	
	


	
	



Findings and recommendations
Finding 4.1
Performance of Australian airports
Australian airports’ aeronautical charges, revenues, costs, profits and investment outcomes remain within the performance range of their overseas counterparts. Within this group, Australian airports have achieved:

·  relatively low aeronautical and non-aeronautical revenue per passenger
· relatively low total costs, operating costs and staff costs
· relatively high profits 

Finding 4.2

· average to above average capital expenditure per passenger and return on capital employed. 
The productivity of Australian airports has improved, while any changes in efficiency or technology have been positive over the post-privatisation period. These indicators suggest that, despite earning below average revenues per passenger, Australian airports are able to profit from cost reductions.
Market power and regulation

Finding 5.1

The continued growth of low-cost carriers, overseas national airlines and competition from some secondary airports have reduced the potential for airports to exploit market power. Nevertheless, Brisbane, Melbourne, Perth and Sydney Airports retain sufficient market power to be of policy concern. Given its recent investments, size and position in the national network and long-term customer contracting — as well as evidence from airlines themselves — Adelaide Airport’s relatively lower market power is such that the countervailing power of airlines constitutes an effective constraint. Moreover, there is insufficient evidence to suggest the scope of the Tier 1 regulatory regime should be expanded.
Finding 5.2
In general, the coverage of the current monitoring regime is appropriate, and despite recent technological developments (such as online passenger check-in facilities), the additional benefits of attempting to fine tune the monitored aeronautical facilities and services is unlikely to outweigh the cost.
Investment and capacity

Finding 6.1

The Australian Government has a number of regulatory and other levers to influence the timing and nature of investment at Australian airports, including lease provisions and requirements under the Airports Act 1996. To date, these levers have not been triggered, as investment has exceeded requirements established at the time airports were sold.
Finding 6.3

Finding 6.2

There is evidence of significant investment in aeronautical infrastructure at Australian airports in the period since light-handed monitoring was introduced in 2002, with significant future investment planned. Compared to other Australian infrastructure, airport investment outcomes rate favourably.

Despite instances of delays to aeronautical investment, it does not appear that such delays have been unreasonable. Moreover, airport operators appear to consult with airlines and other airport users about the nature and timing of individual investments at the airports for which they are responsible — although not always to the satisfaction of airlines — and the degree of consultation varies between airports.
Finding 6.4

The pre-funding of airport investments is a recognised component of the Pricing Principles. There is not a strong case for a prescriptive approach to pre-funding airport investments, and the current arrangement (negotiation between an airport and airlines) appears to have resulted in satisfactory outcomes since privatisation. While this approach appears to have worked well so far, the construction of a new runway at Brisbane Airport (the first in the world by a privatised airport) could be a significant challenge to this approach.
Airside and terminal: monitoring outcomes

Finding 7.1

Price monitoring data since 2002-03 show substantial total price increases at most of the monitored airports. However, taken in context, these increases do not indicate systemic misuse of market power.
Finding 7.2

Recent quality of service monitoring for the overall and passenger survey results alone do not indicate any persistent trends that would suggest the misuse of market power.
Finding 7.3

Quality of service ratings from airline surveys are notably lower than passenger ratings, including ratings of ‘poor’ for both Sydney and Perth airports. Concerns raised by the ACCC appear to place greater emphasis on the airline surveys.
Commercial negotiation

Finding 8.1

Commercial agreements are the basis for the relationships between airports and most airlines. Reflecting that commercial negotiation in a light-handed environment only began after 2002 and that commercial agreements typically are for five years or more (and up to 15 to 17 years for some terminal agreements), the opportunity for the parties to iterate to more comprehensive and refined agreements has been limited.

Finding 8.2
Commercial agreements now incorporate features that airlines considered were absent or deficient in 2006. But despite these advances, airlines assert that commercial negotiations with some airports are one-sided and dysfunctional.
Finding 8.3
Problems with commercial negotiation are not symptomatic of system-wide failure, but appear to reflect different practices across airports. Sydney airport in particular attracts more criticism than other airports. The variations between airports demonstrate that commercial negotiation can, but may not always, work well.
Finding 8.4
The divergence in the observations and assertions made by airports, on the one hand, and their airline customers on the other, seems to reflect ‘positioning’ to either protect or change the distribution of profits between them. Ultimately, the claim and counter claim nature of the evidence means it is not possible to make a definitive call that greater regulatory intrusion is warranted. There is considerable scope to improve commercial negotiation — particularly with regard to contract formation — as it has not yet achieved the level of maturity envisaged with the lifting of price regulation nearly a decade ago.
Options for future airport regulation

Finding 9.1
Despite complaints from airport users and the public stance on airports taken by the Australian Competition and Consumer Commission (ACCC), existing safeguards have been very little used.

· The ACCC has not called for, nor has the relevant Minister instigated, a price investigation of any airport.

· Since the privatisation of airports, there has only been one application by an airport user to the National Competition Council to have airport services declared. Further, during this time, the relevant Minister has not commenced an application.

·  No user sought to have the declaration of domestic airside services at Sydney extended beyond the December 2010 expiry date.

Recommendation 9.1
The Australian Competition and Consumer Commission should publicly release a draft monitoring report and, following consultation with the monitored airports in response to that draft report, subsequently publicly release a final monitoring report.

Recommendation 9.2
As part of its monitoring report process, the Australian Competition and Consumer Commission (ACCC) should be able to nominate that an airport show cause why its conduct should not be subject to scrutiny under a Part VIIA price inquiry. Such a nomination should be contained in the draft monitoring report which should present, and set out the basis for, the ACCC’s preliminary findings.
Recommendation 9.3

To nominate an airport to show cause, the Australian Competition and Consumer Commission should form a view that there is prima facie evidence that the airport has, over time, demonstrated a consistent pattern of achieving aeronautical returns in excess of a reasonably expected band of outcomes, having regard to price paths, the quantum and timing of investment and how that bears on quality outcomes and market conditions. These criteria should be included in regulations.
Recommendation 9.4

An airport’s response to the nomination in the draft monitoring report should be made public. Where the Australian Competition and Consumer Commission (ACCC) is satisfied with the airport’s response, the final report shall reflect that and no further action will be taken. Where the ACCC is dissatisfied with that airport’s response to a show cause request, it shall recommend that the relevant competition Minister invokes a Part VIIA inquiry. If the Minister initiates a Part VIIA price inquiry, the review body would draw on the monitoring reports and also take evidence and consult with the airport operator and its customers. In forming a view about an airport’s exercise of market power, the review should examine:
· whether charges for airport services have consistently been set at a level higher than would be justified on the basis of costs, investment requirements and changes to service quality

· how non-price terms and conditions are treated in agreements and how rights to vary such terms are set 

· the extent to which consultation mechanisms allow for the reasonable provision of (two way) information.
The review body must be guided by the ‘Pricing Principles’.
Recommendation 9.5

Assessments of airport behaviour during the next period of price monitoring should continue to be governed by an overarching set of principles. All the current ‘Pricing Principles’ should be retained.
Recommendation 9.6

Where an airport includes recourse to an approved binding independent dispute resolution mechanism as part of its contract formation process, it should not be subject to the show cause mechanism. To be eligible for this exception, the airport’s default binding dispute resolution mechanism must be approved by the Minister. The approved binding dispute resolution mechanism would not preclude the airport and its negotiating partner from subsequently agreeing to their own independent dispute resolution mechanism.

Recommendation 9.7
An airport-specific arbitration regime activated by deemed declaration of airport services under Part IIIA should not be introduced. Similarly, mandatory codes of conduct and mandatory guidelines to specify matters such as, the allocation of costs to aeronautical and non-aeronautical purposes and building block parameters, should not be introduced.
Recommendation 9.8

There should be a further period of price and quality of service monitoring at Australia’s major airports when the current arrangements end in June 2013. The new arrangements should continue to apply to Brisbane, Melbourne, Perth and Sydney airports until June 2020 and be subject to a review in June 2018.
Improving the monitoring regime

Finding 10.1
In part due to the alignment of price monitoring requirements with the Corporations Act, and the flexibility afforded under the quality of service monitoring, compliance costs for the monitoring regime are low.

Recommendation 10.1
Quality of service monitoring should continue to apply to the price monitored airports until June 2020. However, specific improvements are warranted:

· the objective criteria should be reviewed and updated by June 2013

· the Australian Competition and Consumer Commission should work with the industry to explore means of standardising the passenger survey across airports, while maintaining low compliance costs

· where an airport has submitted itself to independent dispute resolution, and has service level agreements with airlines covering the majority of its passengers, which stipulate methods for recourse in the event of a failure to meet a standard, the airline survey should no longer be conducted for that airport
· government agencies should no longer be surveyed as part of the program. Any relevant variables that were previously in the government agencies survey can be obtained through objective measures and passenger surveys.

Recommendation 10.2

In administering the monitoring regime, the Australian Competition and Consumer Commission should:

· take steps to make as much of its methodology publicly available as possible (subject to a review of statutory requirements)

· focus its conclusions on trends over time at a given airport, rather than comparisons across the five monitored airports. Such attempts at benchmarking are better suited to less frequent, broader reviews that can examine the airports in a wider international context.
Airport car parking and ground transport access

Finding 11.1

There is an increasing array of pick-up and/or drop-off options at airports. More recently, some airports have introduced (with others in the planning phase) ‘park and wait areas’ to reduce congestion in the terminal forecourt and illegal parking around the airport. These options are either free or low cost.

Airports control ground transport access to their precincts whether by private vehicle, taxi, bus, shuttle and, if available, train. The most common option, travel by private vehicle, includes drop-off and pick-up, use of a valet service, and short- or long-term parking either on-airport or in a competing off-airport facility. While there is a locational premium attached to the convenience of parking in close proximity to an airport terminal, the range and extent of modal options at each airport provides a competitive constraint on airports’ car park pricing, particularly long-term parking.
Finding 11.2

Finding 11.3

At a minimum, car parking prices at airports reflect the fixed and variable costs of the service, the inbuilt over-capacity inherent in catering to peak demand and the opportunity cost of the land. Added to this is the imperative to ensure that passengers are guaranteed the convenience and amenity associated with a short‑term car park when needed, and the necessity to enable demand management strategies to use price as a mechanism to shift long‑term car parkers away from short‑term places.
Finding 11.4
Airports generally have invested in car parking facilities. No evidence has been found during this inquiry to substantiate concerns that Brisbane Airport may have inefficiently delayed investment, especially given the problems of access to finance during the global financial crisis.
Finding 11.5
Airports charge access fees for vehicles, ranging from nothing for drop‑off and pick‑up to differential fees for taxis, limousines and shuttle/mini buses, including direct competitors such as off‑airport car park providers. At face value, the fees do not appear excessive, notwithstanding that they may be in excess of costs for reasons of reducing congestion in the limited forecourt areas and rationing of the scarce resources available to those ground transport providers willing to pay for premium access. However, information about terms and conditions of access is less transparent.
Recommendation 11.1

For Brisbane, Melbourne, Perth and Sydney airports, the Australian Competition and Consumer Commission should monitor and publish:

· prices, costs and profits relating to the supply of car parking

· car parking capacity, annual throughput and the schedule of landside assets 

· ground transport access charges and the associated revenues for ground transport operators
· qualitative indicators of service provision drawn from passenger surveys.
Recommendation 11.2

Mandatory Part IIIA access undertakings setting out prices, terms and conditions for surface transport operators to access airports should not be introduced.
Recommendation 11.3

The price monitored airports should be required to publish on their websites the general prices and terms and conditions of access for transport operators and provide this material to the Australian Competition and Consumer Commission as part of their reporting obligations for monitoring. This should not preclude airports and their customers from being able to agree to vary these general conditions to suit their particular circumstances.
Broader land transport access and integration issues

Finding 12.1
While ground transport access issues, such as congestion, arise in most major city airports to varying degrees, they seem to be most extreme in and around Sydney airport. 

Finding 12.2
When entering into public-private partnerships, governments need to consider carefully restrictive competitive arrangements that aim to ensure profitability for the private provider. Locking in such arrangements, especially for extended periods, may lead to inefficient transport outcomes.
Recommendation 12.1

The recent changes to master plan requirements and the introduction of the consultative forums should be allowed to take their course before other policy options are considered. A review into the efficacy of these measures should commence in 2015.
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