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Airside and terminal: monitoring outcomes
Do not delete this return as it gives space between the box and what precedes it.
	Key points

	· The ACCC’s monitoring reports provide historical data about the price, financial performance and specific measures of the quality of service at the monitored airports.

· There is no single ‘price’ for ‘airport services’ given the range of infrastructure and services provided at airports. This complicates price comparisons across different airports.

· While there is debate about the method of setting prices, participants in the industry view (the level of) prices as just one component of the overall negotiated outcome.

· When taken in the context of investment programs, the reported price increases at the monitored airports do not indicate the misuse of market power. 

· Monitoring of the quality of airport service uses quantitative criteria and subjective surveys from a variety of respondents. Results are aggregated by the ACCC.

· Results from the surveys differ:

· Ratings by government agencies were variable, with some results ‘good’, but several recorded as below ‘satisfactory’.

· Airline ratings lay in a band between ‘good’ and ‘satisfactory’, but Sydney (three times) and Perth (twice) airports recorded ‘poor’ ratings.

· Passenger ratings were within a similar band, but generally higher than airlines, with Melbourne, Perth and Brisbane airports recording ‘good’ ratings. 

· The ‘overall’ (combined) ratings were also in the band between ‘satisfactory’ and ‘good’, with Brisbane airport recording ‘good’ ratings. The overall ratings have mostly trended upwards in the last two years.
· The concerns raised by the ACCC in their recent monitoring reports appear to place most emphasis on the airline quality of service surveys. 

	

	


Following the privatisation of Australia’s major airports, quality of service monitoring was introduced as a complement to price cap arrangements. Along with investment targets, this system was intended to guard against any incentive for airports to run down investments, and thus reduce service standards, in response to regulatory price settings. The light-handed regulatory system that has been in place since the Commission’s 2002 report largely comprises monitoring of both prices and quality of service at the major airports. This system is administered by the Australian Competition and Consumer Commission (ACCC), which issues annual price and quality of service monitoring reports based on information gathered from airports and airport users. 

The reports provide historical data on the performance of monitored airports, including their prices, costs, profits, and specific measures of their quality of service. This chapter uses the historical data and reporting about prices and quality of service to assess if any misuse of market power by one or more of the monitored airports is evident. 

7.1
Reported price outcomes

The ‘price’ charged by an airport does not reflect the provision of one simple good. Rather, it encompasses the provision of a range of infrastructure (such as runways, terminals, roads and baggage facilities) and services (such as ground handling, baggage handling and security services). 

The observed prices charged by airports are determined following complex negotiations with airlines (the process of negotiation is discussed in chapter 8). While the building block model employed by the ACCC as part of the regulatory regime during the price cap period is no longer a regulatory requirement, the negotiating parties’ familiarity with the approach has seen it form a ‘starting point’ for many of the current commercial negotiations. (It is also sometimes used by the parties as a ‘check for reasonableness’ of overall pricing.) Issues for the negotiation of prices include:

· the planned investment program for the term of the agreement, including the timing and quantum of investment, as well as the timing of payments (the issue of ‘pre-funding’)

· financial variables in the model, including asset betas (the relative level of risk compared with the market), depreciation of assets (affected by the method of depreciation and the useful life of the asset) and the treatment of taxation

· passenger forecasts, which go towards setting a price per passenger. These are subject to considerable debate, as conservative estimates can produce high charges per passenger, resulting in over-recovery of costs should passenger numbers exceed projections.  

Individual aspects of the model are discussed in the annex to chapter 6. 
Given the infrastructure required to deliver most airport services, the key driver of the overall price is the level of investment (chapter 6) undertaken at a particular airport: 

… the capital intensive nature of operating an airport means that interest costs/finance charges are generally the highest single expense of airports — often totalling 50–70% of total expenses. (Australian Airports Association, sub. 18, p. 25)

The schedule of prices that emerge from negotiations, typically expressed in either per passenger or ‘maximum take-off weight’ (MTOW) terms, are reported by the ACCC in its annual price monitoring reports.

ACCC price monitoring — methodology

As discussed in chapter 3, the ACCC is responsible
 for monitoring the prices of specified aeronautical services and facilities (box 7.1). In addition to prices, the ACCC also monitors the overall revenue and costs of airports, as well as their operating margins and passenger volumes. 

While the services and facilities are defined at law, charging practices differ between airports, resulting in different categories of charges, and varying levels of disaggregation of charges between airports in the monitoring reports. Among other things, typical measures reported include:

· domestic and international passenger and freight charges

· terminal charges 

· security charges

· baggage handling charges

· general aviation charges

· aircraft parking charges. 

The monitored airports are also required to provide the ACCC with annual regulatory accounting statements to allow general assessments of the financial performance of airports, which are reproduced in the monitoring reports. These data are used by the ACCC to report on revenue, costs (operating expenses) and profits (operating margins), as well as the value of assets owned by the airports and the earnings before interest, tax and amortisation (EBITA) on those assets. 
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	Box 7.1
Aeronautical services and facilities

	Aircraft-related services and facilities 

These are defined to include:

· runways, taxiways, aprons, airside roads and airside grounds

· airfield and airside lighting

· aircraft parking sites

· ground handling (including equipment storage and refuelling)

· aircraft refuelling (including a system of fixed storage tanks, pipelines and hydrant distribution equipment)

· airside freight handling and staging areas essential for aircraft loading and unloading

· navigation on an airfield (including nose‑in guidance systems and other visual navigation aids)

· airside safety and security services and facilities (including rescue and fire‑fighting services and perimeter fencing)

· environmental hazard control

· services and facilities to ensure compliance with environmental laws

· sites and buildings used for light or emergency aircraft maintenance.

Passenger-related services and facilities 

These are defined to include:

· public areas in terminals, public amenities, lifts, escalators and moving walkways

· necessary departure and holding lounges, and related facilities

· aerobridges and buses used in airside areas

· flight information and public-address systems

· facilities to enable the processing of passengers through customs, immigration and quarantine

· check-in counters and related facilities (including associated queuing areas)

· terminal access roads and facilities in landside areas (including lighting and covered walkways)

· security systems and services (including closed circuit surveillance systems)

· baggage make-up, handling and reclaiming facilities

· space and facilities, whether in landside or airside areas, that are necessary for the efficient handling of arriving and departing aircraft.

	Source: Airports Regulations 1997 (Cwlth) 7.02A.

	

	


The data collected and methodology used by the ACCC for its price and financial monitoring are determined under the Airports Act, and where applicable, must be in accordance with Australian Accounting Standards (which are legally binding under the Corporations Act). As such, the ACCC itself does not set the methodology for its price monitoring regime. Further, monitoring does not cover every aspect of an agreement between airports and airlines, but only those where it has been deemed that airports have market power (chapter 5). The parties are free to negotiate prices for non-monitored services and facilities. Thus, the prices contained in the monitoring reports will not necessarily capture the entirety of the commercial relationship between negotiating parties. 
The ACCC collates the information received and produces annual monitoring reports. The reports include a detailed chapter covering each monitored airport, an introductory chapter and an overview chapter, which present results across all the monitored airports. The ACCC invites comments from each airport on its own ‘airport-specific’ chapter. Beyond this analysis of the monitoring information, the reports also include a summary that draws conclusions about the use of market power. 
The following section summarises key results from the ACCC’s price monitoring. 
ACCC price monitoring — results

In its submission to this inquiry, the ACCC reported that the overall results from the monitoring regime were that ‘prices and airports’ profitability have increased over the period in which monitoring has been in place …’ (sub. 3, p. 4). The ACCC also provided a more detailed summary of its findings from the monitoring data (box 7.2).
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	Box 7.2
The ACCC’s price monitoring findings

	In its submission, the ACCC provided an overview of the results from its price monitoring regime for the period covering 2001-02 to 2009-10:

· There has been an upward trend in passenger numbers at all of the airports.

· Increases in passenger numbers over this period were between 43.5 per cent (Sydney Airport) and 116.5 per cent (Perth Airport). Sydney Airport had the highest number of passengers over the whole period (at 34.9 million in 2009-10).

· There has been a strong upward trend in aeronautical revenue per passenger (a proxy for average prices).

· Increases in aeronautical revenue per passenger between 2001-02 and 2009-10 were between 49 per cent (Sydney Airport) and 332 per cent (Adelaide Airport), with the second highest increase being 154 per cent at Brisbane Airport. Despite having the lowest percentage increase, Sydney Airport had the highest aeronautical revenue per passenger over this period (at $14.03 in 2009-10).

· Importantly, in early 2001, the ACCC approved significant price increases at Sydney airport. Those prices were intended to recover the costs of providing aeronautical services at the airport. The effect of the increases was a 71 per cent increase in Sydney Airport’s aeronautical revenue per passenger from 2000-01 to 2001-02. There has been no similar review of price levels and aeronautical costs at the other monitored airports.

· It should also be noted that a significant proportion of Adelaide Airport’s increase occurred following the opening of its new terminal and the introduction of charges associated with the recovery of its costs.

· The upward trends in passenger numbers and aeronautical revenue per passenger are reflected in increases in total aeronautical revenue of between 114 per cent (Sydney Airport) and 639 per cent (Adelaide Airport). The second highest increase was 327 per cent at Perth Airport.
· Aeronautical operating expenses per passenger increased by a lesser extent than revenues, reflecting increases in passenger numbers while costs remained to a large extent fixed.

· Increases in aeronautical operating expenses per passenger over the whole period were between 18.7 per cent (Sydney Airport) and 86.7 per cent (Adelaide Airport). The second highest increase was 48.5 per cent at Brisbane Airport.

· These results contributed to strong upward trends in aeronautical operating margin per passenger at all airports. In 2009-10, margins ranged from $3.29 (Perth Airport) to $6.26 (Sydney Airport).

· Measures of rates of return across the airports do not provide economically meaningful information about the airports’ profitability.

· The airports’ approaches to valuing their aeronautical asset bases have differed. For example, Brisbane and Sydney airports’ assets were valued at $1.3 billion and $2.6 billion respectively in 2009-10. Melbourne Airport’s assets were valued at $833 million, while Adelaide and Perth airports’ assets were at $373.3 million and $279.7 million respectively in 2009-10.

	(continued next page)

	

	


Do not delete this return as it gives space between the box and what precedes it.
	Box 7.2
(continued)

	· The airports’ asset values are based on accounting data and the airports have a significant amount of discretion in valuing their assets for monitoring purposes.

· With the exception of Sydney Airport, a detailed review of the valuation of the airports’ asset bases for regulatory purposes has not been undertaken.

· Sydney Airport’s asset base was reviewed by the ACCC in 2001. Note, however, that the airport’s asset base may include revaluations made by the airport since that time, which the ACCC has not assessed.

	Source: ACCC (sub. 3, pp. 5–6).

	

	


A single measure of ‘price’?

Given the number of possible variations within the observed data, there is no single ‘price’ for airport services. As the ACCC stated:

… the price of using an airport cannot simply be measured by adding up the different charges in place at a given point in time because charges can be levied on different bases … airports might offer discounts for certain periods or to certain users, or there might be minimum and maximum charges in place which affect some users but not others. 

In addition, the price changes for particular airport users might vary depending on the composition of airport services they utilise, the times at which they use them and so on. For example, the costs to an airline of a domestic flight are likely to be different to those associated with an international one due to differing security and processing requirements. Similarly, changes in price structure by an airport might affect users in different ways … (ACCC 2011a, p. 10)

In an attempt to overcome this difficulty, the ACCC reports the aeronautical revenue per passenger for each monitored airport as a proxy for a price index, as it ‘relies on a consistently defined service definition and provides a measure of the cost to airlines expressed in terms of the most significant charging unit [passengers]’ (ACCC 2011a, p. 10). 

There are several limitations on the use of revenue measures. By their nature, such observations reflect revenues only, and do not incorporate changes in either capital or operating costs. Revenue statistics alone also shed no light on the necessity or desirability of any increased charges, be it due to government-mandated security requirements, quality-improving investments agreed to (or suggested by) airlines, or ‘gold-plated’ investments that may not have been required at the time. Further, changes in total revenue may reflect a shift in the composition of the passenger base. For example, for a given number of passengers, an increase in the share of international passengers (relative to domestic) would flow through to an increase in observed revenue per passenger, as they are more expensive to process. This increase in revenue could occur without any change in price levels. 

Nonetheless, if taken in context (and when the limitations are appropriately considered), examination of trends in price data over time can provide broad insights into historical pricing conduct at individual airports. In particular, such trends can draw attention to ‘outliers’, or behaviour that may warrant further examination and explanation beyond pricing data. 

Although the Commission has not conducted a forensic examination of the prices at each monitored airport (and cognisant of the drawbacks of focusing on any given variable, discussed below), for illustrative purposes the Commission has depicted trends in aeronautical revenue per passenger (figure 7.1) and international passenger charges (figure 7.2). (Comparisons across Australian airports, relative to overseas counterparts, on price and a range of other measures are examined in chapter 4.) 

Trends in aeronautical revenue per passenger

It is important to choose the right period for examining whether price increases indicate a misuse of market power. It is widely recognised that there were significant and justified increases in price in the transition from a price‑cap to a price‑monitoring regulatory regime. For example, while it argued that a large portion of the increases amounted to a ‘rent transfer’ from airlines to airports, the Board of Airline Representatives of Australia (BARA) acknowledged that ‘[p]rice increases were necessary to fund future investment programs …’ (sub. 19, p. 4). This reflected the fact that price‑caps had constrained investment and that a price adjustment was needed to ‘put airport operations on a sustainable longer term footing’ (PC 2006, p. XV). 

Brisbane Airport also suggested that the initial increases were required to reflect costs better:

It has been accepted by the Commission and the ACCC that the prices during the price cap period (1997/98–2001/02) were inefficiently low, and therefore BAC had the opportunity to increase prices to more cost reflective levels as part of the second regulatory period (2002/03 to 2006/07). The price path that BAC negotiated with the airlines at that time was below the charges that were justified based on the building block modelling and provided for annual CPI increases only. (sub. 40, p. 10)

As such, excluding these adjustments in prices by focusing on changes from 2002‑03 allows an examination of the light-handed period for the five monitored airports. In particular, the Commission notes that increases in charges for Sydney Airport immediately prior to privatisation were approved by the ACCC. Further, in order to examine behaviour since this time, it is appropriate to focus on changes in pricing over the period, rather than the quantum of prices per se.
Accordingly, figure 7.1 shows the change in aeronautical revenue per passenger over the last seven years, using 2002‑03 levels as the basis for comparison. The figure also shows changes in the consumer price index (CPI) since 2002-03, to allow a comparison with overall movements in prices across the economy. 

Figure 7.1
Change in aeronautical revenue per passenger

2003-04 to 2009-10

	[image: image1.emf]100

120

140

160

180

200

220

240

260

280

300

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10

Index (2002-03 =100)

Adelaide Brisbane Melbourne Perth Sydney CPI




Data source: ACCC monitoring reports (various years).
Bearing in mind the noted limitations of the data, some observations can be drawn from figure 7.1 above:

· In terms of percentage change, the most significant outlier is Adelaide Airport, whose aeronautical revenue per passenger in 2009-10 was over two and a half times the 2002-03 level. However, this is unsurprising, given Adelaide Airport’s substantial investment in a new terminal and its relatively low passenger base (roughly one quarter of Melbourne Airport’s passenger base, and roughly one fifth of Sydney Airport’s). Further, this increase came from a low initial level of revenue per passenger in 2002-03. Indeed, despite such a large percentage increase, Adelaide Airport’s revenue per passenger in 2009-10 was not the highest amongst the monitored airports.  

· The next most notable increases are from Brisbane Airport, for the period from 2007-08 to 2009-10. These increases appear to correlate with substantial investment in Brisbane’s international terminal (discussed below and in chapter 6).

· Aeronautical revenues per passenger in both Sydney and Melbourne Airports were roughly 35 per cent higher in 2009-10 than in 2002-03. Taken alone, these figures would not suggest misuse of market power, as — on an annual average basis — they are not markedly above the increase in CPI over the same period (4.4 per cent as against annual average CPI of 2.8 per cent over the period), and also reflect new investment programs by both airports. 

· At 18.5 per cent over the period, the change in aeronautical revenue per passenger at Perth Airport is below the increase in CPI. However, following a recent rapid and unpredicted increase in demand, Perth Airport advised that its redevelopment plans centre on ‘…a $750 million transformation of the airport over the next three years’ (sub. DR106, p. 5). Such an investment program may see an increase in revenue per passenger over the coming years. Following the Draft Report, Perth Airport reported that it had concluded agreements with airlines representing over 80 per cent of passenger movements (sub. DR106, p. 5).

Trends in international passenger charges

Figure 7.2 examines the change in international passenger charges over the same period noted above. Given that it is not clear that the charge identified covers the same services across airports, the Commission has not sought to compare the level of charges. Further, these charges do not reflect the total price paid to move an international passenger through an airport — for example, separate charges are often levied for security screening of passengers and checked baggage.

Figure 7.2
Change in international passenger charges

2003-04 to 2009-10
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Data source: ACCC monitoring reports (various years).
Rather, using international passenger charges illustrates the movement over time at each individual airport of one major category of charge in one sector of their business, and (as with aeronautical revenue per passenger) identifies trends that may require further explanation. In this case:

· The most notable increases over the period are at Brisbane Airport, where the international passenger charge in 2009‑10 was more than double (225 per cent) the 2002‑03 level. The bulk of this increase occurred between 2007‑08 and 2009‑10. Brisbane Airport advised the ACCC that it attributed this increase to investment to expand the international terminal (noted in chapter 6). 

· Sydney Airport’s charges increased in the last three years of observations, resulting in charges over 40 per cent higher than in 2002‑03. This timing coincides with investment in Sydney Airport’s international terminal, based on an agreement reached with BARA in October 2007 (sub. 46, p. 37).

· Melbourne Airport’s charges rose by roughly 30 per cent over the period (compared with the CPI, which had increased by roughly 20 per cent), against a backdrop of increased investment during the light-handed regulatory regime (chapter 6). 

· Adelaide Airport’s increase is notably modest, at less than 10 per cent greater than 2002-03 levels, and below 2005-06 levels. However, focusing on international passenger charges does not include Adelaide Airport’s ‘passenger facilitation charge’, introduced in February 2006 to recover costs from the opening of its new terminal.
 While not necessarily a direct comparison, inclusion of this charge (and relevant security charges throughout the period) would show a 48 per cent increase in charges since 2002-03. Such an increase is more in line with the trends displayed in aeronautical revenue per passenger.

· Perth Airport’s charges were less than 5 per cent higher than 2002‑03 levels, and have only marginally increased since remaining constant from 2004‑05 to 2007‑08. As noted above, Perth Airport has embarked on a substantial investment program, which may have an effect on future prices. 

Participants’ views on prices

In addition to the data available in the ACCC monitoring report, several inquiry participants submitted their views and analysis regarding prices at the monitored (and in some cases, other) airports. Unsurprisingly, airports generally submitted that their charges were reasonable and not indicative of any misuse of market power (box 7.3). 
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	Box 7.3
Airports’ submissions on prices

	Adelaide airport submitted that while it did not have, nor exercise, market power, its price level appeared higher than other Australian airports, as its new common-user terminal means that all of its revenue is reported (DTL revenues are not), and that it has a lower traffic base to recover fixed costs from (sub. 12, p. 8).

Brisbane Airport argued that historical price increases needed to be read in the context of the privatisation process:

… the ACCC price monitoring reports often quote a high figure for the increase in aeronautical revenue per passenger since 2001/02. … BAC believes this is misleading as it includes the adjustment from the inefficiently low prices inherited from the FAC to prices that more accurately reflected the cost of service provision. (sub. 40, p. 9)

Melbourne Airport reported findings from the Leigh Fisher benchmarking study (sub. 29, Attachment 1), particularly that it was the lowest in the sample of nine airports from Australia and New Zealand, that its prices ‘compare favourably’ against the wider sample of 58 airports, and that:
… Australian airports are generally the most efficient in cost and staff productivity terms and derive the lowest levels of revenue from their airline users. Within a 12 airport international sample, they may be regarded as representing industry best practice. (sub. 29, p. 80)

Perth Airport also drew on the Leigh Fisher study, noting that it was the second lowest in the sample of nine airports, and argued that:

There is no evidence that WAC has set or raised prices for aeronautical services above efficient cost. Price increases over the last 5 years have been modest with WAC’s margin per passenger remaining relatively constant. (sub. 41, pp. 47–48)

Sydney Airport suggested that, over the monitored period, its prices had ‘generally increased more slowly than inflation’, and where increases were evident, this was due to increased costs and new services or safety and security requirements:
The evolution of the charges reflects the impact of various factors including inflation (on asset values and operating costs), the recovery of $1.2 billion of new aeronautical investments (between July 2002 and June 2010) and increased operating costs arising from increased traffic volumes — offset by the increased traffic.

Headline charges have increased slightly faster than this, as a result of … [n]ew services, such as GPPCA [Ground Power and Pre-Conditioned Air] and CUTE [Common User Terminal Equipment]. In both of these cases, the airport is providing a new service which is replacing an activity previously undertaken directly by the airlines. The overall cost to the airlines has been reduced, even though the airport charges have been increased. The shifting of these costs therefore improved overall economic efficiency. (sub. 46, p. 44)

	

	


Conversely, airlines raised several issues that they felt pointed to ‘excessive’ pricing by airports. For example, Virgin Blue submitted that ‘since 2006, airport aeronautical charges have significantly increased in absolute terms’ (sub. 54, p. 19), and went on to suggest that it:

… considers that airports are able to, and do, engage in monopoly pricing by:

· manipulating the inputs into their calculation of rates of return in order to obtain unreasonable and inefficiently high prices (and hence returns);

· failing to take into consideration trade-offs in capital and operating expenditure and in some cases double recovering costs;

· unreasonably passing all costs onto airlines and shifting investment risk to airlines;

· passing on costs associated with inefficient investments and project mismanagement; and

· classifying services as aeronautical or non-aeronautical to maximise profits. (sub. 54, p. 19)
Following the Draft Report, Virgin Australia reiterated its views regarding high prices, and manipulation of financial inputs:

Airports will, on occasion, adapt an inflexible approach to negotiations and increasingly, airports simply impose prices significantly above efficient costs. Our experience is that airports are prone to manipulate financial inputs and pricing models to achieve pre-determined returns. (trans., p. 120)

Rex also raised concerns that, with economies of scale, revenues per passenger should have fallen, rather than shown the increases observed above: 

The fact that the airports achieved significant increases in aeronautical revenue per passenger over the period is of concern. Not all costs rise in proportion to passenger numbers and with the large increase in passengers over the period some economies of scale should be evident. In a competitive environment the revenue per passenger should have decreased. (sub. DR93, p. 8)

The Commission agrees that economies of scale may be expected with increased use of a single asset with initial excess capacity
 (such as a road, or a bridge). However, this is not necessarily the case for airports, which represent a ‘bundle’ of assets that are updated, replaced or added to at various times. As such, it appears that the concerns noted above do not take account of substantial new investments, which require funding from airport users. As illustrated above, in cases where an airport has not undertaken substantial new investment over the observed period (Perth Airport), the observed increase in charges is below the CPI, indicating a real decrease in charges. On the other hand, where airports have undertaken substantial investments, their revenues per passenger have increased accordingly — a clear example of this is Adelaide Airport’s new terminal. Despite the substantial increases in revenues per passenger, neither the ACCC nor airlines have raised significant concerns regarding Adelaide’s price levels.
  As such, discussions of price should focus on not only levels themselves, but the context of prices — that is, what are the prices paying for, and how are they reached?

Indeed, rather than complaints about simple price levels, much of the airlines’ commentary focused on the process used to reach and raise prices. In general, the commercial negotiation model results in major changes in prices occurring through negotiations for new contracts. However, prices are not static during the life of a contract. Rather, they follow negotiated ‘price paths’ during the term of the agreement. For example, Virgin Blue submitted that there were three main mechanisms for increasing price during a contract:
· through increases in the asset base as a result of capital projects being completed which in turn increas[es] the value of the asset base;

· through annual increases in the operating expenditure of the airport, including in relation to repair and maintenance, staffing costs, utility costs and taxation; and

· through annual increases to the value of the asset base in line with CPI or another measure selected by the airport as occurs at all Tier 1 airports and some Tier 2 airports.

Separate from this contractual price path some airports pass on to airlines other unplanned costs through increases in aeronautical charges. (sub. 54, p. 20)
Further, Qantas used the example of Melbourne Airport to raise concerns about cost overruns for new infrastructure being passed on to airlines in future negotiating rounds:

Melbourne’s pricing structure does not allow them to trigger an increased passenger charge during the term of a pricing agreement. However Melbourne Airport’s intention is that the full cost of this infrastructure will form part of the cost base for the next agreement, due to commence in 2012. As Melbourne Airport has justified much of this expenditure on the basis of increases in passenger growth, this variance in spend should not produce a significant rise in charges per passenger. However, if the airport has been ‘building to the peak’, then the expenditure will not be proportionate to the increase in passenger numbers, and significant charge increases will result. (sub. 52, pp. 33–34)

In relation to international airlines, BARA’s comments (summarised in box 7.4) also centred on the ‘commercial conduct’ of airports, and gave its assessment on the performance of each of the monitored airports. In submitting that ‘the quality of the commercial agreement is broader than price’, BARA also noted that it:

… expects that each airport operator will abide by the terms of its commercial contracts. … Each airport operator’s conduct needs to be assessed against its overall commercial framework and not just the annual changes in aeronautical prices. (sub. 19, p. 30)
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	Box 7.4
BARA’s submissions on charges at monitored airports

	In responding to the issues paper, the Board of Airline Representatives of Australia (BARA) offered the following comments relating to charges at the monitored airports in Australia:

Whether the airport operators have increased charges greater than justified depends on the definition of ‘costs’. If the benchmark used is their actual investment in aeronautical services and facilities, then current prices far exceed those that would prevail in even weakly competitive markets at Adelaide, Brisbane, Melbourne and Perth airports. However, prices are currently set around the 2005-06 LIS valuations, which far exceed actual levels of investment.

For BAC, APAM and WAC [Brisbane, Melbourne and Perth airports], the real test of their commercial conduct is occurring with the pricing of new large planned investment programs. As described earlier, BARA has reached a commercially acceptable agreement with WAC. Whether similar agreements can be achieved at other airports is yet to be determined.

BARA considers that SACL [Sydney airport] routinely abuses its market power. First, as found by the ACCC, SACL is resorting to reducing service standards in an attempt to earn at least average rates of return, given its lower average growth in traffic volumes. Second, the new international terminal at Sydney Airport presents operational problems for some airlines due to design problems. These problems exist because SACL put its own non-aeronautical interests before efficient passenger services. As such, the abuse of market power here results in higher non‑aeronautical returns rather than aeronautical. Third, SACL has sought to impose a range of unjustified new and/or increased charges. Lastly, SACL’s Conditions of Use document falls well short of a balanced commercial agreement.

	Source: BARA (sub. 19, pp. 29–30).

	

	


Indeed, airports saw the model of ‘price paths’, based on the negotiated outcome over the life of the agreements, as providing certainty for the parties and acting as a constraint on the ability of airports to unilaterally increase charges:

[Adelaide Airport] has in place formal pricing agreements for aircraft services which have been negotiated with and agreed to by all of its major airline customers. The agreements are for a period of 5 years … Prices are negotiated based on a cost based price calculated using the ACCC approved building block model. Prices are only escalated during the period of the agreement by CPI adjustments each year. …

These agreements effectively constrain AAL’s ability to vary prices at will. (Adelaide Airport, sub. 12, p. 5)

Overall, participants in the industry view price as one outcome of the commercial negotiation process, rather than an indicator that is, on its own, decisive evidence of misuse of market power. Broader issues of commercial negotiation are discussed in chapter 8.
Conclusions from price monitoring

The data obtained from the ACCC’s monitoring program show that price increases over the full monitored period have been substantial at most of the airports. However, when taken in the context of investment programs, and given some of the drawbacks of relying solely on monitoring data, the observed price increases do not indicate systemic misuse of market power.

The lack of a definitive conclusion from price monitoring does not mean that the monitoring program itself is ineffective. At a minimum, the findings of the price monitoring program must be considered alongside quality of service monitoring (discussed in the following section) and other factors that contribute to an assessment of the overall effectiveness of the monitoring program (chapter 10). 

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.

7.2
Reported quality of service outcomes

The ACCC has monitored quality of service at Australia’s major airports since 1997. Monitoring was originally introduced as part of the privatisation process and was intended to detect any misuse of market power through reducing quality standards (while prices were capped). Following the Commission’s 2002 report, a number of objective criteria were added to the monitoring program in addition to the existing (subjective) surveys of airport users. In 2006, as part of the response to the second Commission review, the price and quality of service monitoring reports were combined, and reporting from the Australian Government’s three border agencies (the Australian Customs and Border Protection Service (‘Customs’), the Australian Quarantine and Inspection Service, and the Department of Immigration and Citizenship) was combined into a single survey response, coordinated by Customs. 

Although included in the same monitoring reports as the price and financial data, quality of service monitoring poses some unique challenges. In particular, the subjectivity of survey responses means that quality of service results are not as amenable to objective quantification as price data. Further, as noted in chapter 3, factors beyond the control of the airport itself (such as the staffing of check-in counters) can have a pervasive influence on the perceived ‘airport’ quality of service. Such issues are not new to this inquiry, and the current methodology used by the ACCC reflects its awareness of these limitations. 

ACCC quality of service monitoring — methodology

The Airports Regulations 1997 (Cwlth) specifies the particular aspects of the quality of services monitored and evaluated by the ACCC. As with the price monitoring program, these are broadly divided into passenger‑related and aircraft‑related services and facilities (box 7.5). The selection of particular ‘aspects’ of quality of service is designed to focus on the services and facilities that are provided by, or that could be influenced by, airport operators.
While these aspects are specified in regulation, in contrast to the price monitoring regime, the ACCC has the ability to determine the criteria that these services and facilities are measured against, and thus the information that is collected. For example, in relation to ‘gate lounges’, one criteria the ACCC uses to measure quality is the number of departing passengers per seat in gate lounges (during peak hours). In general, the criteria are aimed at evaluating the capacity utilisation of facilities, as well as their availability and general standard. 
Broadly, the ACCC relies on two types of criteria:

· objective (or quantitative) criteria, consist of more readily observable quantitative data such as ‘the number of passengers per baggage trolley (during peak hour)’ used as one measure of the quality of service for ‘baggage trolleys’. 

· subjective criteria consist of perceptions from airport users. The ACCC obtains these through surveys of passengers, airlines, and government (border) agencies. These surveys ask respondents to rate the performance of an airport in relation to a given indicator on a scale of 1 to 5 (Very Poor, Poor, Satisfactory, Good and Excellent, respectively). 
Airports provide objective data and conduct passenger surveys themselves, while the ACCC conducts the airline and border agency surveys. 
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	Box 7.5
Services and facilities covered by quality of service monitoring

	Passenger-related services and facilities 

These are defined to include:
Access
· airport access facilities (taxi facilities, kerbside space for pick-up and drop-off)

· car parking service facilities

· baggage trolleys 
Departure
· check-in services and facilities

· security inspection

· outbound baggage system 
Arrival
· baggage make-up, handling and reclaiming services and facilities 
Departure and arrival

· facilities to enable the processing of passengers through customs, immigration and quarantine 
Information and signage
· flight information, general signage and public-address systems 
Terminal facilities
· public areas in terminals and public amenities (washrooms and garbage bins), lifts, escalators and moving walkways

· gate lounges and seating other than in gate lounges.

Aircraft-related services and facilities 

These are defined to include:

· ground handling services and facilities

· aerobridge usage

· runways, taxiways and aprons

· aircraft parking facilities and bays

· airside freight handling, storage areas and cargo facilities.

	Source: Airports Regulations 1997 (Cwlth) 8.01A.

	

	


These criteria are not necessarily examined in isolation, and sometimes require reporting of more than one measure. For example, some of the indicators used to measure the quality of service for ‘baggage’ are:

· baggage reclaim — waiting time (from passenger surveys)

· average throughput of outbound baggage system, during peak hour (a quantitative criteria)

· baggage facilities — availability and standard (from airline surveys).  
Conversely, the assessment for some services or facilities relies on only one input, for example, airline survey reporting on the availability and standard of runways. 

In addition to these specific observations, the ACCC also aggregates the survey ratings (and objective criteria) to produce overall passenger and airline ratings of the airports, and ranks the airports accordingly. In past monitoring reports, the ACCC has noted the methodology it uses to construct the overall rating: 

The overall airport ratings for quality of service were calculated by taking the average rating of each category of indicator (more specifically, passenger, airline and ACS [Australian Customs Service] whole of government survey ratings, and objective indicators) available for each airport and weighting these scores by the number of observations in each category. The objective indicators were converted to the same 1–5 rating scale used in the other surveys. This was achieved by taking the average of the results obtained for various indicators across airports and constructing quartiles in order to rate the performance for the various objective indicators. (ACCC 2009b, p. 28)
In its submission to this inquiry, the ACCC stated that it did not add judgments regarding the relative importance of the surveys beyond the statistical method mentioned above. Further, the ACCC suggested that its exact method of aggregation was unlikely to affect the position of airports within the rankings:

The ratings and rankings are constructed by compiling information provided by the airports, airlines and border agencies, as described above. The ACCC does not include its own analysis in that process, nor does the ACCC apply any weightings to the information.

The methodology for deriving the airports’ overall ratings is applied consistently across all of the airports. The airports’ rankings are therefore an indication of their relative quality of service outcomes. The ranking is unlikely to be sensitive to alternative methods of aggregation. (sub. 3, p. 18)

In addition to the annual publication of its results in the monitoring reports, the ACCC also published a guideline to its quality of service monitoring (ACCC 2008b) that details the criteria for each monitored aspect. 

ACCC quality of service monitoring — results

In its submission to this inquiry, the ACCC summarised the results of the quality of service monitoring program from 2001-02 to 2009-10 (box 7.6), broadly concluding that ‘quality of service monitoring has not revealed decisive increases in customer ratings’ (sub. 3, p. 4).

The ACCC publishes a range of information for each monitored airport, disaggregated by terminal and covering each of the aspects and criteria noted above. The graphs presented for each variable at each airport typically compare results over a number of years (for example, from 2005-06 to 2009-10 in the most recent monitoring report). 
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	Box 7.6
The ACCC’s quality of service monitoring findings

	The ACCC’s submission summarised its quality of service monitoring findings:
· On a rating scale ranging from very poor to excellent, the overall ratings of the airports were largely satisfactory.

· Brisbane Airport was the only airport to achieve an overall rating of good over the whole period.

· Passengers consistently rated the airports as good or satisfactory, however the airlines and border agencies also provide services that can influence passengers’ perceptions.

· Airlines’ ratings of the airports’ services were, on average, lower than passengers’ over the same period.

· Adelaide, Brisbane and Melbourne airports were consistently rated as satisfactory while Perth and Sydney airports both achieved ratings of below satisfactory.

· Border agency ratings ranged between poor and good.

	Source: ACCC (sub. 3, p. 6).

	

	


The figures below summarise results from the last five monitoring reports for the overall rating (figure 7.3), average passenger survey rating (figure 7.4), average airline survey rating (figure 7.5) and average border agencies’ rating (figure 7.6). 
Figure 7.3
Overall ratings of airport quality of servicea
2005-06 to 2009-10
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a(An average based on a range of quality of service indicators, aggregated by the ACCC.

Data source: ACCC (2011a, p. 34).

Figure 7.4
Average of passenger survey ratings of airportsa
2005-06 to 2009-10
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a(An average based on a range of quality of service indicators, aggregated by the ACCC.

Data source: ACCC (2011a, p. 35).

Figure 7.5
Average of airline survey ratings of airportsa
2005-06 to 2009-10
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a(An average based on a range of quality of service indicators, aggregated by the ACCC.

Data source: ACCC (2011a, p. 36).

Figure 7.6
Average of border agencies’ survey ratingsa
2005-06 to 2009-10
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a( An average based on a range of quality of service indicators, aggregated by the ACCC.

Data source: ACCC (2011a, p. 37).

Broadly, the results show that:

· The overall ratings sit within a band between ‘satisfactory’ and ‘good’, with most airports experiencing a minor ‘dip’ in 2007-08, followed by small increases in the next two years. 

· Passengers tended to report higher ratings for the airports, with Melbourne, Perth and Brisbane airports recording ‘good’ ratings. 

· Conversely, airlines tended to give lower ratings, with Sydney (three times) and Perth airports (twice) recording ‘poor’ ratings. 

· The border agencies’ ratings show substantially more variation than the other surveys, with Adelaide airport experiencing a large ‘jump’ in ratings (as the new terminal came on line), leading to a large gap between it and the other airports (although Brisbane airport ‘caught up’ in 2009-10). Melbourne and Sydney airports have been at or below ‘satisfactory’ in the last five years. Although Perth airport’s rating improved in 2007-8, its ratings have recently dropped below satisfactory. 
The ACCC attributes the notable difference between passenger and airline ratings, to passengers’ lack of awareness over the delineation between services provided or influenced by the airport, and those provided by others: 

While airports provide much of the services and facilities at the airports, the airlines and border protection agencies also provide services that may influence the passenger experience. Therefore, airlines’ and border agencies’ ratings of the airports can vary significantly from passengers’ perceptions and provide another indicator of the airports’ quality of service. (ACCC 2011a, p. 36)

As with the price monitoring data above, the value of the quality of service data is its ability to identify persistent trends that may warrant further examination. In this context, the ACCC’s most recent monitoring report appears to have relied on the lower ratings from the airline survey (despite increases in the previous year) to draw attention to Sydney and Perth airports. 
In relation to Sydney, the ACCC’s summary focused on the airline survey, particularly below satisfactory results in the international terminal, and considered that despite recent investment in the international terminal, there was not a ‘significant improvement’ in results. The ACCC concluded that: 

… the monitoring results raise questions about whether or not Sydney Airport has undertaken sufficient investment in services provided to airlines.

The monitoring results, when considered within the context of the airport’s market power, point to Sydney Airport earning monopoly rents from services provided to airlines. (ACCC 2011a, p. x)

In relation to Perth, the ACCC considered broader issues, including recently undertaken and announced investment in both the domestic and international terminals, to conclude that it was unlikely that these quality of service results indicated a misuse of market power (ACCC 2011a, p. x).

Interestingly, these conclusions (based on the airline surveys) differ from the ACCC discussion of the  ratings for the overall quality of service of both airports in the body of the monitoring report, which instead pointed to recent improvements for Sydney airport:

Sydney Airport’s overall rating for quality of service fell to a reporting period low in 2007‑08. However, in the last two years, the overall quality of service rating improved at Sydney Airport to be just above 2005‑06 levels. (ACCC 2011a, p. 43)

And the ACCC noted a similar trend in Perth airport:

Despite a decline in Perth Airport’s overall rating for quality of service in 2006‑07 and 2007‑08, ratings in more recent periods almost returned to 2005‑06 levels. (ACCC 2011a, p. 42)

In addition to these headline results, the ACCC also reported that some airports received ‘below satisfactory’ ratings for specific services or facilities — for example, in relation to aerobridges and check-in desks at Sydney’s international terminal (ACCC 2011a).

Participants’ views on quality of service levels 

In addition to the monitoring results, participants in this inquiry also commented on the quality of service at the monitored airports (box 7.7).
Broadly, there was relatively little commentary regarding levels of the quality of service at the major airports. Instead, commentary either drew on the ACCC’s findings, or focused on the methodology, coverage and necessity of the surveys themselves (chapter 10). 
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	Box 7.7
Participants comments on quality of service levels

	Airlines focused their comments on quality of service on Sydney airport, particularly in relation to its international terminal:

– Sydney airport has indeed increased profits by permitting service quality levels to fall below that which could be expected in a competitive environment over a sustained period.

– This fact appears under the key points of the ACCC’s airport monitoring report 2009-10 which lead the government to bring forward a planned review of the current regulatory model. (International Air Transport Association, sub. 9, p. 9)

[Sydney Airport], on the on the other hand, has had to resort to declining service standards to boost its profitability. In BARA’s opinion, this also extends to reducing the quality of the international terminal, as SACL has put its own commercial interests before efficient passenger services. (BARA, sub. 19, p. 20)

Brisbane airport argued that there was no concern regarding its quality of service:

… Brisbane Airport has been the highest rating airport for Quality of Service for the last seven years under the ACCC’s monitoring. … There has been no dispute with the airlines in relation to Quality of Service at any time since the airport was privatised in 1997. (sub. 40, p. iii)

While Perth airport admitted that its quality standards may suffer at peak times:

While the overall quality of service being provided at Perth Airport is rated as good, the level of service in the peak operating periods is often far from ideal. Perth Airport experiences a number of significant peak demand periods, particularly the very significant wave of early morning departures due to the confluence of the fly-in fly-out operations and the East Coast services all seeking to depart in a two-hour window. (sub. 41, p. 30)

	

	


Of the airlines, those that did comment focused on Sydney Airport, particularly the international terminal. In its submission, Sydney Airport focused on the range of surveys, quantitative research and consultative committees (such as its Airline Operators’ Committee, collaborative service level committees and its Service Quality Improvement Program) it uses to monitor and improve service quality standards. In particular, in relation to the collaborative service level committees, Sydney Airport submitted that: 

Its success demonstrates that Sydney Airport and airlines can freely negotiate and agree on the service levels that are appropriate to them without the intervention of third party regulators. It is a flexible tool that can respond to the particular requirements of airlines, noting that competing airlines, whether full service or low cost, will have some common requirements and some areas of product differentiation. … 

These are innovative instruments that show the willingness and the ability of Sydney Airport to negotiate service commitments that are tailored to the specific requirements of an individual airline. (sub. 46, pp. 40–41)

While the existence of such processes may indicate Sydney Airport’s willingness to address service quality issues, it is nonetheless apparent that some participants (and through them, the ACCC) remain dissatisfied with the quality of service levels provided by Sydney Airport.  
Conclusions from quality of service monitoring

Recent quality of service monitoring results for both overall and passenger ratings have remained in a band between ‘satisfactory’ and ‘good’. These ratings alone do not indicate any persistent trends that could raise concerns about the misuse of market power. 

However, airlines’ ratings are notably lower than those of passengers, including some ‘below satisfactory’ results (and, for some airports, government agency ratings are lower again). The concerns raised by the ACCC in its most recent monitoring report appear to place greater emphasis on the airlines’ ratings. 

As with the price monitoring data, the quality of service ratings need to be considered in context (as was the case with Perth airport), and also need to be interpreted in light of the limitations of the monitoring program, discussed in chapter 10. 

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.
�	This responsibility arises under Part 7 of the Airports Act and Direction No. 29, issued under section 95ZF of the Competition and Consumer Act 2010 (Cwlth). 


�	At the time, the new passenger facilitation charge also included the consolidation of other charges, such as security charges (which have since been reintroduced). 


� 	For infrastructure assets, economies of scale do not accumulate indefinitely. The number of users (of volume or frequency of use) can increase to a point where congestion will occur — only so many cars can fit on one road. As congestion increases, if the asset’s pricing model follows congestion-based pricing principles, then it can be expected that the price to users will also increase. 


� As noted in chapter 5, Rex has stated that it believes Adelaide Airport is ‘less aggressive’ and engages in ‘constructive and timely dialogue when making plans for significant new investment’ (sub. DR 93, p. 7).
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