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Challenging the conventional wisdom
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Back to the future

Scale of the COVID-19 impact on global passenger traffic
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Airport revenues

Impact across revenue channels
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Short run CAVEAT — COVID-19 and regulated airport charges

The classical model of economic regulation — From business as usual....to unusual

Depreciation Cost basis for charges []

Cost of capital

OPEX
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Alrport costs

Economics of airports amidst the pandemic

_
Revenues
E 45-50% of 2019
in 20-'21
| o | "
OPEX 2 , ,
Semi-fixed > Unit costs > Unit revenues
I I\ ~60-80% of 2019 =
O in 20-'21 3
Capital costs =
Spike in capital
a costs
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
WACC - Risk premium —=Revenues per passengers ==Costs per passengers

and rising debt

Source: ACI World Airport Economics Survey
—4 Double digit M
Debt to EBITDA ratios




Impact of COVID-19

The top three most pressing issues regarding economic regulation and airport charges
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Challenging the conventional wisdom

The over application of economic regulation across the globe

. Consequences:
N : A



The reality: Airport competition has intensified

Aeronautical side of the business —

| -
Competition between airports for Competition between - _
airline services on new and existing airports for Competition for passengers in

routes connecting passengers local catchment Modal competition

_, of airport ¢
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Competition
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/0, for connecting
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for local
catchment

Competition for
airline services

Destination

ke B 4 Air cargo competition and
: Short-and medium-haul for pax
Source: adapted from ACI Europe




Competing for passengers and airlines

Airlines have significant buyer power in many markets
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Offer incentives

Rebates, volume discounts, etc.
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The reality: Airport competition has intensified

Non-aeronautical — the double-edged sword of technological disruption




%

WALA 2022 Main s
STl PUNTA CANA ain Sponsor

INTERNATIONAL AIRPORT

Modernizing global
frameworks on
alrport charges

Ensuring the efficient use of infrastructure
for the benefit of the traveling public




Airport charges defined

What is and what should be




FROM COST-BASED PRICES ON A COST-LINE BASIS

A new approach toward airpOrt  Jue
charges | - o) ot

Efficient infrastructure management through the

Erice mechanism

Policies on airport
charges should ensure
that they serve the best
Interests of the travelling
public and local
communities

=

Pricing that reflects the competitive lands

* Re akeholder costs o




Modernizing global policy frameworks on airport charges

Ensuring the efficient use of infrastructure for the benefit of the traveling public

Almost exclusively cost-recover Market-responsiveness

ICAO’s Policies on

Charges for Airports and
Air Navigation Services —
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Australian case

Competition and light-handed oversight

Light-handed Intrusive price regulation
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Debunking the myths

Eliminating the noise based on hard facts




Myth #1: Airport charges have risen over time
Unit revenues from airport charges indexed to inflation (2014 — 2019)
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revenue per pax
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Source: ACI World Airport Economics data (n=655) set using International Monetary Fund
country level inflation rates,




Myth #2: Airport charges have a big impact on consumers

Airport charges as a % of airline costs and airfares

IATA User charges* as % of total airline costs All airport charges represent a small % of airfares

passenger and airline charges

7.0%
4.9%

2015 2020

Source: ACl World adapted from IATA WATS 2021 & WATS 2016

*As defined in IATA WATS, the data presented are drawn from a sample of airlines with financial years ending in
2020 (n=126), and 2015 (n=110). The sample sizes generally reflect traditional/legacy airlines only.
User charges consists of both of Air traffic control (ATC) charges and airport charges

Base Airfare + Ancillary
Charge
$187
ICAO User charges as % of total costs
International scheduled services

\ MEDIAN: 4.1%
ﬂ :\ ..."'.-'.I ot und S

1993 1998 2003 2008 2013 2018

Source: ICAO

Source: InterVISTAS Analysis of Sabre MIDT Airfare Data, Ancillary Revenue Data from
IdeaWorks, and ACI World Economics Data.
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Myth #3:. Heavy-handed regulation is required to cap charges
and protect consumers

Charges and CAPEX spend per pax (USD 2014 — 2019)
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Charges versus
Taxes




Taxes versus charges demystified

ICAO'S POLICIES
ON TAXATION
IN THE FIELD OF
INTERNATIONAL AIR TRANSPORT

ICAQO Policies on taxation (doc 8632)

Whereas any levy on international air transport should be fair, equitable, transparent and non-
discriminatory 1n its intent and 1ts application vis-a-vis other modes of international transport, and should

take into account the contribution of civil aviation to tourism, economic growth and development;

Whereas ICAOQO, for the purpose of its policy objectives, makes a distinction between a charge and a tax.
in that charges are levies to defray the costs of providing facilities and services for civil aviation while
taxes are levies to raise general national and local government revenues that are applied for non-aviation

purposes;




Taxes versus charges demystified

ICAO Policies on taxation (doc 8632)

Entity who imposes

the levy Airport

I
~

Coverage of
infrastructure or
operating costs

Coverage of
infrastructure or
operating costs

Use of proceeds

Classification of levy

Consistency with
ICAO Policies on
taxation (doc 8632)
and charges (doc

9082)

Justifiable

Optimal

Government
=7

Trust fund or internal.
accounting entry used
partially for aviation
or tourism purpose

Non-aviation

Misalignment with
ICAO policies and

x guidance

Sub-optimal



Airport charges and taxes as percent of base airfare with airline
ancillary charges

LAC example: SCL-EZE-SCL

Intra-Latin America all-in airfare =
SCL-EZE-SCL 2\ .

Yellow highlight indicates charges that are L
remitted to government bodies

f

\

Average all-in economy airfare SCL-EZE-SCL ACI classification

Base airfare (round trip, average of all arlines) Airline charge US$ 22244

Alrline: surcharges (Sky Airline) Airline charge Us$ =

Airline: voluntary charges (checked bag, seat selection, meal) Airline charge US$

Chile: International Airport Facility Charge (departing) Government tax Us$ Government taxes
Argentina” International Custom & Immigration Services Tax (departing) Government tax uss 1 3 0/
Argentina: Retention Income Tax (departing) *5% Government tax 5% o
Argentina: Ticket Tax (departing) *7% Government tax 7% 7.79 | 22% of base fare
EZE: International Airport Tax (departing) Airport charge Uss  51.00

EZE: International Security Tax (departing) Arrport charge uUsg§  10.00

Total ticket price USS 36072

*5% tax applicable fo base fare AND airline surcharges (but not government takes)

Average allin economy airfare EZE-SCL ACI classification

Base airfare (one way, average of al arlines) Arrline charge uss 11122
Airline: surchargee (Sky Airine) Airline charge Uss

Airline: voluntary charges (checked bag, seat selection, meal) Airline charge Us$ 14.46
Argentina: International Custom & Immigration Services Tax (departing) Government tax Usg 10.00
Argentina: Retention Income Tax (departing) *5% Government tax 5% 556
Argentina: Ticket Tax (departing) *7% Government tax 7% 779
EZE: International Airport Tax (departing) Airport charge US$ 51.00
EZE International Security Tax (departing) Airport charge Us$ 10.00
Total ticketprice UsS$ 210.03

5%/7% tax apolicable to base fare AND airiine surcharges (but not goverrment taxes)

SCL r-~ J
‘g
EZ

Average allin economy airfare SCL-EZE ACI classification E
Base airfare (one way, average of all airines) Arline charge Uss 111.22

Airline: surcharges (Sky Airline} Airline charge Uss -

Airline: voluntary charges (checked bag, seat selection, meal) Arline charge uese 14.48

Chile: International Arport Facility Charge (departing) Government tax UssS 2500

Total ticket price US$ 150.68 |~



Policy levers to stimulate Demand

Removing pax-based taxes — Unleash the full socio-economic benefits of aviation

A

Tax Revenue
US$ 90 billion

A

Foregone
economic benefits
US$ 183 billion



Policy levers to stimulate Demand

Removing pax-based taxes — Unleash the full socio-economic benefits of aviation

Based on estimated price elasticities — Removal of taxes would increase traffic by 9% Globally

and 11% for LAC

Foregone Foregone
Tax revenues

Impact of tax removal Employment
. (USS$ billions) ELl

Jobs - millions USS$ billions
Global macroeconomic impact US$ -90 5.2 US$ 183



Liberalisation of air services 299
Creates both airport and airline competition
|
Increased

Tourism Enhanced
Productivity

Liberalisation Increased Economic
Trade Growth (GDP)
e Job Growth
Investment

Source: IATA,; InterVISTAS — Transforming Intra-African Air Connectivity: The Economic Benefits of Implementing the Yamoussoukro Decision (2014)
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Summary

Key facts on the state of play regarding airport charges
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Consumers at the center

Crafting policies that deliver benefits to the traveling public

Role of economic oversight:
ﬂ Ensuring that airport charges and pricing are based on market signals
" guaranteeing the most efficient use of infrastructure for the traveling
public;
Policy Brief
oyl e Monitoring competition — Cost-benefit analysis of regulation;
o the Benaftof e Travling Pub
™) Incentivizing innovation and aviation’s decarbonization;

Fostering investment in infrastructure for socio-economic gains;

Promoting commercial agreements that facilitate airport-airline risk

sharing. ' \
99 it """ =2 ﬁ i)



Thank you

In collaboration with:

InterVISTAS

— -

4 Patan LUC&S a-companyof Royal HaskoningDHV
» Vice President, Economics - ACI World |
_ With the support of:
» plucas@aci.aero Ve
L 2
uloculjlbh o

Oman Airports

o )

AIRPORTS COUNCIL AIRPORTS COUNCIL AIRPORTS COUNCIL
INTERNATIONAL INTERNATIONAL INTERNATIONAL

WALA 2022 M Sponsor
Hosted by PUNTA CANA i Sponso
INTERNATIONAL AIRPORT



