In Ocrober 1996 Congress enacted legislation permitting up to five ULS, airports to be
sold or leased to the j:ll.‘i\ ate sector. Ulnder the A rport Privatization Pilat II"'?'.-'""“- EUVETT
ments which own commercinl and/or general aviaton airporms may apply 1o the Federal
Avianion Admunstration |]'-",.-"'._; {or warvers from thoss PROWESIONS | [ Federal avianion law
which might orhervise forbed the retention of sale or lease proceeds by thae government, and
[rom other provimans requining repayment of previous federal gramis or the return of land
provided by the federal government

On Sepember 16, 1997 the FAA pubhshad in the Federal Register tts final guidelines and
application procedures for the Pilot Program, Preliminary applications 1o take part in the
program will be accepted by the FAA beginning December 1, 1997=and applications meet-
ng FAA requirements will be accepted on a first.come, firstserved basis, Thus, those clties,
counties, and states wistung to participate in the program should act with all deliberate speed
in order vo have a reasopable chance of obtaining one of the five avalable shois in the Pilo

Program

Thas Policy Brict explains the powential beoelits of prvauzing air
ports, provides a brief overniew of alrport privatizaton as i s
emerging worldwide, summarizes the provisions of the Pilor
P 1. and Lains h Iv ici in the
Program. and explains how to apply to participate in the
Program. An Appendix provides some useful relerence

meakerial,
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Viy Privatize Your Airport?
A number of factors lead governments wo consider
divesting various enterprises, Few would contend that

:|:'.|:|-.'|i:||1|:. povernmental functions such as |:n':.| or the
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courts should be privatized. But increasingly govern-
mients are following the advice of management consul-
tants and deciding that they can do berter for their tax-
payers by narrowing their focus ta their core competen-
cies, divesting non-core functions to sther parties, includ-
ing the private sector.

Increasingly, governments are deciding thar airports
are ot core luncrions. Although municipal electric and
gas utilities exist in the United States, most cities have
apted not to get into these commercial businesses,
Airports, especially arcarrier [commercial) airports, are
increasingly being viewed as commercial businesses.  As
such, they can be operated by private firms on a self sus
taiting. profitable basis. A city which has tied up capital
in an airport may recover that capital, by selling or leas.
:inE thse ;_irPuH_ Lo oa Pri_'l.':l;c operitor, and use the ].‘Irl'n.'r:'::]I
for core government operations.,

In recent vears, 4 numbser of organizarions (includmg
the American Association of Airport Execunives, the
General Accounting OMfice, the Beason Foundaton, and
the Warld Bank) have analyzed airport privatizatian,
both in theary and in practice. Amaong the porential bea-
efits of the sale or bease of awrpornts are the following

A. Increased Operating Efficiency

A company runming the airport as 2 business is more
likely than a government agency to rethink all aspects of
the operation to reduce coss and increase producuvity,
For example, preductivity increased significantly ar the
three main Londen airpons, following their privatization
as BAA in 1967,

One way private ficms can achieve greater elficiency
is by putsourcing vanous SUppOrE services 1o LOWer-Cost
providers, selected competitively. For example, the
Burbank Airpont {privately managed by Airport Group
International) contracts out airport fire and rescus service
to a private firm, For a city government to have taken
this action might have been a source of political contre-
versy. But it was simply a business decssion o the comps-
ny operating the airport.

B. Improved Customer Amenities

Private firges like AG) and BAA have revolutionized
airport retail operations over the past decade at such wr

ports as Lendon's Heathrow and Garwick, the interna-
tional terminal ar Toronto, and the new terminal at
Pittshurgh, Four main principles charactenze the new,
customer-friendly retail approach: (1) double or wriple the
amount of space devoted 1o retail shops, {2} brand-name
retailers offering a much wider variety of goods and ser-
vices, (3} competing providers of many goods and ser.
vices, and [4) sireet-level prices rather than the tradinonal
much higher aicpont prices. Using this asw approach,
BAA USA has iripled the retail spending per passenger at
Pirtshurgh's new terminal.

C. Additional Airport Operating Revenues

The old nonprofit. noncommercial approach 1o air-
port management often cesults in rents and other charges
get far below markst kevels and 4 serious underutilization
of the airport’s properties. The commercial approach
being adopted by private airport operators {and their
goverament-owned but commercially run counterparts
in Europe such as Schiphol and Franklort) employs mod-
ern businesslike approaches 1o realestate management,
the negotiation of leases and concession arrangements,
and the search for higher and berter uses for airport land,
canststent with arpart operations.

This kind of commercial approach can produce a
winewin situation. Under a 10-year management contract
with BAA USA, Indianapolis is expecting 10-vear savings
of §142 million, which will mean that the averuge charge
1o airlines per enplaned passenger decreases from $7.78 to
§5.19 aver the 12-vear period. Under the particular con-
ditions of the Indianapolis contracy, these savangs will all
scerue 10 the airlines. But under the conditions permirted
by the new Pilae Frnﬁum, these kinds of !:.i"\-'i-'l‘ig;:! could
be shared among the city, the aizlines, and the airport

Company.

D. Risk Transfer

W hen fhd|or new Ci-pi‘hﬂ IVEstmenls are 'I"GIIIJiTL‘d-"
e.g-, the addition of a new terminal—one of the benehits
of privatization is the shift of significant risk from the
government to the privare airport company. Because
large capital projects accur infrequently a1 a particular
airport. the government agency that operates it may nat



be highly skilled at projest managemens, Many things
can go wrong on a large projeci=especially cost and
schedule overruns, But if the airport is sold or leased 10 3
private firm which operates and expands a number of air-
ports ax its regular business, the responsibility for finsnc-
g aad implementing a new terminal or runway
becomes that of the expenenced private fiem. Cost and
schedule overruns put the firm's investors—not the cry's
taxpayers or bondholders—at risk. The privare compa-
ny's need to raise project capital in the financial markets
serves as a restraint on choosing “Taj Mahal™ projects
that may be artractive politically bur do aat provide a
cast-cllective solution 1o the problem ar hand.

E. More-Rapid and Less-Costly Development

Because they are far less constrained by cumber
some, multi-phase government procurement regula-
tions, privave arport firms can typically use streamlined
F-t:.'ﬁunlutn such as I}I."r:iﬁli-ﬂll.'llllj (15} de»‘wlup new [acili
ties such as airport terminals. For example, Transport
Canada had estinared thar it would require seven years
ter develop the new international 1erminal ot Toronto's
Pearson International Airport. By privatizing the pro-
ject to a Canadian/TL5, jeant venture, the entire project
was completed and in service in just 33 months. And
instead of costing C21 billion, its ol cost was jus
CE700 millian.

Private firms have strong incentives to build projects
quickly and efficiently. BAA has set a target of cutting
s real (inflation-adjusted) construction costs by 10 per
cent by the turn of the century. The private consortium
replacing the laternational Arrivals Building at
Kennedy Awrport will build a new $1.2 billion terminal
serving 40 airlines and six million annual passengers on
the site of the existing obsolete terminal, withour dis-
rupting existing airline and passenger operations.

F. Sale or Lease Proceeds

By selling or leasing its airpory, a oty or state can
recover the capital value that v has vied up in the air
port—both its phvaical facilitees and the value of its land
(whaose other uses are precluded)—and use those proceeds
for core governmental [unctions, In addinon, when the

LY - B
airport is sold {and in some kinds of lease transactions),
the sirport returns 10 the propesty 1ax rolls, increasing
the city®s assessed valuation and contributing its share 10
the cost of ninning local government.

The Global Trend Toward
Airport Privatization

Divesting airporis to the private sector was
unkoewn wntil 19 vears ago. In 1987 the UK. s
Thatcher government sold what had been the British
Airports Authority vis an initial public offering of
sock. In 1987, investors paid 52 billion o acquire the
company, renamed BAA; today its marker value has
grown to 59.4 billion. Since then, a number of other
LLE. airports have been sold, including Belfasy,
Rirmingham and Liverpool. Austria and Denmark sold
minority stakes in the Vienna and Copenhagen airpors
in the early 19305, but few other airports were priva-
tized over the next several vears.

However, 199698 is shaping up to be a period of
major airport privauzation, as summarized in Table 1.
While Germany and [taly are selling majority stkes in
their larger airpons, most other countries are opting to
affer langaerm (frequently up to 30-year) leases (general-
Iy termad “concessions™ overseas), In May 1997 Australia
held 5 competition to award 50-vear concessions for the
first of is 23 commercanl airpors—HBrishane, Melbourne,
and Perth. The winning bidders paid a 1ol of $2.5 bil-
lion for these three airports.

What began 10 years ago as a pioneering deparure
from tradition in Britain has become a major global
trendh. By the wurn of the century, many of the waorld's
leading airpors will be operating as private emterprises
{see Table 1 on the next page).

What the Pilot Program Does

Several legal barriers have prevenned the sale or long.
term lease of airperts in the United States—unul now,
Uneler the FAA™s imterpretaton of the grant assurances




sigrned by all airport operabors receiving federal Airport
Improvernem Program (AIP] grants;any proceeds trom
the sale or lease of a city’s arport would be considered
“airport revenues” and, as such, could enly be used
within the airport system and lor airport purposes.
Thus, & city that sold s u"fpnn toa pl‘i"ln'i.tt firm would
not be able to use the sale proceed to repave its strests;
instead, 1t would have 1o give the money back to the
firm that had just bought the arpost 1o use tor arpon
purposes, Linder those arcumstances, few citics had amv
incentive 1o sell their airports, In addition, federal gram
regulations require that of a |-.ll'IItLlr||' bl in part with
federal grants changes ownership, the undepreciated
portion of the grant mus be repaid w the federal gov
ernment, Alss, the rule about airport revenues beisg
ased only on the airport had been interpreted by the
FAA ro imply that a company buving and owning as
airport could not keep some of the airport’s net income
as 1ts profir,

The Pilot Program grants exemptions to these
requirements [or up 1o five airports, The new Secrinn
1713 of Title 49 of the US. Code suthonzes the Pilot
Program. And the FAA's September L6, 1997
Application Procedures spell out how a city. county, air.

part authory, oF state can ]'|.1r:||'j|rJ.||~ in the program.

Specifically, Section 47134 permits the FAA
_".J.['ﬂl.ﬂii[rﬂlq:lr T R_rm: [ |'|'.|1‘.11:-r|-. IIIIE :I'If' ‘|.|:I.' il Il.'n]b-l.' 'h:lf
an airport if the privatization plan provides for the ial
lowing;

The airport will continue 1o be available for public

use in a nondiscriminatory manner;

The airport’s operation will not be interrapred in the

VeIt ‘.:E ‘hﬂ Pf|l"][ﬂ »:IP'I:]'.I'LI_'I[-:; |.iTI.1!'|.i'L-1I. ITt!.l:I".I‘I‘Ii: & 00

banke LR

The private aperator will maintain, improve, and

imodernize the airpory;

Charges 10 sirdines will nor increase faster than il

tion unbess 2 higher amount is approved by &5 percemt

of the airlines using the alrpor;

Fee increases {or general aviation planes witl no

exceed those for airlines:

Safety and security will be maintained “at the highess

perssthle levels;®

TABLE 1

Country

Airperts Aftactad

AIRPORT SALES AND LONG-TERM LEASES

Argantina

Austraba

Austria
Balrsa

Colomban

Czech Republic
Denmark

Gemmany

fray

Jemaica

Mexico

South Alrica

United Kingdm

30 largest

23 largest
Brishane

Melbourms
Perth

Vienna
3 lwgest

5 langest
Cartagena
Bamrenguila

Earkney Vary
Copenhagen

Duszaldort
Hambirg

Milun

Zurich

Ahserdasn
Bpifast
Birmingham
Bournemauth
Cardiff-Wales
Cowentry
Livespool

E. Miiands
Edinfargh




Privatiztion Moda Stafus

Loneg=turm lease Planmad late 1957

Lang-term lease Plannad 1597-58
Lessed May 1957
Leased May 1957
Leasad May 1957

Sabe of minonity Sold 1982, 1835

Lang-tarm bpase Leased March 1997

Long-term bease Plannad 1996-58
Leased 1938
Luased 1938

Sako of minonty Plannad lale 1337

Sale ol minonty Sold 1994

Sals of 50% Under way 1997

Sale of majority Likedy 1998

Sale of majority Likely 1988

Sale of majarity Sold 1997

Sale af minority Sold 1997

Long-term lease Lskphy 1028.98

Long-temm lease Planned cary 1998

Long-term lease Planned 1398

Sale Planned 1998

Sale of minarity Planned 1998

Sals Plunnied 1993-2000

Sale Sald 1857

Saie Sold 1534

Sale of majority Sold 1847

* Bale of majorty Sold 1936

Sale of majority Sold 1598

Sale of majonty Sold 1994

Salo of majority Sald 1589

Bala of majonty Sold 1933

Sala Sold 1887

Salo Sold 1087

Sala Soid 1987

Sala Sold 1987

sk Sobd 1987

Sals ol 1987, 1992

Moz impacts wall be mitigared m,th;&.;mftnm: as
at a public airpor——g=. ] s | [ pg—
Adverse environmental etfects wm“ﬁci'-l:ninigattd o
rhe SEme exteat % at a pu'l'-“r .1i'r|:1-r.|r|',

Any collective bargaining agreement in effect on the
date of sale ar lease will pot e abrogated by the trans-

i,

The Pilor Program applies 10 up 10 five airports.
Congress specified that ar least one of these must be a
peneral aviation (GA) airport and that ao sore than one
could be 2 “large bub” sirport (meaning that it handles
one percent of more of wral US. passenger boardings).
[n implementing the program, the FAA has imposed no
turther limitstions or categories. Thus, beyond the one
"tlot” reserved for a GA ainport, the other four could be
any combimation of GA, gon-hueb, small-bub, medivm-
hub, or large-hub, provided that caly one of these other
four could be a '|.arg.r hub. Thus, in p:in:ip!:‘. all five
dots could go to GA airports, or at the other extreme,
four af the five could £O o medivm and large hubs, Far
LA LiFpOrTS, the mode of }lli\'«lli'u"rll.l!H Ay be either
sale or lease. For wirecarrier awrpearts, only a lease 15 per-

mitted.

The FAA intends 1o follow a frsccome, Dirstserved
procedure. Beginning December 1. 1997 it will accepr
preliminary applications from jurisdictions hoping 1o pri
vatize an airport under their control. The lirst five appli-
cations that meet the bassc criteria will be “accepted for
1\:"!-'“.'1"-'.1 [’. IIcehe '.IJJII [l'l'r Jl'l'L"I:':..II‘IT .||1I?|||'J|.'|':II'|'I- F g

received, the later ones will be put on o stand-by Lise.

Once a preliminary application has been accepted for
ane of the Bve slots, as noted abowve, the applicant may
then issue its request for proposals [REP), select a private
operator, and negotiate an agreement. Having done that,
it must then submut a final applicaton, which is subject

to o &0day comment penosd.

Should an accepaed applicanion be withdrawn or its
subsequent hinal application be judged unacceprable,
applicants from the stand-by list will be notfied, in the
order that their preliminary applications were received.
that they can proceed vo the RFP process/final applica-
Lacm slage,




If your jurisdicion wishes 1o be considered tor the
Pilot Program, tme is of the essence. Since the first five
preliminary applications that mest the basic requirements
will be given the five sloss initally, and since applications
can be submitted as early as December 1, 1997, ir is ewen:
tial 1o file a preliminary application by that date in order
1o have a reasonable chance of beiing, accepred.

This need for speed is especially acute, given that rwa
airports will qualify for an earlyapplication exemption
because of having issued their RFPs prior to the FAA's
promulgation of the final rules. Allegheny County. PA
has already held its competition and sclecued the private
operator (Comarco) for its general aviation airport.
Assuming its final application is accepied by the FAA,
the one slot thar must go to a GA airport will then have
been filled, New York Stase issued its RFI for the long-
term lease of Stewart Airport on June 19, and its deadline
for ECeIving F:I'ﬂpnﬂh is October 17; it ako q1.1.1-'|iﬁu-. fem
an early-filing exemprion.

Thus, assuming that both the Allegheny County and
Stewart applications are accepted by the FAA on its first-
come, first=served basis, there will remain only thres slos
as aof the iinal December 1, 1997 IF']!'[iu‘lLiEI-ﬂ date,

B. Preliminary Application

According 1o the FAA's Sept. 16 Applicatien

Procedures, a preliminary application should consist of:

- Description of parties vo the wransaction (1o the extent
kaown);

+ Summary of the objecuives of the planaed privanza-
Lo

« Description of the process and a realistic timetable for
selecting a private operator and completing the trans-
ler of the arrport

+ Description of the aigpart property to be included in
the transfer;

+ Abrpont financial statements for the last two repocting

periocds;

+ Completed request for proposals (RFF) 1o be isued fol:
lowing approval of the preliminary applicarion.

C. Final Application

The final application must be filed after the govern-
ment airport owner has selected 2 private operator and
reached sufficient apreement on the terms of the transac-
tion to describe them in the application.

« Part £ Parties 1o the Transaction—including the cur-
rent airport owner, the privae firm or consoruwm
members {aﬂ.:l ey cldunship}, and 4 ststemnent of the
current awner's authority to sell or lease the airpon.

+ Parr II- Aarport Propery—including a histery of the
scquisition of various parcels, idemifying those donar-
ed by the federal government ar purchased with fed
eral funds.

- Part [if: Terms of the Transfer—including both neo-
Gaancial and Sinancial provisions, copies of all docu-
meats executed {or 10 be execuved), and provisions for
ensuring furure sompliance with grant assurances;

= Parr IV: Qualifications of the Private Operator—
including prior sirpart managemens and opertions
experience, financial statements, and compliance
plans,

+ Part V: Requents for Exemprion—covermg the uwe of
sale or lease proceeds, repayment of federal grant or
return of federal lands, and compensation of the po-
Vale OPETILoT.

- Part VI Certification of Air Carrier Approval—docu-
menting airline approvals, as required by Sec. 47134,

. Part VII: Airport Operation and Development-how
the private operator plans 1o operate, maintain, and
improve the airport and comply with the provisions
of Sec. 471 M and the vanous grant Bsurances;

« Part VIIT: Periodic Audite—agreement 1o this provie
500,

Both types of application are to be delivered 1o the
following:

Susan L. Kurland

Assoctate Administratar for Airpons, ARP-1
Rocin 500 East, Federal Aviation Administration
800 Independence Avenue, 5W

Washingron, DO 20591



Appendix

The following information may be uwseful in prepar
ing an application and participating in the Airport
Privatizanion Pilet Program,

A. Airport Privatization Consultants

These are among the handiul of firms with actual expers-
ENCE ASMESSINE ATROE Prvalization.

Apogee Research

4330 Fass West Highway, #5602
Bethesda, MDD 20814

Conetace: Richard Mudge, 3016518444

Frasca and Associates

45 Rockefeller Maza, #2000

New York, NY 120111

Cowrrace: Doreen Friasca, 212.332 5450

Infrastructure Management Group
4731 Bethesda Ave., 8650

Bethesda, MDD 20814

Crsrace: Steve Steckler, 3009072900

Nossaman, Guthner, KEnox & Elliott
445 5. Figueroa 5., 315t Floor

Los Angeles, CA 90071

Contrarce: Kavent Healiwnd, 213-612-7854

Thompson Consultants International
21031 Ventura Blvd,, #703
Woondland Hills, CA 91384
Contace; Robert Aaranson, §18-409-7502

B. Airport Owner/Operators

Airport Group International

130 M. Baramd Blwed., #3500

Glendale, CA 91233

Comnrce: Patrick Cowell, 8184097502

American Port Services, Aviation Management Group
9C Moonachie Ave.

Teterboro, NJ 07658

Comtarct; Jabe Herden, 201-288-5218

BAA, USA

45240 Business Cr., #1125

Sterling, VA 20166

Contact: Michael Bell, 705708.7283

Camareo Airpert Services

1202 2inh Ave, NW

Gig Harbor, WA 98335

- Richard Loontis, 2538333847

DML Arrport Dievelopers
Momsown Municipal Arporn

8 ."‘n.i.r|1n-r1 Road

Mornistown, NJ S7962

Contect: Roderr Bogan, 201-138-0400

LCOR./Schiphol USA

245 Park Ave., 25th Floor

New Yark, NY 10167

Contact: Datid Sigerian, 2129725510

Ogden Aviation

Two Pennsvlvania Plaza

New York, MY 10121

Contecr Dhrsad Wirtiges, 2128686057
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