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Introduction

The issue of airport charges in relation to delivery of services has in recent times attracted
much debate.  Western Australia has not been immune from this debate which impacts on
Perth International Airport and potentially on regional airports and General Aviation (GA)
airports such as Jandakot.

Although the terms of reference within the discussion paper largely relate to issues pertaining
to future price regulation for aeronautical charges, this submission will also encompass
pricing regulation issues facing the regional airports and Jandakot Airport to give a
comprehensive Western Australian perspective.

The submission will not address each heading within the discussion paper, however it will
refer to specific sections of the discussion paper that the Western Australian Government
believes is relevant to airports in the state such as market power, airport monopolies and
deregulation of airport charges.

The submission has been prepared by the Aviation Policy Directorate within Transport WA in
consultation with:

•  The Western Australian Tourism Commission.

•  The Department of Commerce and Trade.

•  The Ministry of Premier and Cabinet – Federal and Constitutional Affairs Division.

•  The Treasury Department of Western Australia.

Price Regulation of Airport Services

Submission by the Western Australian Government
to the

Productivity Commission
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 Perth International Airport

Background

Perth International Airport is the major hub for international, interstate and intrastate air
services for Western Australia and is one of the most important pieces of transport
infrastructure contributing to the economic prosperity of the state.

The State Government works closely with the owner of the airport, Westralia Airports
Corporation (WAC) and has entered into a Memorandum of Understanding with the airport to
ensure that issues such as environmental impacts and infrastructure planning and development
are considered in an efficient and positive manner.

The State Government is aware of impasses between airport owners and the two major
domestic airlines over items of Necessary New Infrastructure Investments and the
involvement of the Australian Competition and Consumer Commission (ACCC) to resolve
disputes. The most notable relating to Perth International Airport was the proposed upgrading
of the 06/24 runway that resulted in a decision by the ACCC against WAC. The State
Government has been a concerned bystander, and it is disturbing that the airport owner and
two of its major customers were unable to reach an agreed position on a new charge to
upgrade the runway, particularly as this was hindering the efficient use of the airport and
possibly delaying improvements to airport infrastructure.

The discussion paper is timely in relation to this debate to determine a future charging regime.

Market Power

The discussion paper suggests that market power rests with airports through a perceived
monopoly to set fees and charges.  However, market power comes in many forms such as
airline market power.  For example, under the current regime administered by the ACCC,
airlines can object to any fee increases submitted by the airports on the basis that they are not
deriving a benefit.  The airport and the airlines are inter dependant in providing a service to
the travelling public and both have market power relative to their respective operations.  If
this position is accepted, it is important to ensure that any consideration of future price
regulation/deregulation reflects the market power of airlines and airport operators.

Price Regulation

The State Government believes that the current CPI-X regime is onerous and supports the
intention to abolish the price cap in its current state.  This is particularly relevant to Perth
International Airport where the X factor at 5.5 per cent, is above the settings of other
Australian major airports.
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With the intention to remove the strict CPI-X formula and replace it with a bi or tri yearly
review process, the State Government’s view is that airport aeronautical charges should be
relaxed, provided that future aeronautical charges remain competitive or benchmarked with
other relevant airports.

Examples to be considered in determining charges could include:

•  that base charges need to reflect productivity gains and other improvements; and

•  the airport be required to demonstrate a commitment to benchmarking whereby the airport
remains competitive with other similar sized airports.

However, it needs to be recognised that charges may increase on some occasions particularly
due to extraordinary events such as weather and other factors outside of the owners control
that could result in a higher degree of costs than normal.

While Perth International Airport’s aeronautical charges are amongst the lowest in the world
there needs to be on-going productivity gains and some of this should be passed on to airport
users while sufficient incentive is retained for improvements by the airport owners.

Notwithstanding this, it is reasonable to suggest that users such as the major airlines may,
from time to time, believe that specific charges could be unnecessary or unfair.  On this basis,
the Commission may consider;

•  a regular review of airport charges, say every 2-3 years; and

•  a direct appeal mechanism for issues arising between the regular review dates.

The responsibility for reviews and the imposition of sanctions and changes to pricing regimes
could remain with the ACCC, provided appeals are handled in an expeditious manner after a
reasonable consultative process between the airports and its customers/stakeholders has been
exhausted.

The State Government also believes that airports must have the ability to plan for future
strategic infrastructure and a mechanism needs to be developed to provide for constructive
negotiation between users and airport owners to agree upon future strategic infrastructure.  This
would be separate to the normal charging regime discussed previously.

Examples of future strategic infrastructure are the proposed parallel runway to the 03/21
runway and the integration of the domestic terminals to a centralised location with the
international terminal, as outlined in the master plan.  This will provide for more efficient
operations at the airport but would be a major and expensive undertaking and would require a
cooperative approach from all parties.
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For instance, in consultation with stakeholders, charges could be set for future infrastructure,
over say a five year period. The additional charge could be an agreed annual percentage figure,
which would be subject to an audit process, to compare actual with forecast expenditure. Any
over or under expenditure could be adjusted against the next year’s charges.  Stakeholders
should not be limited to the obvious participants such as airlines but should also include other
stakeholders such as State and perhaps Local Government.

Irrespective of whatever new charging regime is finally determined, it is of paramount
importance that there is a more effective disputes resolution process relating to new airport
infrastructure. On the basis that this would remain under the control of the ACCC, the disputes
process requires review that will allow impasses, particularly those involving key infrastructure
requirements to be dealt with quickly. This should ensure the airport is able to provide required
infrastructure, which will also benefit the growth and economy of the state, in a timely manner.

Double Till or Single Till

Although single till appears to be the most efficient formula by pooling aeronautical and non-
aeronautical revenue together, it must be remembered that WAC purchased the airport based on
a double till regime.  Indeed the division of aeronautical and non-aeronautical revenue was a
primary reason for the capping of aeronautical charges and it is appropriate that the double till
regime should remain for the time being.  However, it may be appropriate to revisit this issue at a
future date once a new charging regime has been in place for a period of time.

Regional Airports

Background

Under the previous Commonwealth Government’s Airport Local Ownership Plan (ALOP),
nearly all local airports in Western Australia were handed over to the local councils to own
and operate.

In Western Australia there are 20 regional airports that receive Regular Passenger Transport
(RPT) services.  All but Broome International Airport are owned and operated by the local
shire councils.  Regional airports, like GA airports, are not subject to any price regulation as
are the major capital city airports under the Airports Act.  Broome International Airport was
purchased from the Commonwealth Government by a private owner in the early 1990’s and is
also not subject to any price regulation.
Given the importance of regional air services, the State Government is concerned that no
effective price regulation applies to regional airports.  For all the reasons of monopoly
infrastructure and abuse of market power that was the rationale behind the regulatory regime
of the Phase one and two airports sale, regional airports hold the same power and potential for
abuse.
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Several regional airports retain healthy airport reserve accounts to assist with maintenance
and new infrastructure. The consultative process on new infrastructure that ultimately leads to
increased airport charges and air fares, has been found wanting, particularly where the end
result was excessive to the need. Although it is the right of airport owners to manage and
maintain their airports in an effective manner, before-time infrastructure should be avoided,
particularly where this translates to earlier than necessary new charges to the aviation industry
and the travelling public.

Through a very simple national benchmarking study and tracking of changes to airport
charges over recent years, it is apparent that some Western Australian regional airports are
charging in excess of what could be considered a ‘national average’ for similar airports.  This
fact has not escaped the notice of the regional airlines serving these ports and is a cause of
considerable concern when reviewing the viability of routes and services.

The State Government is aware of these and other actions that are occurring in Western
Australia at present.  However, there are no state laws to cover airport specific regulation. An
investigation under the powers of the State Local Government Act is planned for this year, but
is likely to have limited powers.

The State Government is a signatory to the National Competition Policy agreements and has
implemented a wide range of reforms in return for competition payments from the
Commonwealth and it is incumbent on government to ensure a level playing field is provided
to guard against excessive charges, whether they be airport related or air fares.  For a state
that relies so heavily on air services, Western Australia can ill afford to have adverse factors
affecting the viability of air services or which artificially increase the price of air fares.

It should be made clear that the State Government is only concerned with regulation of
regional airports that are served by RPT services as these are the only airports capable of
raising enough revenue from their operations to profit from monopoly power.

Broome International Airport

The contract of sale for Broome International Airport was negotiated by the Commonwealth
which allowed for the airport to be moved out of the centre of the town as it would have
adverse effects on the airport reaching its full operating potential and indeed restraining the
growth of Broome itself as a tourism destination.  It is understood that the Commonwealth
sanctioned a passenger charge that could be levied on all passengers to be put in trust for
future construction of a new airport.

As we understand it, the ability to collect funds for future infrastructure is not allowed under
the ACCC ruling for airports covered under the Commonwealth Airports Act.  This highlights
one of the differences between regulated and deregulated airports and between airports
privatised in the early 1990s versus those privatised more recently.
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Market Power and Price Regulation

As discussed previously, Perth International Airport is subject to regulated airport charging
however, regional airports as close as 400 kilometres from Perth are able to develop their own
charging regime with no negotiation with stakeholders and with the possibility, in some cases,
to divert airport profits to other off-airport projects.  The potential to abuse market power is
no greater in the capital cities than in the major regional centres.

In some instances, a major regional airport serving a vast hinterland rich in mineral deposits
and tourism activity can be quite lucrative but escape the view of regulators.

The recently privatised airports paid considerable sums of money for their infrastructure and
land on the airport site.  In comparison, those airports gifted to the local shires and councils
under the ALOP initiative were granted large areas of land, runways, terminals, hangars and
plant and equipment.  In addition, many received an additional cash grant to assist with on-
going maintenance and future capital requirements.

Therefore, these shires and councils have not only gained wealth through the value of this
property, but some continue to charge fees and make rates of return in excess of those allowed
for the recently privatised airports that paid substantial amounts under the Commonwealth
Government airport privatisation program.

Jandakot Airport

Background

As with Perth International Airport, the State Government works closely with Jandakot
Airport, the largest GA airport in Western Australia, on a wide variety of issues such as noise
from aircraft operations and the development of non-aeronautical commercial activity.  The
State Government is also about to develop a Memorandum of Understanding with the owner
of the airport similar to the Perth International Airport document.

Jandakot, like most GA airports, seeks to recover its costs through aeronautical and non-
aeronautical charges, however the return is potentially greater from non-aeronautical revenue.
Notwithstanding this point, the rate of aeronautical charges needs to be considered in relation
to this discussion paper.

Market Power and Pricing Regime

The question of whether price regulation is required at GA airports should be addressed
according to whether these airports possess market power.  In the case of Jandakot Airport,
this notion is based on two premises.
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•  Its monopoly position as the only metropolitan GA airport.

•  Its aeronautical charges are not capped under a CPI-X regime.

In terms of a perceived monopoly, there is some scope for substitution of Jandakot Airport
outside of the metropolitan area (eg Murrayfield 50 km south and Northam 100 km east etc).
However, the ability for GA operators to transfer operations to other airports may not be
feasible.  For example, GA operators may lose their competitive advantage if they are located
outside of the Perth metropolitan area or may have already invested significantly in their
operations at Jandakot. In addition, there is little prospect of a second GA airport being
developed in the metropolitan area in the short to medium term.

With respect to charges, the new owner, Jandakot Airport Holdings, in 1998 immediately
increased aeronautical charges to recover its investment.  The increases were significant
compared to the previous rates and other comparable capital city and regional general aviation
airports.

Offsetting this perceived market power position is that increases in prices has reduced aircraft
movements by 35 per cent in the first year followed by gradual increases in the second and third
years.  The present level of aircraft movements is still 18 per cent below the level recorded prior
to privatisation.

Therefore, even though Jandakot could be viewed as a monopoly with no price regulation,
market forces from users will still, to some extent, moderate prices.  This notion is applicable to
Perth International Airport and regional airports.

Although the reduction from a 35 to 18 per cent deficit could be seen as a direct result of
privatisation and a new charging regime, it should not be forgotten that in GA in particular, there
are those that are captive to the airport and those who are not.  Flying schools, charter operators
and students enrolled in courses of flying training are captive.  Once licensed, pilots become
users of choice who may well have adapted to increased prices by flying elsewhere or not as
frequently.

Nevertheless, the State Government believes that government may still have a role to play in
price regulation of GA airports given the complexity of the issue.  The proposal suggested for
Perth International Airport of an agreed future infrastructure fund could be applied, to some
extent, to Jandakot.
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Conclusions

The State Government believes that the following points should be considered.

Perth Airport

•  Market power should be recognised as applying to airlines as well as airport owners.
•  The new pricing regime should relax pricing restrictions to allow for greater flexibility in

pricing decisions while protecting the interests of airport users, with a review process to
be undertaken every 2-3 years.

•  That stakeholders agree upon future strategic airport infrastructure requirements and
determine funding options that will allow the airport to properly plan and implement new
infrastructure.

•  That the ACCC continue in its current role of watchdog and arbiter provided certain
standards of timeliness and flexibility are met, particularly in regard to the speedy
resolution of disputes.

•  The double till regime should remain for the time being but be reviewed in the future.

Regional Airports

•  Due recognition be made of the contribution by the Commonwealth Government’s ALOP
initiative and its effect on local government operated airports.

•  Investigation into a pricing regime that is subject to an Act, is transparent, reviewable and
subject to a process with avenues of appeal.

•  That infrastructure is provided in a timely and cost-effective manner in full consultation
with major stakeholders to guard against excessive or before-time works.

Jandakot Airport

•  Maintain a deregulated pricing regime for Jandakot but with a mechanism to review
charges similar to that suggested for the major airports.

It is the intent of these points to “level out” the charging regime for airports to be more
equitable for owners and users alike.  However, the dynamics involved at the different levels
of airports within the aviation industry should be taken into account when considering the
balance between deregulation and regulation.

Contact: Nick Belyea
                Director, Aviation Policy
                Phone:        08 9216 8722

Facsimile:  08 9216 8734
    E-mail:       nbelyea@transport.wa.gov.au


