australia, Qantas Airways, National Jet
Systems, Airnorth and Flight West provide domestic and regional services.

Nineteen general aviation operators have facilities on the airport.  GA is important
given the small widely scattered remote communities and lack of all weather
roads on the mainland and numerous islands off the coast of Arnhem Land.

Darwin airport is a joint user airport at which DIA share the joint user areas with
the Royal Australian Airforce (RAAF).  The RAAF owns and occupies a major
military base on one side of the airport.  The RAAF also owns and maintains the
joint user areas, which include the runways and taxiways.  There is an allocation
of responsibilities between DIA and the RAAF and a Joint User Deed for the
application of costs (this is based upon historic aircraft movement numbers with
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DIA assuming the majority of airport maintenance and development costs).  This
arrangement is unique to Darwin and Townsville airports.

Darwin airport is located approximately 13 kilometres from Darwin’s central
business district.  The site occupies an area of approximately 1,527 hectares of
land including 311 hectares under the control of NT Airports.  Darwin airport has
a two runway system comprising the main 11/29 runway (3,554 metres in length)
and the secondary 18/36 runway (1,524 metres).    Darwin airports combined
domestic and international terminal was commissioned in December 1991.

Darwin is strategically located to take advantage of the increase in trade with the
countries of Asia.  The Northern Territory Government plans to develop Darwin
as a transport hub with the construction of a deep water harbour port and the
completion of the rail link to Alice Springs.  The Governments objective is to use
the transport facilities including Darwin International Airport to transship freight
between southern centres and Asian markets.

Darwin is the closest capital city in Australia to Asia and is the natural gateway to
this region.  Darwin is closer to Jakarta than to Brisbane and lies half-way
between Manila and Melbourne.  All the territorial lands of Indonesia, Malaysia,
Papua New Guinea and the Philippines, as well as the island republic of
Singapore, are located within a radius of 4,000 kilometres of Darwin.  The
combined population of these countries is 330 million people.

Accurate passenger data is not available for Darwin airport because domestic
airline operators refuse to provide timely information to airport operators.
However our 1999/2000 submission to the ACCC indicates landed tonnes of
720,333 and aircraft movements of 84,620 with general aviation activity
accounting for 68% of total movements.
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ALICE SPRINGS AIRPORT

Alice Springs airport is essentially located in the centre of Australia.  As a major
tourist destination, the majority of passengers through the airport are visitors to
the region.  Alice Springs airport is curfew free for 24 hours a day with excess
capacity.  Ansett Australia, Qantas Airways, Airnorth and Flight West provide
domestic and regional services.

Alice Springs and Central Australia are dependent on air transport, because of
their remoteness.  It is important that the potential of Alice Springs Airport is fully
realised in order to satisfy the national and the Northern Territory community
needs for safe, effective and efficient air transport services.

Alice Springs airport is situated some 14 kilometres from the township of Alice
Springs.  It occupies a site of approximately 3,550 hectares.  Of this area, about
750 hectares are used directly for aeronautical purposes.  The Government
acquired the excess land (in the late sixties/early seventies) to minimise visibility
problems caused by dust pollution occurring as a result of unsuitable land uses.
Alice Springs airport has a three runway system comprising the main 12/30
runway (2,438 metres), the secondary general aviation 17/35 runway (1,133
metres) and a third general aviation 06/24 runway (1,029 metres).  A new
terminal was commissioned in 1991.

Alice Springs airport was once the only jet capable airport in Central Australia
and it handles all forms of domestic and regional aviation services together with
some military operations and occasional international charter flights.  However it
now faces increasing competition from Ayers Rock and its associated Yulara
airport and as a consequence is now in fact experiencing a steady decline in air
traffic.

Being the main civil airport in Central Australia, Alice Springs plays an important
role in the development of the economy of its surrounding region.  Tourism has
been the major source of activity in a number of sectors across the Northern
Territory.  The direct and indirect effects of tourism are responsible for
employment for about 13 percent of the population of Alice Springs of about
25,000.  The tourist expenditure in the Region accounts for about 40% of the total
tourist expenditure in the Northern Territory.

Alice Springs is also serviced by a passenger train service (The Ghan) and
strong coach links.  The future development of the railway line between Darwin
and Southern States via Alice Springs is expected to add impetus to the
economy of the Northern Territory and will increase competition for the transport
of people and goods with both Darwin and Alice Springs airports.

As is the case with Darwin accurate passenger information is not available for
Alice Springs because domestic airlines refuse to provide passenger numbers on
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a timely basis to airport operators.  Landed tonne and aircraft movement data as
extracted from our most recent regulatory report to the ACCC indicates total
landed tonnes of 299,693 and movements of 33,190.  General aviation
accounted for 60% of total movements.  It should be noted that both Alice
Springs and Darwin Airports utilize a weight based charging system for
aeronautical services pricing with general aviation contributing around 8% to NT
Airports total aeronautical income.

The following graph indicates that there has been declining traffic following the
shift of direct Boeing 737 air services to Yulara (Ayers Rock) from the East Coast
particularly from Sydney.  This change was a result of Yulara airport’s runway
extension, which became operational in 1995.  It should be noted that Yulara
Airport is not regulated in the same manner as Alice Springs and charges $36
per passenger ($18 arriving and $18 departing passenger), which is substantially
higher than Alice Springs Airport, its immediate neighbour is allowed to charge.
Furthermore, NT Airports believes Ayers Rock is contemplating increasing its
charges further to fund capital and operational works.  We fully support Ayers
Resort’s position that is should be free to set it’s own prices (no doubt after
consultation with the airlines).  This flexibility to determine its future revenue base
is  a necessary precondition for ensuring that appropriate investments in new
facilities are made over the long term.

Alice Springs Airport Landed Tonnes
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STATEMENT ON SHAREHOLDINGS

The following illustration best illustrates the company structure associated with
Northern Territory Airports Pty Ltd (current as at 15 March 2001).

Airport 
Development 
Group Pty Ltd 

(ADG) 

Alice Springs Airport 
Pty Ltd (ASA) 

Infratil 
Australia 
(Hastings 

Funds 
Management) 

51.00% 

WAADL (TBI) 
19.90% 

National Asset 
Management 

Limited 
14.55% 

John Laing 
Investment 

Private Limited 
14.55% 

Northern Territory 
Airports Pty Ltd 

(NTA)   

Tennant Creek 
Airport Pty Ltd 

(TCA) 

Darwin International 
Airport Pty Ltd (DIA) 

The ultimate parent undertakings are Infratil Australia Ltd, which owns 51%,
Western Australia Airport Development Limited (WAADL) 19.9%, National Asset
Management Limited 14.55% and John Laing Investment Private Limited, which
owns 14.55%.  The ownership structure reflects majority Australian ownership.
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HISTORY

Privatisation of Darwin and Alice Springs airports occurred 10 June 1998.  The
airports have therefore been under private ownership and management for
approximately two and half years.  $110.2 million was paid for a 50 year lease of
Alice Springs, Darwin and Tennant Creek Airports with an option to extend that
lease for a further 49 years.  Darwin and Alice Springs airports are phase two
airports.

Both airports were previously managed by the Federal Airports Corporation
(FAC) and formed part of the FAC network.  This ownership structure existed
from 1 April 1989 to 10 June 1998 and during that time  a network pricing regime
was in place.  The basis for charging was the FAC Act 1986 and specifically
Section 56.

1. WHY REGULATE PRICES OF SERVICES PROVIDED BY AIRPORTS?

NT Airports acknowledges that it has limited market power.  We have costly and
key infrastructure to maintain and develop that is vital to the economic well being
of the Northern Territory.  Ninety percent of our aeronautical revenue at Darwin is
derived from 10 customers and 89% of our aeronautical revenue at Alice Springs
is derived from 3 customers.  Despite having responsibility for these key
infrastructure facilities, the actual return on these assets is ultimately controlled
by a very small number of customers who have exerted market power to our
detriment in the past and remain in a position to do so in future.  An example of
the market power able to be exercised by the major airlines was their collective
decision to part pay (25%) the 1998/99 government mandated security charges
in respect of the provision of the counter terrorist first response (CTFR) service,
placing the airport operator in severe financial difficulty and with the ACCC and
DOTAR’s not wishing to become intimately involved.  This dispute was ultimately
settled a year after commencement.

NT Airports believes that there is no ongoing requirement for price regulation in
the case of Darwin and Alice Springs airports.  We have competing destinations
and significant excess airport capacity that we are keen to develop.

The circumstances that surround Alice Springs and its competitor airport Yulara
at Ayers Rock helps illustrate this point.

Yulara Airport (Ayers Rock) is several hours drive from Alice Springs.  It, does
not have a control tower and limited fire and rescue coverage.  It charges $18 per
arriving and departing passenger and this is set to increase shortly (requiring no
approval from the ACCC or any other regulatory body).  For a Boeing 737
configured with 128 passengers this equates to total charge of $4,608.  To
process this movement at Alice Springs assuming a weight of 61.235 tonnes, NT
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Airports would charge $337.40.  Since the enhancement of the runway at Yulara
in 1995 Alice Springs has unfortunately seen a steady and dramatic decline in
traffic (with increases at Yulara).  Yulara also competes as a destination with
Darwin, as Kakadu and Ayers Rock both feature in the itinerary of many
international tourists.  Even though Yulara charges over 1000% more on a per
passenger basis than Alice Springs Airport, Ansett and Qantas happily pay the
aeronautical charges and are steadily increasing their patronage of the airport.
This clearly demonstrates that aeronautical charges are not a strong determinant
of airline behaviour, particularly in small regional locations like Alice Springs and
Darwin and that other factors, mainly efficiently in aircraft operations and
consumer demand are the prime determinants of airline patronage at an airport.

Predatory pricing is not an issue at NT Airports.  Continued negative growth at
Alice Springs and the desire to develop the excess capacity at Darwin has led to
the development of a “begging bowl mentality”, not the abuse of market power.

Darwin airport operates in a highly competitive international market.  Many
services over fly Darwin to their ultimate international and domestic destination.
Asia is well serviced with flights from Sydney and Melbourne, and there is no
requirement for these services to operate from Darwin, even though it is the
closest city in the region.  Indeed NT Airports is currently in discussion with the
Commonwealth in relation to certain bilateral agreements.  Royal Brunei is
looking at removing its current four Brunei Darwin Brisbane services per week in
favour of flying two Brunei to Darwin and two Brunei to Brisbane direct services.
Implementation of this minor schedule change will cost NT Airports approximately
$200,000 in lost revenue.   Although, this may not sound like a great sum of
money, to NT Airports operating from such a small revenue base it represents
approximately 8% of our international aeronautical income.

Finally it should be noted that both Alice Springs and Darwin Airports have
excess capacity.  Even if it was determined that our airports have market power,
it is not in our best interests to abuse such power when in fact our intent is to
stimulate growth through appropriate pricing and service provision.  We know
from experience at Darwin and Alice Springs Airports that airlines have other
routes and destinations to service and they can and do withdraw services at very
short notice with little or no consultation with the airport operator.  It is in the
airport operator’s best interest to be price competitive and encourage additional
airline services; not to discourage activity on account of predatory pricing
decisions.  Airlines clearly have substitutes in terms of alternate routes and
destinations and as our customers, the airlines have substantial countervailing
market power.

As noted above the risk for Darwin and Alice Springs is great.  We do not have
the ability to influence airline decisions and as a result can incur severe economic
consequences.  Another example of the significant impact airline behaviour can
have on our financial viability was in 1999 when Singapore Airlines withdrew their
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twice weekly Singapore to Darwin direct A300 services.  This service represented
over 6% of international aeronautical income.  This was in addition to service
reductions by Qantas in respect of its Bali services.  The domestic carriers have
recently varied their “back of clock” services to the East Coast so that they leave
just after midnight, much to the dissatisfaction of the business and general
community of Darwin.  Airlines have actively sought to reduce their costs (as they
should) and have substantially altered the aircraft mix by utilizing regional carriers
who operate smaller aircraft to undertake services on their behalf.  This reduces
the charge per passenger (NTA charges on a landed tonne basis) and this has
further negatively impacted upon our profitability.

The following graph indicates the relative importance of international and
domestic landing fees for Northern Territory Airports.  Any changes to existing
service levels therefore has a substantial impact on our revenues and
profitability.

Breakdown of Aeronautical Revenue (2000/01)

Consultation between airlines and the airport operators is in many instances poor
and the current regulatory regime does not facilitate the opportunity to improve
this.

Major decisions by airlines are not communicated directly to the airports (in the
current Royal Brunei example, Royal Brunei approached the Federal
Government with the view to implement the schedule change within a month of
notification without any direct consultation with NT Airports).  We find out about
the scheduled airline changes when they publish the new schedules twice yearly.

A key piece of information that we as airport operators need in order to plan and
improve our business services is actual passenger movements.  As already
mentioned we cannot get this information in a timely manner (within three to
twelve months) from domestic airlines which makes charging for passenger
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based services particularly difficult (if not impossible).  Clearly the airlines operate
from a position of substantial market power, particularly relative to regional
airports like Darwin and Alice Springs.

NT Airports would be interested to see what service increases have resulted from
the price cap and whether any price reductions as a result of our annually
reducing aeronautical charges have been passed on to the end user by the
airlines.  We believe there has been a straight transfer of economic wealth from
operators to airlines and in the case of Darwin and Alice Springs, this has
seriously compromised investment decisions at our airports.

Looking at investment decisions, the Darwin Airport Masterplan indicates that by
2019 the annual throughput of passengers for both international and domestic
will be treble that of 1997/98.  This forecast suggests that the terminal will need
to be expanded to double its existing size by the end of the planning period.  The
Masterplan at Alice Springs indicated that the existing passenger terminal size
would suffice to about 2009 and a modest extension would typically serve the
predicted passengers until 2019.    Such investment decisions can only be made
in a climate of relative certainty and manageable risk and the current aeronautical
pricing regime fails on all counts to provide clear and fair pricing mechanisms that
would encourage such investments to take place.

2. CURRENT PRICES REGULATION

With privatisation the Commonwealth introduced a framework of economic
regulation, which is administered under the Prices Surveillance Act 1983 (PSA)
by the Australian Competition and Consumer Commission (ACCC) for a period of
5 years.  The ACCC also administers the Trade Practices Act 1974 (TPA) and
has a role in the Airports Act 1996 (AA).

The Pricing Policy Paper states that “The CPI-x price cap will apply to that group
of charges for aeronautical services covered by the definition in the Federal
Airports Corporation Act.”  Referring to section 56 of the Federal Airports
Corporation Act 1986 the definition is as follows:

“aeronautical charge” means a charge for, or in respect of:
(a) the use by an aircraft of a Federal airport; or
(b) services or facilities provided by the Corporation;

and, without limiting the generality of the foregoing, includes:
(c) a charge for the landing or parking of an aircraft at a Federal

airport;
(d) a charge relating to the embarkation or disembarkation of aircraft

passengers at a Federal airport; and
(e) a charge relating to the handling of cargo carried on an aircraft;
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but does not include any charge made under, or because of, a contract, a lease,
a licence, or an authority, in writing under the common seal of the Corporation.

Services currently subject to the price cap are detailed in the following table:

Table 1: Aeronautical services

Aircraft movement areas

(a) Grounds, runways, taxiways, aprons

(b) airfield lighting, airside roads/lighting

(c) airside safety

(d) nose-in guidance

(e) aircraft parking areas

(f) visual navigation aids

Passenger processing areas

(a) Forward airline support area services

(b) Aerobridges, airside buses

(c) Departure lounges and holding lounges (excluding commercially-important-persons lounges)

(d) Immigration and custom service areas

(e) public address systems, closed circuit surveillance systems, security systems

(f) baggage make-up/handling/reclaim

(g) public areas in terminals, public amenities, lifts/escalators/moving walkways

(h) flight information display systems

(i) Landside road and lighting, covered walkways

Source: Department of Transport and Regional Development, ‘Pricing Policy Paper’, December 1996.

At the time of privatisation NT Airports believed that the price cap CPI-x regime
would apply for a period of five years only.  We understood that at the end of this
period commercial negotiation between airlines and airports would become the
ongoing process removing the need for further price regulation.  However what
we are seeing instead is a climate where the scope of the price regulation is
increasing and extending into services that were originally only subject to price
oversight.  The recent ACCC draft decision on Sydney Airports Corporation
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Limited Aeronautical Pricing Proposal is clearly at odds with the Federal
Governments original principles and if extended to future NT Airport operations
would represent a significant threat to our financial viability.

CPI-x represents a price cap that applies to aeronautical charges.  The ‘x’ factor
represents the amount charges need to vary in real terms.  Base or
commencement prices for the CPI-x cap were determined to be the FAC
aeronautical charges introduced 1 January 1997.

Values of x over a sample of airports are as follows:
•  Alice Springs 3.0
•  Darwin 3.0
•  Hobart 3.0
•  Perth 5.5

Unfortunately the original determination of ‘x’ factors was not transparent.  The
Commonwealth would not divulge how ‘x’ was determined, nor what productivity
improvements it anticipated on account of privatisation.  For airports such as
Alice Springs that have experienced declining traffic and hence aeronautical
income together with increased costs in the post privatisation period (the benefits
and economies of scale associated with operating as part a national network
have dissipated and additional functions such as governance have grown
dramatically), the net result is a double blow to airport profitability.

Qantas in response to the necessary new investment application made by NT
Airports in May 2000 in respect of the relocation of the light pole on bay 1 for
operational reasons, stated that “Qantas believes that the price cap allowed for a
certain amount of capital expenditure to address ongoing problems.  This work
should therefore have been included in the ‘x’ factor for Darwin Airport”.  Clearly
the Government has been remiss in not divulging how the ‘x’ factors were derived
and thus has created an expectations gap between airlines, operators and
indeed the regulator.

As the following diagram indicates, landing fees represent 40% of our income.
Inappropriate regulation and reductions to such a critical aspect of our operation
clearly compromises investment and growth decisions and places the focus of
future airport development into non-core businesses.
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The following graph clearly shows that aeronautical revenue has significantly
declined in real terms at Alice Springs airport since privatisation.  The current
pricing regime has forced Alice Springs to reduce its prices and the only way it
has been able to accommodate this impost has been to reduce the level of
services to support this revenue stream.  If Alice Springs airport truly had
monopoly power it would be able to curtail customer migration to Yulara airport
and indeed grow aeronautical income.  Clearly regional airports do not have such
power and in the case of Alice Springs airport it is significantly disadvantaged by
the close proximity of Yulara that is able to continue to invest in new facilities and
attract more airline services.  Alice Springs has another two years of the current
regulated pricing regime to contend with whilst its competitor has the opportunity
to increase prices further and maintain a viable revenue base.
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The existence of an adjacent competitor airport at Yulara and the propensity for
Qantas and Ansett to switch at very short notice, means that Alice Springs airport
has suffered dramatic decline in aeronautical income and that the CPI-x cap has
further exacerbated the problem.

3. EFFECT OF CURRENT PRICES REGULATION

NT Airports finds the current regulation harsh, resource intensive, cumbersome
and inappropriate given our scale of operation and resources.

During the two and a half years of operation NT Airports has only lodged one
submission for necessary new investment. The process involved was very time
consuming and in hindsight unproductive.  Airports the size of Alice Springs and
Darwin do not have resources and in house skill sets necessary to achieve what
appears to be straight forward and simple outcomes.

For example NT Airports invested $15,000 on external consulting resources to
determine it’s asset beta for its necessary new investment submission in 2000
which in turn was rejected by the ACCC.

In respect of the yearly regulatory reports, NT Airports has found this process to
be a burden.  It is required that our reports be lodged by 30 September each
year.  The preparation of these reports is time intensive and particularly difficult
given the information systems left in place at these regional airports by the FAC
at the time of privatisation.  On Thursday 22 February 2001 we received
feedback in respect of our reports and were required to respond on Monday 26
February 2001.  Final reports are yet to be released.

In the previous year the ACCC varied our reported compliance to include charges
generated from operators such as taxis.  The ACCC viewed such revenues as a
toll rather than a concession fee.  Because of this change in the nature of how
this revenue would be viewed by the regulatory body, NT Airports has had to
abandon this source of future revenue.

NT Airports is capital conscious.  Our experience to date has made capital
investment decisions very hard particularly if they can be disregarded by the
ACCC.  There appears to be an attitude, particularly by some airlines to reject
any necessary new investment regardless of the local support.  The rejection of a
proposal by one airline and its arguments acceptance by the ACCC has meant
that the majority support by other airlines can go unheeded.

The price cap arrangements at privatised core regulated airports include
provision for airport operators to recover the costs of necessary new
infrastructure expenditure through price increases for aeronautical services.  The
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ACCC currently has the role of assessing such price increase against the
relevant legislation.

The ACCC follows two general processes in determining whether to allow
increases in aeronautical prices, outside the price cap, to recover the costs of
necessary new investment at core regulated airports.  The first determinant is
whether the proposed investment is new investment (using its New Investment
Cost Pass Through Position Paper).  The second stage involves assessing the
proposal against criteria focusing on costs, efficiency gains and user support.

The definition of new investment as applied by the ACCC is questionable.  NT
Airport sought to recover the costs of its newly appointed environment officer.  A
position that did not exist under the FAC pre privatisation regime but one that is
mandated by the Airport Master Plan and Environment Strategy required by the
Federal Government.  The ACCC has confined its definition of new investment
purely to capital and therefore excluded such additional operating costs.  The
ACCC also rejected the view that our share of the costs associated with the
RAAF Joint User Deed (this cost was not borne by the previous FAC regime) and
that these additional costs were not necessary new investment.  In respect of
cost inclusion, the ACCC chose not to include the cost of land as part of the costs
proposed for apron expansion and extension of the ground level covered
walkway.  Furthermore it rejected any portion of the costs associated with the
Airport Masterplan (which was capitalized from an airport accounting perspective
and amortised over the life of the plan being 20 years).

The ACCC received submissions from Ansett Australia, the Board of Airlines
Representatives (BARA) and Qantas.  Unfortunately the airlines have tended to
use the review process to frustrate further investment.  As mentioned one airline
can stymie investments that other airline operators support.  The process is
further flawed in that there is no discretionary fund for minor works which means
that even simple low cost capital items of a new investment nature require
approval via this arduous process.  An example of such an investment was the
application by NT Airports to relocate the bay 1 light pole to allow for better
aircraft and equipment manoeuvring.  BARA contended that this project did not
constitute new investment.  Thankfully the ACCC considered the proposal
represented a net enhancement of airport efficiency and capacity and approved
the minor project with a 10 year recovery period.  However, such an example
clearly indicates the adversative nature of the existing regulatory framework and
highlights the difficulties small regional airports face in having to devote scarce
resources to achieve basic investment decisions.

The duration of the process is also unsatisfactory, tying up key resources for
extended periods.  NT Airports was in a position to make application to the ACCC
on 25 May 2000 after much preparation.  Indeed discussion with the ACCC in
respect of Airport Masterplan and major development costs occurred early April.
On 19 July 2000 Northern Territory Airports received a draft decision indicating
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rate increases of $0.1686 for Darwin and $0.016 for Alice Springs.  Responses to
the draft decision were required 11 August 2000.   On 2 October 2000 NT
Airports received the final decision indicating increases of $0.177 (GST inclusive)
for Darwin and $0.018 (GST inclusive) for Alice Springs plus adjustment for
general aviation at Darwin of $207.17.

The end result was markedly different from our initial application of $1.016 (GST
exclusive) for Darwin, $0.285 (GST exclusive) for Alice Springs and $807.31 for
general aviation at Darwin.  The timeframe also had impacts on our budgetary
position with revenues expected to come on line early in the financial year and
capital funds secured for the necessary new investment.  Regional airports such
as Alice Springs and Darwin can not afford to have dormant capital funds nor can
they sustain delays in the commencement of revenue streams.

NT Airports therefore advocates that the current regulatory regime and the
management by the ACCC of that regime, specifically the necessary new
investment provisions, has stifled investment at airports and therefore the quality
of services provided by airport operators.  Furthermore NT Airports contends
such a regime can potentially impact on the investment required by operators to
accommodate new entrants.

Darwin and Alice Springs airports have yet to realise the benefits of new
domestic entrants (such as Virgin Blue and Impulse Airlines).  NT Airports and
the Northern Territory Government would like to encourage increased
competition in domestic air services to benefit all Territorians and those wishing
to visit the NT.  Currently the cost of domestic travel is expensive, the availability
of seats and direct services limited and the timing of services from the customers
perspective is often inappropriate.

NT Airports therefore has concerns that the current regulatory process may be
used to frustrate, delay and deter necessary new investment that may be
required to accommodate new entrants in the terminal and on the apron.  Indeed
the impact of such an action would be detrimental to the future development of
the Territory in both a social and economic context.  Such an outcome is not
consistent with the objectives outlined in the Department of Transport and
Regional Services Pricing Policy Paper.
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4. FUTURE PRICES REGULATION

Some will argue that airports by their very nature are monopolies.  However, in
practice this is not the reality.  As we have seen above airports compete for
routes and customers with other airports and alternative modes of transport.  In
the case of NT Airports, our revenues from landing fees account for
approximately 40% of our income (based on 2000/01 revised budget).  The
balance of our income is derived from property and trading revenues.  Therefore
the majority of our revenue is non aeronautical and therefore commercially
negotiated.  It would therefore seem logical and consistent to have our
aeronautical revenues to be derived and managed in a similar manner.

With respect to our property agreements, these are commercially negotiated
agreements, with regular reviews to market.  These charges compete for and are
in line with similar charges in the local property market.

NT Airports does not support price regulation in any form.  If it is determined by
the Productivity Commission that in future some form of price guidance is to be
required we would suggest that it take the form of the airport setting prices within
an agreed policy framework.  Components of the policy framework would no
doubt include elements of cost relatedness, transparency, consultation and
ultimately commercial agreement via a process of negotiation and possibly
mediation.  Ultimately if mediation is unsuccessful in obtaining a resolution, then
private binding arbitration should apply.   NT Airports is supportive of establishing
such a framework with Government, users and other involved stakeholders.

This policy would outline the principles to be considered when establishing prices
for defined aeronautical services.  The airports compliance could be measured
against the policy process not the actual change in the aeronautical charge.  This
would mean that the airport would have to demonstrate that it has followed the
requisite steps and applied and implemented relevant policy content in
establishing new charges.  If that was found to be true then the new charges
should be deemed to be fair and reasonable.  Currently the framework focuses
on actual price change outcome rather than process. Prices will therefore be
location specific and cost related.  NT Airports feels the development of the policy
as a minimum should encompass a dual till approach, building block principles,
transparency (including airline information such as passenger numbers) and a
framework for negotiation to take place.

This would lead to a more efficient capital process particularly for small regional
airports that currently invest extraordinary amounts of time and money into
submission for very little or no return.
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CONCLUSION

NT Airports has limited market power.  Our power is limited to the ability to
negotiate reasonable outcomes with the airlines.  Our market power does not
extend to the ability to force unreasonable outcomes via predatory pricing
regimes on airlines.  Airlines have countervailing power as evidenced by their
refusal to pay for essential service charges and their withdrawal of aircraft
services in a non-consultative manner.

Airline operators have received price reductions under the current regulatory
regime and NT Airports questions whether these savings have been passed on
to the ultimate consumer, the travelling public.  Indeed the travelling public have
yet to benefit from new entrant services into the Territory, and the current
regulatory regime has the potential to frustrate the investment required to
accommodate new carriers.

The current regulatory regime is not supported by NT Airports.  It has failed to
deliver beneficial outcomes for Darwin and Alice Springs airports and it has the
potential to lead to the starvation of necessary capital investment in both of these
key infrastructure facilities in Northern and Central Australia.  The current
process is from a management perspective administratively cumbersome,
expensive and inefficient.  Therefore it has clearly failed to meet the policy
objectives outlined in the Department of Transport and Regional Services Pricing
Policy Paper particularly as it relates to commercial arrangements.

NT Airports looks forward to operating in an unregulated environment, perhaps
supported by a policy framework using the principles of cost relatedness and
transparency to achieve negotiated commercial outcomes.  Indeed this is what
happens elsewhere in the commercial world with a great deal of success.


