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Broader aviation issues
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	Key points

	· Airlines have raised concerns about the conduct of rural and regional airports. Local councils’ airport charging practices differ across regions, depending on geographic and market circumstances.
· If local councils wish to pursue broader community objectives — such as increasing tourism — this should be done through transparent funding arrangements, rather than distorting airport charges.

· Some general aviation activities are being ‘priced out’ of major airports — continuing a trend that has been evident for around 60 years; while other operators experience difficulties in negotiating with the major airports.

· While smaller general aviation operators, such as charter flights and pilot training, can be operated from secondary airports and smaller airfields, this is not feasible for all operators.

· For example, business aviation operators using larger aircraft (including up to Boeing 737s), require access to the major capital city airports.

· In approving major development plans, the Australian Government should consider the needs of existing general aviation users at an airport, and how their ongoing access requirements will be accommodated. 
· Under the current ‘user pays’ system, per passenger aviation security charges are lower at airports with higher passenger volumes.

· To justify a change to a uniform (or network) price involving cross-subsidisation, identification of the benefits (and their magnitude) to the broader community from aviation security would be required.

· State or territory governments concerned about the affect these security charges have on inbound tourism are able to subsidise such charges directly.

· Aircraft noise imposes costs on residents near airports. Curfews are a blunt policy for addressing noise costs, and given improvements in aircraft technology, performance-based restrictions could improve overall community welfare.
· Airport efficiency might be improved if unused slots reserved for regional airlines could be leased to non-regional users.
· Some airports charge a fuel throughput levy in addition to the land rent charged for refuelling facilities. Airlines consider fuel throughput levies unfair, but these levies can represent a sharing of risk between airports and airlines, and there is little evidence to indicate charging throughput levies are an abuse of market power.

	

	


During this inquiry, matters have been raised with the Commission that, while not strictly covered by the terms of reference, are relevant to Australia’s broader aviation framework. This chapter considers such matters, including:

· pricing and conduct at rural and regional airports
· general aviation at major capital city airports

· aviation security charges across Australia’s airport network

· airport noise issues, curfews and the Sydney airport runway movement cap

· aircraft refuelling facilities and charges.

13.1
Conduct of rural and regional airports

As noted in chapter 1, Australians are served by a wide range of airports. Besides the major capital city airports (which are the focus of this inquiry), there are many smaller airports providing an important link for more remote communities in rural and regional Australia. Indeed, the Australian Government highlighted the role of such airports in the Aviation White Paper, stating that:

Airports and aerodromes are a critical part of the transport infrastructure of regional and remote Australia, often providing the only means of reliable year round transport to other centres and cities. Without them, many Australians and local economies, already disadvantaged by distances from major markets, would be denied access to essential goods and services. (DITRDLG 2009a, p. 24)

Regional, local, rural and remote airports (hereafter collectively referred to as ‘regional airports’) provide the local (and sometimes surrounding) community with access to major regional centres and capital cities. This can allow residents to access education, medical and other services not provided locally, as well as facilitating out-bound tourism. Regional airports also allow for medical or other specialists to provide services in remote locations on a fly-in/fly-out basis, without having to have a permanent presence. It allows for the movement of skilled labour for particular purposes (such as mining), as well as the inward movement of goods and tourism to regional and remote areas of Australia.

Recognising this importance, the Australian Government supports regional air services, even where some of those services may not be commercially viable (DITRDLG 2009a, p. 53). For example, the Aviation White Paper suggests that by the end of 2013 the Government will have provided:

· $44.7 million as part of the Remote Air Services Scheme

· $20 million for remote aerodromes and services through the Remote Aerodrome Safety Program

· $3 million to begin the process of updating remote airstrips through the Remote Aviation Infrastructure Fund.

Additionally, the Government provided nearly $2 billion of untied funding to local councils in 2009-10, as well as allocated some of the separate $1 billion of local community infrastructure funding to airport-related projects (DITRDLG 2009a, pp. 24, 54).

The changing landscape

Since 1958, the Australian Government has gradually sold its regional airports to local council authorities under the Aerodrome Local Ownership Plan. Local councils acquired their airports under a freehold agreement with the Government, rather than a long-term lease. During the transfer period, each local council was eligible for financial assistance from the Government, with an equal split for both maintenance and approved development. The Government finalised the transfer of all regional airports by 1993. Subsequently, some airports have been sold to private (that is, non-government) owners, the largest being Cairns airport in 2009.

There have been changes to the number of regional airports in operation, the number of passengers flying on regional routes, the number of airlines flying to regional airports and the nature of the flights taken from regional airports. While the number of regional airports receiving passenger services halved from approximately 280 in 1984 to 140 in 2008, passenger numbers on regional routes nearly tripled (figure 13.1).
Over that same period, the number of regional air routes has approximately halved, with most of this decline being air routes between regional centres (figure 13.2). However, the number of services between regional centres and capital cities has remained relatively stable over the period.

Figure 13.1
Passenger movements at regional airports and number of regional airports served, 1984 to 2008
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Source: BITRE (2009).
Figure 13.2
Regional air routes, 1984 to 2008
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Source: BITRE (2009).

Concerns about the conduct of regional airports

Several airlines raised concerns about the conduct and operation of regional airports. These concerns largely echoed complaints made about the major capital city airports (with similar solutions often proposed for both groups of airports). Much like for their larger counterparts, airlines argued that regional airports have market power, and misuse that power through:

· inappropriate pricing of services and revaluation of assets, including over‑recovery of investment and ‘unjustified increases’ in prices over time

· lack of commercial agreements with airlines and the use of ‘take-it-or-leave-it’ conditions of use.
Qantas outlined a range of concerns with regional airports (sub. 52), while the Regional Aviation Association of Australia provided around 16 examples of claims by airport users about various regional airports (sub. 49). As all of these claims were made in confidence, the Commission is not in a position to verify them.
Illustrative of the airline industry’s concerns, box 13.1 outlines some of the complaints made by Regional Express (Rex) regarding regional airport conduct.
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	Box 13.1
Rex’s view on some regional airports

	Rex is one of Australia’s largest regional airlines, operating across a number of regional airports. In commenting on its experience with some of these airports, Rex noted that:

… the most prevalent issue for Regional Express (Rex) with respect to these other airports is the unjustified increase in airport charge that do not consider the significant activity growth (passengers and aircraft activity) that by default has increased airport revenues significantly greater than CPI.

In FY10/11 alone Rex has encountered significant passenger head tax increases at Burnie Airport (20 per cent increase), Mt. Gambier Airport (46 per cent increase which followed a 9 per cent increase and a 8 per cent increase during FY08/09) and Mildura Airport (12 per cent increase). Such significant and unjustified increases in passenger head taxes (in spite of the fact that airport revenue have already risen significantly because of more passengers brought in by Rex) costs have a direct impact on ticket pricing and subsequent negative impact on demand. In regional environments where air services are already marginal, there is no ability to pass these costs on to passengers. As a result the increased costs are a direct impact to the airlines bottom line and affect the viability of continued air services to these communities.

	Source: Regional Express Holdings, sub. 65, p. 16.

	

	


While Rex outlined complaints about a number of regional airports, it also provided examples of the positive relationship it has with others. For example, its partnership with Parkes Shire Council (owner of Parkes airport) has:

… grown passenger numbers from around 12,000 passengers per year to 32,000 passengers per year. The partnerships have involved setting passenger thresholds that, once exceeded, result in lower airport charges. This has provided Rex with the necessary incentive to undertake a longer term approach to grow the market through making significant additional investment that it otherwise would not have made under the more typical council methodology … (sub. 65, p. 18)

Rex gave similar positive reviews of the conduct of Griffith and Wagga Wagga airports, again on the basis of the airport charges that have allowed increased passenger growth on those routes.

Do regional airports have market power?

In responding to the claims made by participants about the conduct of regional airports, it is useful to consider the extent to which such airports are able to exercise any market power.

Unlike the major capital city airports, which often have multiple airlines flying each route, the majority of regional airports operate with only a single airline service. While varying across the period 1984 to 2008, the proportion of airports with a single operator was approximately equal in 1984 and 2008, at 68 per cent (figure 13.3). As noted previously, across this period routes involving regional airports have changed from intra-regional to a larger proportion of flights originating or terminating in a capital city.

Figure 13.3
Airline operators serving regional airports, 1984 to 2008
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Source: Adapted from BITRE (2009).

In commenting on the respective market power of regional airports and airlines, the owner of Mount Isa and Townsville airports stated that:

… whilst to some extent these airports may be seen as monopoly providers in their regions the reality is they are generally heavily dependent on one or two airlines. These airports have had experience where the airline dictates what it will pay. The airports are heavily constrained as [there] is often no alternative carrier and airport lease conditions make it extremely difficult to deny access to an airport for non-payment even if the airport had the will to do so. (Queensland Airports Ltd, sub. 67, p. 11)
Newcastle Airport Ltd — the only local council-owned airport to put a submission into the inquiry — discussed the changing market for rural and regional airports, driven by the demand of low cost carriers (LCCs) to open ‘non-traditional’ routes, often on the back of lower regional aeronautical charges. It noted that:

… the LCC’s are more focussed on developing non-traditional routes; this can lead to a bidding war between airports to gain these services, with, in most cases, the lowest charges winning. If an airport is being run as a business, it needs revenue to not only survive but to maintain and upgrade facilities. If revenue is not forthcoming from airlines then ancillary revenues need to be maximised, but not at the risk of exploiting the passengers … Once again the power and market dominance of an airline, particularly on domestic routes, should not be underestimated. This can affect pricing and contract negotiations leading to a greater dependency on ancillary revenue for an airport to thrive and expand, and provide flow on economic benefits to regional economies. (sub. 14, p. 2)
The proposition that regional airlines do not have countervailing power in negotiating with regional airports seems difficult to sustain when, for the majority of those airports, the negotiating airline will be the sole operator. In the Commission’s view, while local council airports may be monopolies in their regional area, their market power is likely to be curtailed by the airlines’ market power, particularly, given that many regional routes are in fact licenced and/or ‘conferred monopolies’.

However, there may remain circumstances where council airports pursue objectives that are contrary to maximising ‘national level’ efficiency. In part this derives from the fact that local councils are responsible to their local residents. For example, a council might:

· set its airport charges lower than an efficient level in order to increase throughput, if such increased throughput allowed it to increase its revenue in other ways. Notwithstanding the implied cross-subsidy from other sources of revenue, a council might consider that increased tourism could result in increased revenue from council-owned tourist attractions and regional businesses
· charge above the aeronautical price that would be ‘efficient’ were the airport a standalone entity, in order to provide local council services to residents, which they value more.

As discussed in chapter 5, while increasing prices when the demand for an airport’s services is price inelastic (such as might be the case for fly-in/fly-out workers) is consistent with economic efficiency, this would still set an upper bound on the efficient level of charges. 

Similarly, while council airports may choose to hold their aeronautical charges artificially low in order to pursue broader community objectives (such as encouraging tourism), non-transparent or distorting policies that result in prices not reflective of the long-run incremental cost of the airport are likely to reduce welfare. This is because efficient prices communicate information to both airport operators and consumers, about the value of the services being demanded and the costs and benefits of investment in additional capacity. Prices not reflective of long-run incremental cost are likely to result in deferred maintenance, or the mistiming of investment decisions, which itself can result in congestion or underutilisation of capacity.

Where regional or other social policy goals are being pursued, this should be done directly, rather than through practices that impose economic costs.

Responses to the draft report

In the draft report, the Commission noted that the goal of airport policy should be to achieve efficient price and investment outcomes, both for major capital city airports and council-owned regional airports alike; and that given the diversity of councils across Australia, regulating the ‘efficient’ level of investment and services at each regional airport would be problematic. And because the likely countervailing power that a single airline operator will have with a regional airport, any abuses of market power are unlikely to be comparable.
Reflecting on the beneficial role the Pricing Principles had played in negotiations between airline operators and the major capital city airports, the Commission sought feedback in its draft report on whether there would be benefits in extending the principles to regional airports. A number of participants responded.

Qantas suggested that while a full application of the principles would be unnecessary, there:

… is merit in applying some of the basic rules to regional airports. Providing a simplified set of principles may facilitate both sides in finding common ground in negotiations. Commercial negotiations, transparency of costs, consultation with airlines (particularly on time and scope of development plans) and some form of building block model would be the ideal minimum for these Principles. (sub. DR127, p 5)

However, the AAA again highlighted the lack of market power of many regional airlines, and noted the potential unintended consequences of applying the Pricing Principles to regional airports, particularly where they were already unable to recover their costs through airport charges:

… there would be a very real prospect that application of the pricing principles to many regional airports, rather than constraining airport pricing, would see major increases in aviation charges. By way of comparison, it notes that the ACCC approved a price increase of nearly 100% for Sydney Airport when the Commonwealth decided to place aviation charges at that airport onto a commercial footing before proceeding to sell the airport. The AAA reasonably anticipates that many government owned regional airports are similarly operating at significantly less than commercial pricing levels. (sub. DR97, p. 11)

One regional airport, Mildura Airport, responded that the calls from airlines to regulate regional airports was:

 … a heavy handed approach to mischievous and malicious assertions by some Airlines who are seeking to gouge the best possible financial position for their shareholders from vulnerable, naive and frequently commercially inexperienced entities controlling many Regional Airports and who do not have an established network of communication and information to enable them to establish any benchmark of performance. (sub. DR110, p. 2)
Indeed, large airlines, such as Qantas and Virgin Australia (as well as smaller, established airlines such as Rex), have the benefit of negotiating with many airports across Australia, while the majority of regional airports will negotiate with only a single airline. This ‘learning by doing’ puts the airlines at a significant expertise advantage in their dealings with regional airports, in addition to any countervailing power they hold as the sole operating airline.
Indeed, Mildura Airport suggested that it had previously sought to discuss issues with other airports of similar size and were ‘quickly informed by one Airline that they viewed this as establishing a cartel and communication should cease immediately or risk litigation’ (sub. DR110, p. 2). Given the market position of regional airports and the market power of a single airline operator, such threats would be concerning.
Given the feedback received, the Commission does not believe that the Principle Principles should be extended to regional airports in any formal way. However, there does appear to be an issue with the levels of skill and expertise that regional airports can draw on in negotiating with airlines, who themselves have the benefit of negotiating with many airports. In addressing this, while no regulatory response is warranted, there is likely to be benefit from the AAA (or similar industry body) playing a greater role in training and advising regional airport staff in negotiating with airlines.
13.2
General aviation at major capital city airports
The term ‘general aviation’ refers to:

... a range of aviation-related activities and businesses, primarily using smaller aircraft and using secondary airports … General aviation performs an essential role within the broader aviation industry and in providing air services such as charter flights, aerial agriculture, aeromedical services, search and rescue, firefighting, surveying and aerial photography, pilot training, aircraft maintenance and repair work. It also includes private and recreational flying. (Australian Government 2009, p. 62)

During this inquiry the Commission met with, and received submissions from, a number of general aviation (GA) operators. In broad terms, operators raised a number of complaints, including:

· increases in fees and charges for airport infrastructure that is not used — or needed — by general aviation operators

· increases in property lease charges, making hangars, parking, maintenance and other operations unviable at major airports
· access to airport precincts essential to GA operations, including for business aviation.

Pressures on the sector are not new

Some general aviation operators raised concerns about the movement of smaller operators to secondary airfields. But this is not new. Reflecting on this history, Airservices Australia noted that:

Following World War II primary capital city airports experienced a significant increase in airways activity that placed pressure on the safety and efficiency of aircraft operations in and out of capital city ports. In response, incentives were provided to operators to move flying training and smaller operations to secondary airfields. The incentive program helped shift smaller private and training aircraft operations to secondary capital city ports and provided Regular Passenger Transport (RPT) services prime access to capital city ports, improving safety for airport users and increasing operational efficiency. (ASA 2011, pp. 19–20)

Recognising that the sector faced pressure, in 2006 the Australian Government established an ‘Industry Action Agenda’ group to propose actions and reforms to improve the performance of general aviation more generally. In its 2008 final report, the those pressures that had been impacting general aviation operators at major airports (box 13.2).
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	Box 13.2
Findings of the General Aviation Industry Action Agenda

	The Australian Government’s General Aviation Industry Action Agenda considered the pressures faced by GA operators since airport privatisation had commenced. In its final report, the group noted that many GA operators faced commercial charging regimes they had not experiences under the FAC ownership of airports, which often resulted in increases in charges as airports moved to a more commercialised level of charging. They noted that FAC charges had often been unrealistically low, and that rates for leasing land or buildings on airports were moving to a level commensurate with off-airport charging.

	Source: DITRDLG (2008a, pp. 42–3).

	

	


Continuing the themes raised by the group, the Australian Government has recognised that small general aviation operators may be particularly ill-equipped to negotiate with large capital city airports. The White Paper noted that the:

… skills required to meet the technical, operational and regulatory needs of small aviation businesses have sometimes not translated to the business skills required to manage the rapidly changing modern commercial environment. This is a continuing challenge. (DITRDLG 2009a, p. 62)

The White Paper reiterated some of the concerns of general aviation operators, including:

· access certainty at major capital city airports at a reasonable cost

· the pressures put on general aviation operator’s use of airport land by commercial development

· treatment at regional airports seeking to attract regular public transport (RPT) services by low cost carriers.

The Australian Government encouraged all airport tenants — including general aviation operators — to engage in the airport master plan process, but did not make specific recommendations regarding general aviation in the future (DITRDLG 2009a). 
The grievances of the general aviation sector reflect the outcome of an inexorable trend towards major airports focussing primarily on RPT services, rather than general aviation. The Commission considers that efficiency is likely to be enhanced through the relocation of smaller general aviation operators to secondary airports, where those facilities are appropriate for the aviation activities undertaken.

However, for business aviation and some other operators, secondary airports are often not a substitute for access to the major capital city airports. According to the Australian Business Aircraft Association (ABAA), ‘business aviation’ refers to the owners and operators of turbine powered business aircraft (sub. DR94, p. 1). As the ABAA notes, the business aviation sector of the industry is large and growing, with over 34 000 aircraft operating across the world. The ABAA highlighted that for many international corporate and business travellers, travelling via private aircraft was essential, with its own research suggests that:
 … a number governments and international companies require for their executives and officers to travel on owned or chartered business aircraft. Details of these requirements can be found for many US-domiciled companies in SEC filings for listed companies. (sub. DR94, p. 4)

Furthermore, it stated that such aircraft could only use airports that had:
· proximity to CBD to allow for access to business, government and industry

· adequate runway length and aprons to accommodate a range of aircraft sizes and weights

· adequate facilities to service aircraft, cargo and passengers
· migration and custom services (sub. DR94, p. 3).
Access to capital city airports may also be essential for emergency services operators (such as police, firefighting or aeromedical operators, including the Royal Flying Doctor Service) where secondary airports cannot provide suitable operating facilities.

In one example, the ABAA raised concern about plans by Virgin Australia to construct hangar facilities on the current business aviation precinct at Sydney airport, noting that the area contained the vital infrastructure necessary for business aviation. Specifically, the Association was concerned about the lack of critical planning for the needs of business aviation operators at the airport, and access to the airport during the construction phase.

The Commission notes that the Australian Government continues to exercise some control over many secondary (and all capital city) airports through its leases, and the Major Development Plan process. It is important that the impacts on general aviation operators in capital cities be considered whenever changes in lease conditions are being contemplated for these secondary airports. And at capital city airports where there is no suitable secondary, the needs of users should be considered in their master plans. Where redevelopments impact on users’ access to the airport, allowances for continued access should be required as part of the plans.
13.3
Aviation security charges

Darwin International Airport (sub. 7) and the Northern Territory Government (sub. 10) expressed concern about the level of security charges at Darwin airport, and advocated an alternative method for recovering security costs at Australian airports. Given the ‘demographic, geographic, climatic and economic characteristics of the Northern Territory’, the Northern Territory Government suggests that the aviation industry forms ‘a considerably more significant input into the Northern Territory economy — across all industries — than it does to the national economy’ (sub. 10, p. 2). The Northern Territory Government contends that security charges (resulting from mandatory security requirements) impose a disproportionate cost burden on airports with lower passenger numbers.
What aviation security requirements apply at major airports?

Section 3.27 of the Aviation Transport Security Regulations 2005 (Cwlth) specifies those airports that are ‘counter-terrorism first response’ (CTFR) airports — currently Adelaide, Alice Springs, Brisbane, Cairns, Canberra, Darwin, Gold Coast, Hobart, Melbourne, Perth and Sydney airports. Other airports face lesser security requirements.

In addition to the general aviation security requirements (such as passenger and baggage screening), designation as a CTFR airport imposes the highest level of aviation security requirements on airport operators. Airport operators are required to provide deterrence measures within their airport, such as continuous patrolling within the airport boundaries, with particular emphasis on:

· terminal areas, and approaches to terminals

· barriers that separate publicly accessible and operational parts of the airport

· baggage, cargo and freight sorting and holding areas

· airside parts of the airport used for the movement and holding of aircraft.

Airports must also be capable of responding to a terrorist act, including having procedures to evacuate people in danger (or potentially so), to contain such an act if it is occurring or has occurred, and to cordon off the area involved. Airport operators must also be able to transfer control of the situation to responsible law enforcement authorities.

The regulations do not require airport operators to undertake this security work directly; instead, operators must enter into an agreement with a CTFR service provider for the provision of these services. The service provider is then responsible for the implementation and operations of the security requirements.

In addition, Brisbane, Melbourne and Sydney airports are to ensure their CTFR providers have two explosive-detection trained dogs available at all times.

Regulation 7.02A of the Airport Regulations 1997 specifies that for the purposes of charging and reporting in the regulatory accounts, airside safety and security services and facilities are ‘aeronautical’. Airport operators recover such charges from airlines, with the charge for security requirements being a component of the per passenger charge. Given that there are a number of fixed security costs that will not necessarily vary according to airport size, per passenger prices at any airport are heavily determined by passenger throughput.

As a result of its lower passenger numbers, Darwin and Alice Springs airports have the highest per passenger security charges of any CTFR airport (figure 13.4).

Figure 13.4
Per passenger charges domestic return trip
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Source: Darwin International Airport, sub. 7, p. 11.

Proposed reforms

The Northern Territory Government put forward proposals to lower the security charges at a number of airports (including Darwin and Alice Springs):
· Uniform (or network) pricing, which would distribute the total cost of security at Australia’s CTFR airports across all passengers using those airports. This would have the effect of lowering the charge at some airports, while raising it at others, to achieve a ‘uniform’ price at all airports. A variation of this is to have partial network pricing, where the security costs of a subset of CTFR airports are distributed across the passengers at those airports.

· Direct funding assistance, where the Australian Government would contribute to the security costs at CTFR airports. A number of options exist within this proposal.

In 2008, the Northern Territory Government received analysis of the expected changes in airport security charges from the introduction of both a full and partial network pricing model for security charging. Table 13.1 shows that for airports with a large passenger throughput, a full network pricing arrangement would increase per passenger security charges between 2 per cent and 39 per cent. For those airports with lower passenger numbers, charges would fall between 11 per cent and 62 per cent.

As the Northern Territory Government noted, a partial network pricing model that excludes the ‘gateway’ airports of Sydney, Melbourne, Brisbane and Perth would reduce the gains to the smaller airports, as well as reduce the allocative efficiency of the system (sub. 10, p. 2). Under this partial model, Adelaide airport would face a 62 per cent increase in charges.
Table 13.1
Network pricing models: domestic airport security charges
	Airport
	Domestic passengers 2007-08
	Estimated security charge
	Full network pricing
	Change
	Partial network pricing
	Change

	
	(‘000)
	$
	$
	%
	$
	% 

	Sydney
	20 053
	3.40
	4.21
	24
	3.40
	0

	Melbourne
	18 579
	4.75
	4.21
	-11
	4.75
	0

	Brisbane
	13 360
	4.12
	4.21
	2
	4.12
	0

	Perth
	5 975
	3.36
	4.21
	25
	3.36
	0

	Adelaide
	5 633
	3.02
	4.21
	39
	4.90
	62

	Gold Coast
	4 062
	5.50
	4.21
	-23
	4.90
	-11

	Cairns
	2 772
	3.55
	4.21
	19
	4.90
	38

	Canberra
	2 261
	5.00
	4.21
	-16
	4.90
	-2

	Hobart
	1 757
	5.00
	4.21
	-16
	4.90
	-2

	Darwin
	1 285
	9.87
	4.21
	-57
	4.90
	-50

	Alice Springs
	627
	13.00
	4.21
	-68
	4.90
	-62


Note that such comparisons are indicative only as differences in accounting methodologies across airports, limit the extent to which security charges are a true reflection of the full security cost.

Source: Access Economics (2008).

Pricing rationale and conclusion

As noted above, the current regulations require individual CTFR airports to meet a range of security outcomes, which are charged by those airports to the individual passengers that travel through them. In general, such a ‘user pays’ system should deliver the desired security outcomes in the most efficient way, as airport operators face the incentive to meet their regulated obligations at least cost. Given that the security outcomes for the CTFR airports are the same, the resulting price will differ according to the number of passengers passing through.

The issue is whether the benefits of an airport’s security measures accrue solely to those passengers travelling through that airport, or whether there are broader benefits for all air travellers, or the community more generally. There are two broad ways that security benefits might accrue to individuals other than direct passengers at an airport.
· First, airline passengers might benefit from knowing that all Australia’s major airports have high-level security processes, even if they are only travelling through a subset of those airports (eg a passenger travelling from Melbourne to Sydney might benefit from knowing that flights from Perth to Darwin were secure). As a result of the procedures at all CTFR airports, passengers may not need to make assessments about the individual level of security on any particular route they wish to fly.

· Second, the general non-travelling public may receive a benefit from aeronautical security arrangements. While the primary beneficiaries of aviation security are those travelling on aircraft, following the 11 September 2001 attacks in the United States, the public is more aware that aircraft can be used to cause harm and damage to the public more broadly. Thus, someone who is not travelling in an aircraft likely receives (at least) some benefit from knowing that it is less likely an aircraft can be used to harm them.

While these rationales provide a theoretical basis for a move to network charging (in the first case), or even some form of government contribution (in the second case), in practice, the extent of any benefit is an empirical question. Altering the current user-pays charging arrangements in a way that made the Australian community better off overall would require analysis of all the costs and benefits of the various options. That work is outside of the scope of this draft report.

In its submission, the Northern Territory Government expressed concern about the effect on tourism within the Territory from higher security charges. If the Northern Territory Government wishes to increase tourism, it could subsidise the security charges at Darwin and Alice Springs airports, in order to reduce the charges levied directly on passengers. This is likely to be a more efficient outcome if the territory government believes that this would deliver a net benefit to the territory as a whole, such as from increased tourism (i.e. increased revenue from additional visitors). 

Should Australia’s aviation security arrangements be systematically reviewed in the future, consideration should be given by the review body to the incidence of costs and benefits of security arrangements, ensuring that all those who receive benefits contribute to the overall costs of the system. 
Charges for navigation and aviation firefighting and rescue

The South Australian Government also discussed the impact of Air Services Australia’s charges for en route and terminal navigation and aviation fire and rescue services at Adelaide airport, arguing that its location specific pricing results in airports with fewer passengers paying higher costs (sub. 58, p. 2), akin to the pricing arrangements for security discussed above. However, as Air Services Australia responded (sub. 68), its services are already subject to the more intrusive price notification scheme, with the ACCC approving price structures and levels.

It is evident that differential passenger volumes among airports mean that location-specific pricing and network pricing would have a different incidence. However — somewhat different to the situation with CTFR security requirements — on efficiency grounds, there is no rationale for breaking the direct link between costs and prices for navigation, fire and rescue services at Adelaide airport. Moreover, these matters are subject to ongoing consultation following the ACCC’s March 2011 Draft Price Notification on these services.

13.4
Noise management at airports

Aircraft noise is an unavoidable part of aviation activity, and a management issue for airports across the world. Aircraft noise tends to be the greatest when aircraft are taking-off or landing, and thus noise issues are particularly acute for people living close to airports (although residents outside the ‘typical’ flight path may be affected if aircraft are circling above the airport awaiting an arrival slot).

As noted in chapter 3, there are currently four Australian airports subject to noise curfews: Adelaide, Essendon, Gold Coast and Sydney. The curfew at each airport operates from 11 pm to 6 am the following day, and restricts passenger-carrying aircraft from arriving or departing from the airport, excluding emergencies. In some circumstances the curfew arrangements allow specified aircraft types (that meet noise standards and are under a specified weight) to operation particular runways, which maximise over-water operations. If the specified runways are not available for use, then the curfew restrictions continue to apply. For example, these provisions apply at Sydney and Adelaide airports for specified aircraft less than 34 tonnes that meet the noise standards.

As part of the master plan process, airports provide future anticipated noise exposure forecasts. As the controller of Australian airspace, Airservices Australia has a role in affecting the degree of noise at an airport (for example, through changes to flight paths) and also is responsible for monitoring aircraft noise complaints. The Aviation White Paper, among other things, established the Aircraft Noise Ombudsman, whose role is to independently review noise complaint procedures and make recommendations for improvements (DITRDLG 2009a). The Ombudsman also aims to increase the general public’s awareness of aircraft noise issues.

Noise concerns at airports arise because the costs and benefits of operating a particular flight are not borne solely by the airline; rather, there are ‘spillover’ noise costs that affect the surrounding community. If these costs are not factored into the decision to operate a flight, there may be a sub-optimal level of flight activity at an airport. Such ‘externalities’ are well covered in the economic literature. Box 13.3 considers the rationale for curfews.
In its 2009 Annual Review of Regulatory Burdens on Business: Social and Economic Infrastructure Services, the Commission noted the differences in the allowable international flights per week during the curfew hours under the Sydney Airport Curfew Act 1995 (Cwlth), and the regulations operating under that Act. It suggested that:

Aligning the Sydney Airport curfew regulations with the Act would allow additional aircraft to utilise the shoulder period between 5.00 and 6.00 am. Nevertheless, performance based regulation based on a permissible level of noise for all aircraft using the airport between certain hours could provide a more effective means of protecting the amenity of surrounding airport communities than the current prescriptive arrangements. This would ensure that a specified noise level was met during the late evening/early morning hours, provide an incentive for the operation of lower noise aircraft and remove the anomalies in the current arrangements. (PC 2009, pp. 271–2)

In line with this previous consideration, it is the Commission’s view that, given the changing mix of Australia’s aircraft fleet as new and quieter aircraft begin operations, it might be possible to improve overall community welfare if airport curfews were based on the noise performance of aircraft, rather than prescriptive bans. If airlines could achieve noise outcomes that left nearby residents no worse off (such as through adjustments to thrust levels or ascent/descent profiles), airport efficiency could be improved through better utilisation of the existing infrastructure.

Do not delete this return as it gives space between the box and what precedes it.
	Box 13.3
Economic rationale for noise curfews

	‘Time of day’ curfews attempt to reduce the inconvenience experienced by residents close to an airport, resulting from the noise caused by aircraft. This noise ‘externality’ causes a loss of amenity to the residents who live in close proximity to the airport flight path.

Economic literature suggests that community wellbeing can be improved if such external costs (in this case, the loss of amenity suffered by nearby residents) are factored in to the initial decision by airlines to operate a flight. As the additional ‘costs’ are considered, the quantity of flights would likely decrease, balancing the benefits of flying with the costs experienced by the community.

One way that governments reduce the loss of welfare caused by a negative externality is through the imposition of a tax on the consumption of the good in question. Taxes will generally raise the costs of goods or services, with the resulting price increase reducing the quantity consumed, thus reducing the loss of wellbeing to the community. 

In practice, it can be difficult to get the tax level right so that the socially desirable level of noise occurs. Curfews are a ‘blunt’ instrument when dealing with an externality, given that they constitute a total ban on flights during the curfew period. However, a government may have determined (on behalf of its citizens) that for a period of time during the day (and usually during the night time) no amount of aircraft noise is acceptable. In this case, a curfew is likely to have the same outcome as a tax levied at a rate that prevents all flights during the night.

	

	


In addition to the curfew, Sydney airport has a restriction of 80 aircraft movements per hour during its operating hours. In commenting on the impact of the restrictions in terms of its operational capacity and efficiency, Sydney Airport Corporation observed:
The arbitrary limit of 80 aircraft movements in an hour is below the demonstrated capabilities of Sydney Airport and artificially limits the effective capacity of the airport. As a consequence:

· the theoretical long term capacity of the airport is limited

· strategic slot hoarding by airlines in the morning and evening peaks results/occurs

· capacity constraints increase in morning and evening peaks, when the majority of international and domestic services wish to arrive at and depart from Sydney Airport. (sub. 46, p. 17)

As Sydney Airport Corporation also noted, the movement restrictions were introduced 15 years ago, when aircraft were noisier than the current fleet. 



The Sydney Business Chamber commented on the impact that the regulatory constraints have on the efficient operation of Sydney Airport, noting that:

… Collectively, these artificial constraints result in the airport being forced to operate well below the capacity that would otherwise be provided by its infrastructure. While some of these constraints are of course quite properly intended to ensure the airport operates in an environmentally acceptable manner, others are based on no apparent logic and came about following what can only be described as historic ad hoc and politically driven decision-making processes. It is in the national interest that significant pieces of economic infrastructure like Sydney Airport be operated as efficiently as possible, particularly before governments start spending the several billions of dollars that would be necessary to build a second airport …
(sub. 23, pp. 2–3)

Responses to the draft report

A number of participants responded to the Commission’s draft conclusion that community welfare might be improved if the curfew standards at Australian airports were based on a maximum noise requirement, rather than a specified list of aircraft.

For example, the Sydney Airport Community Forum (SACF) — representing a number of Federal and State MPs, local councillors and the surrounding community — stated that it saw measures to improve noise handling at Sydney airport as ‘complementary measures, not measures that would justify removing or changing the curfew or cap’ (sub. DR103, p. 1). This point was also made by the Department of Infrastructure and Transport, which noted that government policy over time had recognised these provisions as ‘complementary to regulatory provisions’, rather than being designed as a replacement (sub. DR117, p. 3).
SACF also discussed the issue of aircraft noise improvements at the Commission’s public hearings, noting that while noise improvements of 2–3 decibels per plane had been achieved, in practice such aircraft were not much quieter than existing aircraft (trans. p. 111).
However, Sydney Airport responded to this claim at the public hearings, noting that noise (decibels) were calculated on a logarithmic scale, and that in effect, a 10 decibel increase in noise represented a 10-fold increase, whereas a 3 decibel reduction was close to a halving of noise (trans. p. 190).
Noise regulations based on specified lists of aircraft are likely to have other unforeseen consequences. For example, at the public hearings the Australian Business Aircraft Association highlighted the desire by Australian businesses to purchase new jet aircraft, but were dissuaded from doing so because they were not listed on the schedule of aircraft that could operate at Sydney airport during the curfew (trans. p 36). These aircraft, while being quieter, have the additional benefit of superior environmental outcomes, such as reductions in fuel consumption. The loss of these additional benefits must also be weighed up against the continued maintenance of a rigid noise system.
Considering this additional information, it remains the Commission’s view that community welfare can be improved through a move to noise-based outcomes, rather than a prescriptive curfew and movement cap. The Australian Government should, as a matter of policy, endeavour to amend the regulatory system to one based on noise-performance standards, whereby any aircraft operating below a certain noise threshold can operate during the curfew period, rather than only those aircraft prescribed in the regulations. This would allow the industry and community to reap the environmental and efficiency gains from newer aircraft, while leaving the level of noise – and by extension, the impact on the surrounding community – unchanged.
Additionally, in relation to the movement cap at Sydney airport, the Commission observes that overall airport efficiency might be increased by allowing regional airlines to voluntarily lease their ‘ring-fenced’ slot allocation. This could increase the capacity of the airport (particularly at peak times) while simultaneously providing a financial boost for regional airlines.

The Associate Commissioner resides within an area directly affected by the movement and noise restrictions applying to Sydney airport. Owing to conflict of interest considerations he ‘stands aside’ on the curfew and movements per hour issues discussed above. 
13.5
Fuel throughput levies

Practices regarding aircraft refuelling, including the charging of fuel throughput levies, were an issue raised by airlines in the Commission’s 2002 and 2006 reports. Qantas (in particular) again raised the issue in this inquiry.

As the Commission found in 2002, airports have some market power in the provision of refuelling facilities given their control of airport land, and the desire by users to have refuelling facilities on the airport site itself (PC 2002). For some airlines, the ability to refuel after each flight is essential — long-haul international flights being one such example. For larger aircraft undertaking many short domestic flights per day, it may not be essential to refuel at each landing. And for weight (and thus cost) reasons, airlines may have a preference to refuel more often than is technically required. An airport’s market power thus derives from the degree to which an airline must refuel at a particular airport. However, most airports in Australia do not own or operate refuelling infrastructure directly. 

Refuelling facilities

Aircraft refuelling facilities at each of Australia’s major airports are known as Joint User Hydrant Installations (JUHI). These are typically a single joint-venture operation between several oil companies (and at Sydney airport, several oil companies and Qantas). As shown in figure 13.5, a combination of refineries, terminals, pipelines and on-airport storage are used to deliver and store aviation fuel at different airports, while a combination of hydrants and trucks are used to refuel aircraft. 
The JUHI negotiates the land lease with the airport for those aspects of the supply chain that take place on airport property. Typically, such lease charges are passed on to airlines in full.

Figure 13.5
Jet fuel product flow
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Source: Adapted from Qantas (sub. 52, p. 48).
Throughput levies

As noted in the Commission’s 2006 report, the treatment of fuel ‘throughput levies’ has differed under the various regulatory regimes applying to airport pricing (PC 2006). Such levies are generally a charge on the volume of fuel that travels across the airport land, as opposed to a fixed lease. Not all airports charge a throughput levy.

In its 2009‑10 monitoring report, the ACCC explained the different treatment of aircraft refuelling revenue over time:

Under the arrangements that applied until 30 June 2007, aircraft refuelling was classified as an aeronautical service under direction 27, while it was not included within the definition of aeronautical services under the Airports Act. In addition, clause (3) of direction 27 provided an exemption for the provision of services that, on the date the airport lease was granted, were the subject of a contract, lease, licence or authority given under the common seal of the Federal Airports Corporation. (ACCC 2011a, p. 11)

Part 7 of the Airports Regulations defines aeronautical services to include ‘ground handling (including equipment storage and refuelling)’ and ‘aircraft refuelling (including a system of fixed storage tanks, pipelines and hydrant distribution equipment)’. Specifically, Regulation 7.03(6) states that in preparing the regulatory accounts for aeronautical and non-aeronautical services:

… the costs and revenue for the provision and use of aeronautical services and facilities … must include those recovered directly or indirectly from airlines (such as fuel throughput levies recovered through third party suppliers).

In its submission, Qantas indicated that Canberra airport had begun charging a fuel throughput levy in 2006, and that Sydney airport had indicated it would begin to do so in 2011. Qantas contended that ‘ … despite clearly being related to aeronautical services the revenue from these aeronautical facilities is also not offset against the aeronautical charges … ’ (sub. 52, p. 49).

The Commission considered whether the imposition of fuel throughput levies constituted an abuse of market power in its 2002 report, noting that:

Of itself, the restructuring of the charge is not evidence of an abuse of market power. A two-part pricing structure may be a more efficient way of pricing the service. It also may indicate a change in attitude to risk by airport operators. (PC 2002a, p. 168)

In that report, the Commission weighed up the likelihood that airports were exercising market power:

· At that time, airports indicated that they were merely exercising contract clauses that existed between the FAC and the JUHI at the time of privatisation. The Commission noted that the presence of a contract does not, of itself, preclude an abuse of market power.

· A lack of cost justification similarly does not indicate an abuse of market power, but may indicate a more efficient way to structure the charging for fuel services at airports.

In sum, the key issue is whether the levy charged by an airport is above the efficient levy price, and the Commission concluded that ‘ … on balance, the extent to which airport operators have abused their market power is unclear’ (PC 2002a, p. 169). Moreover, there was no evidence presented to the Commission in this inquiry to indicate an abuse of market power by any airport. 

However, given the possibility for airports to abuse any market power they have in relation to fuel throughput levies, it is appropriate that the provision of refuelling facilities and services continue to be considered aeronautical for the purposes of price monitoring, and reported in the aeronautical services accounts.
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