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Terms of reference

I, Bill Shorten, Assistant Treasurer, pursuant to Parts 2 and 3 of the Productivity Commission Act 1998, hereby refer the current economic regulation arrangements for airport services to the Commission for inquiry and report within twelve months of receipt of this reference.

Background

In 2006, the Productivity Commission conducted a review of the regulatory arrangements for pricing airport services. The review examined the price monitoring regime that had replaced the price capping regime in 2002. The review found that the price-monitoring regime had delivered important benefits, and recommended that the existing arrangements continue.

The Australian Competition and Consumer Commission (ACCC) has continued to prepare Airport Monitoring Reports for public release on an annual basis. In 2008, the Government directed the ACCC to formally monitor prices, costs and profits relating to car parking at Australia's five major airports.

In the 2009 National Aviation Policy White Paper, the Government announced that it would continue with the existing regime including the price and quality of service monitoring conducted by the ACCC with a review to be conducted by the Productivity Commission in 2012. The Government reserved the right to conduct the review earlier. In addition, the Government announced that a second tier self-administered price and quality of service monitoring regime would be introduced for Canberra, Darwin, Gold Coast and Hobart airports. Other airports will also be encouraged to adopt web-based reporting of customer satisfaction measures and outcomes. The airports in the second tier scheme are expected to commence reporting in this financial year.

The purpose of this inquiry is to examine the effectiveness and efficiency of the current economic regulation and quality of service monitoring regime for airports and whether new arrangements are needed. It is also to make recommendations in relation to the requirement for future regulation and monitoring of services and the scope and appropriate mechanism for the provision of greater transparency and accountability in airport infrastructure provision and services.

Scope of Inquiry

1. The Commission is to report on the appropriate economic regulation of airport services, including the effectiveness of the price and quality of service monitoring, in achieving the following objectives: 

· promoting the economically efficient and timely operation, use of and investment in airports and related industries

· minimising unnecessary compliance costs

· facilitating commercially negotiated outcomes in airport operations.

2. The inquiry is to focus on the provision of passenger transport services at and surrounding main passenger airports operating in Australia's major cities.

3. The Commission is to examine: 

· aeronautical services and facilities provided by airport operators

· passenger-related aeronautical services and facilities provided by major airline tenants

· the provision and quality of land transport facilities providing access to the airports.

4. In undertaking its assessment, the Commission is to examine the economy wide costs and benefits and distributional impacts of the regime.  As far as practical, the Commission should seek to quantify and provide evidence for these costs and benefits. It should also seek to provide international comparisons of the performance of the airport operators.

5. The Commission should consider: 

· whether the existing regime is effective in appropriately deterring potential abuses of market power by airport operators

· whether the existing range of remedies is effective in dealing with potential and suspected abuses of market power

· the effectiveness of the monitoring regime conducted by the ACCC, including the methodology used and the adequacy of the information collected

· whether the current regime impacts on the ability of airports to price, operate and invest in airport infrastructure in an efficient and timely manner

· whether the coverage of the current regime is appropriate

· any improvements or enhancements that could be made to the existing regime

· the appropriate future role of the regime

· the adequacy and arrangements for the control of planning, operation and service quality monitoring of land transport access to major airports

· whether existing arrangements for the planning and operation of land transport linkages to the airports are effective.

6. To the extent applicable, the Commission is to have regard to the ACCC's Airport Monitoring Reports.  This includes the matters raised by the ACCC in these reports such as: 

· the quality of service at major Australian airports

· land side access to airport terminals such as car parking and its alternatives, and the cost and quality of car parking facilities

· the extent to which monitored airports can act strategically to raise costs of on-airport car parking by controlling the conditions of landside access to terminal facilities.

7. The regulatory price cap and price notification regime for regional air services into and out of Sydney Airport (Declaration 92 under section 95X and Direction 32 under section 95ZH of the Trade Practices Act 1974) is not within the scope of this inquiry.

8. The second tier self-administered price and quality of service monitoring regime is not within the scope of this inquiry.

Process

9. The Commission is to undertake an appropriate public consultation process including holding hearings, inviting public submissions and releasing a draft report to the public.

10. The Government will consider the Commission's recommendations, and the Government's response will be announced as soon as possible after the receipt of the Commission's report.  The Government will release the Commission's report.

Bill Shorten
Assistant Treasurer
[Received 15 December 2010]
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Abbreviations and explanations

Abbreviations

AAA
Australian Airports Association

AAL
Adelaide Airport Limited
AAP
Andrew’s Airport Parking

ACCC
Australian Competition and Consumer Commission

ACI
Airports Council International

Airports Act 
Airports Act 1996 (Cwlth)
ANAO
Australian National Audit Office

APAM
Australia Pacific Airports (Melbourne)

ARFF
aviation rescue and fire fighting

ASA
Airservices Australia
ASQ
Airport Service Quality (survey program)

ASX
Australian Stock Exchange

ATIA
Australian Taxi Industry Association
ATRS
Air Transport Research Society

BAC
Brisbane Airport Corporation
BAF
Building Australia Fund
BARA
Board of Airline Representatives of Australia
BIC
Bus Industry Confederation

BITRE
Bureau of Infrastructure, Transport and Regional Economics

CAA 
Civil Aviation Authority (UK)

CASA
Civil Aviation Safety Authority

CBD
central business district

CCA
Competition and Consumer Act 2010 (Cwlth)

CCCLM
Council of Capital City Lord Mayors

CEO
Chief Executive Officer
COAG
Council of Australian Governments

CPI
Consumer Price Index
CTFR
counter‑terrorism first response

DEA
data envelopment analysis

DIT
Department of Infrastructure and Transport

DRET
Department of Resources, Energy and Tourism

DTL
domestic terminal lease
EBITA
earnings before interest, tax and amortisation
EPBC Act
Environment Protection and Biodiversity Conservation Act 1999 (Cwlth)

ESC
Essential Services Commission (Victoria)
EU
European Union
FAC
Federal Airports Corporation
FIDS
flight information display screens
GA
general aviation

GDP
Gross Domestic Product

GFC
global financial crisis

IATA
International Air Transport Association

ICAO
International Civil Aviation Organization
IDR
Independent dispute resolution

IFM
Industry Funds Management

IPA
Infrastructure Partnerships Australia
JUHI
joint user hydrant installation

LCC
low‑cost carrier
MAp
Macquarie Airport

MLCP
multi level car park
MTOW
maximum take-off weight

NCC
National Competition Council

NNI
necessary new investment

OECD 
Organisation for Economic Cooperation and
Development

pax
passengers

PC
Productivity Commission

PFC
Passenger Facilitation Charge

PFP
partial factor productivity

PPP
public‑private partnership

QAL
Queensland Airports Ltd

QIC
Queensland Investment Corporation

RAAA
Regional Aviation Association of Australia
Rex
Regional Express

ROI
return on investment
RPT
regular public transport

SACL
Sydney Airport Corporation Limited
SFA
stochastic frontier analysis

SLA
service level agreement

TFP
total factor productivity
TTF
Tourism and Transport Forum
VFR
Visiting friends and relatives
WAC
Westralia Airports Corporation

WACC
Weighted average cost of capital
Explanations[customise the explanations to suit your report]
	Billion
	The convention used for a billion is a thousand million (109).

	Findings
	Findings in the body of the report are paragraphs high​lighted using italics, as this is.

	Recommendations
	Recommendations in the body of the report are high​lighted using bold italics with an outside border, as this is.

	
	


Glossary

	Access undertaking
	The terms and conditions under which an airport owner will provide access, as agreed with the ACCC under Part IIIA of the Competition and Consumer Act 2010 (Cwlth).

	Aeronautical services
	Services provided by infrastructure that facilitates aircraft movements (eg runways), and passenger processing facilities as defined under the Airports Regulations 1997 (Cwlth).

	Building block model
	A methodology, often used by regulators, to calculate a price for the services provided by a large infrastructure facility.

	Common-user terminals
	Terminals and associated infrastructure managed by the airport operator and used (potentially) by a number of different airlines. All international terminals at core‑regulated airports are common‑user terminals as are some domestic terminals.

	Core-regulated airports
	Leased airports designated as such under the Airports Act 1996 (Cwlth). They comprise Adelaide, Alice Springs, Brisbane,  Canberra, Darwin, Gold Coast, Hobart, Launceston, Melbourne, Perth, Sydney and Townsville airports.

	Domestic terminal lease
	An arrangement whereby an airline leases the entire terminal from an airport and provides terminal services such as check‑in and baggage facilities directly to passengers.

	Dual till
	An arrangement for setting airport charges whereby only the costs and revenues of providing aeronautical services are included in the assessment of allowable aeronautical prices. In other words, aeronautical services are priced on a ‘stand‑alone’ basis, without regard to any net revenues from non‑aeronautical services.

	Full‑service carrier
	An airline that provides ancillary services (such as the use of an aerobridge and in‑flight catering) as part of the airfare paid.

	General aviation
	Aircraft operations that are not regular public transport, such as private charter and aircraft training flights, and Royal Flying Doctor Services. 

	Light‑handed monitoring regime
	A regulatory regime whereby the ACCC is empowered to monitor price and quality of aeronautical and car parking services at the five monitored airports.

	Line in the sand approach
	A regulatory approach to valuing airport assets under which the value of an airport’s aeronautical asset base for monitoring purposes is the value of tangible non‑current aeronautical assets reported to the ACCC as at 30 June 2005, plus new investments, less depreciation and disposals.

	Load factor
	The number of passengers carried expressed as a percentage of the number of seats available.

	Locational rents
	Payments to land above opportunity cost that derive from its locational advantages for a particular use. 

	Low‑cost carrier
	An airline that provides a more rudimentary low‑cost service than a full‑service carrier.

	Monitored airports
	The five Australian airports (Adelaide, Brisbane, Melbourne, Perth and Sydney) currently subject to the light‑handed monitoring regime.

	Necessary new investment
	Under the previous price cap arrangements, a regulatory system whereby core‑regulated airport operators were permitted to recover the costs of necessary new infrastructure expenditure through price increases for aeronautical services.

	Non-aeronautical services
	Services provided by or at airports that are not aeronautical services (eg car parking, hotels, retail shops and food outlets).

	Objective measures
	Observable, quantitative measures introduced as part of the quality of service monitoring such as ‘the number of passengers per baggage trolley (during peak hour)’ as an indicator for the overall quality of service for ‘baggage trolleys’.

	Passenger movement
	A passenger arriving or departing on a scheduled regular public transport service.

	Phase 1 airports
	Airports leased to private operators in 1997 — Brisbane, Melbourne and Perth.

	Phase 2 airports
	Airports leased to private operators in 1998 — Adelaide, Alice Springs, Canberra, Coolangatta, Darwin, Hobart, Launceston, Townsville, Mount Isa, Tennant Creek, Archerfield, Jandakot, Moorabbin and Parafield.

	Public‑private partnership
	An arrangement whereby the government and a private business operator jointly fund an investment project, where the day‑to‑day management is the responsibility of the private business.

	Regional ring fence
	A feature of the Slot Management Scheme for Sydney airport which effectively creates a separate pool for regional slots.

	Regular public transport
	Scheduled aircraft operations provided to the general public on a commercial basis.

	Revenue passengers
	Passengers paying any fare on a scheduled regular public transport service, including passengers travelling on tickets acquired through frequent flyer programs.

	Sensitive development
	A proposed development at an airport that increases the number or size of houses, care facilities or educational institutions. A sensitive development is prohibited, unless granted Ministerial exception under section 89A of the Airports Act 1996 (Cwlth).

	Single till
	An arrangement for setting airport charges whereby all airport revenues and costs are taken into account in setting aeronautical prices. Allowable aeronautical prices are set on a ‘residual basis’, after subtracting from total airport costs the revenue derived from non-aeronautical activities.

	Slot
	A permission for an aircraft movement.

	Sticker shock
	Customer surprise at the cost of a product or service.

	Tripartite deed
	A document that clarifies investors’ rights in the event of a an airport lease termination.

	Weight-based charges
	Airport charges for the use of airport services based on the weight of the aircraft (usually maximum take-off weight).

	Yield management 
	Discriminatory pricing by airlines designed to maximise revenue from each flight.
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