PRIVATIZATION OF AIRPORTS—THE ECONOMIC EFFECT ON AIRLINES
THE POSITION OF IATA AND AITAL

Ladies and Gentlemen,

Firg of dl, | would like to thank Mr. Raymond Ybarra, Regiond Director of ICAO for
the kind invitation to participate in this seminar to discuss this important issue from the
point of view of the arlines. It is a pleasure in my capacity as Manager User Charges for
Latin America, based in Miami to address this audience to andyse the economic effect on
arlines of the privatisation of airportsin the region.

Let me dat with clear datidtics. Last year and according to our estimates, the IATA
member arlines and its passengers pad in ther regular international services US 13.700
million of which 54 per cent (7.400 million) were landing fees at arports and related
charges, and the rest (6.300 million) were ar navigationa ads charges which trandate to
10 per cent of ther operating cods. This shows the impact in the region, as Ldin
America becomes the fastest growing traffic in the world.  Air transport is the only
industry that pays the total of the infrastructure it uses. However, the services received
are deficient and can be proven easily in our region.

The user charge, which is a cost not under the control of the airlines, has generated in
IATA member airlines. As a result a Resolution on User Charges was approved by the
Annud Genegrd Assembly in 1996 and a campagn was launched to increese the
conscience in al paties concerned in the ar trangportation indudry, arport and
aeronautical  authorities set a drict control on their cods, increase productivity and
provide asarvice level according to what they are charging their clients: the airlines.

The arlines support the tendency to commercidise (and in some cases to privatise) the
arports in the world, so that the infrastructure used by the airlines and its passengers is
not managed by government entities Today, about 55 States have partidly or totdly
privatised their arports or operate an autonomous manner and in the future more and
more airports will be privatised, especidly in our Latin American region.

With respect to ar navigational services, there are no private entities in the drict sense of
the word. Today there are 55 service providers qperating under a commercia base which
in the future will dso expand. The provider ATC NATS in the UK is conddering
Privatisetion.  In Latin America, the same tendency exitss However some States
consder the protection of their airgpace a sovereignty metter, so that privatisation is out
of the question.

IATA supports this tendency to commercidise the arports and the air navigationd
savices, if these processes are implemented in a proper manner. And what do we
understand as a proper manner? Our eperience is that with few exceptions the arports
that have been privatised have increased their charges. In some cases the increases have



been dragtic, as we shdl see further on. There are severd reasons for these charge
increases. One of them is the lack of adequate economic regulation, the non-application
of the ICAO principles in the cdculaing of fees and tariffs and the excessve profitability
sought by theinvestors.

With the help of internationd organisations such as the World Bank, the States study
possble dternatives to privatise ther arports in an effort to obtan the necessary
invesments to cope with the ever-increesing passenger and cargo traffic. Our
Governments do not have the necessary resources to upgrade or build new airports and do
not have the money to buy spare parts or buy new ar navigaiond aids. The priorities of
the Governments are different and the economic recesson in our region affects even
more the investment plans on arport infrastructure.

It is the interest of the IATA member airlines to participate in the privatisation processes,
due to the importance of the economic changes that are expected. As the world
asociaion of arlines, IATA mantans a cdose vigilance with the co-operation of the
locd associations of airline representatives, regiond associations of airlines, as is the case
of AITAL in the different countries where the governments have shown interest in
privatisng or commercidisgng their arports. It is expected that during the process dl
sectors of the ar trangport industry are present and that the ICAO principles on user
charges are observed, especidly those on the relaion between costs and charges,
transparency in the presentation of expenditure and revenue and that the charges are non-
discriminatory.  In mogt Latin American countries none of these ICAO principles are

applied.

On the contrary of what other industries that have been privatised, the airports and the air
navigationa services providers are not obliged to increase efficiency and productivity
and to reduce unit cogs for the airlines and the passengers. One has to remember that the
arports and the ar navigationd services providers are natura monopolies. This is why a
regulatory body independent from the airport or aeronautical authority is important to
define and control effectively those levels of efficiency and productivity a arports in the
benefit of the users.

In severd countries the terms and conditions and financid framework of the public
tenders have not been disclosed. It is dso a fact that that certain government entities that
handle the privatisation processes have done it without consulting with the airport
authorities.  Furthermore, the lack of continuity in public servants in the government
bodies, and especidly in the cvil aviation authorities makes it more difficult to pursue a
consultation process and the flow of information from the authorities to the arlines.

The conaultants contracted by the government tha make the feashbility studies for the
financia projects should understand the nature of the ar trangport industry and the
economic environment in which the arlines operate in each country. This is why it is of
the utmost importance that the loca arlines and their associations participate from the
beginning in consultation meetings with the relevant authorities.  The consultants have to
be very careful in dructuring the financid packages in such a way tha the levels of the



fees and tariffs reflect the costs and in the case of arports, that the non-aeronautica
revenues are developed to badance the equation. The return on investment should be
comparable with other indudtries that operate on a monopolistic environment, so that the
profitability is reasonable.  We have proven that the high profitability needs result in
increases in charges to balance the equation. This case is more 0, when the financing of
the project is done through long-term bonds for which the profitability has been the prime
reason for private individuas and companiesto invest in the first place.

Before continuing with this subject, it is better to make clear that the term “arport
privatisation” used in Lain America is not correct in the sense of the word, snce in most
cases the companies will not end up as private entities. The airports being “privatised”
are actudly leased for periods of 20 or 30 years or under concesson contracts will be
responsible to manage and operate the ingdlations and participate in the development of
its infregtructure. The concesson contracts usually upgrade the arports that are
transferred back to the government at the end of the concession period.

IATA bdieves firmly tha the key to success is in the redionship between the civil
aviation authority, the concessonares and the airlines

Through an adequate conaultation process where detailed plans on  arport
development, budget, finance, costs and charges are discussed, and a total adherence
of the ICAQO principles on user chargesis honoured.

The arports ad ar navigationa services are subject to a regulation through an
independent regulation body. The economic regulation plays an important role in the
efficiency of the arport and to counteract the potentid abuse in setting fees and
tariffs.

AITAL, the Lain American Air Trangport Association has presented its own points of
view:

AITAL does not oppose to the privatisation of arports, but fears that this will result
in important increases in fees and tariffs which will aso increase the operating codts
of the arlines. It should be teken into consderation that the arports are pure
monopolies, which impose unilatera criteria (Abuse of the dominant pogtion). This
is why the users (arlines and passengers) must have access to a control mechanism
and must be heard in the process previous to the public tender.

It is usud that in a private arport adminigtration, which must show economic results,
the fees and tariffs tend to increase so as to recover the investment in a short period of
time This is why a st of officd rules and regulation should be in place and the
contractud clauses should be clear and precise.  The airport authority should have full
control of the contract.

The landing fees and in genera dl arport charges are an important component of
the arlines operationd cods. The traditiond criteria that for higher cods there are



higher fees are not anymore applicable in most markets. Fees and tariffs depend
on the competitive dtuation of the reevant market and there is no direct
relationship with the operating costs. Therefore excessve arport charges imply
increases in arline costs, which cannot be compensated with increases in fares.
Thiswill endanger the economic and financid Stuation of the arlines

In Latin America arport charges are higher than those of North American arports
are. Where Lain American Airlines operate. This implies that the increases in arport
cods dfect & a lager extent the airlines that operaie from their bases in ther
respective countries. Excessve charges dfect in a negdive manner the
competitiveness of Latin American airlines.

The privatisation of arports should not become a new source of income for the State.
Today some States have important resources to build, maintain and operate large
arports.  This is why the criteria should not change in the sense tha through the
privatisation of arports the income is utilised for other purposes, since this would
become a new tax to the arlines. When the congtruction costs have been covered,
their transfer to the private sector should not become a source of profit for the State.
The users dong the years before the privatisation have dready covered the arport
codts. “Privatisations’ are temporary, because a the end the State will receive the
arport with improvements.

Cross subsidies are to be avoided a dl costs. The economic results of a good
management should not be destined to subsidise unprofiteble arports. In a private
enterprise the user is to pay for the service rendered and not subsidise third parties.
Airports in remote areas with little traffic are judifiable for economic drategies and
convenience of State but it is unreasonable to have profitable arports subsdisng
them, at the expense of the passengers and airlines.

The example set by the BAA Fc is to be followed. Through the gpplication of the
principle of reasonability the charges to usars were dabilised and the nont
aeronautical revenues were increased to baance the equation.

Lets andyse specific cases of “privaisations’ or concessons in some countries in our
region and their economic impact on the airlines.

ARGENTINA

The internationd public tender for the adminidration and development of the country’s
33-arport network was awarded to the Aeropuertos Argentina 2000 consortium in
January 1998. Under the terms of the contract the consortium is to invest USD 2.200
million in the devdopment of the arport infrastructure. Besdes paying ordinary taxes,
AA2000 offered to pay roydties of USD 171.2 million. This revenue is to be used to
operate and develop the country’ s smdler airports



From the very beginning the Director Generad of IATA, sent a letter to the Presdent of
the Argentine Republic warning the government of the increase in charges and the effect
on airlines that were expected with the proposed plan. IATA aso requested the Argentine
Government to goply an economic regulation to avoid the monopoly exploitation of the
users by the concessonaire The Argentine Nation edtablished the regulating body —
ORSNA. The purpose of ORSNA is to oversee the financid and operationa
development of the concessionaire including the control of fees and charges, approving
development plans, service and productivity levels. ORSNA does not regulate the non-
aeronautical charges and in case of conflict with AA2000, the arlines may request
ORSNA for arbitrage. With a cogly payrdll, the effectivity of ORSNA is 4ill to be
proven.

IATA has expressed in severd occasons the concern with the problems the arlines have
encountered with the concessionaire: lack of trangparency, cross subsidies with the nort
profitable arports with the concept of arport network, and ever increasng arport
charges. Even though the arport charges have been frozen for five years, new charges
have been established, others have been adjusted and in the case of office space rentals,
the charges went from USD 14 to USD 43 per square meter. Today, over a year gone by,
the benefits to the users, both passengers and airlines a the country’s main terminds are
dill to be seen. Even though the revenue figures of AA2000 have been made known,
there are no details of the airport costs, therefore the fees and charges are st on
objectives and benefits and seem not to have ardation to costs of the services rendered.

The dedtination of the figure offered by the concessonare to the Government is gill not
clear. There have been negotiations to reduce this figure and the financia result show that
it will be very difficult to produce the profit, so the fees and charges will have to be
increased.

COLOMBIA

The experience of the concesson contract for the congtruction of the second runway of
Eldorado Internationa airport has not been satisfactory.

The internationd public tender was awarded to the consortium CODAD S.A. The project
included the congruction of a second runway and complimentary works. The project
contemplated the recovery of the investment by the concessionaire by rendering the
landing rights revenue of the existing and new runway for a period of 17 years.

The financid plan was based on very ambitious projections of the increase in operaions.
It is true that for the firgt five years of this decade, the traffic of aircraft increased at a rate
of 10 % per year, as a result of the liberdisation policy of the government, the incentives
for new entries into the internationd market, fleet update and new entries in the domestic
market. This trend however decreased in the second hdf of the decade due to the
complicated socio-economic Stuation in the country.



The financid formula for cdculating the landing rights was concelved from the proposd
of the concessonare to be indexed twice a year according to severd variables as price
index to the consumer in Colombia, price index for the consumer in the USA and the rae
of exchange of the US dollar compared with the Colombian Peso, and a component in US
dolas on the both international and domestic landing fees. The formula produced
increases of dmost 80 % in landing fees a the time of darting the maintenance period of
the concesson contract. For the second semester of 1999, the fees were once again
indexed by a different interpretation of the formula, which resulted in a dight decrease of
0.64 % in the internationd landing fees but an increase of 14 % in the domegtic landing
fees.

From the point of view of the airlines, the process took place a closed doors, within the
cvil avidion authority, the Minisry of Finance and the Planing Depatment and there
was no consutation process with the users with respect to charges and the planning of the
arport operation. The terms and conditions of the public bid were prepared by an
invessment bank and were handled privaidy with the bidders. The financid dructure of
the concesson was made known to the airlines once the contract had been signed.
Furthermore, the arlines are now paying for a codly invesment of 110 thousand square
meters of apron built for the Colombian Air Force.

Once the revison was made for the performance of the second semester of the
concesson, last July, the concluson once agan was tha the minimum revenue
guaranteed had not been met. Therefore the civil aviaion authority had to use its
fiduciary depodt to come up with the requirement of the amount guaranteed in the
concesson contract. The concessonaire complies with the investor's expectations that
have the bonds in hand. The benefit to the civil aviation authority has been negative since
they had to disburse for the second time their own resources and the arlines have to pay
for codly landing fees which were not set with equity and affect the operationd codts at
the Eldorado International Airport.

Smilar cases have taken place with the airports of Cartagena and Barranquilla where the
arports are managed, operated and maintained by private companies. In the case of
Catagena, before the firdt year of concesson, the consortium was on the verge of
bankruptcy and did not have the revenues to pay for the roydty fee they had offered to
pay the government. The dept had to be re-negotiated and there was a change in the
operator partner of the consortium. Today the contract continues. The benefits for the
arlines operding at those airports are minimdl.

There is no independent regulating body in Colombia to supervise the development of the
concesson contracts and control the applied fees and charges.  The civil aviation
authority has the function to intervene in the maintenance phase of the contract acting as
judge and plantiff.



COSTA RICA

The Government of Costa Rica has just awarded the “Gestion Interesada’ contract for the
management, maintenance and development of the Juan Santamaria Internationa Airport
in San Jose. The contract is for a period of 20 years. It is expected that the concessionaire
will inves USD 170 million in improving the taxiways, cargo termind and main runway.
IATA has had the opportunity to work very closdy with the DGAC and the Privatisation
Commisson and to know the financid project and projections. Even though the landing
fees are not to be increased, a new argde infrastructure fee was introduced. This is
effectivdly an overcharge in the landing fee. This charge was gpproved by the ARESEP,
edtablished by the government to regulate these contracts. The DGAC will hand over the
arport to the new concessionaire in March /April of 2000.

URUGUAY

The concesson of the Montevideo-Carrasco internaiond arport is being avarded. The
concession contract is for 25 years and an investment is expected from the concessionaire
of USD 170 million. The problem arises because the arlines will end up paying for a new
termina building and the relocation of the Uruguayan Air Force who will have a re-built
termind, and new aprons. The experience in Uruguay has been that the internationd
arrport of Punta del Este was privatised in 1996 and the user charges increased by 40 % at
thisarport.

These are just but few cases in the region. The process continues.  Airport groups have
been privatised in Mexico, and the internationd arports of Bolivia and the Dominican
Republic. The concessions contract of Lima International arport is to be awarded soon.
The privatisation processes in Ecuador, Guatemada and Honduras have been postponed
and the process in Panama has been suspended indefinitely.

With this words, | would like to conclude that it is imperative that the arlines continue to
participate in the privatisation processes in the different countries, so that their points of
view are heard, and that the recommendations on user charges of ICAO are taken into
condderation and the most important that the mistakes that have taken place will not
repeet themselves when the experiences of other countries become known.

Thank you.



