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AIRPORT COOPERATIVE RESEARCH PROGRAM

Airports are vital national resources. They serve a key role in trans-
portation of people and goods and in regional, national, and inter-
national commerce. They are where the nation’s aviation system
connects with other modes of transportation and where federal respon-
sibility for managing and regulating air traffic operations intersects
with the role of state and local governments that own and operate most
airports. Research is necessary to solve common operating problems,
to adapt appropriate new technologies from other industries, and to
introduce innovations into the airport industry. The Airport Coopera-
tive Research Program (ACRP) serves as one of the principal means by
which the airport industry can develop innovative near-term solutions
to meet demands placed on it.

The need for ACRP was identified in TRB Special Report 272: Airport
Research Needs: Cooperative Solutions in 2003, based on a study spon-
sored by the Federal Aviation Administration (FAA). The ACRP carries
out applied research on problems that are shared by airport operating
agencies and are not being adequately addressed by existing federal
research programs. It is modeled after the successful National Coopera-
tive Highway Research Program and Transit Cooperative Research Pro-
gram. The ACRP undertakes research and other technical activities in
a variety of airport subject areas, including design, construction, main-
tenance, operations, safety, security, policy, planning, human resources,
and administration. The ACRP provides a forum where airport operators
can cooperatively address common operational problems.

The ACRP was authorized in December 2003 as part of the Vision
100-Century of Aviation Reauthorization Act. The primary participants
in the ACRP are (1) an independent governing board, the ACRP Oversight
Committee (AOC), appointed by the Secretary of the U.S. Department of
Transportation with representation from airport operating agencies, other
stakeholders, and relevant industry organizations such as the Airports
Council International-North America (ACI-NA), the American Associa-
tion of Airport Executives (AAAE), the National Association of State
Aviation Officials (NASAO), Airlines for America (A4A), and the Airport
Consultants Council (ACC) as vital links to the airport community; (2)
the TRB as program manager and secretariat for the governing board;
and (3) the FAA as program sponsor. In October 2005, the FAA executed
a contract with the National Academies formally initiating the program.

The ACRP benefits from the cooperation and participation of airport
professionals, air carriers, shippers, state and local government officials,
equipment and service suppliers, other airport users, and research orga-
nizations. Each of these participants has different interests and respon-
sibilities, and each is an integral part of this cooperative research effort.

Research problem statements for the ACRP are solicited periodically
but may be submitted to the TRB by anyone at any time. It is the
responsibility of the AOC to formulate the research program by iden-
tifying the highest priority projects and defining funding levels and
expected products.

Once selected, each ACRP project is assigned to an expert panel,
appointed by the TRB. Panels include experienced practitioners and
research specialists; heavy emphasis is placed on including airport pro-
fessionals, the intended users of the research products. The panels pre-
pare project statements (requests for proposals), select contractors, and
provide technical guidance and counsel throughout the life of the
project. The process for developing research problem statements and
selecting research agencies has been used by TRB in managing cooper-
ative research programs since 1962. As in other TRB activities, ACRP
project panels serve voluntarily without compensation.

Primary emphasis is placed on disseminating ACRP results to the
intended end-users of the research: airport operating agencies, service
providers, and suppliers. The ACRP produces a series of research reports
for use by airport operators, local agencies, the FAA, and other inter-
ested parties, and industry associations may arrange for workshops,
training aids, field visits, and other activities to ensure that results are
implemented by airport-industry practitioners.
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FOREWORD

By Theresia H. Schatz
Staff Officer
Transportation Research Board

ACRP Report 66: Considering and Evaluating Airport Privatization is a guidebook that
assists airport operators, policy makers, and other relevant stakeholders as they consider and
analyze the potential advantages and disadvantages of implementing various approaches to
airport privatization. The guidebook covers a range of potential privatization options, from
service contracts to private airport ownership or development. In addition, the guidebook
includes case studies conducted at a variety of airports both within the United States and
internationally.

Interest in airport privatization is increasing, especially as local and regional governments
look for ways to make their airports as efficient, competitive, and financially viable as
possible. Consideration by communities, governing boards, airport officials, and other
stakeholders on whether to privatize all or part of an airport is a significant decision with
long-term impacts. As such, the decision-making process must ensure that a thorough and
complete review is undertaken, so financial and otherimplications of privatization are fully
understood and, hence, an informed, transparent decision can be made. Private-sector
participation in airports—through ownership, operation, management, or new investment
programs—can take many forms, including outsourcing certain functions; management
contracts; public-private partnership (P3) agreements; design-build-finance-operate devel-
opments; outright sale or long-term lease of assets; and other private finance initiatives. Full
airport privatization has been adopted or considered in various forms at many foreign air-
ports but only at a limited number of U.S. airports while a wide range of partial airport
privatization has existed at U.S. airports for many years.

The Airport Privatization Pilot Program, under 49 U.S.C. Section 47134, provides a
limited number of airports in the United States with a special vehicle for full airport
privatization, including certain exceptions from existing legal disincentives, and continues
to generate discussion among airport operators and owners, governing boards, and airport
officials. Although there have been a number of applications for the program since it was
created in 1996, only one applicant completed the process as of this publication (Stewart
International Airport), which subsequently reverted back to public operation. As the dis-
cussion of these issues continues, U.S. airport stakeholders can benefit from an objec-
tive presentation of the international experience with airport privatization and the relative
advantages and disadvantages of privatization for U.S. airports.

This report was developed under ACRP Project 01-14. Also contained in the guidebook
are Appendices A and B; Appendices C through H, which provide additional background
information as part of the research conducted in preparing the guidebook, are on the CD.
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It is understood that the research was concluded as of December 2011 and there are
currently some federal regulatory changes being contemplated. For example, the FAA is
currently revisiting its policy on the issue of waiving the repayment of federal grants for
airports privatized outside the Airport Privatization Pilot Program. Please keep in mind,
there are several references in the guidebook with respect to this one issue for full privatiza-
tion outside the APPP that could be impacted by the FAA’s contemplated change in Order
5190.6B. It is recommended that the user of the guidebook reference the most current
legislation and policy in place at the time.

Copyright National Academy of Sciences. All rights reserved.


http://www.nap.edu/22786

Considering and Evaluating Airport Privatization

CONTENTS

1 Chapter 1 Summary
1 1.1 Purpose and Objectives of Guidebook
1 1.2 Privatization Motivations and Drivers
1 1.3 Generic Privatization Models
2 1.4 Examples of Specific Strategies
4 1.5 Evaluation of Privatization Strategies
7 1.6 How to Decide Which Strategy Is Best
8 1.7 What Makes the U.S. Airport Model Different?
9 1.8 Guidebook Organization
10 Chapter 2 The U.S. Context and Generic Privatization Models
10 2.1 Privatization Continuum and Generic Models
11 2.2 Extensive Privatization Exists Today at U.S. Airports
11 2.3 Evolution of Airport Ownership and Governance in the United States
12 2.4 Forms of Airport Governance
13 2.5 What Makes the U.S. Airport Model Different?
16 2.6 Focus of Research
18 Chapter 3 Service Contracts
18 3.1 Specific Strategies
18 3.2 Examples of Service Contracts
19 3.3 Legal and Regulatory Considerations
19 3.4 Evaluation of Service Contracts
21 Chapter 4 Management Contracts
21 4.1 Specific Strategies
21 4.2 Examples of Management Contracts
25 4.3 Legal and Regulatory Considerations
26 4.4 Evaluation of Management Contracts
28 Chapter 5 Developer Financing and Operation
28 5.1 Specific Strategies
31 5.2 Examples of Developer Financing and Operation
36 5.3 Legal and Regulatory Considerations
38 5.4 Evaluation of Developer Financing and Operation
42 Chapter 6 Full Privatization
42 6.1 Specific Strategies
42 6.2 Examples of Full Privatization
45 6.3 Legal and Regulatory Considerations
48 6.4 Evaluation of Full Privatization
56 6.5 Frequently Asked Questions About Full Privatization
57 6.6 Relevance and Lessons Learned From International Airport Privatization

and Non-Airport Privatization in the U.S. Transport Sector

Copyright National Academy of Sciences. All rights reserved.


http://www.nap.edu/22786

Considering and Evaluating Airport Privatization

60 Chapter 7 Other Examples
60 7.1 Green-Field Private Airport Development
61 7.2 Examples of ‘Reverse’ Privatization

63 Chapter 8 Decision Tree Matrix, Evaluation Checklist,
and Process

63 8.1 Decision Tree Filter and Matrix

63 8.2 Owner’s Goals and Objectives

65 8.3 Stakeholder Views

66 8.4 Complexity, Risk, and Other Implementation Issues

68 8.5 Valuation and Valuation Drivers

70 8.6 Financial Metrics

72 8.7 Risks and Mitigants

80 8.8 Evaluation Checklist
83 Chapter 9 Case Studies

83 Summary of Case Studies

87 9.1 Indianapolis Airport Authority

90 9.2 JFKIAT Terminal 4

93 9.3 Boston Terminal A

95 9.4 Stewart International Airport

97 9.5 Chicago Midway International Airport
100 9.6 Morristown Municipal Airport

104 References

A-1  Appendix A Abbreviations and Acronyms
B-1 Appendix B Glossary of Privatization Terms
C-1 Appendices € Through H

Note: Many of the photographs, figures, and tables in this report have been converted from color to grayscale
for printing. The electronic version of the report (posted on the Web at www.trb.org) retains the color versions.

Copyright National Academy of Sciences. All rights reserved.


http://www.nap.edu/22786

Considering and Evaluating Airport Privatization

CHAPTER 1

Summary

1.1 Purpose and Objectives
of Guidebook

Local and regional governments continue to look for ways
to make their airports as efficient, competitive, and finan-
cially viable as possible, as well as ways to maximize the com-
munity’s return from their airport assets. Communities have
and continue to promote private sector participation in air-
ports in pursuit of these goals. Consideration by communi-
ties, governing boards, airport officials, airlines, investors,
and other stakeholders on whether to enlist or expand private
sector participation in an airport can be a significant decision
with long-term consequences.

The objective of this research is to developa guidebook on
airport privatization that assists U.S. airport owners, policy
makers, and other relevant stakeholders as they consider
and analyze the potential advantages and disadvantages of
implementing various approaches to airport privatization.
The guidebook is intended to be a comprehensive resource
that summarizes in a concise and easy-to-understand for-
mat the various options for private sector involvement in
the operation, management, and financing of airports in
the United States and provide the tools necessary to evaluate
such options to make sound decisions about potential priva-
tization initiatives.

Because the goals, objectives, opportunities, strategic pri-
orities, and challenges differ from one airport sponsor to
another, each situation should be evaluated on its own merits.
Moreover, the decision to privatize is often made in a broader
context by the policy makers or the airport owner.

Privatization does not have to be an all-or-nothing solu-
tion; the airport owner can choose to privatize portions of an
airport’s management and operation. The guidebook identi-
fies and outlines realistic options and highlights a variety of
successful and unsuccessful privatization initiatives through
case studies examples. The decision matrix in the guidebook
helps a community and an airport owner identify and evaluate

the appropriate ways to enlist the support of the private sector
given its unique situation.

1.2 Privatization Motivations
and Drivers

The potential benefits of airport privatization have been
identified to include: (1) access private capital for develop-
ment, (2) extract an upfront or ongoing payment for the air-
port asset (monetize the asset), (3) stimulate air service and
airline competition, (4) introduce more innovation and cre-
ativity, including entrepreneurial ideas in the development of
nonairline revenue, (5) secure long-term efficiencies in opera-
tion and maintenance and enhance customer service, (6) shift
the risk of debt, capital development, and/or operations to the
private sector, (7) accelerate project delivery and reduce con-
struction costs, (8) reduce reliance on general tax levies, and
(9) de-politicize airport decision making (Figure 1.1).

1.3 Generic Privatization Models

Privatization refers to the shifting of governmental func-
tions, responsibilities, control, and in some cases ownership,
in whole or in part, to the private sector. The term “airport
privatization” is often understood to mean the transfer of an
entire airport to private operation and/or ownership, but pri-
vate sector involvement at airports can take many forms.

Figure 1.2 illustrates the potential range of strategies avail-
able for private sector participation in airport management,
operation, and development under four generic privatiza-
tion models. The range extends from the least level of private
involvement to the most private sector involvement. A critical
distinction is made between:

e Partial Privatization—Partial privatization refers to strate-
gies where partial control and at least a portion of ownership
remains with the public owner.
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Capital

funding
Sale

Privatization
Drivers

Competmon/
market
stimulation

EfflClency gains/
customer focus
Innovation/
organizational
change

Figure 1.1. Key motives to privatize.

e Full Privatization—Full privatization refers to strate-
gies where the complete control and/or operation of an
entire airport are vested with a private entity through a
long-term lease or sale (either under or outside the Airport
Privatization Pilot Program or APPP).!

1.4 Examples of Specific Strategies

Figure 1.3 shows examples for specific strategies within
each privatization model, which are presented in more detail
in each respective chapter.

1.4.1 Service Contracts

Contracting services or outsourcing refers to the delega-
tion of non-core operations from the public sector to a pri-
vate entity that specializes in the operation, maintenance, or
management of that activity. Although most U.S. airports
outsource at least some services or functions, a number of
airports have been considering more extensive opportunities
for outsourcing of functions such as fire services currently
provided by many municipal departments.

Examples for outsourcing services are shown in Table 1.1.

1.4.2 Management Contracts

Airport owners can contract out the management and
operation of parking facilities, terminal concessions, ter-

'The Airport Privatization Pilot Program was created to test a new
method for increasing private participation, and especially private
capital, in airport operations and development. Through legislation
enacted in 1996 and amended in 2003 and 2012, Congress lowered sev-
eral barriers to privatization that had been identified during a debate on
the subject, including the prohibition on revenue diversion. Congress
limited the scope of the program and imposed certain conditions on
approval, and the FAA later adopted procedural requirements for appli-
cants seeking to participate in the program. Please see Chapter 6 for a
detailed description.

LEAST PRIVATIZATION

Partial Service Contracts

Privatization Management Contracts

Developer Financing and Operation

Long-term Lease or Sale (including
Airport Privatizatilc'm Pilot Program)

v

Full Privatization

Private
Development

Private Airport Ownership or Development
MOST PRIVATIZATION

Figure 1.2. Airport privatization continuum
generic models.

minal operations, reliever airports, or their entire airport
system to private operators. Management contracts for park-
ing operations are particularly prevalent. Contracts for the
management of an airport or airport system exist at large and
small facilities. At general aviation airports, the airport man-
agement company also may serve as the fixed-base operator,
providing aeronautical products and services to airport ten-
ants and users.

An example of the allocation of responsibilities and control
for a full airport system management contract can be found
in the Indianapolis Airport Authority case study (see Chapter
9-and Appendix H). The scope of services for the Indianapolis
contractor was organized into three components, with func-
tions as summarized in Table 1.2.

In Indianapolis, the contractor was charged with admin-
istering and enforcing all agreements maintained by the air-
port authority, subject to the policy decisions of the board.
The contractor was responsible for managing the implemen-
tation of capital improvements, subject to approval by the
board and any other responsible parties (e.g., the FAA) in
compliance with all governmental regulations.

The airport authority retained under its control the fol-
lowing functions:

e Airline use agreement compliance

e Compliance with the authority’s obligations under the law
and under federal grant agreements

e Air service development policy

¢ Debt issuance policy

¢ Rates and charges policy

e Long-range planning

e Land acquisition and development policy and planning

¢ Airport industrial and economic development policy

e Environmental policy

e Capital expenditure policy and implementation of capital
Improvements
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Service
Contracts

\' Manchester
® SFOTEC

® Ppittsburgh

Management
Contracts

Cost Reduction
Specialized Expertise

¢ Cleaning/janitorial «  Specific facility (e.g.,
¢ Conveyance systems parking)

* ARFF *  Airport-wide

* Security guards management

e Common use equipment
¢ Parking operations
* Terminal concessions

e Commercial land
development

Developer
Financing/Operation

® JFK-IAT Terminal 4
® BOSFuel
® Austin rental car

Capital Investment

e Terminal development

¢ Fuel systems

e Cargo

* Rental car

¢ General aviation

Long-Term
Lease or Sale

® Chicago Midway
® Stewart

® Morristown

Upfront Payment

Exit Airport Business

Airport Privatization
Pilot Program

Long-term lease for full
operation and
development

e Solar

Figure 1.3. Examples of privatization strategies.

Table 1.1. Examples of outsourced services.

Traditional

Less Typical

= Maintenance services (e.g., janitorial, window
cleaning, landscaping)

= Conveyance systems (e.g., elevators, escalators,
moving walkways)

= Mechanical systems (e.g., HVAC)

= Airline equipment (e.g., baggage systems, jetways,
pre-conditioned air, common use equipment)

= People mover systems

= Shuttle bus operations

= Financial planning

= Financial advisory

= Planning studies (e.g., master plans)

= Architectural, engineering, design

= Construction inspection

= Construction management

= Program management

= Terminal concession management

= Commercial land development agents

= Aircraft rescue and firefighting services
(ARFF)

= Law enforcement

= Security guards

Table 1.2. Airport-wide management contract responsibilities at Indianapolis.

Terminal Services

Airfield Support Services

Administrative Support Services

= Terminal maintenance and
janitorial

= Terminal operation

= Terminal concessions

= Parking and rental car

= Terminal advertising

= Grounds maintenance

= Terminal security

terminal
= Terminal land development

= Planning and engineering for

removal
= Ramp operations

= Fire and rescue

maintenance

maintenance

= Airfield maintenance/snow

= Airfield signage/navigation

= Reliever and general aviation
airports and heliport
= Non-terminal buildings

= FBO and general aviation facilities
= Vehicle maintenance

= Intermodal and cargo support
= Airfield planning and engineering

= Finance and accounting

= Grant management

= Management information
systems

= Public relations, including noise
abatement programs

= Human resources management

= Purchasing and contracts
management

= Administration of bond
issuance

= Administration of PFC
collection and accounting

= Land acquisition and relocation

= De-icing implementation

= Airside land development = Legal

= Airside security = Air service marketing, including
= Fuel farms and fill stands freight
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Table 1.3. Alternative strategies for developer financing and operation.

Transfer at End of
Operate &

Approach Design | Build | Maintain | Finance | Construction | Lease
Construction Manager at Risk * . .
Design-Build-Operate-Maintain * * . .
Build-Transfer-Operate * . .
Build-Operate-Transfer * . * .
Design-Build-Operate-Transfer * . . .
Design-Build-Operate-Maintain and . . . * .
Finance

1.4.3 Developer Financing and Operation

There is a wide variety of developer financing and operation
employed in the United States, including passenger terminals,
parking garages, rental car facilities, fuel systems, cargo facili-
ties, general aviation facilities, and other major facilities. The
private sector can provide full-scale development, operation,
and maintenance services and sometimes financing under
long-term leases or concessions. Table 1.3 illustrates the range
of project development privatization models with different
degrees of control and risk for the airport owner.

Variations and examples of the Design-Build-Operate-
Maintain and Finance approach for airports include:

¢ Public-Private Partnership for Terminal Development (e.g:,
JFKIAT Terminal 4)

e Single Tenant Special Facility Terminal Lease (e.g.,
Terminal A at Boston)

e Multi-Tenant Special Facility Terminal Lease (e.g.,
Terminal 5 at Chicago O’Hare)

¢ Special Facility Fuel System Leases (e.g., San Francisco)

¢ Second Party Cargo Development (e.g., Memphis)

e Third Party Cargo Development (e.g., Pittsburgh)

e Private Development of Consolidated Rental Car Facility
(e.g., Anchorage)

e Private Parking Development (e.g., Hartford)

¢ Private Solar Development (e.g., Austin)

1.4.4 Full Privatization—Long-Term Lease
or Sale

Under the full privatization models, the airport owner
enters into a long-term lease, long-term concession, or sale
of an airport, which can be accomplished under the APPP
or outside of the APPP. It is important to make a distinction
between the main participants in this type of transaction—
namely, the private entity that will be responsible for manag-
ing and operating the airport and who typically does not make
an equity investment, versus the lenders and investors who
do invest in the transaction but have no role in day-to-day
operations. For purposes of this guidebook, the term “private

operator” is used to refer to an individual private entity or the
team selected by the public airport owner to compensate the
airport owner for the airport asset and to run the airport.

e Under a long-term lease (or concession agreement), the
airport owner grants full management and development
control to the private operator in return for the operator
undertaking capital improvements and other obligations
(e.g., up-front payment, responsibility for outstanding
debt, capital improvements).

e Under a sale, the airport is transferred on a freehold basis
with the requirement that it continue to be used for airport
purposes.

The distinctions between full privatization inside and out-
side the APPP are described in detail in Chapter 6 and sum-
marized in Table 1.4.

1.4.5 Private Airport Development

There are examples of private investors funding the devel-
opment of an airport without the benefit of federal or state
grants. These airports are operated as for-profit businesses.
Virtually all of these strategies have been employed for general
aviation airports. Branson Airport is the only privately owned
commercial passenger airport in the United States. However,
private airport development without government support is
not considered to be airport privatization for purposes of the
guidebook since it does not involve the transfer of control or
ownership from the public sector to the private sector.

1.5 Evaluation of
Privatization Strategies

Table 1.5 presents a high level summary of the various
opportunities, advantages, and disadvantages of each priva-
tization model, which are presented in more detail in each
chapter. The reader should also refer to Tables 8.8 through
8.11 for potential ways to mitigate some of the disadvantages
and risks.
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Table 1.4. Comparison of full privatization under the APPP and outside the APPP.

Full Privatization Pursuant to
Pilot Program (49 USC § 47134)

Full Privatization Outside Pilot
Program (FAA Order 5190.6B)

Eligible Airports

No more than 10 airports eligible
to participate. Only one slot
currently available for a non-
large-hub airport.

No cap on number or type of
airports.

Use of Sale Proceeds

Public airport sponsor can
request FAA approval to use sale
proceeds for non-airport
purposes. For primary airports,
requires consent of 65% of
airlines. For nonprimary airports,
requires consultation with based
aircraft owners.

Sale proceeds must be used for
airport purposes.

Grant Repayment

FAA may excuse public airport
sponsor from any repayment
obligation that may exist.

FAA will excuse public airport
sponsor from any repayment
obligation that may exist.

AIP — Entitlement

Private operator is eligible for
grants from the Entitlement Fund.

Private operator is not eligible for
grants from the Entitlement Fund.

Rates and Charges

Rates on airlines may not exceed
inflation rate without consent of
65% of airlines. Rates on aircraft
owners may not exceed
percentage rate increase on
airlines.

Rates and charges must be
reasonable and not unjustly
discriminatory, pursuant to Grant
Assurances.

Passengers

Private Operator’s Charges on

Private operator is authorized to
impose, collect and use a
Passenger Facility-Charge.

Private operator is authorized to
impose charges on passengers,
subject to reasonableness and
non-discrimination requirements
of the Grant Assurances.

Table 1.5. Evaluation of privatization strategies.

Opportunities and Advantages

| Disadvantages

Service Contracts

Accesses private sector expertise for
specialized functions

Applies private sector techniques to accelerate
project delivery and reduce construction costs
for capital improvements

Provides potential to cut costs and optimize
efficiency and thereby reduce costs to tenants
Retains airport oversight of contracts to ensure
compliance with airport goals

Reduces airport costs for employee salaries
and benefits as well as post retirement
expenses and liability (pension, medical, etc.)
Involves low implementation risk and
complexity

Allows airport management to focus on core
and strategic issues

Maintains airport owner control over land uses
and facilities

Could involve organizational disruption (i.e.,
reassignment or termination of existing
employees)

Could encounter labor resistance in an effort to
protect and increase public sector jobs
Requires careful monitoring, which can be
expensive and time-consuming

Presents tension in the outsourcing relationship
— the contractor wants to make a profit and the
airport owner wants to cut costs

(continued on next page)
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Table 1.5. (Continued).

Opportunities and Advantages

| Disadvantages

Management Contracts

Accesses private sector expertise for
specialized functions and commercial
development

Provides potential to cut costs and optimize
efficiency and thereby reduce costs to tenants
Provides opportunity for airport to be managed
and operated as a business

Streamlines day-to-day operational decision
making

Brings increased emphasis on revenue
enhancement, commercial, and economic
development

Provides potential for new revenue/economic
development initiatives

Can streamline and improve certain processes
(e.g., renegotiating nonairline contracts)
Furnishes potential to impose contractual
obligation for contractor to achieve
performance targets

Provides opportunity for staff to gain
management expertise

Reduces ongoing municipal employee
compensation, including post retirement
expenses (pension, medical, etc.)

Provides greater incentives for management
and employees to perform better

Provides more commercial and operational
freedom for contractor

Involves considerable time and effort for the
bidding process

Could involve buyouts and compensation for
existing public workers

Could involve organizational disruption (i.e.,
reassignment or termination of existing
employees)

Difficult to truly measure efficiencies for the
purpose of justifying compensation

Can discriminate against government
departments competing in managed
competition efforts, as regulations generally
prevent them from partnering with private firms
or guaranteeing performance

Requires careful tracking of contract
compliance, which can be a time consuming
and substantial undertaking for the airport
owner

Becomes increasingly difficult to attain further
improvements and realize the full value of the
management fee once initial efficiencies are
attained

Developer Financing and Operation

Accesses private sector expertise for
specialized functions and commercial
development

Reduces reliance on municipal debt and
conserves public capital for those areas where
public funding is the only alternative

Transfers risk exposure for cost overruns,
delays, and debt repayment to the private
sector

Has potential to reduce operating expenses
and increase operational efficiencies due to
avoidance of public procurement processes
and to private sector motivations and
incentives

Attains the latest technical and managerial
expertise for the infrastructure project

Applies private sector techniques to accelerate
project delivery and reduce construction costs
Can enhance commercial development
revenues

Creates/retains jobs for the local economy
Avoids unnecessary risks for airport owner
Minimizes or eliminates delays from local
procurement policies that tend to delay contract
awards

Has potential to provide low-cost facilities to
tenants (especially when tax-exempt financing
is employed)

Limits administrative burden of airport and
staffing responsibilities for facility financing,
bidding, design, construction oversight,
marketing, ongoing maintenance,
administration, and management

Allows airport management to focus on other
strategic issues and assets

Involves considerable time and effort for
bidding process and negotiation of complex
legal documents

Requires that the project have a revenue
stream to repay the debt

Provides airport less control over the project
and facility management

Loss of control over the development site and
future capacity expansion

Loss of flexibility to change land uses over
period of lease

Less control over types of activities and quality
and appearance

Involves considerable upfront planning, time,
and expense

Involves moderate implementation risk

Less control of facility utilization especially
under airline-financed terminals that run the
risk of inefficient utilization of gates and
associated terminal space

Could involve organizational disruption and
need to reassign or terminate existing
employees

Could involve buyouts and compensation for
existing public workers

Involves long-term risk if the project encounters
financial problems, i.e., the airport may need to
step in (even though it is not financially
obligated to do so) to preserve the use of the
facility and associated airport capacity

Can expose the airport to political, legal,
operational, and financial risk if the transaction
is not consummated or if the private entity
incurs financial difficulties

Involves loss of key revenue streams under
parking and cargo privatization
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Table 1.5. (Continued).

Opportunities and Advantages

| Disadvantages

Long-term Sale or Lease (Full Privatization)

Creates potential to promote
increase in service, commerce,
and economic development
Secures a lump sum or ongoing
lease payments by selling or
leasing airport for budgetary relief
(“asset monetization”) or for annual
payments to government owner
Obtains private capital investment
for capacity expansion and
modernization and reduces need
for public investment and debt,
particularly in light of the potential
loss of tax-exempt financing, real
reductions in AIP funding, and no
increase in the PFC level
Provides ability for the private
sector to innovate, introduce
operational and technological
efficiencies, and create new
income streams

De-politicizes airport operations
and insulates airport from broader
public policies

Provides flexibility to structure and
tailor debt to meet infrastructure
needs, including potential to tap
foreign markets for financing

Involves significant time, effort, and out-of-pocket expense
to undertake (for both the public and private sector)
Involves loss of control by policy makers

Requires multiple layers of approvals (federal, state, local,
tenants, and employees)

Can be constrained by existence of airline use and lease
agreements

Involves limitations on aeronautical rate increases and
requires airline approval to take money out of the aviation
system, which can be difficult to obtain and can reduce the
value of the transaction

Tempts elected officials to cash-out value (“borrow against
the future”) without necessarily appreciating and
understanding the long-term implications to the airport
enterprise

Involves higher financing costs (for private capital) than
public tax-exempt debt

Could involve buyouts and compensation for existing public
workers

Can involve implementation risk in the event the bidder
desires to get out of the transaction

Can involve loss of control of the airport by the airport
owner, which can be mitigated by including performance
standards in the lease

Affords limited opportunities because many of the largest
U.S. airports already operate like commercial enterprises
and few of the smaller ones have strong commercial
potential

May result in a renegotiation of the contract due to
changing market conditions, which are next to impossible to
foresee, because of the long-term nature of these leases
(50-99 years)

Creates long-term responsibility for the airport owner to
continue to oversee the performance of the privatized
operator, and may also require the airport owner to be
ready to operate the airport, if needed, in the event of
default or bankruptcy

Can expose the airport owner to political, legal, operational,
and financial risk if the transaction is not consummated or if
the private entity incurs financial difficulties

May create greater tort liability risk for a private operator
than a public operator in the event of, for example, an act of
terrorism or aircraft accident, since the private operator
would not likely be entitled to same immunities as a public
entity

Presents potential for controversy in the event of foreign
ownership

Gives airport owner less control over customer service
standards and airport pricing although performance
standards can and should be included in the lease

May involve less consideration of local policy issues,
environmental impacts, and community interests in favor of
shareholder and investor interests

May receive less local support if the public owner cannot
take money out of the aviation system

Provides less access to federal grants

1.6 How to Decide Which Strategy

ing which solution may be the most appropriate under the

Is Best circumstances.
The process for considering various forms of privatiza-
Each airport owner has different reasons for considering tion involves a multi-step process starting with identifica-
some form of airport privatization. Therefore, it is important tion of the owner’s goals and objectives, familiarization with
to put these goals and objectives into context when consider- the specific strategies available, comparison of those goals to
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Specific
Strategies

Goals and
Objectives

Figure 1.4. Decision tree filter.

those of other stakeholders, identification of ways to mitigate
stakeholder risks, review of the transaction’s complexity and
risk, and valuation of the transaction (Figure 1.4). The key to
achieving the highest probability of success is to be both well-
informed and rigorous about the evaluation process, while
accounting for the diversity of stakeholder views.

Chapter 8 provides a step-by-step process for consider-
ing and evaluating different privatization strategies starting
with identifying the specific goals and/or the problems to be
addressed to allow for an initial screening of the alternatives
that are best suited to the situation.

Asillustrated in Table 1.6, some techniques do not fit certain
goals, in part due to the strictures of federal law and policy.

An important consideration in evaluating potential privatiza-
tion models is the level of complexity and risk to implement the
action. This is particularly important in the public sector where

Risks and
Mitigants

Valuation
Drivers

Complexity
and Risk

officials tend to be risk averse. On a scale ranging from the least
complex and risky to most complex and risky, the privatization
models conceptually can be ranked as shown in Figure 1.5.

As illustrated by the matrix, the further an airport progresses
along the privatization continuum, the more complicated,
risky, and expensive the effort becomes, and while the stakes
get higher, so do the potential rewards. The logic behind these
ratings is described in detail in the chapter for each model.

1.7 What Makes the U.S. Airport
Model Different?

There already is a wide range of strategies employed to
enlist the support of the private sector in the management
and operation of U.S. airports. Nevertheless, it is often men-
tioned that full privatization (i.e., full control and/or opera-

Table 1.6. Owner’s goals decision tree matrix.

Partial Privatization Full Privatization’
Service Management | Developer Inside Outside
Goals and Obijectives Contracts Contracts Flnanm_ngl APPP APPP
Operation

Maintain community control of X X
airport operation and
development decisions
Secure operating efficiencies X X X X X
Introduce innovative revenue X X X X X
enhancements
Eliminate airport subsidies X X X X
Reduce airline costs X
Convert underutilized facility X X X X
into economic catalyst
De-politicize airport decisions X X X X
Address identified deficiencies X X X
in airport management
Advance ideological interest in X X X X
private sector participation
Address improper conduct, e.g., X X X
corruption
Access private capital X X X
Accelerate project delivery X X X
Reduce construction costs X X X
Transfer construction risk X X X
Minimize organizational X
disruption
Use sale or lease proceeds for X*
non-airport purposes
Repay airport debt X X

* Only with 65% airline approval at primary airports.

" “Full privatization” includes outright sale and long-term lease. For example, the proposed long-term lease of
Chicago’s Midway would fit in this category. Greenfield private development is not considered privatization.

Copyright National Academy of Sciences. All rights reserved.


http://www.nap.edu/22786

Considering and Evaluating Airport Privatization

High

Degree of Risk

Service
Low Contracts

Full
Privatization

Developer
Financing/
Operation

Management
Contracts

Low

High

Degree of Complexity

Source: LeighFisher.

Figure 1.5. Conceptually assessing complexity and risk.

tion of an entire airport by a private entity) has become a
worldwide trend while only one airport in the U.S. was fully
privatized—Stewart in 1999—which has since reverted to
public operation.

While there has been extensive use of partial privatization
at U.S. airports, there has been little appetite for the long-
term lease or sale of U.S. airports primarily due to unique
factors as summarized below, only some of which have been
addressed in the APPP.

e Control
— The historic pattern of public ownership of airports
— Desire of the airport owner (government) to retain
control
e Financial Structure
— The availability of federal planning and development
grants and in some cases state grants and loans
— The ability to impose and require airlines to collect pas-
senger facility charges (PFCs), which provide a capital
funding source outside of a contractual airline use and
lease agreement or rate schedule imposed by ordinance
— Ready access to low-cost, tax-exempt financing through
the U.S. bond market and in some states infrastructure
bank loans with low-cost borrowing
— The exemption from property taxes for municipal owners
e Regulatory
— The strict requirements of the grant assurances, accepted
as consideration for federal grants
— The obligation to use proceeds from the sale or lease of
airport property only for airport purposes

— The prospect that public entities would be required to
repay prior grants upon the sale or lease of an airport to
a private operator

¢ Contractual Constraints

— The influence of airlines, particularly those that carry
the majority of an airport’s traffic, as a result of provi-
sions in use and lease agreements providing a signifi-
cant role in major capital decisions

— Collective bargaining agreements and public sector unions

1.8 Guidebook Organization

The guidebook begins with a discussion of the generic
privatization models and the context for applying them in
the United States (Chapter 2). It then describes in more detail
the specific strategies, legal and regulatory conditions, and the
objectives, advantages, disadvantages, and risks associated
with each strategy in order from the least to most level of pri-
vate sector involvement (Chapter 3 through Chapter 7). These
chapters provide examples of the various ways U.S. airport
owners have used private sector companies in the operation,
management, financing, and development of their airports.
These examples also illustrate the depth and extensive long-
term experience with private operation of airport functions
and activities in this country.

Chapter 8 helps the reader understand the process and con-
siderations for identifying and evaluating realistic options for
private sector involvement. Chapter 9 provides a summary of
the U.S. case studies, which can be found in their entirety in
Appendix H.
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CHAPTER 2

The U.S. Context and Generic

Privatization Models

2.1 Privatization Continuum
and Generic Models

The term “airport privatization” is often understood to
mean the transfer of an entire airport to private operation
and/or ownership, but privatization does not have to be an
all-or-nothing approach. Private sector involvement at air-
ports can take many forms. Privatization refers to the shift-
ing of governmental functions, responsibilities, control, and
in some cases ownership, in whole or in part, to the private
sector.

Figure 2.1 illustrates the potential range of strategies avail-
able for private sector participation in airport management,
operation, and development. The range extends from the
least level of private involvement to the most private sector
involvement. A key distinction is made between:

e Full Privatization—Full privatization refers to strategies
where the full control and/or operation of an entire airport
are vested with a private entity, including the long-term
lease or sale, whether through the APPP or otherwise. As
noted above, APPP is a program under which a long-term
lease or sale can occur with full control vested in the pri-
vate operator except for certain residual powers retained
by the airport owner.

e Partial Privatization—Partial privatization refers to all
other strategies where partial control and full ownership
of an airport remains vested with the public owner.

The generic models are summarized below. All but pri-
vate airport development are considered to be a form of
privatization.

e Service Contracts—Airport owners routinely contract out
to the private sector certain airport services traditionally
provided by government or internal employees in order
to (1) achieve operating efficiencies through outsourcing

the operation of functions that readily are available
through the private sector (e.g., janitorial, escalator/
elevator repair, non-police security, parking operations),
(2) enhance nonairline revenue (e.g., terminal concessions),
or (3) provide project design and delivery (e.g., construc-
tion management and program management) for capital
improvements.

e Management Contracts—Under a management contract,
a private entity manages an airport or certain airport facil-
ities for a specified period of time and typically provides
little or no capital investment. The private manager’s objec-
tive is to improve the financial and operational efficiency
of the facility for which the manager is paid a fee and is
reimbursed for its expenses, subject to a budget that is usu-
ally set by the manager and approved by the airport owner.
Most airports operate their public parking facilities using
amanagement contract, and some use a management con-
tract for the operation of individual terminals or master ter-
minal concessions, hangars, warehouses, or, in a few cases,
for their entire airport.

¢ Developer Financing and Operation—Developer financing
is the most common way to channel private sector invest-
ment into public sector infrastructure. Money is borrowed
(often through a tax-exempt conduit issuer of municipal
bonds) for the specific purpose of financing a project, and
lenders are repaid only from the cash flow generated by
the project or, in the event the project fails, in some cases,
from the value of the project assets. Thus, if project rev-
enues never materialize because the project is abandoned
during construction or if project revenues are disrupted
because of operational problems, there is no alternative
source of cash flow to meet debt service requirements.
Most examples of airport project finance transactions in
the United States involve special purpose facilities for single
or multi-tenant use, typically an airline (e.g., unit pas-
senger terminal, terminal equipment, or fuel storage and
distribution systems), one or more cargo tenants (cargo
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Partial Service Contracts

Privatization Management Contracts

Developer Financing and Operation

Long-term Lease or Sale (including

Full Privatization
Airport Privatizatiin Pilot Program)

Private Private Airport Ownership or Development
Development MOST PRIVATIZATION

Figure 2.1. Examples in the public/private continuum.

buildings), or rental car companies (consolidated rental
car facilities). Sometimes the developer is required to
put its own equity capital at risk, but more frequently the
project is financed with bonds that are secured solely
from the revenues of the facility being financed.
This type of transaction is sometimes referred to as a
public-private partnership, PPP, or P3.

Long-term Lease or Sale—A long-term lease, long-term
concession, sale, or other transfer of an entire airport to
private operation and/or ownership (e.g., Stewart).

e Airport Privatization Pilot Program or APPP—A pro-
gram under the category of long-term lease or sale codified
at 49 U.S.C. Section 47134, which was enacted by the U.S.
Congress in 1996 to allow up to five airports (amended to
10in 2012) to be leased or sold under specific conditions as
approved by the Secretary of Transportation. As described
later, the APPP authorizes the Secretary of Transportation
to exempt these airports from certain regulations that
otherwise may have discouraged airport privatization.
Private Airport Development—Development of an
entire airport without the aid of federal or state grants
by private investors to be operated as a for-profit busi-
ness. It should be noted that private airport development
without government support is not considered to be air-
port privatization for purposes of the guidebook since
it does not involve the transfer of control or ownership
from the public sector to the private sector. For example,
Branson Airport which was developed without the aid of
federal or state grants is not considered a form of airport
privatization.

2.2 Extensive Privatization Exists
Today at U.S. Airports

There already is a wide range of strategies employed to

1

e Private companies often perform maintenance on load-
ing bridges, baggage devices, escalators, elevators, moving
walkways, etc.

e Private companies (including airlines) provide ground
handling of aircraft.

¢ Cleaning companies frequently provide janitorial services.

e Private parking operators routinely manage public and
employee parking lots and associated shuttle bus operations
and sometimes finance and develop the parking facilities.

e Food and retail specialists develop and operate terminal
concessions.

e Airlines typically design and operate their own passenger
processing and baggage handling services.

e Fuel service companies normally operate and maintain
fuel systems and fuel aircraft.

e Consultants often perform planning, design, and con-
struction management activities.

¢ Investment and commercial banks underwrite a large share
of the financing for capital improvements.

e Fixed-base operators develop and operate facilities to service
general aviation aircraft (including hangars, fueling, termi-
nals, maintenance and avionics services, aircraft sales, char-
ter services, aircraft training and flight support, and ramp)
under long-term leases.

As a result, commercial airports in the United States tend to
be run through a form of partnership among the federal gov-
ernment, state government, and local government and the pri-
vate sector with varying forms of private sector participation.

In fact, a study by the U.S. General Accounting Office (now
the Government Accountability Office) in 1996 found that
90% of the people working at the top 69 airports in the United
States (in terms of passenger traffic) were employed by pri-
vate companies. The remaining 10% were employed by local
and state governments (performing administrative or public
safety duties) or the federal government (e.g., FAA air traffic
controllers, military personnel).? Private company employees
work for airlines, terminal concessionaires, rental car com-
panies, ground parking operators, transportation providers,
fixed-base operators, and providers of contract services.

2.3 Evolution of Airport Ownership
and Governance in
the United States

Since the advent of commercial airline service in the 1920s,
U.S. airports have largely been owned and operated by local

2U.S. Government Accounting Office, Airport Privatization: Issues
Related to the Sale or Lease of U.S. Commercial Airports, Report to the

enlist the support of the private sector in the management Subcommittee on Aviation, Committee on Transportation and Infra-
and operation of U.S. airports. For example: structure, House of Representatives, GAO/RCED-97-3, November 1996.
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Figure 2.2. The airport governance continuum.

governments. Airlines and aircraft companies participated
in the early development of airports (such as Pan American
Field in Miami; United Airport, now Bob Hope Airport, in
Burbank; and Grand Central Airport in Glendale). However,
few private sources of capital stepped forward to investin
owning and operating airports, given the immature nature of
the industry (measured by traffic levels, facility use, or rev-
enue generation), the lack of comprehensive federal regula-
tions, and macro-economic conditions of the era (including
the Great Depression). In the 1940s, the federal government
solidified local public ownership and operation of commer-
cial service airports by (1) enacting the first federal grant pro-
gram for airports, and (2) transferring excess military bases
and related properties no longer needed after World War II to
state and local governments under the Surplus Property Act of
1944 under the condition that they be used as public airports.

For decades, the typical owners of commercial service air-
ports have been municipal governments (cities and coun-
ties), single-purpose airport authorities, multi-purpose port
authorities, and state governments. Single-purpose airport
authorities became more common as the industry continued
to mature and communities recognized that many airports
generated enough revenue to be financially self-sufficient.
Airport authorities generally have a more autonomous gov-
ernance structure that helps insulate management from local
politics and gives them relatively more control over salary,
procurement, and budgeting systems, resembling the private
sector more than local governments. A number of airport
authorities were also developed to recognize the regional role
of airports in the local community by including representa-
tives from multiple jurisdictions, sometimes sharing the cost
to fund airport improvements and giving them more auton-
omy to respond quickly to changing conditions. Although

public authorities often operate with a degree of indepen-
dence from state and local government, they typically are influ-
enced by the government through the appointment of board
members; the obligation to satisfy at least some of the same
requirements as other local agencies, and other factors.

Privatization can be viewed as another form of governance
that could be used to address challenges or other structural
issues that are facing U.S. airports as illustrated in Figure 2.2.
The figure conceptually highlights the general relationship
between operating cost and degree of local political control
under alternative forms of governance.

2.4 Forms of Airport Governance

Airports are often characterized by their ownership, but it
is the governance structure that largely determines how an
airport is managed, operated, and developed.? The consider-
ation of opportunities for increased privatization must begin
with an understanding of the ways in which the public and
private sectors participate in the governance of commercial
service airports currently. As illustrated in Table 2.1, there are
four generic models of governance for airports (ranging from
least to most private sector control):

e Public ownership and operation
¢ Public ownership with some form of private operation
e Mixed public/private ownership with private operation
¢ Private ownership and operation

Daniel S. Reimer, John E. Putnam, James B. McDaniel, Airport Gover-
nance and Ownership, ACRP Project 11-01, “Legal Aspects of Airport
Programs,” Transportation Research Board, August 2009.
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Table 2.1. Airport governance models.

Level of Airport Privatization (from Least to Most)

Ownership Public Public Public/ Private Private
Investment Public Public/ Private Private Private
Management Public Private Private Private

Types of Private | = Retail/service = Management = Airport-wide = Trade sales
Sector concessions contract concession = Flotation/IPO

Involvement

= Project Finance/
Build-Operate-
Transfer (BOT)

= Airport-wide
Build-Operate-
Transfer (BOT)
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Virtually all commercial service airports in the United
States are publicly owned and/or operated either by a state,
county, city, single-purpose airport authority, or multi-purpose
authority with various forms of private sector participation
in their operation and investment. By contrast, international
airports tend to have far more private ownership, investment,
and operation. Some U.S. airports are owned by a government
entity (state, county, or city) but are operated by a single- or
multi-purpose authority under a long-term lease.

Internationally, many governments have taken steps towards
commercialization and/or corporatization as an alternative
to, or as interim step towards, airport privatization where this
process can generate sufficient revenue for operations and
capital funding. Commercialization of airports refers to the
application of business-like approaches to the management
and operation of airports by shifting aviation management
and operations from a government department to a business-
focused entity to allow market forces, incentives; and
mechanisms to drive the delivery of services. It is a shift in
management not ownership of the airport and can include
different degrees of private-sector involvement, such as retail
development, commercial development, contracting for air-
port management, or allowing private companies to develop
and lease terminals. Commercialization is often the first step

towards full privatization and transferring control of the air-
port to the private sector, but full privatization does not have
to follow.

2.5 What Makes the U.S. Airport
Model Different?

With the notable exception of the United States, airport
ownership-and governance have undergone significant change
for much-of the world since 1987 when the United Kingdom
became the first country to privatize some of its major air-
ports as shown in Figure 2.3. Full privatization (i.e., full
control and/or operation of an entire airport by a private
entity) has become a worldwide trend while partial priva-
tization remains the primary organizational model in the
United States. Only one airport in the United States was
fully privatized—Stewart in 1999—which has since reverted
to public operation.

There has been little appetite for the long-term lease or
sale of U.S. airports (full privatization) primarily due to three
unique factors: (1) the financial structure for building and
improving airports, (2) the U.S. regulatory environment, and
(3) the special relationship between airport owners and air-
line tenants.
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Figure 2.3. 24-year history of worldwide airport privatization.
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2.5.1 U.S. Airport Financial Structure

Unlike international airports that often turn to privatiza-
tion for capital funding, the “three pillars” of airport capital
funding in the United States are unique and make full priva-
tization less necessary and desirable:

1. Airport Improvement Program (AIP)—The federal gov-
ernment contributes significant federal funding for air-
port planning and development through the Airport
Improvement Program (AIP). The AIP provides grants to
publicagencies—and, in some cases, to private ownersand
entities—for the planning and development of public-
use airports that are included in the National Plan of
Integrated Airport Systems (NPIAS).

2. Passenger Facility Charges (PFCs)—PFCs are a source of
local capital independent of use and lease agreements and
a key instrument to promote competition and capacity.
PFCs are an important source of funding for airport infra-
structure and a frequent vehicle used to leverage capital.
Privatization under the APPP permits the imposition of
PFCs. Outside the APPP, a private operator is authorized
to impose charges on passengers, subject to reasonable-
ness and non-discrimination requirements of the grant
assurances, but is not authorized to impose a PFC, which
is separately identified on the passenger ticket.

3. Tax-Exempt Debt—The availability of tax-exempt debt
provides public airports a cost of capital advantage over
private entities. Airport financing under full privatiza-
tion models would not be eligible for tax-exempt debt.
Instruments such as governmental bonds, private activ-
ity bonds, and Build America Bonds have been the major
financing mechanism for capital improvements at large,
medium, and some small hub airports and as a result pro-
mote capital investment by state and local governments.

2.5.2 U.S. Regulatory Regime

The legal framework for operating public-use airports in
the United States is also unique and has significantly influ-
enced the experience and evolution of airport privatization.
The U.S. legal structure provides abundant opportunities
for airport owners and operators to enlist private participa-
tion in certain airport functions and facilities while retaining
primary responsibility and control over the airport (partial
privatization).

Conditions tied to the acceptance of AIP grants provide a
disincentive for full privatization as a result of (1) the con-
straints imposed by the grant conditions, known as “sponsor
assurances” or “grant assurances,” particularly including the
requirement to use airport revenue only for airport purposes
and (2) the prospect that public entities would be required

to repay prior grants upon the sale or lease of an airport to a
private operator.

Both federal law and the grant assurances strictly limit
the use of airport revenue for non-airport purposes. Airport
revenue is defined broadly to include the proceeds from
the sale or lease of airport property. There are some narrow
exceptions, such as for so-called “grandfathered” airports and
for repayment of loans issued by sponsoring governments.
However, Congress has expressed serious concern with rev-
enue diversion and has prescribed onerous penalties for vio-
lations. The prohibition on revenue diversion applies only to
the airport sponsor, not the air carriers, FBOs, concessions,
private airport managers, or any other private entities that
conduct business on an airport. This has incentivized private
ventures on airports but has dis-incentivized full privatiza-
tion. It historically presented a particularly high barrier to
full privatization because, outside the APPP, the public air-
port owner is required to use the sale proceeds for airport
purposes, and because the private operator, upon assum-
ing responsibility for the grant assurances, must use revenue
that it generates in connection with the airport for airport
purposes.

Public airport operators enjoy exemptions from property
taxation pursuant to the U.S. Constitution and/or laws of
most states. These exemptions typically would not apply to a
private operator of a public-use airport.

2.5.3 Airline-Airport Use and
Lease Agreements

Another important distinction is the degree to which air-
ports in other countries tend to be seen more as indepen-
dent entities and businesses in their own right, with a far
lower degree of airline control (contractual or statutory). In
the United States, most airport owners enter into use and
lease agreements with the airlines serving their airports.
Among other things, these agreements set forth the terms
and conditions for establishing airline rates and charges and
investing in capital improvements. In particular, for air-
ports operating under residual airline agreements—where
the airlines guarantee to pick up, through their rates and
charges, any airport costs not otherwise covered by non-
airline revenues of either a particular cost center or the entire
airport—airlines have substantial input into and control of
capital investment decisions through “majority-in-interest”
approval procedures. In other instances, the airlines have
been permitted to form consortia that operate terminals or
equipment.

In other parts of the world, airline rates and charges are more
likely to be defined by external-economic regulations and less
by bilateral contractual agreements, although bilateral agree-
ments can reduce or eliminate the role of the regulator. Those
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U.S. airports that do not have airline use and lease agreements
must set rates that comply with federal laws and regulations.

Several factors affecting airlines rates and charges in the
United States in relation to the privatization models are sum-
marized in Table 2.2.

As a result, airlines generally exert more political influ-
ence over U.S. airport owners than they do for international
airport owners. Indeed, with their access to public decision
makers, some airlines believe they have more leverage with
public operators than they could with shareholders and exec-
utives of privately owned airports.

In sum, the following features of the U.S. regime have lim-
ited the interest in and opportunities for full privatization:

¢ The historic pattern of public ownership of airports
e Community desires to control their economic engines
(airports) and community gateways

15

The availability of federal planning and development grants
and in some cases state grants and loans

The ability to impose and require airlines to collect PFCs,
which provide a capital funding source outside of a contrac-
tual airline use and lease agreement or rate policy imposed
by ordinance

Ready access to low-cost, tax-exempt financing through
the U.S. bond market and in some states infrastructure
bank loans with low-cost borrowing

The strict requirements of the grant assurances, accepted
as consideration for federal grants

The obligation to use proceeds from the sale or lease of
airport property only for airport purposes

The prospect that public entities would be required to
repay prior grants upon the sale or lease of an airport to
a private operator

The exemption from property taxes for municipal owners

Table 2.2. Summary of U.S. economic rules under partial and full privatization.

Factor

Partial Privatization

Full Privatization Under
APPP

Full Privatization
Outside APPP (per FAA
Order 5190.6B)

Eligibility for AIP
grants

Public entity is eligible

Private entity may be
eligible, but with lower
discretionary federal share
(70%)

Private entity is not
eligible

Eligibility for tax-
exempt debt

Same terms as
government

No*

No*

Property tax
exemption

Not applicable

Not unless special
legislation

Not unless special
legislation

Ability to impose a
PFC

Public entity is eligible

Public entity is eligible

Private operator can
impose a charge on
passengers, but not
require the airlines to

= Operator exempt

approval at primary
airports

= FAA is authorized to
grant an exemption to
permit the private
operator to “earn
compensation from the
operations of the airport”

collect a PFC
Prohibition on = Government must = Government must comply | = Government must
revenue diversion comply unless 65% airline comply

= Operator permitted to
be paid reasonable
compensation for
providing airport
management services
and reasonable return
on capital investment**

Reasonable terms,
no unjust
discrimination
(subject to rates &
charges policy)

Government and
operator must comply

Operator cannot increase
aeronautical rates by more
than inflation without airline
approval

Operator must comply

* To qualify for federal tax exemption, the assets being financed must satisfy the government ownership
requirement that the lease term does not exceed 80% of the economic life of the asset. Also, to use tax-exempt
debt to acquire an existing asset, at least 15% of the debt must be used to pay for a new asset and the proceeds
must be spent within three years of the issuance.
** As stated in the FAA’s revenue use policy, “The FAA expects private owners to be subject to the same
requirements governing . . . the recovery of unreimbursed capital contributions and operating expenses from
airport revenue as public sponsors. Under section 47107(1)(5), private sponsors—Ilike public sponsors—may
recover their original investment within the six-year statute of limitation. In addition, they are entitled to claim
interest from the date the FAA determines that the sponsor is entitled to reimbursement under section 47107(p).
Any other profits generated by a privately owned airport subject to section 47133 (after compensating the owner
for reasonable costs of providing management services) must be applied to the capital and operating costs of the
airport.” 64 Fed. Reg. 7696, 7700 (1999).
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Source: Federal Aviation Administration, National Plan of Integrated Airport Systems (2009-2013)
Report of the Secretary of Transportation to the United States Congress, September 27, 2010.

Figure 2.4. Number of existing and proposed airports by

ownership and use.

e Other regulatory factors outlined in more detail in Chapter 6

¢ The influence of airlines, particularly those that carry the
majority of an airport’s traffic, as a result of provisions in
use and lease agreements providing a significant role in
major capital decisions

A combination of access to AIP grants, PFCs, and tax-
exempt debt make partial privatization strategies more attrac-
tive to U.S. airport owners. Conversely, limitations in AIP
participation, inability to charge PFCs, and limited or no
access to tax-exempt debt under full privatization schemes
limit the ability of the private operator to attract capital rela-
tive to a public owner.

2.6 Focus of Research

The guidebook is focused on the relatively small number
of airports that contribute disproportionately to air trans-
portation and mobility in the United States and to economic
output and impact. Virtually all of these airports are owned
by government agencies.

In the United States, there are 19,734 airports; how-
ever, 14,555 of these (74% of the total) are privately owned,
privately-used facilities as shown in Figure 2.4. An additional
932 airports are privately owned publicly-used facilities.

Only 4,247 airports (21% of the total) are publicly owned,
publicly-used facilities. Yet these airports account for vir-
tually all scheduled commercial passenger boardings in

this country, as there is only one privately developed, com-
mercial service airport currently operating (in Branson,
Missouri). Similarly, these airports account for the vast
majority of general aviation and cargo activity, as virtually
all of the busiest general aviation and cargo airports are
publicly owned.

Federal law and policy both reflect and support this fact.
Almost all of the airports in the NPIAS are publicly owned.
This includes commercial service airports, reliever airports,
and select general aviation airports. Indeed, a commercial
service airport, for which the majority of federal funding is
reserved, is defined in federal law to include only airports
owned by public agencies.* The consequence of these and
related laws and policies is that federal financial assistance
largely has been limited to publicly owned airports.

Further, passenger activity in the United States is highly
concentrated in a relatively small number of the commer-
cial service airports. As shown in Figure 2.5, the top 65 air-
ports (representing the large and medium hubs) accounted
for nearly 89% of enplaned passengers in the United States
during 2010.

The guidebook focuses on the role of the private sector
in publicly owned, publicly-used airports, with particular
attention to large commercial service airports that account
for the vast majority of scheduled passenger traffic and cargo.

1See 49 U.S.C. § 47102.
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359 Non Hub/Commercial
Service 3.2%

74 Small Hub 8.3%

«— 29 Large Hub

36 Medium Hub
’ 69.9%

18.6%

Source: Federal Aviation Administration, CY 2010 Revenue Passenger Enplanements for primary and
nonprimary commercial service airports (by rank), October 2011.

Figure 2.5. Passenger shares at U.S. commercial airports.
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CHAPTER 3

Service Contracts

3.1 Specific Strategies

Contracting of services or outsourcing refers to the delega-
tion of operations from the public sector to a private entity
that specializes in the operation, maintenance, or manage-
ment of that activity. Most U.S. airport owners outsource at
least some services or functions.

Findings from a 2004 airport survey indicate:

e Concession management and custodial services are the
most common services outsourced.

e Outsourcing is more common in large airports, although
smaller airports tend to outsource more specialized ser-
vices such as legal and accounting.

e Airport directors use outsourcing primarily to achieve pre-
dictable reductions in the costs of non-core activities and
to obtain on-demand specialists and lower level support
personnel at lower costs.’

Examples include:

Traditional

e Maintenance services (e.g., terminal cleaning and janito-
rial, window cleaning, landscaping)

e Conveyance systems (e.g., elevators, escalators, moving
walkways)

¢ Mechanical systems (e.g., HVAC)

e Airline equipment (e.g., baggage systems, jetways, pre-
conditioned air, common use equipment)

e People mover systems

e Parking operations

¢ Shuttle bus operations

e Financial planning

e Financial advisory

’]. Gonzalez, Outsourcing and Airport Services, Airport Magazine,
Volume: 16, American Association of Airport Executives, May/June,
2004.

Less Typical

e Development agents for commercial land development
e ARFF

e Security guards

e Law enforcement

e Terminal concession development and management

Project Development and Delivery Services

Many airports have adopted frameworks for construction
and/or program management to allow the airport owner to
economically and efficiently administer airport development
projects. Construction management services tend to be used
for single projects while program management services are
employed to deal with a multitude of integrated, concur-
rent construction projects whereby the program manager
provides the technical expertise to oversee all the projects
within a large capital program on the airport owner’s behalf.
Examples include:

¢ Planning studies (e.g., master plans)

e Architectural, engineering, design

¢ Construction inspection

¢ Construction management (e.g., procurement assistance,
contractor oversight, inspection and testing, project close
out, external coordination)

e Program management (e.g., scheduling, design oversight,
project controls, accounting/finance, construction bid eval-
uation, construction manager oversight, comprehensive
status and progress reports, administrative support)

In general, airport owners pursue these strategies to real-
ize cost savings and to enlist specialized expertise from the
private sector.

3.2 Examples of Service Contracts

There has been a wide variety of service contracting employed
in the United States as illustrated by the following examples.
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3.2.1 Maintenance Contracts

Subcontracting with private companies for all types of ser-
vices is routine for U.S. airports, including maintenance ser-
vices (e.g., terminal cleaning, window cleaning), conveyance
systems (e.g., elevators, escalators, moving walkways), mechan-
ical systems (e.g., HVAC), people mover systems, shuttle bus
operations, airline equipment (e.g., baggage systems, jetways,
pre-conditioned air, common use equipment). For example,
the City of Manchester, New Hampshire, which owns and
operates Manchester Airport, outsources a significant num-
ber of services through contractual arrangements, including
terminal cleaning and mechanical systems. The city also con-
tracts out HVAC, elevator, escalator, and jetway maintenance
services.® The city has used this approach for many years so it
appears to be working well for them.

3.2.2 ARFF and Law Enforcement
Service Contracts

Less typical is the contracting of services for ARFF and law
enforcement. The City of Manchester also outsources its law
enforcement and ARFF functions. The Rockingham County
Sheriff's Department provides law enforcement, security ser-
vices, and central communication services under a publicly
bid, fixed-price contract. Centurion Protection, Inc. pro-
vides ARFF services under a fixed price contract whereby
the airport provides all of the equipment and facilities and
Centurion provides the services to comply with FAA stan-
dards and requirements.’

3.2.3 Fuel System Operation

A number of U.S. airport operators own the airport jet fuel
storage and distribution system and contract out the main-
tenance, operation, and management to qualified and expe-
rienced airport fuel system operators (e.g., Oakland, Guam).

3.2.4 Contract to Operate Common
Use Equipment

Airline consortia operate and manage common use equip-
ment and systems at several airports, including Chicago
O’Hare’s Terminal 5, the Tom Bradley International Terminal
at Los Angeles International Airport, and the International
Terminal at San Francisco International Airport.

At San Francisco, the airlines operating in the International
Terminal Complex (ITC) formed the San Francisco Terminal

¢City of Manchester, New Hampshire, Official Statement, General Air-
port Revenue Bonds, June 23, 2005.
Ibid.
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Equipment Company, LLC (SFOTEC) to use, operate, and
maintain certain airport-owned common use equipment
and systems related to handling flights and passengers.® The
equipment includes computer check-in systems with baggage
and boarding pass printers, flight information systems, bag-
gage handling systems, passenger loading bridges, and sys-
tems for delivering pre-conditioned air to aircraft and ground
power for aircraft. The airport financed the cost of the equip-
ment with airport bond proceeds while SFOTEC manages
the daily assignment of the ITC joint use gates, holdrooms,
ticket counters, and baggage systems to the airlines operating
in the ITC in accordance with airport approved protocols.

Under the services contract between the airport and
SFOTEC, SFOTEC is obligated to (1) maintain, operate,
repair, and schedule the common use of such equipment,
(2) pay the associated utility and custodial costs, and (3) pro-
vide non-discriminatory access to such equipment for all ITC
carriers, whether or not they are members of SFOTEC. The
costs of operatingand maintaining the equipment are shared
by all airline users of the equipment. The user fees for air-
lines that are members of SFOTEC are determined under the
terms of the SFOTEC Members Agreement, while the user
fees of non-member airlines are negotiated between SFOTEC
and the non-member airlines (charter airlines).

3.3 Legal and Regulatory
Considerations

Although service contracts are common at U.S. airports, the
FAA has not promulgated specific rules or published detailed
policies or guidance on them. Service contracts must however
follow standard local, state, and federal procurement rules. In
some cases, such as contracting for ARFF services, other fed-
eral regulations (i.e., FAR Part 139) must be followed. When
considering contracts for law enforcement services, federal
law (i.e., TSR Part 1542) may be relevant and state laws often
define the parties that are permitted to provide such services.

3.4 Evaluation of Service Contracts
3.4.1 Opportunities
The main opportunities provided by service contracts

include:

e May reduce operating expenses due to lower private sector
employment and overhead costs, and thereby reduce costs
to tenants

8City and County of San Francisco, Official Statement, San Francisco
International Airport Second Series Revenue Bonds, Series 2009E,
November 5, 2009.
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e Accesses private sector expertise for specialized functions

¢ Applies private sector techniques to accelerate project deliv-
ery and reduce construction costs for capital improvements

e Ifapplicable, uses private agents for commercial development

3.4.2 Advantages

The main advantages provided by service contracts include:

e Provides potential to cut costs and optimize efficiency

e Retains airport oversight of contracts to ensure compli-
ance with airport goals

e Reduces airport costs for employee salaries and benefits
as well as post retirement expenses and liability (pension,
medical, etc.)

¢ Involves low implementation risk and complexity

¢ Allows airport management to focus on core and strategic
issues

¢ Maintains airport owner control over land uses and facilities

Airlines view contracting of services as a viable option
towards a broader goal, such as lower costs or more efficiency
at an airport. Because airport costs play an increasing role in
airline service decisions, there is added impetus for airport
owners to consider outsourcing services. Airlines have also
embraced the concept of the airline terminal equipment main-
tenance consortium as a means of achieving cost savings.

Some international airport operators believe their cost
structure is lower than U.S. airports because most of their
services are contracted out.

3.4.3 Disadvantages and Risks

The main disadvantages and risks under service contracts
involve relations with public employees:

¢ Could involve organizational disruption (i.e., reassign-
ment or termination of existing employees)

e Could encounter labor resistance in an effort to protect
and increase public sector jobs

¢ Requires careful monitoring, which can be expensive and
time-consuming

¢ Presents tension in the outsourcing relationship—the con-
tractor wants to make a profit and the airport owner wants
to cut costs

Organized labor in the United States wants to be involved
in all parts of the airport industry from design, construction,
and maintenance of infrastructure to its operation with union-
ized employees. Privatization is an issue unions track closely
to ensure the interests of their members (both public and pri-
vate sector) are protected. This includes concern that abrogat-
ing union contracts, limiting the collective bargaining rights of
labor, and cutting wages and benefits might become attractive
cost-saving strategies for potential private owners of airports.
Any privatization policies that enable either the direct abroga-
tion of union contracts, the contracting out of existing airport
employees’ work, or have the clear effect of reducing wages and
benefits will be measures labor strongly opposes. In some cases,
this reality may dissuade airport owners from privatizing work.

Outsourcing can save money if airport owners are careful
about what they buy and if they set up performance-based
contracts that hold contractors accountable for meeting qual-
ity service standards. Outsourcing a service that invites risk,
and failing to manage that risk through active contract moni-
toring, can produce unfavorable results.

While some U.S. airport managers cited several examples
of successful service contracts (e.g., airline equipment con-
sortia), others were more critical of them. In fact, several air-
port managers pointed to examples of certain functions that
had been privatized, but reverted to public control or owner-
ship, including janitorial services, baggage handling systems,
jetway maintenance, and ramp control services. See Chapter 7
for further discussion.

In March 2011, New York City’s deputy mayor, Stephen
Goldsmith, who had been known as “the prince of priva-
tization” when he was mayor of Indianapolis in the 1990s,
announced plans to “in-source” services that the city had
previously privatized to save money. He claimed to find
$41 million in immediate savings by taking the work of the
city’s data center and wireless network back in-house.’

In sum, tasks that are well-defined, easy to monitor, and
available from competing contractors—sometimes called
commodity tasks—are prime candidates for outsourcing.
Conversely, tasks that are complex, changeable, lack clear
benchmarks, or have little or no competition—custom tasks—
are often kept in-house.!°

°Is Privatization a Bad Deal for Cities and States? New York Times
(Opinion Pages), April 3, 2011.

John Donahue, Outsourcing the Wrong Jobs, New York Times,
April 4, 2011.
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CHAPTER 4

Management Contracts

4.1 Specific Strategies

Numerous airports have contracted out the management
and operation of parking facilities, concession operations, or
entire terminals where the operator manages the facility on
behalf of the airport owner for a specified period of time and
in return receives a management fee.

A number of airport owners in the United States have con-
tracted the day-to-day operation of their entire airport to pri-
vate operators. Under an airport-wide management contract,
an operator manages the airport (or airport system) under pol-
icies and direction from the airport owner for a specified period
of time. The operator’s objective is to improve the financial
and operational efficiency of the airport, and the operator is
typically paid an annual fixed management fee. Sometimes the
operator is paid a variable fee based on performance.!!

The airport owner retains a considerable degree of control
over the quality of service provided by the contractor by setting
policy and also retains the obligation, control over, and risks
for making capital investments. (The contractor does not bear
any of the risks for capital improvements.) The operating bud-
get is usually set and managed by the operator, but approved
by the airport owner. Frequently, these types of arrangements
are introduced when the airport owner feels the transition can
introduce a more efficient operation of the airport where the
objective of the operator would be to reduce costs and increase
revenues. Another reason might be to improve customer ser-
vice. This type of arrangement has also been used when an air-
port transitions from a municipal or state-run operation to an
independent airport authority (e.g., Albany, Harrisburg).

Sometimes the airport owner contracts separately for
(1) general airport management, operation, and mainte-
nance, (2) ARFF services, and (3) parking services.

Even in cases where the airport owner contracts out most of
the day-to-day operation of its airport, it may retain control

See for example the Indianapolis case study where BAA was paid on
the basis of savings generated.
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over certain functions. For example, the Burbank-Glendale
Pasadena Airport Authority maintains its own police depart-
ment. Sometimes the airport owner retains the responsibil-
ity for supervising and providing airport police services (e.g.,
Harrisburg International Airport).

Functions that the airport owner typically retains under its
control include:

e Airline use agreement compliance

¢ Rates and charges policy

e Air service development policy

e Assurances and compliance for federal and state grant
programs

e Long-range planning

¢ Capital expenditure policy and implementation

¢ Debt issuance policy

e Land acquisition and development policy and planning

e Airport industrial and economic development policy (and
sometimes management)

e Environmental policy

Often the management fee is fixed with little or no incen-
tive component, which effectively means the arrangement is
one large service contract. By comparison, in Indianapolis
the initial fee structure was based almost entirely on incen-
tive compensation where the airport authority’s main objec-
tive in contracting with BAA was to reduce airline payments
per enplaned passenger. The community felt that this would
induce the airlines to provide more air service, which in turn
was expected to stimulate regional economic development.

4.2 Examples of Management
Contracts

There has been a wide variety of management contracting
employed in the United States as illustrated by the following
examples.
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4.2.1 Terminal Management Contracts

Some airports have contracted out the management and
operation of entire terminals.

Atlanta Hartsfield International Airport. At Atlanta
Hartsfield International Airport, the central passenger terminal
complex (CPTC) is operated and maintained on behalf of the
airlines by the Atlanta Airlines Terminal Corporation (AATC),
a corporation established by the airlines for that purpose. The
City of Atlanta (the airport owner and operator) has also con-
tracted management, operation, and maintenance of the inter-
national terminal facilities to TBI Airport Management, Inc.
The city recovers from TBI its allocable operating and mainte-
nance expenses according to the guidelines of the CPTC leases.
TBI pays all other operating and maintenance expenses and, in
turn, recovers all the costs and expenses, plus a management
fee, from the airlines through quarterly use charges.

Orlando Sanford International Airport. The Sanford
Airport Authority contracts with TBI Airport Management, Inc.
to manage the international and domestic terminals, develop
additional air service, and provide ground handling and cargo
services at Orlando Sanford International Airport. The airport
authority manages and operates the rest of the airport with a
staff of 50, which provide ARFF, police, administration, and
other services.

4.2.2 Parking Management Contract
or Concession Agreement

Although some airports continue to operate their parking
facilities using airport employees (e.g., Dallas/Fort Worth,
Norfolk, and Seattle), most U.S. airports retain private
companies to operate their parking facilities-and shuttle
buses using either concession agreements or management
contracts. Management contracts are the more frequently
used model. Under the terms of a concession agreement, the
private operator is typically responsible for all aspects of day-
to-day parking operations, including facility maintenance and
fee collections. As payment for their services, the concession-
aires receive a percentage of the gross revenues from park-
ing operations but are required to pay the airport owner the
greater of this percentage amount or a minimum annual guar-
anteed amount. In this manner, the concessionaire assumes
most of the risk for potential downturns in parking revenues,
but also receives greater rewards if there is an unexpected
increase in airline passenger traffic. Examples include the
airports serving Baltimore/Washington, Dayton, Cleveland,
Erie, Honolulu, and Houston (Intercontinental).

With a parking management contract, the airport provides
the parking facilities (including the revenue control equipment
and buses), establishes minimum customer service standards,

reserves the rights to adjust parking rates, and then retains a
private operator to manage the operation under a budget that
is approved by the airport. The private operator is reimbursed
for their authorized expenses and is also paid a management
fee. With a management contract, the airport operator assumes
most of the risk for a downturn in parking revenues, receives
most of the reward for increased parking business, and, com-
pared to a concession contract, has greater latitude to control
and modify customer service standards. Examples include air-
ports serving Burbank, Orange County (California), Nashville,
Orlando, Pittsburgh, San Francisco, and Tulsa.

Some airports use combinations of concession contracts
and management agreements. For example, they may use
concession contracts for economy parking and management
agreements for valet parking or shuttle bus operations.

4.2.3 Master Terminal Concessionaire
or Developer Agreement

Airport-owners have entered into master concessionaire
agreements for their terminal food, beverage, and retail oper-
ations.atnumerous airports.

BAA USA was retained as the master developer and
manager of the retail, food, and beverage operations at the
AIRMALL® at Pittsburgh International Airport in 1992.12
When the Midfield Terminal opened in 1992, Pittsburgh
became the first airport in the United States to offer a shop-
ping mall-type approach for retail activities for its passengers.
According to the Allegheny County Airport Authority, as of
June 1, 2010, there were 40 operators in 70 locations in the
Midfield Terminal, including 23 food and beverage locations,
34 retail locations, four service locations and nine news and gift
locations. AIRMALL® USA manages the food, beverage, and
retail activities in the Midfield Terminal under a Master Lease
Development and Concession Agreement with the airport
authority. AIRMALL® USA acts as the authority’s master lessee
and is responsible for developing concession and retail activi-
ties at the Midfield Terminal for the authority. AIRMALL®
USA has the exclusive rights to manage all terminal conces-
sions (except public pay telephones), including retail, food
and beverage, and advertising services. The authority receives
100% of revenues from electronic media, such as the Internet,
flight information systems, and the wireless airport system.
AIRMALL® USA is not authorized to operate terminal con-
cessions except in the case of a vacancy. The authority receives
59% of the revenues received by AIRMALL® USA from the
various concessionaires, and AIRMALL® USA receives 41%.

2BAA USA was acquired by the Prospect Capital Corporation, an
investment company based in New York City, from its previous owners,
BAA Ltd., in a transaction that was completed on July 30, 2010. As part
of the transaction, BAA USA is now known as AIRMALL® USA, Inc.
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Table 4.1. Examples of airport-wide management contracts.

Airport

Owner

Operator

Commercial Service Airports

Albany International Airport (ALB)

Albany County Airport Authority

AvPorts and Go-Albany, Inc.

Atlantic City International Airport

South Jersey Transportation

AvPorts

(ACY) Authority

Bob Hope Airport (BUR) Burbank-Glendale-Pasadena TBI Airport Management, Inc.
Airport Authority

Lehigh Valley Airport (ABE) Lehigh-Northampton AvPorts
Airport Authority

Rochester Airport, Minnesota (RST)

City of Rochester, MN

Rochester Airport Company

Stewart International Airport (SWF),
Newburgh, New York

Port Authority of New York and
New Jersey

AvPorts

Westchester County Airport (HPN),
White Plains, New York

Westchester County, NY

AvPorts

General Aviation Airports

Addison Airport, TX

Town of Addison, TX

Washington Infrastructure
Services, Inc. and Staubach
Airport Management, Inc.

Brackett Field Airport

Los Angeles County, CA

American Airports

Compton/Woodley Airport

Los Angeles County, CA

American Airports

El Monte Airport

Los Angeles County, CA

American Airports

Republic Airport (FRG),
Farmingdale, New York

New York Department of
Transportation

AvPorts

Rhode Island — Providence (PVD)
and 5 GA airports (PVD, UUU,
WST, BID, SFZ, OQU)

Airports owned by State of Rl,
but RI Airport Corp (a
subsidiary public corp. of the Rl
Economic Dev. Corp.) is-airport
sponsor

RIAC operates TF Green, but
leases out operation and day-to-
day management of 5 GA
airports to Landmark Aviation
(formerly Hawthorne Aviation)

Teterboro Airport (TEB), New

Port Authority of New York and

AvPorts
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Jersey New Jersey

Tweed New Haven Regional
Airport, New Haven, Connecticut

City of New Haven, CT

AvPorts

Whiteman Airport

Los Angeles County, CA

American Airports

William J Fox Airfield

Los Angeles County, CA

American Airports

AIRMALL® USA also contributes to a repair and replacement
fund to cover certain repair and replacement costs."

Westfield Concession Management (Westfield) manages
the food and beverage programs at Reagan National and Dulles
International on behalf of the Metropolitan Washington
Airports Authority. Under these agreements, Westfield
develops and manages the food and beverage programs at
the airports, but does not operate any of the concession facili-
ties. Westfield negotiates contracts with each concessionaire
using a standard lease that has been approved by the Airports
Authority. These contracts generally obligate the concession-
aire to pay the higher of a minimum annual guarantee or a
percentage of gross revenues. Westfield collects all rents and
fees from the concessionaires and retains a portion of gross
rental payments as its fee for the management services.

Other examples of master developers and managers of
retail, food, and beverage operations include:

e AIRMALL® USA at Boston Logan International Airport
(Terminals B and E) in July 2000

BAllegheny County Airport Authority, Official Statement, Airport
Revenue Refunding Bonds, Series 2010A, August 3, 2010.

e AIRMALL® USA at Baltimore/Washington International
Thurgood Marshall Airport in March 2004

e AIRMALL® USA at Cleveland Hopkins International
Airport in February 2008

e Marketplace Development at Philadelphia International
Airport

e Marketplace Development at LaGuardia Airport

4.2.4 Airport-wide Management Contracts

As shown in Table 4.1, a number of airport owners in the
United States have contracted for the operation of their entire
airports by private operators. These types of agreements are
more commonly found at general aviation airports.

A description of some of these arrangements and others
follows.

Bob Hope Airport. Bob Hope Airport is owned by the
Burbank-Glendale-Pasadena Airport Authority, which con-
tracts with TBI Airport Management, Inc. for general airport
management, operation, and maintenance; Pro-tech Fire
Services, Limited for ARFF services; a joint venture of Central
Parking Systems and Valet Parking Services for parking
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services; and Wyle Laboratories for services in connection
with noise abatement. The airport maintains its own police
department (Burbank-Glendale-Pasadena Airport Authority
Police) that is separate from the Burbank Police Department.
This airport has been under private operation its entire exis-
tence having been developed in 1928 by Boeing Aircraft
and Transport (BA&T), which was a holding company that
included Boeing Aircraft and United Air Lines. The airport
was initially named United Airport. Lockheed Air Terminal,
Inc. owned and operated the airport from 1940 until it was
sold to the Authority in 1978.

Albany International Airport. The Albany County Air-
port Authority was created by the State of New York in 1993
with a 40-year lease to operate the airport. The Authority has
contracted with AvPorts, Inc., a subsidiary of AFCO, to man-
age the daily operations of the airport and with Go-Albany,
Inc., d/b/a Million Air—Albany, a subsidiary of Million Air
Interlink, to manage the daily operations of the airport’s
fixed-based operations.

AvPorts has the daily responsibility, under policies and
direction from the authority, for airport operations, airside
security, ARFF, terminal and vehicle maintenance, and the
parking facilities. TBI Airport Management, Inc. operated
the airport on behalf of the Authority from 1993 through
September 2005.

Go-Albany has the daily responsibility, under policies and
direction from the authority, for the fixed-based operations,
including commercial into plane fueling, fuel farm manage-
ment, and general aviation handling and fueling. In 2005,
the authority purchased the fixed assets and fuel inventory
located on the airport from Aircraft Services International
Group (ASIG) with the goal to enhance fueling services for the
general and corporate aviation community by offering com-
petitive rates and charges for users of the airport and to pro-
vide the airlines at the airport with efficient and quality plane
fueling services and fuel inventory management. Go-Albany
is reimbursed for its actual expenditures based on an employ-
ment level approved by the Authority plus a fixed fee with
added incentives based on the growth of fixed-based opera-
tion revenues.

All expenditures incurred by AvPorts and Go-Albany are
subject to the approval of the authority.

Indianapolis International Airport. In 1994, the India-
napolis Airport Authority solicited bids to manage its airport
system that included Indianapolis International Airport and
five general aviation airports. The winning bidder, BAA Indi-
anapolis LLC, won a 10-year management contract extend-
ing from October 1, 1995 through September 30, 2005. The
contract was extended to the end of 2008 but was later ter-
minated (effective July 16, 2007) under mutual agreement by

both parties to provide for (1) an early transition of person-
nel and operations back to the Authority and (2) a smooth
transition in advance of the opening of the new $1.07 billion
Midfield Terminal in late 2008. There was no significant
change in the operation and management of the airport
facilities in connection with the transition. BAA was paid a
performance fee, monthly fixed fee, and transition incentive
fee under the terms of the June 14, 2007 amendment.

The airlines felt that while there were benefits at the front
end of the contract, toward the end of the lease the airport
and airlines were questioning the value of the payments to
BAA relative to the benefits derived.

Harrisburg International Airport. InJanuary 1998, the
Commonwealth of Pennsylvania transferred the ownership
and operation of Harrisburg International and Capital City
Airports to the Susquehanna Area Regional Airport Authority
(SARAA), which is a joint municipal authority created to
own, develop, and operate the two airports. Simultaneously,
SARAA entered into a 10-year management agreement with
BAA Harrisburg, Inc. (BAAH) for the operation and main-
tenance of the airport system. The scope of BAAH’s services
included the operation, maintenance, and development of
the terminal, airfield, landside, water, and sewer facilities of
the airport system, as well as administrative management.
SARAA retained responsibility for supervising and provid-
ing airport police services and for managing the industrial
park at Harrisburg International Airport. SARAA attempted
to renegotiate the terms of BAAH’s management contract in
November 2000 due to concerns about declines in passenger
trafficand BAAH’s administration of the airport system. The
authority was unsuccessful in renegotiating the terms of the
contract to allow it to have more day-to-day responsibilities
in the management of the system. Therefore, SARAA termi-
nated the contract in July 2001. The airport system is now
managed and operated by SARAA.™

Los Angeles County Airports. American Airports man-
ages and operates the five general aviation airports owned by
Los Angeles County. In 1991, Comarco was awarded a 20-year
management contract (with two 5-year renewal options at
the county’s option) to effectively operate as airport manage-
ment: collecting rents, conducting day-to-day operations, and
running the airport’s capital program. Comarco subsequently
sold the contract to American Airports in 2000. American
Airports also acts as leasing manager for the airports, nego-
tiating and setting rates with tenants. When Comarco was
awarded the management contract for the airports, the system

1Official Statement, Susquehanna Area Regional Airport Authority,
Airport System Revenue Bonds, Series 2004, July 30, 2004.
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generated a $1 million annual loss, but subsequently turned
the enterprise around to generate a $2 million annual profit.
As leases expired, American Airports was able to re-set to
market rates and escalated them at the CPIL. Los Angeles
County retains staff for contract administration (the county
still reviews and approves leases of more than one month’s
duration), capital planning, grants administration, master
planning, strategic planning, construction, and inspec-
tion, but reduced airport staff from 90 to 9. In addition,
American Airports assumed all liability as airport opera-
tor and is responsible for carrying out airport maintenance
to a set standard. Based on the revenue share approach,
American Airports bears the risk of managing airport costs.
The first 5-year option was exercised in 2011, extending the
contract through April 2016.

4.2.5 Expressions of Interest for Ontario
International Airport

In January 2011, Los Angeles World Airports (LAWA)
released a request for expressions of interest from the pri-
vate sector and other interested parties to possibly contract
out the operation of LA/Ontario International Airport. The
airport is owned by LAWA, which also owns Los Angeles
International Airport and Van Nuys Airport, a general avia-
tion facility. The expressions of interest packets ask parties
how they might be able to (1) return the airportto pre-2008
passenger traffic trends and increase its share of air traffic
in the Los Angeles region, (2) effectively market the airport
to airlines, passengers, and air cargo companies, (3) operate
the airport more efficiently, and (4) balance the short-term
improvement initiatives currently underway at the air-
port while maintaining its long-term capacity for growth.
LAWA received 10 responses to the expressions of inter-
est, including private operators of local and national GA
airports, international airport operators, and infrastructure
investors.

LAWA operates Ontario International Airport under a
long-term joint powers agreement with the city of Ontario.
Officials from the city of Ontario have been in negotiations
with the city of Los Angeles and LAWA to return control to
Ontario. City officials in Ontario believe local control would
better address the steep decline in passenger traffic experi-
enced at the airport since 2007 and mitigate LAWA’s high
costs of operating the airport, which contribute to relatively
high airline charges. (The main factor in increasing airline
charges was the 30% decline in passengers between 2007 and
2009). As of December 2011, no action has been taken on
the expressions of interest and there has been no movement
on the city of Ontario’s request to take back control of the
airport.
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4.3 Legal and Regulatory
Considerations

The FAA has provided guidance on management con-
tracts. Grant Assurance 5(f) provides as follows:

If an arrangement is made for management and operation of
the airport by any agency or person other than the sponsor or
an employee of the sponsor, the sponsor will reserve sufficient
rights and authority to ensure that the airport will be operated
and maintained in accordance with Title 49, United States Code,
the regulations and the terms, conditions and assurances in the
grant agreement and shall ensure that such arrangement also
requires compliance therewith.

The FAA’s Airport Compliance Manual contains the fol-
lowing additional details on management contracts.'®

1. A public airport owner may contract with an agent to
perform airport management or other administrative and
supervisory functions. This arrangement may be defined
in a management contract, lease or both.

2. The public-airport owner remains the airport sponsor,
and therefore is responsible for compliance with all grant
assurances and other federal obligations. (Note that the
difference between full and partial privatization in the
instance of a lease of an entire airport is whether the public
airport owner continues to be the airport sponsor.)

3.. The public airport owner can permit the private airport
manager to conduct aeronautical activities, such as serv-
ing as a FBO, in addition to providing management func-
tions. The airport owner will have different obligations
and requirements, pursuant to the grant assurances, in its
treatment of the private entity acting as an FBO than act-
ing as the airport manager. FAA encourages public airport
owners to execute separate agreements for airport man-
agement functions and aeronautical activities to reflect
these different requirements.

4. Consistent with Grant Assurance 5(f), the FAA recom-
mends that a management agreement include particular
terms requiring that the private entity conduct its activi-
ties consistent with the grant assurances and other federal
obligations imposed on the public airport operator and
that the management agreement itself be subordinate to
the grant assurances.

Management contracts must also follow standard local,
state, and federal procurement rules.

Another consideration is the impact of the management
contract on the tax status of outstanding debt.

¢ Under management contracts of facilities financed with
tax-exempt bonds, it must be determined if the contract

SFAA Order 5190.6B, § 6.13 (Airport Management Agreements).
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meets the “qualified management contract” test under
Internal Revenue Service (IRS) regulations. Failure to
meet the requirements of a qualified management con-
tract could result in a judgment that a “private business
use” is being made of the facilities financed with tax-
exempt bonds.

e At the same time, the term of the management contract
needs to be long enough for a private company to realize
savings from operational efficiencies. IRS regulations gov-
erning qualified management contracts establish compen-
sation requirements and limit the term to 10 or 15 years
depending on the nature of the compensation arrange-
ment. Only certain “public utility properties” (i.e., electric
energy, water, or sewage disposal services) can qualify for a
term as long as 20 years. As a result, management contracts
of entire airports tend to be no longer than 10 years.

4.4 Evaluation of Management
Contracts

4.4.1 Opportunities

The main opportunities provided by management con-
tracts include:

e May reduce operating expenses due to lower private sec-
tor employment and overhead costs, and thereby reduces
costs to tenants

e May or may not release contractor from local procurement
regulations

¢ Can streamline and improve certain processes, especially
with regard to renegotiating nonairline contracts

e Accesses private sector expertise for specialized functions
and commercial development

e Provides potential for new revenue/economic develop-
ment initiatives on airport

e Furnishes potential to impose contractual obligation for
contractor to achieve performance targets

e Provides opportunity for staff to gain management expertise

For example, in Indianapolis, BAA’s operation was bene-
ficial for staff as a whole because employees gained broader
airport management expertise and had the opportunity to
interact with colleagues in the United Kingdom. This inter-
action was valuable, as it brought to staff the private sector
airport management perspective.

Typically, under an airport-wide management contract,
the airport owner’s objective is to improve the financial and
operational efficiency of the airport. The operator’s objec-
tive is to fulfill the desires of the airport owner as expressed
in the management contract in order to get paid a fee. The
operating budget is usually set and managed by the operator

and approved by the airport owner. Frequently, these types
of arrangements are introduced when the airport is unprofit-
able, and the objective of the operator would be to reduce
costs and increase revenues.

As an example of cost savings, in December 2010 the Kent
County Aeronautics Board, which oversees Gerald R. Ford
International Airport in Grand Rapids, Michigan, decided
to enter into a management contract for its parking opera-
tions at the airport to save the airport between $1.5 million
and $1.9 million over five years.!® The savings were attribut-
able to the fact that pay and benefits for county employees
were higher than market costs and the employees’ union
negotiated contracts on behalf of general employees based
on seniority and not specific job descriptions.

Some policy makers have considered privatizing the day-
to-day management of their airports due to an ideological
conviction and belief that the private sector can do a bet-
ter job of managing airports by improving the efficiency of
operations, establishing new retail and restaurant opera-
tions, introducing creativity and innovation, and realizing
lower construction costs. However, others argue that air-
port owners and their tenants would be better served if cost
and quality were the criteria used in deciding to privatize,
rather than ideology.

Regarding procurement regulations, in some cases the
contractor must follow the airport owner’s procedures. For
example, in Indianapolis, BAA was not released from the
requirements of the Authority’s procurement ordinances when
acquiring services on behalf of the airport authority. Release
from these procurement regulations is often a large motiva-
tion in privatization efforts. In contrast, BAA’s procurement
of goods with their own operating funds was not considered
‘public’ dollars in the same way as the authority’s funds.

4.4.2 Advantages

The main advantages provided by management contracts
include:

¢ Provides opportunity for airport to be managed and oper-
ated as a business

e Streamlines day-to-day operational decision making

¢ Affords potentially lower operating expenses from private
sector employment practices and efficiency initiatives

e Brings increased emphasis on revenue enhancement, com-
mercial, and economic development

e Reduces ongoing municipal employee compensation,
including post retirement expenses (pension, medical, etc.)

1°Kyla King, The Grand Rapids Press Board votes to outsource parking
operations at Grand Rapids airport, Grand Rapids Press, December
15, 2010.
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e Provides greater incentives for management and employ-
ees to perform better

e Provides more commercial and operational freedom for
contractor

4.4.3 Disadvantages

The main disadvantages provided by management con-
tracts include:

e Involves considerable time and effort for the bidding process

¢ Could involve buyouts and compensation for existing
public workers

¢ Could involve organizational disruption (i.e., reassignment
or termination of existing employees)

e Difficult to truly measure efficiencies for the purpose of
justifying compensation

e Can discriminate against government departments com-
peting in managed competition efforts, as regulations
generally prevent them from partnering with private firms
or guaranteeing performance

e Requires careful tracking of contract compliance, which
can be a time consuming and substantial undertaking for
the airport owner

e Becomes increasingly difficult to attain further improve-
ments and realize the full value of the management fee
once initial efficiencies are attained

Regarding the Indianapolis management contract, the air-
lines felt that while there were benefits at the front end of the
contract, toward the end of the lease, the airport and airlines
were questioning the significant payments to the contractor
with diminishing or no additional benefits.

4.4.4 Complexity, Risk, and
Implementation Issues

Implementing airport-wide management contracts for the
first time can be complicated endeavors, but if structured
properly, they usually entail relatively low risk. For airports
that have operated under management contracts for many
years (e.g., Burbank, Albany), the renewal and rebidding of
the service is not very complicated, but for airports that con-
sider this form of privatization for the first time, the level of
effort can be quite significant, as described in the Indianapolis
case study. Among other things, the airport owner needs to:

e Identify what functions it wants to retain and control
e Identify the service quality and performance standards it
wants to achieve
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e Determine whether a concession or management agree-
ment best advances the airport owner’s goals for risk allo-
cation and compensation

e Develop a strong, performance-based contract that holds
the contractor accountable for meeting the quality and
performance standards

e Address labor issues (i.e., develop strategies to help pub-
lic employees find other jobs or make the transition to a
private-sector environment)

e Develop and issue a request for proposals

¢ Evaluate proposals and select the winning operator

¢ Negotiate the terms of the contract

e Secure FAA approvals for the contract, if required

e Oversee the transition from public to private operation

e Monitor the contractor’s performance

e Negotiate the annual fee (if the fee is performance-based)

The metrics used to gauge performance need to be trans-
parent and easily measurable. For example, as found in the
Indianapolis case study (Chapter 9), improvements made
by the contractor (BAA) as measured by airline payments
per enplaned passenger were difficult to track because they
required estimates of a hypothetical baseline comparison.
The baseline became increasingly difficult to measure, espe-
cially after the operational changes due to increased security
measures following the September 11, 2001 terrorist attacks.
As a result, the annual management fee became an annual
negotiation between the airport authority and BAA, which
was frequently contentious. In addition, tracking contract
compliance became a substantial undertaking for the airport
authority, which eventually hired professionals with airport
and public management expertise to oversee the contract.

Also, the compensation needs to be tied to each goal the
airport owner is trying to achieve (e.g., lower costs, enhanced
nonairline revenues, improved customer service, new air
service). For example, in Indianapolis, the structure of the
initial compensation calculation dis-incentivized BAA from
implementing any customer service initiative that resulted in
increased operating expenses, even though improved customer
service was cited as a goal during the competitive bidding
process and was supported by the spirit of the management
contract. Therefore, there needs to be reliable and accurate
cost data to assess the overall performance of the activities and
the owner needs to monitor and evaluate performance of the
operator to ensure that its expectations are met.

As found in Indianapolis and implemented in Albany and
Burbank, to achieve the full benefits of privatization, it may
be more effective and economical to contract with multiple
firms specializing in each area in which improvement is tar-
geted (e.g., ARFF, parking, fueling, fixed-based operations).
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CHAPTER 5

Developer Financing and Operation

5.1 Specific Strategies
Traditional Approach

U.S. airports have traditionally financed airport improve-
ments with a combination of federal and state grants, PFC
revenues, customer facility charge (CFC) revenues, internal
capital funds, and the proceeds of bonds. Under this tra-
ditional approach, airports are able to maintain control of
investments, set standards and perform maintenance, and
pursue ongoing capital investments that are consistent with
community needs, goals, and objectives. Airports are able
to access capital markets efficiently at relatively reasonable
prices and implement fees on tenants to recover costs of
investments in airport infrastructure that help secure fund-
ing when required. Issuing bonds may require management
actions to increase revenues, reduce expenses, and mini-
mize other capital investments with an overall goal to avoid
material impacts on the credit fundamentals of the airport
through the period of investment.

Publicly operated airports in the United States also have
typically used a design-bid-build process, which gives the air-
port owner more control over the project, but more exposure
to cost overruns and delays as well as increased debt.

Project Finance Approach

A number of airports have utilized the private sector for
full-scale development, operation and maintenance services,
and sometimes financed facilities under long-term leases or
concessions. This type of arrangement tends to be used when
relatively large investments are needed for passenger termi-
nals, parking garages, rental car facilities, fuel systems, cargo
facilities, general aviation facilities, and other major facilities.
At the end of the lease, the ownership and control reverts to
the airport owner. Project financing is the most common way
to introduce private sector capital while also transferring the

risk of repayment. The developer could be entirely private or
part of a PPP. Under variants of each model, the developer
takes the full economic risk for the investment and opera-
tions of the facility. This structure requires that the project
have a revenue stream to repay the debt.

There are a number of project development privatiza-
tion models with different degrees of control and risk for
the airport owner, which are summarized in Table 5.1 and
described below.

¢ Construction Manager at Risk (CM at risk) is a project
delivery method in which a construction manager com-
mits to deliver the project within a guaranteed maximum
price (GMP). The construction manager acts as consultant
to the airport owner in the development and design phases
and as a general contractor during the construction phase.
Due to the financial commitment, the CM at risk has an
incentive to manage and control construction costs to not
exceed the GMP.

e Master Terminal Concession Developer is a program man-
agement approach in which a developer acts as the airport
owner’s master lessee and is responsible for developing and
managing terminal concession and retail activities, includ-
ing merchandising, retail, food and beverage, and some-
times advertising services. Typically, the developer is not
authorized to operate terminal concessions except in the
case of a vacancy. The airport owner and developer share in
the revenues under various formulas. Often the developer
is required to contribute to a repair and replacement fund
to cover certain repair and replacement costs. Examples
include Pittsburgh International Airport, Boston Logan
International Airport (Terminals B and E), Baltimore/
Washington International Thurgood Marshall Airport, and
Cleveland Hopkins International Airport.

e Parking Concession Agreements are a program manage-
ment approach in which a private contractor is typically
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Table 5.1. Project finance approaches.
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Transfer at End of

Operate &
Approach Design | Build | Maintain | Finance | Construction | Lease
Construction Manager at Risk * * .
Terminal Concession Developer * * . * .
Parking Concession Agreements * * . * .
Design-Build-Operate-Maintain * * . .
Build-Transfer-Operate * . .
Build-Operate-Transfer * * * .
Design-Build-Operate-Transfer . . . .
Design-Build-Operate-Maintain and . . . . .
Finance

responsible for all aspects of day-to-day parking opera-
tions, including shuttle buses, facility maintenance, and fee
collections. As payment for their services, the contractor
receives a percentage of the gross revenues from parking
operations, but is required to pay the greater of this percent-
age amount or a minimum annual guaranteed amount to
the airport owner. Therefore, the contractor assumes most
of the risk for potential downturns in parking revenues,
but also receives greater rewards if there is an unexpected
increase in airline passenger traffic. Examples include the
airports serving Baltimore/Washington, Dayton, Cleveland,
Erie, Honolulu, and Houston (Intercontinental).
Design-Build-Operate-Maintain (DBOM) is a project
delivery method in which a single contractor is responsi-
ble for designing, constructing, operating, and maintain-
ing a facility with financing secured by the airport owner.
The airport owner maintains ownership and retains a sig-
nificant level of oversight of the operations (as set forth
in the contract). Under this model, the risk for construc-
tion cost overruns and responsibility for annual operat-
ing expenses belongs to the contractor.
Build-Operate-Transfer (BOT) is a project delivery method
in which a contractor builds a facility to the specifications
set by the airport owner, operates the facility for a specified
time period, and then transfers the facility to the airport
owner at the end of the contract. In most cases, the con-
tractor will also provide some, or all, of the financing for
the facility. Therefore, the term of the contract must be
sufficient to enable the private partner to realize a reason-
able return on its investment through user fees.
Build-Transfer-Operate (BTO) is a project delivery sys-
tem similar to the BOT model except that the transfer to
the airport owner takes place at the time construction is
completed, rather than at the end of the lease period.
Design-Build-Operate-Transfer (DBOT) is a project deliv-
ery method in which a contractor partner designs, con-
structs, and operates a facility and hands over ownership
of the facility to the airport owner after operating it for a

specified period of time. Under this model the responsi-
bility for construction cost overruns and annual operating
expenses belongs to the contractor.
Design-Build-Operate-Maintain and Finance (DBOM/F)
is a project delivery method in which a contractor also is
responsible for financing the project. Most examples of
airport projectfinance transactions in the United States
involve special purpose facilities for single or multi-
tenant use, typically an airline, one or more cargo tenants,
or rental car companies. The revenues from such special
purpose facilities are pledged to pay debt service on the
obligations incurred for such special purpose facilities
and are not included in general airport revenues. Project
finance is also used on behalf of private, third parties that
are not tenants of the facilities. Variations and examples
of the DBOM/F approach for airports include:

— Public-Private Partnership for Terminal Development
is a project delivery method in which a special purpose
limited liability corporation (LLC) is formed to build,
operate, develop, and manage a terminal under a long-
term lease. The developer is obligated to pay operation
and maintenance expenses and ground rent to the air-
port, make facility rental payments sufficient to pay
debt service on the bonds, and share distributions from
remaining revenues with the airport owner. An exam-
ple is the $1.4 billion Terminal 4 at John F. Kennedy
International Airport.

— Single Tenant Special Facility Terminal Lease is a
project delivery method in which an individual air-
line finances the construction of portions of or entire
terminals. Typically, these improvements are financed
under special facility bonds arrangements to allow
the airline to access tax-exempt private activity debt
to lower the financing costs. Under special facility
bonds, the debt is issued by either the airport owner
or another governmental entity, which maintains the
public purpose of the project and allows the bonds
to be treated as tax-exempt debt. The conduit issuer
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retains no contingent liability for the bonds because
the bonds are secured solely by special facility rentals
and sometimes a corporate guarantee by the tenant.
Airline special facility bonds have been used to finance
hangar and maintenance facilities, cargo buildings,
and ground equipment support facilities for the exclu-
sive use of an airline. Examples include Boston Logan
(Delta/Terminal A, US Airways/Terminal B), Chicago
O’Hare (United/Terminal 1), Cincinnati Northern
Kentucky (Continental/Terminal 3 and Concourse B),
Cleveland Hopkins (Continental/Concourses C and D),
Los Angeles (American/Terminal 4, Delta/Terminal 6),
Newark (Continental/Terminal C), New York’s John F.
Kennedy (United/Terminal 7, American/Terminal 8),
and San Francisco (United/Terminal 3), among others.
Multi-Tenant Special Facility Terminal Lease is a proj-
ect delivery method in which an airline consortium has
financed an entire terminal, including Terminal One
Group Association (TOGA) at JFK and Terminal 5 at
Chicago O’Hare (the international terminal).

Special Facility Fuel System Leases are a project delivery
method in which a special purpose corporation is created
for the exclusive purpose of developing and operating
the jet fuel storage and distribution system at an airport
under a long-term fuel system lease. Membership in the
consortium is open to all airlines serving the airport that
accept the interline agreement, receiving fueling ser-
vices on a non-discriminatory basis. The fuel consortium
collects user fees from all air carriers using the facility.
Fees are calculated on a residual basis to pay operating
expenses, facilities rent (i.e., debt service),-and ground
rent. Charges are pro-rated primarily based on gallons
of fuel delivered. Consortium airlines receive lower rates
(non-members typically pay a 50% premium), but are
subject to a residual interline agreement, which has a
step-up provision that requires members to loan the fuel
consortium their share of a defaulting member’s unpaid
amount. Examples include Boston Logan International
Airport, Los Angeles International Airport, Oakland
International Airport, Orlando International Airport,
and San Francisco International Airport.

Second Party Cargo Development is a project deliv-
ery method in which an airport enters into a long-term
ground lease with a cargo integrator such as FedEx and
UPS. For example, at the primary express cargo hubs
in Memphis and Louisville, cargo processing facilities
have been financed primarily through special facility
bond financing secured by FedEx and UPS, respectively.
However, in both instances a substantial amount of
general airport revenue bond debt also was issued for
airfield, land acquisition, and other related facilities that
were critical to the cargo carriers’ operations.

— Third Party Cargo Development is a project delivery
method in which an airport owner enters into a long-
term ground lease (typically 30 years) with a third party
developer to design, construct, and operate a cargo han-
dling facility. In some cases the third party develops the
cargo facility for a single tenant where the term of the ten-
ant’s lease may or may not be coterminous with the third
party’s lease.

— Private Development of Consolidated Rental Car
Facility is a project delivery method in which a private
developer, on behalf of the rental car companies, takes
the lead on the design, construction, and financing of
the project. The project is financed with special facility
revenue bonds that are secured solely by CFCs charged
to rental car patrons and sometimes rent paid by the
rental car companies.!” Examples include Ted Stevens
Anchorage International Airport and Austin-Bergstrom
International Airport. This is a relatively new variation on
the more traditional approach where the airport owner
takes the lead in designing, financing, and constructing
the facility that is financed with standalone CFC debt.
Under private development, the airport owner helps to
define the scope, but does not take responsibility for the
development or delivery of the facility. This is seen as a
means to expedite the project delivery and transfer the
construction risk to the private developer.

—Private Parking Development is a project delivery
method in which an airport awards a long-term contract
to a contractor for the development and operation of
airport parking facilities. Under the terms of these con-
tracts the contractor may be responsible for designing,
building, operating, and maintaining the public parking
facilities, or some combination of these tasks. The lease
typically provides that the contractor (1) make sched-
uled minimum annual payments to the airport owner as
well as additional payments based on performance and
(2) guarantee payment of the debt service from bonds
issued to develop parking facilities (usually special facil-
ity bonds). Given the significant profit derived from
parking operations, this is not a common approach,
but has been used in Gulfport-Biloxi, Hartford, New
Orleans, and Providence.

— Private Solar Development is a project delivery method
in which an airport awards a long-term contract to a
contractor to design, finance, install, and operate solar
photovoltaic systems on the airport, which generate

17A rental car Customer Facility Charge (CFC) is a per transaction day,
or a per transaction, charge imposed on the rental car customer by
the airport, collected by the rental car companies, and remitted by the
rental car companies to the airport. Imposition of a CFC has been key
to the financing of consolidated rental car facilities.
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power for the airport’s use and the airport owner agrees
to purchase the power at a fixed rate for the period of the
contract through a power purchase agreement or PPA.
Airports can realize significant reductions in power costs
under these arrangements, although some airports have
undertaken solar development themselves to realize
these gains, which include renewable energy credits or
RECs. Typically the economics of these developments
only work for the contractor if it is able to access federal
investment tax credits (or grants) for the capital cost of
the project. The term of these agreements tends to be
15 to 20 years, which is the economic life of the panels.
The solar photovoltaic systems require large amounts
of space on an airport, but are placed in areas that do
not interfere with the airport’s operations. This type of
arrangement has been used at airports serving Denver,
Fresno, and Bakersfield.

5.2 Examples of Developer Financing
and Operation

There has been a wide variety of developer financing and
operation employed in the United States as illustrated by the
following examples.

5.2.1 Single Tenant Special Facility
Terminal Leases

Individual airlines have privately financed the construc-
tion of portions of or entire terminals, including at:

e Boston Logan (Delta/Terminal A, US Airways/Terminal B)

¢ Chicago O’Hare (United/Terminal 1)

e Cincinnati Northern Kentucky (Continental/Terminal 3
and Concourse B)

¢ Cleveland Hopkins (Continental/Concourses C and D'®)

e Los Angeles (American/Terminal 4, Delta/Terminal 6)

¢ Newark (Continental/Terminal C)

e New York’s John F. Kennedy (United/Terminal 7,
American/Terminal 8)

Typically these improvements are financed under special
facility bonds arrangements to allow the airlines to access
tax-exempt private activity debt to lower the financing costs.
Under special facility bonds, the debt is issued by either the air-
port owner or another governmental entity, which maintains

15In the development of Concourse D at Cleveland in 1997, the City
decided it wanted to retain the right to award the concessions in the
new concourse. Therefore, the non-airline areas of the concourse
were financed with general airport revenue bonds and are not part of
Continental Airlines’ special facility leased premises.
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the public purpose of the project and allows the bonds to
be treated as tax-exempt debt. The conduit issuer retains
no contingent liability for the bonds because the bonds are
secured solely by special facility rentals and sometimes a cor-
porate guarantee by the tenant. Airline special facility bonds
have been used to finance various types of facilities, including
unit terminals or portions of passenger terminals, hangar and
maintenance facilities, cargo buildings, and ground equip-
ment support facilities for the exclusive use of the airline.

During the most recent round of airline bankruptcies
in 2003 and 2004, a number of these special facility bond
leases were rejected by certain airlines under the Chapter 11
bankruptcy laws while the associated ground leases were
accepted resulting in a situation where the airline contin-
ued to use the facility and only pay ground rent but not debt
service. This action on the part of the bankrupt airlines, led
to a series of lawsuits by bondholders. (See Section 5.4.3 for
more detail.)

Although there have been fewer issues of single tenant spe-
cial facility financings since these lawsuits, the outcomes from
these lawsuits have provided guidance on how leases should
be structured in the future to avoid such a re-characterization
in a bankruptcy setting. For example, in December 2009 there
was a $150 million special facility bond financing for Delta
Airlines to refinance bonds issued in 2000 that were used
to fund the costs of acquisition, construction, and installa-
tion of certain airport facilities for Delta at Atlanta Hartsfield
International Airport. In addition, in August 2010, there
was a $30 million financing for US Airways’ facilities at
Philadelphia International Airport (ground support equip-
ment maintenance facility, cargo improvements, terminal
baggage handling systems, and updating and renovating
offices and crew rooms).

5.2.2 Multi-Tenant Special Facility
Terminal Leases

In some cases, airline consortiums have financed entire
terminals, including TOGA at JFK and Terminal 5 at Chicago
O’Hare (the international terminal). TOGA was formed as
a limited partnership to lease, finance, construct, maintain,
and operate Terminal One at JEK Airport. The facility, which
serves international passengers only, was completed on time
and within budget in 1998. TOGA is owned by four airlines,
each holding an equal interest in the partnership—Lufthansa,
Japan Airlines, Air France, and Korean Air. The tax-exempt
special facility bonds for Terminal One were issued by the
New York City Industrial Development Agency (IDA) on
behalf of TOGA. As part of the financing, TOGA entered into
a site lease with the Port Authority of New York and New
Jersey for the Terminal One site. The four airline partners
entered into individual facility use and lease agreements with
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Signatory Airlines
Lufthansa

Japan Airlines
Air France
Korean Air

Basic lease~
Premises by NYC to PA

Port Authority

Facility use and

lease agreements—
Premises and buildings by
TOGA to signatory airlines
equal to debt service
and facility costs

IDA lease agreement~-

Premises and buildings etc.
leased back to TOGA by NYC-IDA
(rental payments equal to debt service)

Site lease~
Premises and buildings by PA to TOGA
(TOGA responsible for site lease payments)

Partnership sublease-
Premises and buildings by TOGA to
NYC-IDA (nominal payment)

Trust indenture-
Debt service
deposited directly
with trustee from
TOGA on behalf of
IDA

Source: “New York City Industrial Development Agency's (IDA) special facility revenue bonds series 2005, issued
for the Terminal One Group Association LP (TOGA),” Standard & Poor's Ratings Services, October 31, 2005.

Figure 5.1. Terminal One Group Association transaction legal structure.

TOGA. These airlines are ultimately responsible on a joint
and step-up basis for paying all of the facility’s fixed and vari-
able costs, including debt service on the special facility bonds
that financed the terminal. Terminal One was developed as
a multi-use airline terminal with 640,000-square feet and
11 aircraft gates, and is one of nine airline terminals located
within JFK’s central terminal area complex. The lease struc-
tures to accomplish these transactions can be quite compli-
cated as illustrated in Figure 5.1.

5.2.3 Special Facility Fuel System Leases

BOSFuel is a special purpose corporation created for
the exclusive purpose of developing and operating the
jet fuel storage and distribution system at Boston Logan
International Airport under a fuel system lease that expires
in 2039. Membership in the consortium is open to all air-
lines serving the airport that accept the interline agreement,
while fueling service is available to all carriers serving the
airport on a non-discriminatory basis. BOSFuel collects
user fees from all air carriers using the facility, calculat-
ing the fees on a residual basis to pay operating expenses,
facilities rent (i.e., debt service), and ground rent. Charges
are pro-rated primarily based on gallons of fuel delivered.
Consortium airlines receive lower rates (non-members
pay a 50% premium), but are subject to a residual interline

agreement, which has a step-up provision that requires
members to loan BOSFuel their share of the unpaid amount
if any member defaults. In 2009, there were more than 20
airline members of BOSFuel, accounting for over 90% of
total fuel volume at the airport."”

Similarly, SFO Fuel Co. LLC (SFOFuel) is a single-purpose,
limited liability company that was created in 1997 to lease,
construct, operate, and maintain the exclusive jet fuel facili-
ties at San Francisco International Airport. The company
issued bonds totaling approximately $125 million to con-
struct improvements to the consolidated fuel distribution
facility. Like BOSFuel, the special facility bonds are secured
solely by payments to the Airport Commission by SFOFuel
from facilities rent collected from the airlines, including an
unlimited step-up provision for the sharing of capital and
operating expenses among the 40 member airlines in the event
of any member default.

A number of other airports have similar airline fuel
system consortia that were created to develop and oper-
ate jet fuel systems, including Los Angeles International
Airport, St. Louis International Airport, and Anchorage
International Airport.

YFitch Downgrades $103MM MassPort Rev Bonds for BosFuel to ‘BBB’
from ‘A-’; Outlook Stable, The Bond Buyer, February 10, 2010.
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5.2.4 Third Party Cargo Development

Cargo facility development can be accomplished by (1) the
airport owner, (2) a second party who develops and sub-
sequently occupies and uses the facility, (3) a third party
who develops the facility but does not occupy or use it, (4) a
contractual arrangement where the development and man-
agement of the property is shared by the public and private
sectors, or (5) a combination of these strategies.

Third party airport cargo development is quite prominent
in the United States today across all airport sizes and forms
of governance, including at Boston Logan, Chicago O’Hare,
Dallas—Fort Worth, Harrisburg, JFK, Miami, Pittsburgh, San
Antonio, Seattle, Washington Dulles, and others. Airports
enter into long-term ground leases (typically 30 years) with
third party developers to design, construct, and operate a
cargo handling facility. The third party finances the cargo
building and associated truck dock and vehicular parking
while the aircraft apron and road improvements are usually
funded through a combination of federal, state, local, and
private funds. Often the third party financing is accomplished
with tax-exempt special facility bonds issued by the airport or
another public agency on behalf of the third party developer.
These special facility revenue bonds are repaid solely from
revenues generated by the facility, as collected by the third
party developer from tenants of the project. The rating for
these bonds is based on the financial strength of the tenant,
guarantees of a third party (e.g., bond insurer), or the level of
demand for cargo facilities and the availability of other facili-
ties on or near the airport instead of the airport as awhole. As
a result, these bonds carry a higher interest rate than general
airport revenue bonds.

There are three types of third party cargo financings—
single tenant, multi-tenant, and pooled assets.

e Single Tenant: There are a number of examples of cargo
financings accomplished under long-term leases with
integrators such as FedEx and United Parcel Service
(UPS). For example, at the primary express cargo hubs
in Louisville and Memphis, cargo processing facilities
have been financed primarily through special facility
bond financing secured by UPS and FedEx, respectively.
However, in both instances a substantial amount of gen-
eral airport revenue bond debt also was issued for airfield,
land acquisition, and other related facilities that were
critical to the cargo carriers’ operations.

¢ Multi-Tenant: Multi-tenant cargo financings, on the other
hand, often involve shorter term leases with a number of
cargo operators and freight forwarders and usually these
bonds are unrated and privately placed. In one of the larger
multi-tenant third party cargo developments, the City of
Denver, the owner and operator of Denver International
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Airport, entered into a 30-year ground lease with a third
party developer, WorldPort at DIA Owners LLC, to design,
construct, and operate a cargo handling facility on 70 acres
of airport property in 2000. The proposed $100 million
cargo development (called WorldPort at DIA) was envi-
sioned to consist of seven buildings (500,000 square feet),
a new taxiway, and an aircraft ramp to be developed in
phases. Two 60,000-square-foot buildings were completed
in 2002, but as of 2010 only one of them had tenants. The
other buildings were never constructed. The city issued
special facility bonds to finance the construction on behalf
of the developer, but those bonds were paid off. In 2008,
the city paid JPMorgan Chase $4 million for WorldPort,
which represented 12.5% of the estimated $32 million that
former owner Lehman Brothers invested in the project.
Lehman was the project’s initial primary investor, but
Lehman transferred WorldPort to JPMorgan Chase, which
had guaranteed the bonds used to build WorldPort. World-
Port opened right after the Sept. 11, 2001, terrorist attacks,
which led to a decline in air cargo shipments both in Denver
and nationwide that contributed to the lack of tenants
along with a fundamental shift to integrators (e.g., FedEx
and UPS) who began to transport more freight by truck
instead of air.

¢ Pooled Assets: The first pooled asset special facility cargo
financing took place in 2002 when Cargo Acquisitions
Companies Obligated Group, consisting of Aeroterm US
Inc. and its financial partner Greenfield Partners (a pri-
vate equity fund in Norwalk, Conn.) sold $73.5 million to
finance the acquisition of long-term leases from other third
party developers at nine different airports. Combining the
financing for cargo leases at nine airports into a single
cross-collateralized bond issue permitted an investment
grade rating. If the lease acquisitions had been financed
individually, the bonds most likely would not have been
rated. According to Mary Francoeur, senior vice president
of Moody’s at that time: “It removes a single asset risk that
would normally be associated with one cargo property. It
gives the structure some diversity.”?

Another noteworthy cargo facility development at Washing-
ton Dulles Airport involved a unique financing arrangement
between the Metropolitan Washington Airports Authority
(MWAA) and AFCO (the cargo developer). Under the 24-year
lease, MWAA loaned AFCO $2 million for infrastructure
improvements as part of the development (in addition to spe-
cial facility financing for the cargo building) where the amor-
tization of the loan principal and interest were not payable

Michael McDonald, Unprecedented Air Cargo Deal Uses Nine Separate
Authorities, The Bond Buyer, March 12, 2002.
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until years 16 through 24 when the developer was in a position
of making a profit on the development.

5.2.5 Private Development of Low-Cost
Airline Terminal Development

In 2007, the City of Austin, the owner and operator of Austin-
Bergstrom International Airport, recognized an emerging niche
and marketing opportunity and set out to attract an ultra-low-
cost Mexican airline, after seeing the implementation of this
successful airline business model in Europe (Ryanair) and Asia
(AirAsia) and the debut of Skybus in the United States. After
contacting Mexican airline VivaAerobus, the airport realized
that to compete for their service, the city would need to pro-
vide a low-cost, no frills terminal as an alternative to the exist-
ing terminal that catered to full-service airlines.

The city had two primary goals in developing this new
facility—(1) it needed to be constructed quickly to respond
to this market opportunity and (2) it wanted to reduce its risk
in the event the airline was not successful or stopped serving
the airport. Therefore, the city decided to enter into a part-
nership with General Electric’s subsidiary, GE Commercial
Aviation Services (GECAS), to develop and operate a no
frills, one-story terminal building (previously owned by the
National Guard) with no jetways or complex baggage system
and with common use holdrooms, gates, and ticket coun-
ter areas. GECAS also operated the parking and rental car
facilities at the terminal, while the city operated the airfield
and security. Due to the lower level of service provided at the
South Terminal, rental rates were priced at roughly half of
the rates paid by the airlines in the main terminal. However,
all airlines paid the same landing fee rates. The 20-year lease
between the city and GECAS was structured to allow GECAS
to recoup its $6 million investment in the South Terminal
facilities before the city would began sharing in the revenues.

In May 2008, the low-cost, no frills South Terminal opened
as the first facility constructed in the United States dedicated
to accommodate ultra low-cost airlines. However, the nega-
tive impact on air travel resulting from a combination of the
swine flu virus, the deep economic recession, and Mexican
drug wars caused VivaAerobus to suspend its service from
Austin in June 2009 and GECAS turned the facility back to
the city. Although the South Terminal has been temporarily
closed until a new ultra-low-cost carrier can be recruited to
begin service, the city achieved its goals of speedy develop-
ment of the facility to exploit a marketing opportunity and
minimal financial risk by engaging a private company to par-
ticipate in this development venture.?!

YInterview with Jim Smith, Airport Director of Austin-Bergstrom
International Airport, August 12, 2010; and ACRP Report 20: Strategic
Planning in the Airport Industry, January 2010.

5.2.6 Private Development of Consolidated
Rental Car Facility

Ted Stevens Anchorage International Airport. In 2005,
Venture Development Group, LLC (an Alaska commercial
real estate development company), contracted to develop
a new $57 million consolidated rental car facility at Ted
Stevens Anchorage International Airport under the terms
of a memorandum of understanding with the rental car
companies operating at the airport, the state of Alaska (the
owner and operator of the airport), and the Alaska Industrial
Development and Export Authority. Venture Development
was responsible for the design, construction, and delivery
of the project and the Alaska Industrial Development and
Export Authority issued the taxable revenue bonds used to
finance the facility. The bonds are payable solely from and
secured by a pledge of the revenues derived from the daily
CEC collected by the rental car companies from their cus-
tomers, and certain funds and accounts held by the trustee
under the bond trust indenture. The state rented the devel-
opment site to the Anchorage RAC Center, LLC, an Alaska
limited liability company and special purpose entity, which
manages, operates, and maintains the consolidated facility
for use by the rental car companies under subleases.?

Austin-Bergstrom International Airport. Since its open-
ing in 1999, rental car staging and ready return space have been
located on the third level of the terminal parking garage at
Austin-Bergstrom International Airport. These facilities were
financed with taxable special facility revenues bonds paid for
with rental car CFCs. Each rental car company also operates
a remote, on-site service center, located approximately one
mile northwest of the terminal. The first two levels of the garage
are used for public parking. As passenger traffic increased, it
became apparent that there was a need for additional rental
car staging and ready return space as well as additional cov-
ered public parking within walking distance to the terminal
building.

In 2010, airport officials and rental car company represen-
tatives mutually agreed that the best way to solve the issue was
to build a new, three or four level parking garage and con-
solidated rental car facility on a surface parking lot located
immediately behind the existing terminal parking. This will
allow the airport to convert the third floor to public park-
ing and to develop a consolidated facility for rental car ready
return and quick turnaround areas (vehicle fueling, cleaning
and storage facilities) within walking distance to the terminal

20fficial Statement, Alaska Industrial Development and Export Author-
ity, Taxable Revenue Bonds (Rental Car Facility Project at Ted Stevens
Anchorage International Airport), September 2005.
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to avoid the need for busing of rental car customers and to
reduce the need for the rental car companies to ferry vehicles
back and forth between the terminal and the remote service
centers. The rental car companies requested permission to
take the lead on this project, using a public—private partner-
ship business model. The city agreed to allow the rental car
companies to lead the design, construction, and financing of
this project to expedite the project delivery. It is expected that
the facility will be funded with special facility revenue bonds
secured by the CFC revenues.?

5.2.7 Public-Private Partnership
for Terminal Development

JFKIAT was formed in 1997 in partnership with the Port
Authority of New York and New Jersey, to build, oper-
ate, develop, and manage the new $1.4 billion Terminal 4
at John F. Kennedy International Airport to replace the old
International Arrivals Building (IAB) that had been oper-
ated by the Port Authority since 1957. Initially JEKIAT was a
joint venture of LCOR JFK Airport LLC, Schiphol USA Inc.,
and Lehman JFK LLC, but is now owned by Schiphol USA
(a Schiphol Group Company) and Delta Air Lines, which
bought a non-majority, non-controlling stake in JFKIAT in
April 2010. JFKIAT assumed responsibility for the opera-
tion of the IAB and development of the new terminal in
April 1997 concurrent with the financial closing of the spe-
cial facility bonds issued to finance the project. The lease
term expires 25 years after the date of beneficial occupancy
of the new facility. The 1.5-million square-foot Terminal 4
opened at JFK in May 2001. Under the lease with the Port
Authority, JFKIAT is obligated to pay certain operation and
maintenance expenses and ground rent to the Port Authority,
make facility rental payments sufficient to pay debt service
on the bonds, and distributions from remaining revenues.
Unlike the cost-recovery pricing methodology used at most
U.S. airports, JEKIAT imposes differential pricing that rec-
ognizes the value to airlines of access to the facilities during
peak periods and the value to JKFIAT of longer term, fixed
lease commitments. These rates are generally set to reflect
market-based competitive rates for rents and fees.>* Terminal
4 is one of the largest terminals in the New York area serv-
ing 40 international and domestic airlines and 9.5 million
passengers in 2009.?° JEKIAT is the only private, nonairline
company to operate a terminal at JFK.

BInterview with Jim Smith, Airport Director of Austin-Bergstrom Inter-
national Airport, August 12, 2010; and Austin City Council Agenda,
Aviation item No. 5, Recommendation for Council Action, July 29, 2010.
“Official Statement, the Port Authority of New York and New Jersey, Spe-
cial Project Bonds, Series 6, JFK International Air Terminal LLC Project,
April 25, 1997.

BJFKIAT, LLC News Release, July 28, 2010.
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In August 2010, the Port Authority announced its approval
of a $1.2 billion expansion of Terminal 4 to accommo-
date Delta’s international operations. The project includes
expanding Concourse B at Terminal 4 to add nine new inter-
national gates, constructing a passenger connector between
Terminal 2 and Terminal 4, expanding areas for baggage
claim and Customs and Border Protection, and demolish-
ing Terminal 3. The existing Terminal 3 site will be used for
aircraft parking. Delta also would continue to use Terminal 2
for domestic operations. The project would be financed with
about $900 million of special project bonds (secured by the
lease on the expanded terminal), $75 million of equity from
Delta, $215 million of PFCs, and TSA grants.?

5.2.8 Private Parking Development

Although most airport owners finance parking facilities
using airport funds or bonds, a few airports have awarded
long-term contracts to private entities for the development
and operation of airport parking facilities (e.g. Gulfport-
Biloxi, Hartford, New Orleans, and Providence). Under the
terms of these contracts the private entity may be responsible
for designing, building, operating, and maintaining the pub-
lic parking facilities, or some combination of these tasks.

The primary reasons for considering this type of an arrange-
ment include:

1. To improve net revenues and preserve airport capital by
developing new parking facilities without using airport
funds,

2. To receive a large up-front payment,

3. To reduce airport staff time required to oversee and/or
manage the parking operation, and/or

4. To reduce risks associated with funding new parking facil-
ities using airport-supported bonds.

Bradley International Airport. On April 6,2000, the State
of Connecticut (the owner and operator of Bradley Interna-
tional Airport serving Hartford, Connecticut) issued $47.7 mil-
lion in conduit special facility parking revenue bonds to finance
the costs of a new parking garage. In connection with issuance
of these bonds, the state entered into a parking lease under
which the parking operator (APCOA/Standard Parking, Inc.)
was obligated to construct and operate the parking garage as
well as all state-owned surface parking facilities through 2025.

2Port Authority of New York and New Jersey, Committee on Operations,
Minutes of Special, Interim Meeting, August 5, 2010; and N.Y.-N.J.
Port Authority Approves JFK Terminal Expansion, The Bond Buyer,
August 6, 2010.

YACRP Report 24: Guidebook for Evaluating Airport Parking Strategies
and Supporting Technologies, October 2009.
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The lease provides that APCOA make scheduled minimum
annual payments to the state and additional payments based on
performance. Under the terms of the parking lease, APCOA has
guaranteed payment of the debt service from the parking garage
bonds and the scheduled annual payments to the state. The
state has not pledged any airport revenues towards this debt.

5.2.9 Airport Industrial Park Development

Alliance Airport was developed in a public/private part-
nership between the City of Fort Worth, Alliance Air Ser-
vices, and the FAA. The airport is owned by the City of Fort
Worth and managed by Alliance Air Services, a subsidiary of
Hillwood Development Company LLC, a real estate develop-
ment company owned by H. Ross Perot, Jr. Hillwood dedi-
cated 418 acres to the City for airfield (runway/taxiway) use
and the surrounding 3,000 acres are privately owned for use
as an industrial airpark. The airport opened on December 14,
1989 and does not serve passenger traffic.

Although airside-related land use is not profitable, lands
devoted to industrial use are the most profitable property
on general aviation airports. As a result, Hillwood retained
property that would generate more profit than non-airport
related industrial land uses (because of the land’s associa-
tion with, and proximity to, the airport). Hillwood donated
land for the airport and relied upon the overall success of the
land development project surrounding the Alliance Airport,
which appears to be succeeding. According to a 2009 report:

Since 1990, approximately 28 million square feet of space has
been developed at Alliance, with most owned and managed by
Hillwood. The Alliance area houses more than 150 companies
and, as of January 2007, created over 27,000 jobs. Much of the
development is industrial space to capitalize on the proximity
of Alliance Airport. Alliance is far from completion, with only
5,500 developed out of a total of 17,000 acres. At full build-out,
the development is projected to house 88 million square feet of
commercial space and employ 92,000 workers.?®

5.2.10 Airport Light Rail Extension

In 1997, the Tri-County Metropolitan Transportation
District (Tri-Met) and the Port of Portland (Port), owner
and operator of Portland International Airport, wished to
build a 5.5 mile extension of the existing regional light rail
system to the Airport. However, under federal regulations,
airport owners can only pay for the portions of air-rail exten-
sions that are on airport property (or right-of-way) and that
transport passengers to the airport. A portion of the proposed

BTexas Motor Speedway Area Master Plan, Chapter 1: Background,
January 2009.

airport extension was off-airport and funding needed to be
secured for that segment. Therefore, the Port proposed a
creative solution whereby it participated in the rail exten-
sion project, which was jointly developed by the Port, Tri-
Met, Cascade Station Development Company (Cascade),
and the Portland Development Commission (PDC).?” The
extension was segmented into three parts based on financial
responsibility:

1. The Port was responsible for the cost of 1.2 miles of track
from the airport’s Portland International Center (an office
and industrial park on airport) and construction of a tran-
sit station and a covered center platform on the deplaning
level of the terminal, the cost of which totaled $43 million.
The Port used PFC revenues to fund its share of this cost.

2. The second 1.4-mile segment of the Airport MAX proj-
ect, from the eastern boundary of the airport through
the Portland International Center, was funded by PDC
in exchange for the right to develop land in the Portland
International Center. The development rights were then
assigned by PDC to Cascade, which created Cascade
Station, a_120-acre mixed-use development with over a
million square feet, including retail, hotels, and offices,
and was responsible for construction of streets, parking,
park areas, an overpass, and other road improvements.
The Port agreed to contribute, from funds other than PFC
revenue, $7 million toward the cost of the overpass. Two
transit stations, funded from local and regional sources,
are located within the Portland International Center.

3. In exchange for the development rights, Cascade pays
PDC assignment fees, which PDC assigned to Tri-Met to
repay bonds issued by Tri-Met to finance a portion of the
remaining 2.9-mile portion of the Airport MAX extension
that is located off-airport property.

The Airport MAX opened in September 2001.

5.3 Legal and Regulatory
Considerations

The primary interests of the U.S.DOT and the FAA are to
ensure that the airport owner and the developer comply with
relevant legislation, regulations, and policies. Chief among
these are compliance with grant assurances, the rates and
charges policy, environmental regulations, and PFC regula-
tions (if applicable).

¥The Portland Development Commission is the urban renewal agency
created by the city of Portland to promote development, housing
projects, and economic development within the city’s urban renewal
districts.
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Regarding grant assurances and the rates and charges pol-
icy, the following requirements are relevant:

1. Assurance 22 requires the airport sponsor to make the air-
portavailable for public use on reasonable terms and with-
out unjust discrimination. Therefore, rates and charges
levied on airlines for services and facilities provided by the
developer must be “fair and reasonable” and the airlines
cannot be subjected to “unjust discrimination” in fees and
operating conditions, unless otherwise agreed to by the
airline. Because the airport owner must assure compliance
with federal statutes, it is necessary for the airport owner
to include in the lease the requirement that the developer
must provide fair and reasonable fees and avoid unjust
discrimination.

2. Assurance 23 prohibits an airport sponsor from granting
an exclusive right to conduct an aeronautical activity at
the airport. This prohibition applies only to aeronautical
activities. It does not prohibit monopolies in, for example,
car rentals, parking, and concessions.

3. Assurance 24 requires the airport sponsor to impose rates
and charges in such a manner and at such levels as to make
the airport as self-sustaining as possible under the cir-
cumstances. For example, airport sponsors must charge a
minimum of fair market value to lease property for non-
aeronautical use, but have considerable flexibility, subject
to Constitutional standards, to charge higher amounts for
rent and other fees.*

4. Assurance 25 requires the airport sponsor to use airport
revenue only for the capital and operating costs of the
airport, the local airport system, or other local facilities
owned or operated by the airport sponsor and which are
directly and substantially related to the air transportation
of passengers or property. A developer financing transac-
tion would be subject to federal evaluation at least with
respect to the self-sustaining assurance to insure the pay-
ments to the developer do not exceed the fair and reason-
able value of its services or otherwise fail to comply with
the Policy Concerning the Use of Airport Revenue. The
FAA can investigate if there has been a violation with or
without a formal complaint and can issue an order pro-
posing enforcement action (e.g., reasonable rates and
charges). Sanctions include, among others, withholding
future grants and withholding payments under existing
grants.

5. Grant repayment—Another consideration is when the
proposed development requires the removal or demoli-
tion of any improvement funded in whole or in part with

3Such as the permissive standards applied to privilege fees for rental
car companies.
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AIP grants. If so, there may be a requirement to repay the
federal government for the unamortized value of its invest-
ment in the facility or to replace the facility. For example,
the FAA consented to the demolition of the IAB at JFK
for the Terminal 4 development subject to the requirement
that grant-funded facilities in the IAB were replaced with
“like or superior” facilities.

6. Exclusive use—Any improvement funded with AIP grants
cannot be leased on an exclusive use basis to a developer
(or any other tenant). For example, if an airport uses AIP
grants to construct a cargo apron and enters into an agree-
ment with a developer to construct a cargo building that is
contiguous to the apron, the apron cannot be used exclu-
sively by the developer and its tenants.

Regarding environmental requirements, any actions
required under the National Environmental Policy Act of
1969 must be completed. For example, if there is a need
for an environmental assessment or environmental impact
statement, the FAA will need to approve them. In the case
of the Terminal 4 development at JFK, the FAA provided a
categorical exclusion from the requirement for an environ-
mental assessment and approved an updated airport layout
planincluding the redeveloped terminal.

In addition, the project needs to appear on an approved
airport layout plan (ALP) and the appropriate airspace find-
ing must be made by the FAA.

If PFCs are used to help fund the project, the airport owner
must also ensure that the developer complies with all provi-
sions under the PFC regulations (14 CFR part 158). In addi-
tion to the environmental, ALP, and airspace requirements
noted above, if PFC revenues are used, the developer cannot:

¢ Enter into an exclusive long-term (defined as five years or
longer) lease or use agreement with an air carrier or foreign
air carrier for projects funded by PFC revenue

¢ Include in the rate base (e.g., through depreciation or amor-
tization) that portion of the capital costs of a project paid for
by PFC revenue for the purpose of establishing a rate, fee or
charge pursuant to a contract with an air carrier or foreign
air carrier

Itis important to note that each state has its own unique set
of laws and regulations. When contemplating privatization
options, it is important to undertake a comprehensive review
of these laws. For example, as found in the Boston Terminal
A case study, given the unique public bidding requirements
in Massachusetts, accessing tax-exempt conduit financing
for private development was deemed infeasible. Once the
airport owner determined that private developers needed
tax-exempt debt, it had to seek other avenues for private par-
ticipation in the project.
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http://www.nap.edu/22786

Considering and Evaluating Airport Privatization

38

5.4 Evaluation of Developer
Financing and Operation

The reasons why an airport might consider developer
financing and operation include:

¢ Preserve financial capacity for other essential airport devel-
opment (e.g., terminals, runways, taxiways, and roadways)

¢ Avoid unnecessary risks (economic and political)

e Accelerate the development timeline and reduce project
costs by avoiding the requirements of public bidding and
approval procedures

e Limit the airport’s administrative burden and need to hire
additional staff to handle facility financing, bidding, design,
and construction oversight as well as ongoing marketing,
operation, and maintenance expenses

These factors must be tempered by the airport owner’s loss
of control over the land and facility (tenants, appearance,
maintenance, etc.) and the unrealized potential for upside
revenue generation, although some of the development leases
include revenue sharing provisions.

5.4.1 Opportunities

Some of the opportunities cited for developer financing
and operation include:

e Reduces reliance on municipal debt and conserves pub-
lic capital for those areas where public funding is the only
alternative

¢ Transfers risk exposure for cost overruns, delays, and debt
repayment to the private sector

e Has potential to reduce operating expenses and increase
operational efficiencies due to avoidance of public pro-
curement processes and to private sector motivations and
incentives

e Accesses private sector expertise for specialized functions
and commercial development

e Attains the latest technical and managerial expertise for the
infrastructure project

e Applies private sector techniques to accelerate project
delivery and reduce construction costs

e Can enhance commercial development revenues

e Creates/retains jobs for the local economy

5.4.2 Advantages

The major advantages cited for developer financing and
operation include:

e Preserves general airport revenue bond debt capacity for
essential airport development
¢ Avoids unnecessary risks for airport owner

e Accelerates project delivery and may reduce construction

costs
However, as found in the JFK Terminal 4 case study,

although the terminal was completed on-schedule, the final
project cost was about 20% higher than the budgeted cost.

e May bring about improved efficiency and may reduce
ongoing operating expenses, which would provide low-cost
facilities to tenants (especially when tax-exempt financing
is employed)

¢ Limits administrative burden of airport and staffing respon-
sibilities for facility financing, bidding, design, construction
oversight, marketing, ongoing maintenance, administra-
tion, and management

e Minimizes or eliminates delays from local procurement
policies that tend to delay contract awards

There is strong sentiment by U.S. airport managers that

they can do as good a job, if not better, than private opera-
tors if they were unburdened by cumbersome, rigid regula-
tions and processes. Nevertheless, some airport managers
expressed frustration with the lack of speed when under-
taking public projects and the inherent problems associ-
ated with the many local requirements to accept the lowest
bid. Under a developer financing transaction, there is no
low bid requirement and the project can be constructed on
an expedited basis.

e Allows airport management to focus on other strategic
issues and assets

5.4.3 Disadvantages

The major disadvantages cited for developer financing and
operation include:

e Involves considerable time and effort for bidding process
and negotiation of complex legal documents

e Requires that the project have a revenue stream to repay
the debt

e Provides airport less control over the project and facility
management

¢ Loss of control over the development site and future capac-
ity expansion

As discovered in the JFK Terminal 4 case study, the

long-term lease meant that control over the largest ter-
minal site on the airport and the flexibility to respond
to changing market conditions was relinquished by the
airport owner (the Port Authority of New York and
New Jersey or Port Authority). While this factor was not
important in the early years of operation, it became a
more important consideration later on. From a customer
service perspective, replacing Terminal 3 was a top pri-
ority for the Port Authority, and expanding Terminal 4
was the logical and most economically viable solution.
However, the Port Authority only had indirect influence
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on the outcome of negotiations between Delta and
JEKIAT, two parties with competing financial interests.

e Loss of flexibility to change land uses over period of lease

e Less control over types of activities and quality and
appearance

e Involves considerable upfront planning, time, and expense

¢ Involves moderate implementation risk

¢ Less control of facility utilization especially under airline-
financed terminals that run the risk of inefficient utilization
of gates and associated terminal space

¢ Could involve organizational disruption and need to reas-
sign or terminate existing employees

¢ Could involve buyouts and compensation for existing
public workers

e Involves long-term risk if the project encounters financial
problems, i.e., the airport may need to step in (even though
it is not financially obligated to do so) to preserve the use of
the facility and associated airport capacity

¢ Can expose the airport to political, legal, operational, and
financial risk if the transaction is not consummated or if
the private entity incurs financial difficulties

¢ Involves loss of key revenue streams under parking and
cargo privatization

5.4.4 Complexity, Risk,
and Implementation Issues

Implementing developer finance and operation transac-
tions entails more complexity and risk than service contracts
and management contracts. Private financing arrangements
in the United States context are generally:

e More complicated to structure because they must be
designed in a way that will satisfy airport revenue bond
covenants, federal law and FAA regulations, IRS rules,
airline concerns, and local political concerns

e Difficult to evaluate relative to public operation

e Involve high transaction and procurement costs

e Require considerable upfront time to arrange

Therefore, private sector development options need to be
fairly concrete before they can be evaluated in technical terms
and in the context of the airport’s goals and objectives.

On the other hand, it generally takes longer to design and
bid a facility under airport development than under private
development due to the time required to follow government
procurement procedures. The magnitude of the time differ-
ence depends on the length of the airport’s procurement pro-
cess and the experience of the developer.

There are certain penalties or hurdles that potentially
could add costs or limit the effectiveness of private developer
approaches, including but not limited to: (1) compliance
with AIP grant assurances and PFC regulations (if used),
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(2) revenue diversion issues or risks, (3) IRS tax regulations,
and (4) bond indenture provisions. Assuming the hurdles
can be overcome, the developer will presumably seek a higher
rate of return than an airport’s cost of capital in the public
market, meaning that for the economics of a business deal
to work for both parties, the investor may need to achieve
efficiencies. Ways a developer may achieve efficiencies include
(1) tax benefits, (2) savings on costs of maintenance and oper-
ation of the project, (3) revenue efficiencies, and (4) under
certain circumstances more efficient access to capital markets
or ability to structure debt more creatively.

To structure a developer finance and operation transac-
tion, the developer (if not a single tenant such as an airline)
typically forms a special purpose company (usually a LLC)
in which they hold shares. The first purpose of the LLC is
to construct and operate a new project or to re-finance and
operate an existing project. The second purpose is to provide
lenders a security of payment of interest and principal from
a single operating entity. Because lenders have no recourse
except against the cash flow of the project or the project assets,
the balance sheet of each member of the LLC is protected in
the event the project fails. The members of the LLC can walk
away from a project if it becomes uneconomical, especially if
it is not strategically essential to the business of its members,
and the lenders would have no recourse against them. This
lack of recourse is a defining characteristic of project finance.

Because the LLC is (intentionally) financially weak, it alone
will not be able to provide lenders the security they seek. To
create this security, a LLC will use a credit enhancement facil-
ity for the debt (e.g., municipal bond insurance) and negoti-
ate contracts that allocate risk to other entities that are better
able and willing to absorb it. The objective is to leave as little
risk (pre-construction, construction, and post-construction)
in the LLC as reasonably possible in order to provide lenders
the security they seek.

Airport special facility financings came under well publi-
cized attention and reevaluation after court decisions in the
United Airlines bankruptcy in 2005 and 2006. United claimed
that its leases at San Francisco, Los Angeles, John F. Kennedy,
and Denver international airports were not “true” leases but
were in substance unsecured loans. As a result, United could
reduce its payments to the fair market rental rate for the
occupied space and treat the remaining amount of principal
on the bonds as unsecured debt.’! The legal agreements sup-
porting special facility bond issues determine the rights and
security interests of the issuer, the bond trustee, bond insurer,
and the airport operator in the event of a bankruptcy by the
tenant airline. In very general terms, if the airline’s payment
obligations are evidenced in a loan or in a lease that can be

3'The bond payments were much greater than the fair market rental
rate. The lease at Denver was ruled a true lease by the courts.
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construed as a loan (often called a disguised financing lease)
then the airline can default on the debt. The lease-versus-loan
financing distinction is significant because under Section 365
of the Bankruptcy Code “true” leases must be assumed or
rejected and the debt must be paid when scheduled, whereas
disguised financings often become unsecured claims. Debt
under a true lease must be repaid if the company in bank-
ruptcy assumes that lease and doesn’t want to risk eviction
from its facilities. Even though the airport owners were not
legally required to pay debt service on the bonds, there was
pressure from the bondholders to evict the airlines and the
airline’s access to the premises was restricted.

As a result, airline special facility financing of unit termi-
nals is likely to have limited application in the future because
the rules have changed (since recent airline bankruptcies) and
access to capital is more difficult and costly. Some deals are
getting done, but they do not have the same economics as they
once had. Moreover, there is less certainty now when a deal
is started that the financing will be available and affordable.

Possible constraints and other considerations for devel-
oper finance and operation transactions might include:

Economics of the Business Deal

e Despite the representations that developers and infra-
structure funds are looking for opportunities to invest
private capital in airport assets, as discovered inthe Boston
Terminal A and JFK Terminal 4 case studies, the prospective
developers contended that the projects could not be eco-
nomically financed without significant access to tax-exempt
debt or other airport revenues. The JFKIAT developer esti-
mated the tax-exempt financing provided a roughly 30%
discount on private financing.

¢ The underlying credit qualities of a transaction are typi-
cally weak due to high leverage, narrow diversification of
the asset base, and limited revenue streams that make them
more susceptible to event risk. It is generally believed that
the underlying credit qualities of developer finance trans-
actions will need to be stronger now than in the past, which
will further challenge the feasibility of such a transaction.
The cost and limited availability of bond insurance may
contribute to the challenge. The experience of Terminal A
at Boston and Terminal 4 at JFK highlight the difficulties
of financing terminal buildings, with their high capital and
operating costs, without the higher-margin parking and
rental car revenues.

¢ Would the management contract oblige the private devel-
oper to finance ongoing capital expenditures (a full-service
contract)? Such a contract entails more business risk for
the developer, which must put up its own cash for mainte-
nance and construction with no guarantee that it will fully
recover its capital investment.

¢ Despite the potential advantages that developer financing
and operation may offer, such transactions are expensive
and time-consuming to arrange. The effort may be so great
or costly that the airport finds the transaction costs are not
worth the benefits.

FAA Oversight

e Safeguards to preserve the airport owner’s control over
the actions of the LLC might affect compliance with AIP
grant assurances and PFC assurances (as noted above in
Section 5.3).

Tax Status (IRS Tax Regulations)

e Would a lease of the site/facilities (and potential assign-
ment of revenues) affect the tax-exempt status of any out-
standing bonds?

Bond Indenture Constraints

¢ Iftheprojectinvolves redevelopment of an existing facility,
the bond indenture may or may not permit the release of
the revenues, and if so, the release might affect the airport
owner’s ability to comply with the bond rate covenant.

e Thelease of site/facilities (and potential assignment of rev-
enues) may or may not constitute a sale of airport property
under the terms of the bond indenture. If so, the airport
owner might not be able to satisfy the covenant necessary
to make such a sale.

Bankruptcy

e Does the lease underlying a special facility bond transac-
tion have the characteristics of a true lease or disguised
financing? If it appears to be a disguised financing, can
the lease be amended and restructured to avoid its adverse
characterization?

When contemplating a special facility financing on
behalf of an airline or other party, an airport owner should
be careful to ensure that the lease is a single lease that fits
the parameters of a true lease (as opposed to a financing
lease). As discussed in the Boston Terminal A case study
(in Chapter 9), shortly after the opening of new Terminal
A, Delta filed for protection under Chapter 11 of the
U.S. Bankruptcy Code. To assist Delta in its reorganiza-
tion efforts and to avoid the potential for costly litigation,
the Massachusetts Port Authority (“Massport”), with the
consent of the bond trustee and bond insurer, agreed to
restructure the original lease and bond trust agreement.
There was a question as to whether the lease would be
deemed a true lease or disguised financing.
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Other Considerations

e Public—private partnerships raise questions about the role
of the airport owner and what functions are most appropri-
ate for it to perform. The questions revolve in part around
who can produce a service or product more economically.
A partnership would expose the airport owner to various
risks—political, legal, operational, and financial. If the
approach fails, the airport owner will be “politically” liable.
The early years of the lease were the most vulnerable and
the Port Authority played an important role in mitigating
risk in these early years. When JFKIAT fell upon hard times
after September 11 and SARS, in conjunction with the accel-
erated debt amortization period (prior to the extension of
the City Lease) and the need for completion financing, the
Port Authority stepped up to assist JEKIAT by amending
the lease agreement and providing subordinate financing.
Although JFKIAT felt it could access financing from the
bond market, the financing provided by the Port Authority
provided a win-win solution for both parties as JEKIAT
received relatively low priced debt at a time when its credit
was rated below investment grade.
An airport owner retains the most control over land uses
occurring on property that it develops, in particular, the
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ability to determine initial land uses and the flexibility
to change land uses in later years in response to events
or shifts in demand. Under private development, an air-
port owner’s control of land uses is frozen for the term of
the lease unless appropriate protections are incorporated
into the lease allowing it to change land uses in later years
as necessary.

An airport owner also exercises less control over uses at
facilities developed by private developers, and over the
quality of the appearance and maintenance of those facili-
ties than it does over facilities it develops, unless it includes
strong performance standards in the lease. The controls
can also be costly to enforce.

The lease should provide for ongoing investments in the
asset to addresses concerns about a developer turning back
a facility at the end of a long-term lease in poor condi-
tion. For example, in the Boston Terminal A lease, Delta
was required to make annual maintenance reserve pay-
ments so-that funds would be set aside for facility reno-
vation, renewal, replacement, or reconstruction, and for
unusual or extraordinary maintenance or repairs. Funds
in the Terminal A maintenance reserve account were avail-
able to be dispensed at the discretion of the airport owner
(Massport).
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CHAPTER ©

Full Privatization

6.1 Specific Strategies

Under the full privatization models, the airport owner
enters into a long-term lease/concession or sale of an airport
with a private operator, which can be accomplished inside
the APPP or outside of the program (Table 6.1).

Under a long-term lease or concession agreement, the air-
port owner grants full management and development control
to the operator in return for the operator undertaking full
capital improvements and other obligations (e.g., up-front
payment, responsibility for outstanding debt). Under a sale,
the airport is transferred on a freehold basis with the require-
ment that it continue to be used for airport purposes.

The use of a concession or lease has been seen as a way for
governments to reassert control over assets either in the last
resort or at the end of the concession lifetime. Among the
benefits are:

e From the standpoint of public perception, ownership of a
strategic national asset is retained. This can be a sensitive
issue, particularly if foreign buyers are involved.

e The concession documentation can be a way for the air-
port owner to maintain control over areas which it believes
to be strategic. These can include, for example, investment
programs, service standards, and aeronautical and public
parking pricing policies. Concession agreements can in
some cases extend hundreds of pages.

¢ Concessions offer the opportunity for the airport owner to
participate in the continuing success of the airport through
rents or performance-related concession payments, which
may, for example be related to turnover, profit, or traffic
levels. This can have strong advantages for airports which
are seen as high risk or facing major initial capital expen-
diture requirements.

Regarding a sale, there is a strong preference for a trade
sale over an IPO on the basis of experience from international
airport privatizations. Trade sales are primarily attractive

because of the higher receipts they yield to the government
compared with IPOs. There are a number of reasons for this:

e The trade buyer is typically an experienced purchaser and
has often gone through significant expert due diligence of
the asset in a way that is not open to IPO purchasers. The
risks attached to the purchase are therefore lower.

e A trade buyer is willing to pay a premium for control.

¢ Trade buyers can develop and implement a strategy for the
company in which they are confident, and if necessary hire
the required staff to implement it. Retail buyers are depen-
dent on the company’s management to develop and realize
such strategies, and their confidence in the competence of
the management team will impact the price they are willing
to pay.

¢ Tradebuyers have been able to apply modern financing tech-
niques to fund their purchase, which has enhanced value.

These are more extensive transactions than airport-wide
management contracts because significant airport develop-
ment is anticipated. The term of the lease is related to the
length of time needed by the operator to recover its invest-
ment in new facilities. A long-term lease transfers the principal
responsibility for airport operations and development to the
private lessee. Airport users pay fees and charges directly to the
operator, with the operator taking on the risk involved in cov-
ering both operating and capital costs out of those revenues.

In addition, under the full privatization model, the air-
port owner transfers federal sponsorship requirements to
the operator, whereas under partial privatization models the
airport owner remains the sponsor.

6.2 Examples of Full Privatization

There are fewer examples of the long-term lease or sale of
an airport in the United States than (1) partial privatization
strategies and (2) international airport transactions. Below is
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Table 6.1. Full privatization strategies.

a bidding process that usually results
in majority control with a single entity

aviation airports in the
U.S.

Transaction Model Description Inside APPP Outside APPP
Long-term lease Contract by which airport is conveyed | Limited to one large- Any airport

to an entity for a specified period hub airport in the U.S.
Long-term Contract to transfer rights to manage | Limited to one large- Any airport
concession and or operate a property for a hub airport in the U.S.

certain period, usually without

property rights
Trade sale Competitive sale of an airport through | Limited to general Any airport

Flotation or initial

Sale of shares in the airport to

Never done in the U.S.

Never done in the
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public offering individual and institutional subscribers u.s.
(IPO) through the stock market or other

vehicle where management retains

control

a brief description of examples inside and outside the APPP.
For more background, please see Chapter 9 and Appendix H
where two examples inside the APPP (Stewart International
Airport and Chicago Midway Airport) and one example out-
side the APPP (Morristown Municipal Airport) are reviewed
in depth as case studies.

the only applicant to complete the process as of March 2012
was Stewart.

6.2.1.1 Stewart International Airport

The first and only airport (as of August 2010) to be
approved by the FAA under the APPP was Stewart Inter-
national Airport in Newburgh, New York (60 miles north of
New York City). National Express Group PLC, a U.K.-based
transportation company, paid $35 million for the 99-year
award in 2000 (its first airport acquisition). Because the
owner, the State of New York, was unable to secure airline

6.2.1 Airport Privatization Pilot
Program (APPP)

As shown in Table 6.2, there have been a number of appli-
cations for the APPP since it was created in 1996, although

Table 6.2. The Airport Privatization Pilot Program (as of March 2012).

= Legislation allows the lease of no more than one large-hub, at least
one general aviation airport (GA airport can besold), with the balance
available from non-large-hub and general aviation airports

= 65% of the airlines serving the airport must approve the exemption
from prohibition of revenue diversion

= Limits increase in airline rates

= Airport can receive AP grants and levy a PFC

Luis Murioz Marin International Airport, San Juan,
Puerto Rico is an active participant in the APPP

= Applicants (one position remains available for a non-large-hub or
general aviation airport)

ACTIVE (4 out of 10 slots taken, including the only large-hub slot): INACTIVE:
LARGE-HUB: = Stewart International, Newburgh, NY (approved 2000,
= Chicago Midway International Airport reverted back to public operation 2007)
(final application submitted Oct 2008, pending) = Brown Field/San Diego Commerce Center
MEDIUM/SMALL HUB: (application withdrawn 2001)

= Niagara Falls International

= Luis Muiioz Marin International Airport, San Juan, Puerto
(application withdrawn 2001)

Rico (preliminary approval Dec 2009)

GA AIRPORT: = Aguadilla, Puerto Rico (application withdrawn 2001)

= Gwinnett County Briscoe Field Airport, Georgia = New Orleans Lakefront (application terminated 2008)

(preliminary approval May 2010) * Louis Armstrong New Orleans International Airport

= Hendry County Airglades Airport, Clewiston, Fla (application withdrawn Nov 2010)

(preliminary approval Oct 2010)
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approvals to use the payment for general state purposes (dis-
cussed in detail below), it used the lease payments for airport
purposes and to recoup past subsidies for Stewart Airport
and its other state-owned airports (from the prior six years)
in accordance with the FAA’s revenue use policy. Just as U.S.
airport privatization appeared to be re-energizing, Stewart
reverted back to public ownership in 2007 when National
Express decided to exit the airport management business and
sold its interest in the airport to the Port Authority of New
York and New Jersey, the operator of the three largest com-
mercial service airports in the New York metropolitan area.

6.2.1.2 Chicago Midway Airport

The City of Chicago received airline approvals for its Mid-
way Airport pilot privatization application, but this effort is
on hold due to the inability of the selected private consortium
to secure financing in the aftermath of the global credit crisis
of 2008. The consortium of investors led by Citigroup Inc.,
John Hancock Life Insurance Co., and a unit of Vancouver
International Airport submitted the highest bid ($2.5 billion)
to lease Midway. When the deal fell through in early 2009, the
consortium had to pay a $126-million penalty to the city. The
FAA has granted the city’s request for more time to complete
the deal through a series of extensions to maintain its spot
(the one reserved for a large-hub airport) in the APPP. In
its January 2010 filing, the city told the FAA that it “intends
to complete the privatization process at the earliest practi-
cal date” but noted that “the pace and direction continues
to be dictated by conditions in the global credit and capital
markets.” The city indicated that talks could resume with the
highest bidder or other qualified bidders, or the city could
put the airport out for bid again.

6.2.1.3 Luis Munoz Marin International Airport,
San Juan, Puerto Rico

The Puerto Rico Public-Private Partnership Authority, on
behalf of the Puerto Rico Ports Authority, is actively pursuing
full privatization under the APPP of the Luis Munoz Marin
International Airport in San Juan. As of December 2011, the
government has received preliminary approval by the FAA
to enter the program, received preliminary airline approval
for the plan, issued a request for qualifications, received six
qualified responses, and issued the request for proposals
from the best-qualified teams. Government officials want
to reduce most, if not all, of the more than $800 million of
debt the Ports Authority is carrying through a lump sum pay-
ment. The concession would be for no more than 50 years
and would also require the operator to make improvements
to the airport.

6.2.1.4 Other APPP Applicants

Regarding the inactive airport applicants, all of which
withdrew their applications except Stewart, and prior to the
application submitted by New Orleans International, the
FAA in 2004 reported:

Several common elements to the five airports that submitted
applicationswere: 1) managementoftheairportwasnotthe own-
er’s primary responsibility; 2) all airport facilities were under-
utilized airports with either limited or sporadic commercial
service and serving a general aviation clientele; 3) transferring
the airport from public to private ownership is time consuming;
4) all airports were operating at a financial loss and receiv-
ing some form of subsidy from their parent agencies; 5) the
private operators proposed to use a limited liability corpora-
tion to manage the airport; and 6) a strong political commit-
ment was needed to successfully transfer the airport to private
control.*?

The FAA also reported that the final application for Niagara
Falls International Airport was withdrawn following the FAA’s
comment that the application no longer appeared financially
viable. The selected private operator noted that its business
plan was no longer valid. In addition, the rapid growth in air
service at competing airports in the Buffalo and Hamilton,
Ontario markets, coupled with circumstances following the
terrorist attacks of September 11, 2001, created an environ-
ment that made it impossible to evaluate the airport’s mar-
ket potential.

The application of New Orleans Lakefront Airport was dis-
missed by the FAA in April 2008 in the aftermath of Hurricane
Katrina and in view of the Orleans Levee District’s diminished
responsibility under revised State law.

The public owners of San Diego Brown Field and Rafael
Hernandez Airport (Aguadilla) did not file final applications
and withdrew their preliminary applications. The Puerto
Rico Ports Authority (PRPA) withdrew its application for
Aguadilla after going through the process to select an opera-
tor when PRPA management decided to develop the airport
without the assistance of the private operator. San Diego
withdrew its application in the face of community opposition
to the idea of a cargo hub and its adverse impacts and an FAA
air traffic impact analysis that identified potential conflicts
between the proposed cargo traffic at San Diego Brown Field
and traffic from surrounding airports and military bases that
would have to be mitigated.

32U.S. Department of Transportation, Federal Aviation Administration,
Report to Congress on the Status of the Airport Privatization Pilot
Program United States Code, Title 49, Section 47134, August 2004.
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The city of New Orleans withdrew its application for Louis
Armstrong New Orleans International Airport in November
2010 citing the following reasons:

After analyzing the conditions required to effectively privatize
public infrastructure and the current state of capital markets,
it has been concluded that New Orleans is not well positioned
at this point in time to solicit bids for privatizing the Louis
Armstrong International Airport. Rather, the airport is bet-
ter served by focusing on its recently announced initiatives to
improve operations and become a more effective asset for the
City of New Orleans and the State of Louisiana. The Louis
Armstrong New Orleans International Airport is thus withdraw-
ing from the FAA APPP.%

This review makes clear that the tumultuous first decade
of the new century, which was so challenging to the airline
industry, provided less than ideal conditions for the financ-
ing of airport deals under the APPP.

6.2.2 Outside the APPP

Morristown Municipal Airport is a general aviation air-
port that is owned by the Town of Morristown and has
been managed and developed by DM AIRPORTS, LTD, an
affiliate of the DeMatteis Organizations, since 1982 under
a comprehensive 99-year lease. Although this lease did not
require any special federal or state legislation (such as the
APPP), it was entered into before the FAA formalized much
of its policy regarding full privatization outside the APPP.
The town granted DM AIRPORTS full management and
development control in return for undertaking all capital
improvements (many of which were needed at the time the
lease was executed) and for defeasing the outstanding air-
port debt. DM AIRPORTS pays a relatively modest annual
rent to the town to cover its cost to provide continuing
police, emergency medical, and grant administration ser-
vices for the airport. DM AIRPORTS retains all airport fees
and charges in return for taking on the risk to cover operat-
ing expenses and capital expenditures (net of grants) out of
those revenues.

It is important to note that the Morristown privatiza-
tion occurred before the FAA promulgated its revenue use
policy and before the creation of the APPP. Therefore, it
is not reasonable to expect to be able to repeat this expe-
rience because the federal rules concerning, for example,
the transfer of management responsibility and the use of
rent proceeds and the private operator’s compensation, are
much stricter now.

3Louis Armstrong New Orleans International Airport Withdraws from
FAA Airport Privatization Pilot Program, New Orleans Aviation Board
Press Release, October 21, 2010.
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6.3 Legal and Regulatory
Considerations

6.3.1 General Conditions

The following legal requirements historically have influ-
enced whether public airport operators have pursued partial
or full privatization. These requirements have created oppor-
tunities for an airport owner to enlist private participation
while remaining the airport sponsor (partial privatization) and
simultaneously erected barriers to transferring sponsorship to
a private operator (full privatization):

e FAA approval authority—Grant Assurance 5 requires FAA
approval before the airport owner can “sell, lease, encum-
ber or otherwise transfer or dispose of any part of its title
or other interests” in the airport. The Surplus Property
Act and subsequent statutes authorizing transfer of federal
property for public airports contain similar requirements.
In practice, FAA approval is required only for a sale or
long-term lease of airport property to a public or private
entity. Public airport owners can enter into management
contracts, concession agreements, leases of airport facili-
ties, and a host of other agreements with private entities
without FAA approval. U.S.DOT and FAA thus act as the
gate-keeper to full privatization.

e _Revenue use—Both federal law and the grant assurances
strictly limit the use of airport revenue for non-airport
purposes. Airport revenue is defined broadly to include the
proceeds from the sale or lease of airport property. There
are some narrow exceptions, such as for so-called “grand-
fathered” airports and for repayment of loans issued by
sponsoring governments. However, Congress has expressed
serious concern with revenue diversion and has prescribed
onerous penalties for violations. The prohibition on rev-
enue diversion applies only to the airport sponsor, not the
air carriers, FBOs, concessions, private airport managers,
or any other private entities that conduct business on an
airport. This has incentivized private ventures on airports
but has dis-incentivized full privatization. It historically
presented a particularly high barrier to full privatization
because, outside the APPP, the public airport owner is
required to use the sale proceeds for airport purposes and
because the private operator, upon assuming responsibil-
ity for the grant assurances, must use revenue that it gener-
ates in connection with the airport for airport purposes.

e Grant eligibility—Under the AIP, public entities are eligible
to receive an apportionment from the Entitlement Fund
and to receive grants from the Discretionary Fund. In con-
trast, private entities are not eligible to receive an appor-
tionment, and only private operators of certain types of
airports are eligible for certain types of discretionary grants.
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Specifically, public-use airports operated by a private
entity that are designated as relievers or that have at least
2,500 annual passenger boardings are eligible for funding
for airport development projects, airport master planning,
noise compatibility planning, and noise program imple-
mentation projects. This financing structure historically
dis-incentivized full privatization because it encouraged
public entities to retain the role of sponsor, and thus eligi-
bility for funding under the AIP.

Grant repayment—Another historical barrier to full priva-
tization was the uncertainty as to whether or not a public
airport owner would be required to repay the federal gov-
ernment upon sale or long-term lease to a private operator,
for the value of land acquired from the federal govern-
ment under the Surplus Property Act, for the value of land
acquired with federal financial assistance, or for the value
of grant-funded capital improvements and equipment. The
relevant statutes clearly require reinvestment or repayment
in the event the property is sold for a non-airport use; how-
ever, the statutes are ambiguous as to whether the reinvest-
ment or repayment obligation is triggered by transfer of the
airport to a private operator for continued use as a public
airport. This uncertainty historically dis-incentivized full
privatization because of the potential financial liability
associated with privatization.

Non-aeronautical activities—Airport owners have. con-
siderably greater latitude over non-aeronautical activities
than aeronautical activities. For example, airport owners
must charge a minimum of fair market value for non-aero-
nautical use, but can charge higher amounts for rent and
other fees, subject to Constitutional standards. Similarly,
airport owners are not subject to the prohibition on grant-
ing exclusive rights with respect to non-aeronautical users
of an airport. While public airport operators-theoreti-
cally are subject to suit under the anti-trust statutes, many
courts have found that public entities are immune from
liability for certain anti-competitive behavior. Private enti-
ties would not enjoy similar immunity. The greater control
and flexibility over non-aeronautical activities presents the
opportunity for a private operator to generate a return on
its investment by maximizing non-aeronautical revenues
to the greatest extent permitted by the market. This oppor-
tunity comes with some liability exposure to the private
operator. As to partial privatization, airport operators can
enlist private participation in non-aeronautical activities
through, for example, master concession agreements and
similar vehicles, to give private enterprise a significant role
in non-aeronautical activities.

Constitutional Rights and Protections—State and local gov-
ernments acting as airport operators must not deprive air-
porttenants and users of the rights and protections afforded
by the U.S. Constitution. These rights and protections

include, for example, freedom of speech and the press
under the First and Fourteenth Amendments,* and equal
protection and due process rights under the Fifth and
Fourteenth Amendments. While private parties typically
are not responsible for guaranteeing Constitutional rights
and protections, courts have applied the Constitution to
private actors providing a “public function”® or where the
private action is “entwined” or “entangled”® with state
action. One court has held that a private entity operating
an airport pursuant to a lease with the public airport owner
is responsible for ensuring Constitutional protections.?’
However, the extent to which private airport operators
engaged in the range of activities described herein as full
and partial privatization would be deemed state actors
responsible for guaranteeing Constitutional rights and pro-
tections is uncertain.

e Property Taxes—Public airport operators enjoy exemp-
tions from property taxation pursuant to the constitution
and/or laws of most states. These exemptions typically
would not apply to a private operator of a public-use air-
port. This tax structure dis-incentivizes full privatization,
at least any transfer that would jeopardize the airport’s
eligibility for an exemption.

6.3.2 The Airport Privatization Pilot
Program (APPP)

The APPP, as enacted in 1996 and amended in 2003 and
2012, reduced uncertainty about the privatization process
and addressed the recognized barriers to privatization by

3The U.S. Supreme Court has declared that airport terminals are non-
public fora, meaning that speech may be subject to reasonable govern-
ment regulation.

3Lebron v. Nat’l R.R. Passenger Corp., 513 U.S. 374, 115 S.Ct. 961, 130
L.Ed.2d 902 (1995); West v. Atkins, 487 U.S. 42 (1988) (private physician
employed part-time by a state prison hospital); Lugar v. Edmondson Oil
Co., 457 U.S. 922 (1982) (private seizure of property executed under a
stategarnishmentstatute); Terryv. Adams, 345U.S.461 (1953) (privately-
run public elections); Marsh v. Alabama, 326 U.S. 501 (1946) (conduct
on public streets in a company town); but see Blum v. Yaretsky, 457 U.S.
991(1982) (private nursinghomereceiving government funds), Rendell-
Baker v. Kohn, 457 U.S. 830 (1982) (private, remedial high school receiv-
ing government funds); Moose Lodge No. 107 v. Irvis, 407 U.S. 163 (1972)
(private club with a state-issued liquor license).

Brentwood Acad. v. Tenn. Secondary Schools Athletic Ass’'n, 531 U.S.
288 (2001) (private athletic association 84% of whose members are
public schools); Evans v. Newton, 382 U.S. 296 (1966) (public park cre-
ated by private will, but maintained and supervised by a municipality);
Pennsylvania v. Bd. of Dirs. of City Trusts of Philadelphia, 353 U.S. 230
(1957) (private school operated by a state agency); but see Nat’l Collegiate
Athletic Ass’n v. Tarkanian, 488 U.S. 179 (1988) (national athletic asso-
ciation with members from many states not a “state actor” with respect
to Nevada law).

*Niswonger v. Am. Aviation, Inc., 424 F. Supp 1080 (D. Tenn. 1976).
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permitting U.S.DOT to grant exemptions from certain fed-
eral obligations that historically impeded full privatization.*®
However, Congress required that airports and private opera-
tors satisfy demanding conditions in exchange for the exemp-
tions and approvals, including conditions specifically designed
to protect its interests and those of the airport users. The FAA
thereafter prescribed detailed procedures for seeking these
exemptions and approvals. Viewed as a whole, the APPP today
is complex, demanding, and lengthy. This is in part because
full privatization transactions are more complicated in general,
but also due to the specific legislative requirements imposed
by the APPP.

The federal law creating the APPP prescribes the following
requirements:

1. A general aviation airport may be sold or leased. A com-
mercial service airport may be leased only.*

2. Ten airports may receive approval to privatize under the
APPP.* One of the 10 airports must be a general aviation
airport.?! No more than one airport may be a large-hub
primary airport.*

3. The Secretary may permit the public airport owner to
use sale or lease proceeds for non-airport purposes upon
approval (i) in the case of a primary airport, by at least
65% of the scheduled air carriers and by scheduled and
unscheduled air carriers accounting for 65% of aircratt
landed weight at the airport, and (ii) in the case of a
nonprimary airport, by the Secretary after the airport
has consulted with at least 65% of the owners of aircraft
based at the airport.*

3As noted in an earlier report: . . . legal and economic constraints cur-
rently impede the sale or lease of U.S. airports. Although FAA has per-
mitted and even encouraged some limited forms of privatization, such
as contracting for airport management or allowing private companies
to develop and lease terminals, it has generally discouraged the sale or
lease of an entire airport to a private entity. FAA is concerned that in
selling or leasing an airport, the legal obligations that the airport had
made to obtain a federal grant may not be satisfied. Chief among these
obligations are restrictions on using airport revenue . .. Recognizing
the barriers to and the opportunity to test the potential benefits of
privatization, the Congress established an airport privatization pilot
program as part of the Federal Aviation Reauthorization Act of 1996.”
Source: General Accountability Office, Airport Privatization, Issues
Related to Sale or Lease of Airports, November 1996, GAO/RCED-97-3.
¥49 U.S.C. § 47134(a).

#Jd. § 47134(Db). In the initial version of the APPP adopted in 1996, the
number of airports was limited to five. It was increased to 10 by the
FAA Modernization and Reform Act of 2012, Pub. Law No. 112-95,
§ 156 (2012).

N1d. § 47134(d)(1).

21d. § 47134(d)(2).

BId. § 47134(b)(1)(A).

“1d. § 47134(b)(2).
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4. The Secretary may exempt the public airport owner from
any legal requirement to repay prior grants or return air-
port property to the federal government.*

5. The Secretary may permit the private operator to use air-
port revenue for non-airport purposes in order to “earn
compensation from the operations of the airport.”#

6. The statute requires that the following nine conditions
must be satisfied to obtain approval:

a. Theairport will continue to be available for public use
on reasonable terms and without unjust discrimination.

b. The airport will continue to operate in the event the
private operator becomes insolvent, seeks bankruptcy
protection, or under similar circumstances.

c. The private operator will maintain, improve, and mod-
ernize the airport in accordance with plans submitted
to the Secretary.

d. Rates and charges on air carriers will not increase
faster than the rate of inflation unless a faster increase
is approved by at least 65% of the air carriers serving
the airport and by air carriers accounting for at least
65% of aircraft landed weight at the airport.

e. The fees on general aviation aircraft will not increase
faster than the rate of increase for air carriers.

f. Safety and security at the airport will be maintained at
the highest possible levels.

g. Noise effects will be mitigated to the same extent as at
a public airport.

h. Adverse environmental effects will be mitigated to the
same extent as at a public airport.

i. Thesale orlease will not abrogate any collective bargain-
ing agreement covering airport employees.*

7. The Secretary must conclude expressly that approving
the sale or lease will not result in unfair and deceptive
practices or unfair methods of competition.*

8. The Secretary must ensure that the interests of general
aviation users at the airport are not adversely affected by
the sale or lease.*®

9. The private operator will be eligible to impose a Passenger
Facility Charge.”

10. The airport will be eligible to receive an apportionment
from the Entitlement Fund.*

11. The private operator may impose “reasonable rental
charges, landing fees, and other service charges from air-
craft operators” consistent with the Anti-Head Tax Act.”!

1d. § 47134(b)(3).
“]d, § 47134(c).
91d. § 47134(e).
ST, § 47134(f).
©Id. § 47134(g)(1).
OId. § 47134(g)(2).
SUd. § 47134(g)(3).

Copyright National Academy of Sciences. All rights reserved.


http://www.nap.edu/22786

Considering and Evaluating Airport Privatization

48

12. The federal share of financial assistance in grants issued
from the Discretionary Fund issued to a private operator
is 70% of project costs.>?

In September 1997, the FAA published detailed pro-
cedures for the submission and review of applications to
sell or lease an airport in accordance with Section 47134.%3
The application procedures have the key features shown in
Figure 6.1.

Note on Foreign Investment—In addition to the FAA appli-
cation procedures, it is possible that the sale or lease of an
airport to a private operator that is a foreign entity may
be subject to investigation by the Committee on Foreign
Investment in the United States (CFIUS).>* An investigation
may be initiated by the President, by the CFIUS, or based on
voluntary notice of the intended transaction to the CFIUS.
The President can prohibit the transfer upon finding that
the foreign interest threatens to impair national security.
Alternatively, the CFIUS can impose conditions to mitigate
an identified threat. The CFIUS is concerned principally with
transactions by which a U.S. business would become con-
trolled directly or indirectly by a foreign government. In 2006,
the sale of port management businesses in six major U.S. sea-
ports to a state-owned company based in the United Arab
Emirates (DP World), created a controversy when political
figures in the United States feared the sale would compro-
mise U.S. port security, even though the sale was approved by
the CFIUS. After both the U.S. House and Senate took actions
to block the sale, DP World sold the U.S. ports to a U.S. asset
management company, ending the controversy.

6.3.3 Full Privatization Outside the APPP

Since 1996, no public airport operator has sought to sell
or lease an airport to a private operator outside of the APPP.
However, this option remains available, and may be pursued
in the event that either all the available slots in the APPP pro-
gram are encumbered, or if an owner chooses to privatize
outside the regulatory boundaries of the APPP. The FAA has
not published guidance specifically on this subject; however,

2Id. § 47109(a). In the initial version of the APPP adopted in 1996, the
federal share was 40%. It was increased to 70% by Vision 100—Century of
Aviation Reauthorization Act of 2003, Pub. Law No. 108-176, § 163 (2003).
3FAA, Notice of Final Application Procedures, Airport Privatization Pilot
Program: Application Procedures, 62 Fed. Reg. 48693 (1997).

tSee 50 U.S.C. § 2170. See also Dept. of Treasury, Final Rule, Regu-
lations Pertaining to Mergers, Acquisitions, and Takeovers by Foreign
Persons, 73 Fed. Reg. 70716 (2008); Dept. of Treasury, Notice, Guid-
ance Concerning the National Security Review Conducted by the Com-
mittee on Foreign Investment in the United States, 73 Fed. Reg. 74567
(2008).

the FAA provided some guidelines in the Airport Compliance
Manual, released in September 2009.%

Privatizing outside the APPP has the following attributes:

1. FAA approval is required to transfer the grant assurances
from the public owner to the private operator and may be
required for other purposes.

2. The FAA will review a request to transfer an airport to
a private operator in a similar fashion to its review of a
request to transfer an airport to another public entity.

3. The FAA may require the public airport operator to main-
tain concurrent responsibility for certain grant assurances,
such as the obligations concerning compatible land use
and hazards to air navigation.

4. The FAA will not approve an application without a com-
mitment by the private operator to assume responsibil-
ity for the grant assurances and any Surplus Property Act
deed restrictions.

5. The FAA will not exempt the public airport operator from
the prohibition on revenue diversion, but may permit
the private operator to recover its initial investment and
receive compensation for managing the airport.

6.- The FAA will not require repayment for the value of
grant-funded projects and land transferred by the federal
government according to FAA Order 5190.6B.

7. The private operator will not be eligible for an apportion-
ment from the Entitlement Fund.

8. The private operator will be required to obtain a separate
Airport Operating Certificate and to prepare an Airport
Security Program.

9. The private operator could impose a charge on passen-
gers, but could not require the airlines to collect a PFC.

Table 6.3 compares the key features of full privatization
under the APPP and outside the APPP.

6.4 Evaluation of Full Privatization

The most comprehensive research on the effect of priva-
tization, corporatization, and ownership forms on airport
performance concluded there is strong evidence that:

e Airports with government majority ownership and those
owned by multi-levels of government are significantly less
efficient than airports with a private majority ownership;

¢ There is no statistically significant evidence to suggest that
airports owned and operated by U.S. government branches,

SFAA Order 5190.6B, Airport Compliance Manual, § 6.15 (Privatization
Outside of the Airport Privatization Pilot Program) (Sept. 2009).
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Airport Privatization Pilot Program Application Procedures

APPP Application

Airport owner can request to participate
in the APPP by filing with the FAA a
preliminary application for exemption

under 48 U.S.C. § 47134,

OR

Ifthe airport owner has already
selected a private operator, the owner
may elect to file a final application
, S

FAA considers applications on a
first-come first-served basis

Participation in the APPP is limited
to five airports

For more information on APPP application filing procedures

and reqguirements, see FAA, Notice of Final Application

Frocedures, Airport Privatization Fifot Frogram: Appiication

Procedures, 62 Fed. Reg. 48693 (1997).

Figure 6.1. APPP application procedures.

I Step 1: Preliminary Application "

Summary of the objectives of the privatization initiative

Description of process and timetable to select a private operator and complete
transfer of the airport

Airport financial statements

A copy of the RFP the airport owner will use in seeking a private operator, if the
owner intends to use an RFP

Other information as requested by FAA

7

Step 2: FAA Review and Award of Slot in APPP

FAA has 30 days to request additional information and publish notice in the Federal
Register that the preliminary application is “accepted for review”

L 2

Y

4 ™
Step 3: Selection of Private Operator

Airport owner may issue an RFP for a private operator

Negotiation of an agreement on the substantial terms of privatization with the
selected private operator

Y

Step 4: Final Application

Description of airport and history of airport property acquisition
Terms of the transfer, including financial terms of the transaction
Statement of qualifications of the private operator
Requests for exemption under 49 U.5.C. § 47134
Certification of air carrier approval of exemption

Description of airport operation, maintenance and development after the transfer
. _J

Y

Step 5: FAA Review and Public Comment

FAA publishes Notice of Receipt of Final Application in Federal Register

60 day public comment period

L >

( Step 6: Record of Decision / Issuance of Exemption(s) j

Step 7: Transfer to Private Operator
Finalize sale or lease with private operator

FAA and TSA approvals for private operator, as required
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Table 6.3. Key features of full privatization under the APPP and outside the APPP.

Full Privatization Pursuant to Pilot
Program (49 USC § 47134)

Full Privatization Outside Pilot
Program (per FAA Order 5190.6B)

Eligible Airports

No more than five airports eligible to
participate. Only one slot currently
available.

No cap on number or type of
airports.

Lease or Sale

Commercial service airports can be
leased, but not sold. General
Aviation airports can be leased or
sold.

Airport can be leased or sold.

Airport Sponsorship and
Grant Assurances

Private operator becomes airport
sponsor, subject to Grant
Assurances. The FAA may require
public airport owner to remain
responsible for certain Assurances.

Private operator becomes airport
sponsor, subject to Grant
Assurances. The FAA may require
public airport owner to remain
responsible for certain Assurances.

FAA Approval

FAA approval required under the
APPP statute.

FAA approval required, primarily to
transfer the Grant Assurances to
the private operator, and to approve
a new Airport Operating Certificate,
if applicable.

Application Process

The FAA has developed application
process specifically for the APPP.

Subject to the application
requirements for transfer or release
of Grant Assurances, currently set
forth.in FAA Order 5190.6B.

Use of Sale Proceeds

Public airport owner can request
FAA approval to use sale proceeds
for non-airport purposes. For
primary airports, requires consent of
65% of airlines. For nonprimary
airports, requires consultation with
65% of based aircraft owners.

Sale proceeds must be used for
airport purposes.

Use of Revenue by Private
Operator

The FAA is authorized to permit
private operator to earn
compensation from airport
operations.

Private operator generally subject to
the prohibition on revenue
diversion. FAA may recognize right
to recover initial investment and
receive reasonable compensation
for managing airport.

Grant Repayment

The FAA may excuse public airport
sponsor from any repayment
obligation that may exist.

The FAA will excuse public airport
sponsor from any repayment
obligation that may exist.

AIP — Entitlement

Private operator is eligible for grants
from the Entitlement Fund.

Private operator is not eligible for
grants from the Entitlement Fund.

AIP — Discretionary

Private operator at certain types of
airports may be eligible for grants
from Discretionary Fund. If eligible,
federal share will be limited to 70%
of project cost.

Private operator at certain types of
airports may be eligible for grants
from Discretionary Fund. If eligible,
federal share will be 75% or 90%,
depending on NPIAS status of
airport.

Rates and Charges

Rates on airlines may not exceed
inflation rate without consent of 65%
of airlines. Rates on aircraft owners
may not exceed percentage rate
increase on airlines.

Rates and charges must be
reasonable and not unjustly
discriminatory, pursuant to Grant
Assurances.

Private Operator’s
Charges on Passengers

Private operator is authorized to
impose, collect and use a Passenger
Facility Charge.

Private operator not authorized to
impose a PFC but is authorized to
impose charges on passengers,
subject to reasonableness and non-
discrimination requirements of the
Grant Assurances.

independent airport authorities in North America, or air-
ports elsewhere operated by 100% government corpora-
tions have lower operating efficiency than airports with a
private majority ownership;
Airports with a private majority ownership achieve signifi-
cantly higher operating profit margins than other airports;

e Whereas airports with government majority ownership or
multi-level government ownership have the lowest operat-
ing profit margin; and

¢ Airports with private majority ownership derive a much
higher proportion of their total revenue from non-aviation
services than any other category of airports with significantly
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lower aeronautical charges than airports in other ownership
categories excluding U.S. airports.>

6.4.1 Opportunities

Some of the opportunities cited for full privatization
include:

e Creates potential to promote increase in service, com-
merce, and economic development.

Policy makers recognize that airports are strategic assets
and have the potential to deliver long-term value to the
local economy. Some policy makers see airport privatiza-
tion as an economic development strategy. For example,
David Alvarez, executive director of the Puerto Rico Public-
Private Partnerships Authority, believes that the privatiza-
tion of San Juan’s Luis Munoz Marin Airport is, “More
than a transaction, it is an economic development mea-
sure for Puerto Rico.””” He also believes that the private
sector can do a better job than the public sector managing
airports.

¢ Secures a lump sum or ongoing lease payments by selling
or leasing airport for budgetary relief (asset monetization)
or for annual payments to government owner.

One of the primary motivations for airport privatization
from policy makers may be to derive cash proceeds from
the sale or long-term lease of the airport either through an
up-front payment or annual payments. However, diverting
airport lease or sale proceeds is prohibited under federal
law without airline approval, and this can only be accom-
plished under the APPP. Often there is tension between
the desire for money from the lease and not wanting to
turn over a public asset to the private sector.

The financial situation for municipalities is expected to
get worse as they run out of ways to raise funds for pensions,
capital improvements, and ongoing operations. Therefore,
the potential for a cash-out payment (under the APPP)
may be attractive to politicians that do not currently receive
financial benefits from airports because of the prohibition
on revenue diversion.

¢ Obtains private capital investment for capacity expansion
and modernization and reduces need for public invest-
ment and debt. A confluence of factors may force U.S.
airport owners to explore privatization in the not-too-
distant future, including the potential loss of tax-exempt

%Tae H. Oum, Nicole Adler, Chunyuan Yu, Privatization, corporatiza-
tion, ownership forms and their effects on the performance of the world’s
major airports, Journal of Air Transport Management, November 2006.
"David Alvarez, Puerto Rico Airport PPP Update & Perspectives, Bond
Buyer Transportation Finance/P3 Conference, November 10, 2010.
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financing, real reductions in AIP funding, and no increase
in the PFC level.

e Has the potential to increase the operating efficiency of
existing facilities.

¢ Has the potential to introduce technological and manage-
ment expertise.

¢ Has the potential to allow for more commercialization and
potential for a more business-like management philosophy
for the airport.

As the largest and most important tenant for commercial
service airports, airlines in the United States are still skeptical
about full privatization, but can see some benefits if it is “done
right and well.” The key concerns for U.S. airlines are rea-
sonable rates and charges, maintenance of the facilities, and
sufficient (but not excessive) facilities. They believe that some
airports are better candidates than others for full privatiza-
tion. They believe the “practicality for privatization” depends
on the factual circumstances for the airport. For example:

— Higher debt airports are less appealing candidates for
privatization because the higher the debt, the higher the
premium needed to pay off the debt and still realize a mean-
ingful residual payment for the government. Moreover, the
airport debt is likely to be tax-exempt while the private
entity would need to replace that debt with more costly
taxable debt.

— Well run airports are not good candidates for privatization
because it will be more difficult to extract cost efficiencies
and uncover revenue opportunities from the future opera-
tion of the airport.

— Airports that have problems with governance and lack
operational independence might be better run under alter-
native structures such as privatization. There could be sig-
nificant efficiencies gained if the airport is shielded from
political influence.

6.4.2 Advantages

Advantages cited regarding full privatization include:

¢ Allows airport to be developed, managed, and operated as
a business. However, it should be noted that U.S. airport
managers believe that as a number of airports have transi-
tioned from residual to compensatory ratemaking, public
airport managers have been motivated to operate their air-
ports more efficiently and be more entrepreneurial.
U.S. airport managers also feel that they can do as good
a job, if not better, than private operators if they were
unburdened by cumbersome, rigid regulations and pro-
cesses such as civil service hiring and construction bid-
ding requirements. Nevertheless, some airport managers
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expressed frustration with the lack of speed when under-
taking public projects and the inherent problems associ-
ated with the many local requirements to accept the lowest
bid. With a PPP, the government can avoid the low bid,
move faster, get better quality control, and still meet dis-
advantaged business enterprise (DBE) goals.
Provides ability for the private sector to innovate, introduce
operational efficiencies, and create new income streams. The
areas with most potential for private operators are (1) oper-
ating efficiencies, by maximizing the utilization of existing
facilities and incentivizing employees, and (2) maximizing
non-aeronautical revenues.

— Regarding the utilization of existing facilities, one oper-
ator has realized 30% to 40% savings in terminal space
requirements by strategically positioning new tech-
nology such as common use self-service kiosks at key
points (parking lots, rental car return areas) to move
passengers more efficiently and minimize the amount
of ticket queue space needed.

— In terms of non-aeronautical revenues, by making the
security screening process more efficient, passengers
have more time to spend post security and are more
relaxed. In addition, private operators tailor concession
programs to the airport’s demographics and actively
manage these programs.

— Private operators have more flexibility to incentivize
employees (e.g., bonuses, succession programs, and
training), can use employees for a wider range of disci-
plines, and are not burdened by public processes. They
note that public ownership imposes significant costs on
the system especially through procurement rules (e.g.,
local business enterprise goals, consultant selection,
concession awards) and rigid personnel systems.

De-politicizes airport operations and insulates airport

from broader public policies.

Provides flexibility to structure and tailor debt to meet

infrastructure needs, including potential to tap foreign

markets for financing.

6.4.3 Disadvantages

Disadvantages cited regarding full privatization include:

Involves significant time, effort, and out-of-pocket expense to
undertake (for both the public and private sector). Therefore,
an airport owner seeking to privatize its airport(s) needs to
give careful consideration to the design of the privatization
transaction process. Failure to meet the requirements of
potential investors could lead to a lack of willingness on
the part of investors to participate in the bidding process.

Involves loss of control by policy makers such as long-term
policy decisions, influencing the award of contracts, and

hiring decisions. Losing control over airport assets can be
a vexing decision for policy makers. In addition, there is
not always consensus among policy makers on the merits
of privatizing their airport.

Requires multiple layers of approvals (federal, state, local,
tenants, and employees).

Can be constrained by existence of airline use and lease
agreements.

Involves limitations on aeronautical rate increases and
requires airline approval to take money out of the aviation
system, which can be difficult to obtain and can reduce
the value of the transaction. The airlines often also ask for
capital investment commitments.

Some U.S. airport managers feel that the requirement
for 65% airline approval puts the airlines back in control
of airports because their approval is needed for the air-
port owner to monetize the airport. Private airport oper-
ators feel that the APPP is an “utter failure.” For example,
the unusually restrictive rules under the APPP give air-
lines an “effective veto” over privatization. Moreover, they
expressed concern that the airlines got a “sweetheart deal”
at Midway, which will serve as the baseline for all future
privatization transactions.

On the other hand, some airlines see merits in the idea
of stable and predictable landing fees and rental rates that
could come under privatized airports. In fact, as a result of
the concessions made in the proposed Midway transaction,
the airlines have started to be more receptive to potential
long-term leases. It was important to Southwest Airlines
that the Midway deal included price caps and operating
standards. The operator lease included extensive perfor-
mance standards that were negotiated with the city and
Southwest. Southwest also required guarantees that the
airport would be run in a customer service friendly fashion,
with a particular focus on pricing controls—to the great-
est extent possible—with respect to parking, concessions,
etc. Southwest wanted to make sure that concessions and
parking rates, in particular, were competitive with those
at Chicago O’Hare so that use of Midway by passengers
was not cost-prohibitive. The Midway lease also required
that the operator continue to make capital expenditures to
maintain and develop the airport, which was an important
factor for the airlines.

However, some airlines expressed skepticism on whether
the selected Midway operator could have made the Midway
deal work and concern that the deal might have been rene-
gotiated if the operator was failing.

Given the long-term nature of the leases, airlines are
concerned about controlling their costs at airports in the
future. They will endeavor to do this through negotiated
price caps and escalators, and/or through some form of
participation in the concession agreement.
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e Tempts elected officials to want to cash-out value (“bor-
row against the future”) without necessarily appreciating
and understanding the long-term implications to the air-
port enterprise. For example, many U.S. airport managers
believe that the Midway transaction was proposed almost
entirely for the upfront payment. They believe it was not
pursued because of the lack of competence of its manage-
ment team or the inability to finance airport improve-
ments. Airport managers were concerned about the longer
term implications of the transaction on the ability for
Midway to serve the needs of the community.

The airlines noted that it is important to align the inter-
ests of the parties (airport owner, private operator, and air-
lines) more closely. Rather than a large upfront payment,
they think it might be better to structure the transaction
with annual payments whereby all parties benefit if the
airport grows. They reason that a large upfront payment
does not motivate the airport owner beyond the transac-
tion date and leaves all the risk to the operator and airlines.
This in turn motivates the airlines to negotiate a cap on
rate increases to mitigate their risk in the transaction.
Involves higher financing costs (for private capital) than
public tax-exempt debt.

Usually full privatization transactions are financed by a
mix of equity, bank debt, and bond debt. Although private
operators can optimize the capital structure in a prudent
manner, they universally agree that the tax-favored status
in the United States (which was cited as worth as much or
more than 200 basis points) is a significant deterrent to full
privatization. In addition, bank loans have shorter amor-
tization periods than tax-exempt bonds, which increases
the refinancing risk. Therefore, it is vital to time capital
expenditures correctly and not overbuild facilities.

Lenders (banks) have become more selective when it
comes to identifying investment opportunities. They tend
to focus on (1) leverage, senior lien, and refinancing risk,
(2) cash flow stability, and (3) security (i.e., in the case of
default, lenders need recourse to assets to offset the debt).

Investors (private equity funds, infrastructure funds,
and pension funds) are concerned about risk and return,
control, and transaction process. Investors determine the
rate of return that they will require in exchange for expo-
sure to these risks, which tends to vary among the three
categories of investors.

Regarding equity, the airlines are concerned that private
entities need to earn a return on their investment in addi-
tion to higher borrowing costs from their lack of access to
tax-exempt debt and grants (outside the APPP). As interest
rates increase in the future, the spread between taxable and
tax-exempt debt will likely increase. They are concerned
that savings from more efficient operations and enhanced
non-aeronautical revenues may not be large enough to
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recover the operator’s higher cost of capital except at air-
ports that are run inefficiently and/or have high social
policies.

However, private airport operators were dismissive of
those who cite privatization as likely to lead to increased
costs to air carriers. They believe it is in the interest of the
airline and the private operator to keep costs low. Also,
under federal regulations, aeronautical rates are subject
to the reasonableness and unjust discrimination stan-
dards imposed by the grant assurances. In fact, around the
world, private airport operators face a variety of national
regulations covering aeronautical rate-setting (e.g.,
approval by regulators, standards legislated consistent
with International Civil Aviation Organization (ICAO)
principles, and airport-airline dispute resolution mecha-
nisms) and they still manage to earn a profit.

Private airport operators were also dismissive of claims
that they cannot compensate for their profits through cost
reductions. They believe they can realize significant sav-
ings over public airport operators by not being bound by
public procurement and management procedures. Part of
those savings can be used to hire more qualified staff, even
if they have to pay their staff more. The operators invest
in-highly qualified people and use their expertise to drive
down the costs to operate the airport while keeping capital
expenditures in check.

Could involve buyouts and compensation for existing
public workers.

Labor will strongly oppose any privatization measures
that abrogate union contracts, contract out existing airport
employees’ work, or reduce wages and benefits. Under the
APPP, airport owners are not permitted to abrogate col-
lective bargaining agreements covering airport employees.

In the Midway transaction, the city of Chicago secured
the support of unions by ensuring that current employees
would be offered jobs with similar pay and benefits in the
lease with the operator or in another department within
the city. The city’s commitment to use the lease proceeds
to fund pensions and city infrastructure also helped win
union support for the transaction.

In the Stewart transaction, the state required the opera-
tor to retain the State Troopers for airport security protec-
tion to avoid labor issues. In Midway and Morristown, the
cities retained the responsibility for providing police and
fire protection.

Can involve implementation risk in the event the bidder
desires to get out of the transaction. As shown in the Stewart
case study, the airport owner reserved the right to approve
any assignment of the lease and prohibited the operator
from selling the lease for a period of five years.

Can involve loss of control of the airport by the airport
owner. However, the airport owner can include performance
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standards in the lease, which can be fixed for the duration
of the long-term contract.

Affords limited opportunities because many of the largest
U.S. airports already operate like commercial enterprises
and few of the smaller airports have strong commercial
potential.

As noted earlier, the airlines contend that some airports
are better candidates than others for full privatization.
They believe the “practicality for privatization” depends
on the factual circumstances for the airport.

May result in a renegotiation of the contract due to chang-
ing market conditions, which are next to impossible to
foresee, because of the long-term nature of these leases
(50-99 years).

Creates long-term risk and responsibility for the airport
owner to continue to oversee the performance of the
privatized operator and may also require the airport owner
to be ready to operate the airport, if needed, in the event of
default or bankruptcy.

Can expose the airport owner to political, legal, opera-
tional, and financial risk if the transaction is not consum-
mated or if the private entity incurs financial difficulties.
Uncertain effects on tort liability for acts of terrorism, air-
craft accidents, etc., particularly since the private opera-
tor would not likely be entitled to the same sovereign legal
immunities as a public entity.

Runs the risk that tenants and users may perceive pricing to
be unfair because the private operator will likely offer mar-
ket pricing even though aeronautical charges will be subject
to fee reasonableness requirements and under the APPP to
air carrier consent for fee increases greater than inflation.
If tenants and users are accustomed to low and subsidized
costs they may not respond well to market prices, particu-
larly if they are not introduced in an incremental manner.
Presents potential for controversy in the event of foreign
ownership. In addition, it is possible that the sale or lease
of an airport to a private operator that is a foreign entity
may be subject to investigation by the CFIUS. For example,
the sale of port management businesses in six major U.S.
seaports to a state-owned company based in the United
Arab Emirates (DP World) in 2006, created a controversy
by political figures in the United States who feared the sale
would compromise U.S. port security even though the sale
was approved by the CFIUS.

Gives airport owner less control over customer service stan-
dards and airport pricing although performance standards
can and should be included in the lease.

For example, passengers are primarily concerned with the
prices and the quality of service. Prices include airline fares,
purchases from airport concessions (e.g., food/beverage,
merchandise, services), and the cost to use airport facilities
such as parking, rental cars, taxis, WiFj, etc. For example, if

airline costs increase as a result of a change in operation,
the airlines could increase their ticket prices and/or cut
back or eliminate flights in response.

On the other hand, private airport operators believe
consumer concerns about increased parking rates and con-
cession pricing are a fallacy. Private developers have dem-
onstrated a serious commitment to street pricing as being
integral to their business model (e.g. Westfield, Market-
place, and AIRMALL® at their U.S. concession operations).
They believe private operators need to be competitive with
off-airport parking lots and other modes of transportation,
and through better management, their prices do not have
to be higher to achieve more net revenue.

In addition, as noted above, performance standards can
and should be included in the lease.

e May involve less consideration of local policy issues, envi-
ronmental impacts, and community interests in favor of
shareholder and investor interests. Unlike private enti-
ties, public entities do not report to shareholders and are
bound to a different bottom-line.

e May receive less local support if the public owner cannot
take money out of the aviation system.

e Provides less access to federal grants.

6.4.4 Complexity, Risk, and Other
Implementation Issues

Entering into a long-term lease or sale involves the most
complexity and risk for an airport owner as demonstrated
in the Chicago Midway transaction where the city spent
over three years and roughly $13 million for costs associated
with the privatization process only for the transaction to fail
due to the collapse of the debt and equity markets. (The city
received a $126 million breakup fee from the winning bid-
der and was able to reimburse itself for all its out-of-pocket
expenses and still have $113 million left over for other gen-
eral fund uses because the fee was considered to be liquidated
damages and not airport revenue.)

Asnoted in the Midway case study, going through the APPP
can be a lengthy, complex, time-consuming, and expensive
process. The rewards could be big, but success is not guaran-
teed. Full airport privatization in the United States is far more
complicated than privatizing toll roads or parking facilities
given the highly regulated environment, a more diversified
mix of revenue generating assets, complexities involved in
operating an airport, the pace of technological changes affect-
ing airports, and the multiple approvals needed, including:

e FAA (for various approvals)

e TSA (for the airport security plan)

e CFIUS (if CFIUS regulations apply in the context of the sale
or lease of the airport to a private operator that is a foreign
entity)
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e Labor (in particular collective bargaining agreements)

e Airlines (if revenue is to be used for non-airport purposes)

¢ Local requirements (e.g., city council)

e State legislation (if existing state law would preclude the
transaction and/or if seeking exemption from property
taxes)

Therefore, it is important to estimate the expected net pro-
ceeds early in the process to know if the transaction can yield
positive benefits.

Other issues involved in transferring the control of an air-
port (by lease or sale) to the private sector include:

¢ Ensuring that the public interest in the airport and its ser-
vices is protected.

¢ Ensuring that private sector returns do not overly burden
user non-aeronautical fees.”® Indeed, privatization gener-
ates concerns about profit-taking from an asset that is tra-
ditionally viewed as a nonprofit governmental function.

Successful implementation of full privatization models
also requires that there be a committed political leader to
champion it.*

Bankruptcy also is an important consideration. In evaluat-
ing the opportunities for and barriers to airport privatization
prior to the APPP, the U.S. General Accounting Office found
that the Bankruptcy Code may limit a local government’s
ability to terminate a lease or management contract or substi-
tute a new operator in the event of bankruptcy, and also may
enable the private operator under bankruptcy protection to
reject the lease or management agreement.®!

Congress partly addressed this risk by requiring, as a con-
dition of approval under the APPP, that the applicant dem-
onstrate that airport operations would not be interrupted in
the event that the private operator seeks bankruptcy protec-
tion.®? Applicants have argued, and FAA has accepted, that,
as a measure of last resort, the public entity could retake pos-
session of the airport in the exercise of its police or regulatory

Regarding aeronautical user fees under the APPP, statutory provi-
sions, grant assurances, and the FAA’s Record of Decision would
govern the return on investment permitted by the airport operator.
Outside the APPP, grant assurances govern the reasonableness of air-
port-airline fees.

Laurence E. Gesell, Ph.D., A.A.E. Arizona State University, Airport
Privatization and the Reluctance of U.S. Airports to Adapt, September
15, 2007.

“GAO, Privatization: Lessons Learned by State and Local Governments,
GAO/GGD-97, March 1997.

81GAO, Airport Privatization: Issues Related to the Sale or Lease of U.S.
Commercial Airports, November 7, 1996.

0249 USC § 47134(c)(2).
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powers.® This is because, while the filing of a petition under
the Bankruptcy Code triggers an automatic stay of most judi-
cial and administrative proceedings, certain actions in fur-
therance of a public entity’s police and regulatory power are
not subject to this bar.®

As a legal and practical matter, the sale, lease or conces-
sion agreement explicitly will address remedies in the event
of bankruptcy. As reflected in examples of privatized assets
other than airports, it may be the case that a private operator
is fully capable of continuing to operate the facility while in
the process of reorganization under the Bankruptcy Code.
Nevertheless, bankruptcy plainly adds complexity and some
measure of risk to the long-term lease or sale of an airport.

It is also more difficult to offer tax-exempt financing to
bidders for long-term leases, which is a way to substantially
lower the amount of financing needed by private investors
(as frequently employed in developer financings). This is
because in order to qualify for the federal tax exemption, the
asset must be governmentally owned, which means the term
of the lease cannot be greater than 80% of the useful life of the
asset. In addition, under IRS regulations, tax-exempt bonds
cannot be used to acquire existing assets unless at least 15%
of the proceeds are used for rehabilitation expenditures for
buildings associated with the property.®

As noted earlier, direct and indirect federal controls dra-
matically affect the incentives and opportunities for privatiz-
ing public-use airports. For example:

e The sale or lease of an airport to a private operator, within
or outside of the APPP, requires FAA approval.

¢ For privatization outside the APPP, the FAA requires that
private operators agree to assume responsibility for the grant
assurances, Surplus Property Act deed restrictions, and other
federal obligations. The FAA has not indicated what other
conditions might apply to privatization outside of the APPP.

e For privatization within or outside the APPP, the private
operator will be responsible for compliance with the grant
assurances, at least for so long as the grant assurances
might otherwise remain applicable. Also, the FAA may
require that the public airport operator in either circum-
stance concurrently maintain responsibility for certain
grant assurances.

e In 2009, the FAA clarified that public airport operators
privatizing outside the APPP will not have to reinvest or
repay prior federal grants so long as the airport continues
to be made available for public use.

©See FAA, Record of Decision for the Participation of Stewart Interna-
tional Airport, Newburgh, New York; In the Airport Privatization Pilot
Program at 21 (2001).

6411 USC § 362(b)(4).

026 USC 147—Sec. 147. Other requirements applicable to certain pri-
vate activity bonds.
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Table 6.4. Summary of incentives/disincentives to partial and full privatization.

Issue Partial Privatization

Full Privatization

FAA Approval

May or may not be needed, depending
on structure and terms

Necessary and can deter

Revenue Use Not a barrier

Requires express exemption

Grant Eligibility

Public entity remains sponsor and

Entitlements only available

eligible through APPP; lower discretionary
federal share for airports in APPP
Grant Repayment n.a. May not be required if remains an

airport

Control over

Aeronautical Activities standards

Subject to grant assurances and AHTA

Under APPP, subject to caps,
grant assurances, and AHTA
reasonableness standard
Outside APPP subject to grant
assurances

Control over Non-
aeronautical Activities

Viable revenue source resulting from
flexibility to control rates

Viable revenue source resulting
from flexibility to control rates

e The APPP permits U.S.DOT to grant an exemption from
the prohibition on revenue diversion “to the extent nec-
essary to permit the purchaser or lessee to earn compen-
sation from the operations of the airport.” FAA guidance
indicates that a private operator acting outside of the APPP
would be subject to all of the grant assurances, presumably
including the prohibition on revenue diversion. However,
the FAA has acknowledged that a private operator may
have a limited right to recover its initial investment and
earn some measure of compensation for managing the
airport.

Table 6.4 presents a summary of the legal incentives and
disincentives under partial and full privatization.

Airports participating in the APPP must also satisfy nine
conditions prescribed by Section 47134 (as described earlier).

The sale of U.S. public airports is very uncommon, pri-
marily due to the federal restrictions. Under the APPP, only
general aviation airports can be sold.

6.5 Frequently Asked Questions
About Full Privatization

The following is a short summary—in the form of ques-
tions and answers—concerning the principal legal issues pre-
sented by full airport privatization within and outside of the
APPP. The underlying source material (statutes, regulations,
guidance, etc.) is provided in Appendix D.2.

Is FAA approval required for sale or lease to a private operator?
Yes. The sale or lease of an airport to a private operator,
within or outside of the APPP, requires FAA approval.

What conditions apply to FAA’s consideration of a request to
sell or lease an airport to a private operator?

Airports participating in the APPP must satisfy nine condi-
tions prescribed by Section 47134. For privatization outside

the APPP, the FAA requires that private operators agree to
assume responsibility for the grant assurances, Surplus Prop-
erty Act deed restrictions and other federal obligations. The
FAA has notindicated what other conditions might apply to
privatization outside of the APPP.

Is the public airport owner or the private operator respon-
sible for-compliance with the grant assurances upon transfer?

For privatization within or outside the APPP, the private
operator will be responsible for compliance with the grant
assurances, at least for so long as the grant assurances might
otherwise remain applicable. Also, FAA may require that the
public airport operator in either circumstance concurrently
maintain responsibility for certain grant assurances.

Will sale or lease proceeds constitute “airport revenue”?

Yes. Sale or lease proceeds to any private operator will
constitute airport revenue. However, an applicant under the
APPP can request an exemption permitting the public air-
port operator to use sale or lease proceeds for non-airport
purposes (see next question).

What restrictions apply to a public airport owner’s use of sale
or lease proceeds?

Under the APPP, the Secretary may grant an exemption
permitting the public airport owner to use sale or lease pro-
ceeds for non-airport purposes upon approval by 65% of air
carriers, by number and landed weight, at a primary airport,
and upon consultation with 65% of based aircraft at all other
airports. If the applicant does not seek or obtain consent or
conduct the required consultation, and for airports privatiz-
ing outside the APPP, the public airport owner is required to
use sale or lease proceeds for airport purposes.

Is a public airport owner required to reinvest or repay the
federal government when selling or leasing property acquired
with “federal assistance”?
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Maybe. Section 47134 explicitly permits U.S.DOT to
excuse any reinvestment or repayment obligation. In 2009,
the FAA clarified that public airport operators privatizing
outside the APPP will not have to reinvest or repay prior
grants so long as the airport continues to be made available
for public use.

Is a public airport owner permitted to use sale or lease pro-
ceeds to repay the General Fund for prior contributions to the
airport?

Yes. Whether or not privatizing under the APPP and
whether or not a public airport operator receives approval
by air carriers, the public airport operator can repay loans
made by the sponsoring government within the preceding
six years. The public airport operator likely can also repay
loans made by a sponsoring government pursuant to writ-
ten obligations, whether or not issued within the preceding
six years.

What restrictions apply to a private operator’s use of revenue
generated from the airport?

Section 47134 permits U.S.DOT to grant an exemption
from the prohibition on revenue diversion “to the extent nec-
essary to permit the purchaser or lessee to earn compensation
from the operations of the airport.” FAA guidance indicates
that a private operator acting outside of the APPP would be
subject to all of the grant assurances, presumably including
the prohibition on revenue diversion. However, the FAA has
acknowledged that a private operator may have a limited
right to recover its initial investment and earn some measure
of compensation for managing the airport.

What restrictions apply to a private operator’s.imposition of
rates and charges?

Section 47134 limits increases in fees imposed on air car-
riers to the rate of inflation without approval by 65% of air
carriers (by number and landed weight), and limits the per-
centage increase in fees to General Aviation to the percent-
age increase charged to air carriers. While not subject to the
AHTA’s demand that rates and charges be “reasonable,” a
private operator outside of the APPP would be subject to the
reasonableness and unjust discrimination standards imposed
by the grant assurances.

Is a private operator eligible for apportionment from the AIP
Entitlement Fund?

Section 47134 explicitly authorizes a private operator to
receive an apportionment from the Entitlement Fund. Pri-
vate operators acting outside the APPP are not eligible for an
apportionment.

Is a private operator eligible for grants from the AIP Discre-
tionary Fund?
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Yes. Section 47109 provides that the federal share for dis-
cretionary grants for airports privatized under the APPP shall
be 70%. Private operators outside the APPP may be eligible
for discretionary grants if the airport is a reliever airport or
receives 2,500 annual passenger boardings.

Is a private operator authorized to impose a Passenger Facil-
ity Charge?

Section 47134 explicitly authorizes a private operator to
impose a Passenger Facility Charge. While private operators
acting outside the APPP technically are not eligible to impose
a Passenger Facility Charge, private operators may impose
charges on enplaning passengers.

Is a private operator required to separately obtain an Airport
Operating Certificate?

Yes. A private operator, within or outside the APPP, is
required to request, secure and maintain an Airport Oper-
ating Certificate if the aeronautical activity at the airport
demands a certificate.

Is a private operator required to maintain an Airport Secu-
rity Program?

Yes. A private operator, within or outside the APPP, is
required to maintain an Airport Security Program, depend-
ing on the nature and type of commercial passenger service.

Is the public airport owner or the private operator obligated
to provide law enforcement at the airport upon transfer?

A private airport operator, within or outside the APPP,
must provide law enforcement personnel or ensure that law
enforcement personnel are available to respond to an inci-
dent, depending on the type of Airport Security Program in
place at the airport.

6.6 Relevance and Lessons Learned
From International Airport
Privatization and Non-Airport
Privatization in the U.S.
Transport Sector

As noted above, unlike in the United States, international
airport privatization often means the full or partial trans-
fer of airport ownership from the public sector to the pri-
vate sector through very long-term leases or concessions, an
outright sale, or IPOs (i.e., full privatization). This transfer of
control and/or ownership is often accompanied by require-
ments to improve the airport’s infrastructure and service
levels and provide new capacity to keep pace with demand
under a regulatory framework for aeronautical charges.
Similarly, most of the non-airport transport examples entail
long-term concessions or leases of the entire asset (i.e., also
full privatization).
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While there is a significant body of information to be
learned from these experiences (as can be found in Appen-
dices C and D), not much of it is transferable to the U.S. air-
port sector given the unique regulatory, finance, and legal
framework in the United States as described earlier.

Some of the themes and lessons learned of relevance to
U.S. airport transactions include:

1. Long-term concessions may have the advantage of enabling
the owner to participate in the continuing success of the
airport through securing returns from rental payments
or performance-related payments. This may have par-
ticular advantages for some sorts of privatizations where
buyers would be unwilling or unable to make high upfront
payments.

2. The success of these deals (ranging from 30 to 99 years)
cannot be determined in the short term. Also, the length
of a concession needs to be considered carefully. In par-
ticular, longer terms raise more upfront money, but do not
necessarily deliver overall best value for money. To date
the term of long-term leases or concessions for “brown-
field” surface transport assets has been driven, at least in
part, by accounting treatment and tax exposure, and the
same rules apply to airports where the useful life of exist-
ing terminals can be 30—40 years. This suggests a 50-year
term should be adequate for depreciation treatment on
airport deals, and depending on the age of the airport,
possibly less. In the case of the Chicago Skyway, the bridge
had major components with a long useful life of 75 or
more years, which led to the 99-year term and the city
of Chicago seemed comfortable carrying the 99-year term
over to Midway to maximize the upfront payment, but
this term does not appear to have been driven by tax or
accounting considerations. However, while a longer term
does raise more upfront money, it should be remembered
that it does not necessarily deliver overall best value for
money.

3. Although funding constraints may be a key factor in mov-
ing a public sector body to consider privatization, value
for money must be the main rationale. For example, the
adoption of 63-20 financing® may have appeared to offer
a low-cost funding solution, but the resultant misalign-
ment of risk and reward did not always deliver value for
money. Further, award criteria should not simply focus on
price and, as value for money in its widest sense should be

63-20 financing refers to the issuance of tax-exempt bonds by non-
profit entities to finance tangible public assets pursuant to IRS revenue
ruling 63-20 of 1963, typically under long-term leases. For example,
the 63-20 financing structure has been used to build hospitals, toll
roads/bridges, university buildings, city halls, water and sewage facili-
ties, hotels, and convention centers.

the objective, the inclusion of other considerations, such
as environmental benefits, is both possible and beneficial.
For airports, the consideration of wider economic and
environmental benefits, and their inclusion within award
criteria, is highly relevant.

. Similarly, in measuring the success of a transaction, while

the amount of the money received is an important con-
sideration, it should not be the only criteria. It is also
important to consider the investments made by the pri-
vate entity in infrastructure, the level of service provided,
the pricing of services to the public, the degree of environ-
mental stewardship, and employee satisfaction. Airports,
like all transportation infrastructure, do not operate in
isolation, and have the same duties of care to stakeholders
as other businesses. As such they must learn to balance
simple monetary gains against these other wider consid-
erations when considering privatization options.

. The letting of concessions delivers a stable financial envi-

ronment to address maintenance needs of economically
critical infrastructure, and this appears to remain true
even if the project finances fail. Indeed, many have argued
that, even when projects failed financially, it should always
be remembered that much needed essential economic infra-
structure was delivered when it was needed, and often
decades ahead of when it would have been delivered using
traditional funding approaches. However, to ensure full
public support, the public sponsor also needs a clearly
articulated plan for how any additional proceeds raised
by the public sector are to be invested, especially when
revenues are being raised from one sector (such as an air-
port) to finance another (such as highways or other social
facilities).

. The early years of a concession are the most vulnerable

and the public sector has an important role to play in miti-
gating risk in these early years. The public sector must also
appreciate the expectations of the market and deliver a
transparent and timely procurement process. Valuing and
then correctly allocating risk is central to delivering value
for money for the public sector and, hopefully, ensuring a
successful outcome for all the parties involved. In recent
years, the aviation industry has experienced volatile mar-
ket demand and conditions, usually as a consequence of
events beyond the industry’s control. Airport owners need
to consider whether some form of government involve-
ment whether to mitigate market risk, help provide some
degree of credit enhancement, or defer rental payments in
the critical early years of a concession delivers better value
for money. In fact, as noted in the JFKIAT case study, the
Port Authority of New York and New Jersey had to step
up and provide completion financing in the context of the
2001 recession and the September 11th terrorist attacks.
Also, Massport had to assist Delta in its bankruptcy
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reorganization efforts for Terminal A at Boston Logan
Airport to avoid the potential for costly litigation. This is
a new form of cooperation in response to market failures
of previous toll roads and other privatized assets.

. For strategic transportation projects, the role of the pri-
vate sector is seen as one of delivery, not of definition or
specification. A solicited approach to privatization pro-
curements allows the public sponsor to maintain control
of project identification (and therefore the overall strategy
for the project and sector) while ensuring the private sec-
tor is focused on the areas where it can best deliver value
for money, namely, delivery of the service required.
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8. Although projects may appear to be similar, all have

unique features, and these must be understood when
developing the term and nature of the deal between the
public and private sectors. Also, even the most technically
complex project can be procured through privatization
techniques. However, the involvement of the private sec-
tor cannot fundamentally change the nature of a project.
For example, a project that needs a significant subsidy if
procured by traditional means will still need a subsidy if
procured as a privatization. In addition, even infrastruc-
ture of regional or national importance can, in principle,
be procured through privatization techniques.
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CHAPTER 7

Other Examples

Some forms of private sector involvement do not fit into
the generic models discussed earlier, but are worthy of men-
tion and are described here.

7.1 Green-Field Private
Airport Development

As indicated earlier, the direct and indirect federal con-
trols on airports are largely the result of federal financial
assistance to the airport. The legal structure applicable to
an airport developed on a green-field site by a private entity
without federal financial assistance is dramatically different.
The private developer/operator would not be constrained by
the grant assurances, statutory requirements applicable only
to public entities (e.g., the Anti-Head Tax Act or AHTA),
and statutory requirements applicable to entities that have
received federal assistance at some point in the past (e.g., the
statutory prohibition on revenue diversion found at 49 U.S.C.
§47133).

Further, while it is possible that a private airport developer/
operator would be deemed a “state actor” responsible for
guaranteeing the rights and protections afforded by the U.S.
Constitution (e.g., on the basis that operating a public-use air-
portis a public function), private airport developers/operators
are less likely to be deemed bound by the U.S. Constitution.
If subject to the Constitution, a private airport developer/
operator’s rates and charges likely would need to satisfy the
rather favorable standard applied to public airport owners
prior to the enactment of the AHTA.®

Freed from these constraints, a private developer/operator
could, for example, do the following:

See Evansville-Vanderburgh Airport Auth. v. Delta Airlines, 405 U.S.
707 (1972) (The U.S. Supreme Court held that a fee is constitutional
if it (1) is based on some fair approximation of the use or privilege,
(2) does not discriminate against interstate commerce, and (3) is not
excessive in comparison with the benefit conferred.).

1. Impose user fees directly on passengers, likely subject to
constitutional limits.®

2. Permit only certain air carriers to serve the airport.

3. Divert revenue from the airport.

At the same time, a private developer/operator would not
enjoy several of the benefits and protections afforded govern-
ment entities. In particular, the private developer/operator
would nof (1) be able to issue tax-exempt debt, (2) be eli-
gible for state constitutional and statutory exemptions from
property taxation, and (3) enjoy state action immunity from
liability under the federal anti-trust statutes.

There have been a few examples of private airport devel-
opment of airports, most of which have been for general
aviation airports.

7.1.1 New General Aviation Airport

There are numerous examples of privately developed general
aviation airports in the United States. For example, Houston
Executive Airport was built with private funds by WCF, LLC,
which was founded by a Houston-area pilot and business
executive. The airport is located 28 nautical miles west of the
central business district of Houston, comprises 1,280 acres,
has a 6,610-foot runway, and offers aircraft hangars and
business aviation terminal facilities. The airport is designed
for the business aviation community and general aviation
pilots (not for commercial Part 121 carriers) as an alternative
to the area’s more crowded commercial service air carrier

%In considering the legality of an “airport facility charge” imposed by
the private operator of the Branson Airport, DOT found that neither
the AHTA nor the PFC statute applied, since the airport operator was
not a public entity, but reserved judgment on whether the “reason-
ableness” requirement of 49 U.S.C. § 47129 applies to a private airport
operator. Letter from S. Podberesky, DOT, to G. Wicks re: Branson
Airport’s Airport Facility Charge Request (Jan. 16, 2009).
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airports. Construction started in November 2005 and the air-
port opened in January 2007.

7.1.2 New Passenger Commercial
Service Airport

Branson Airport is the only privately owned commercial pas-
senger airport in the United States. It was built as a new airport
on a green-field site by private investors to be operated as a for-
profit business without the aid of federal or state grants. The
airport opened in May 2009 with a 7,140-foot runway capable
of handling 737s and 757s, a modest 40,000-square-foot ter-
minal with four ramp loading gates, a contractor-operated
control tower, and extensive general aviation facilities to serve
the popular country-western music and entertainment tour-
ist destination of Branson, Missouri. Prior to its opening, the
nearest airport with scheduled service to Branson was 52 miles
away (in Springfield) and offered virtually no service by low-
cost carriers.

A group of entrepreneurs created Branson Airport LLC,
acquired a parcel of land in Branson, received airspace approv-
als from the FAA, negotiated a 30-year agreement with the City
of Branson to pay the airport $8.24 for each arriving visitor
(with an annual cap of $2 million), and raised $27 million in
equity and $111 million in tax-exempt revenue bonds to pay
for the airport development. The $8.24 per arriving passenger
represents a subsidy from the city’s general fund for the pri-
vate airport. Branson Airport LLC retained Aviation Facilities
Company, Inc. (AFCO) to oversee construction of the airport.

Because Branson Airport LLC did not accept federal AIP
grants for the airport, it is not constrained by FAA grant
assurances. As a result, Branson Airport LLC has been able
to offer airlines exclusive rights to provide .commercial ser-
vice from specific cities to the airport. In return, the airlines
are required to offer low fares that are negotiated between
Branson Airport LLC and the individual airlines. For example,
Branson Airport LLC signed up AirTran for exclusive service
to Atlanta and Milwaukee as well as Sun Country for service
to Minneapolis-St. Paul and Dallas. Branson LLC and its affili-
ated travel agency also started a scheduled charter service with
ticket prices they determine in consultation with the airports at
the other end of the routes. In addition, Branson Airport LLC
signed an exclusive rental car agreement with Enterprise Rent-
A-Car, which is unusual in the airport industry.

However, although Branson Airport LLC may assess an air-
port facility charge on passengers using the airport, air carriers
are not permitted to separately list an airport-assessed airport
facility charge from their advertised fares for air transporta-
tion to and from the airport (a PFC, in contrast, is separately
listed from the base ticket price). According to the U.S.DOT,

“FAA Airport Master (Form 5010 PDF), July 31, 2008; and Houston
Executive Airport, official website.
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because the company will be operating the airport as a private
entity, the airport facility charge is not a government-imposed
charge and may not be advertised separately from the fare for
air transportation in compliance with the U.S.DOT’s full fare
advertising rule set forth in 14 CFR 399.84 and its more than
20 years of enforcement case precedent.

Since its opening, which was one month before the end
of the longest recession in U.S. postwar history, Branson
Airport LLC has struggled to meet traffic projections. In 2010,
Branson Airport LLC (1) suffered a $2.2 million operating loss
for the first six months of the year, (2) had to dip into reserves
to cover its July 1, 2010 debt service payment, (3) reached
an agreement with the city to make its payments directly to
a nonprofit transportation district instead of the airport to
forward to the trustee for debt service, and (4) needed the
investor group behind the airport to pump in an additional
$22 million to support operations.” After falling into a techni-
cal default on its bonds in January 2011, Branson Airport LLC
entered into a forbearance and funding agreement with the
bondholder’s trustee, which staves off enforcement actions
(until June 30, 2012) to give the airport time for services and
revenues to “become sufficient to meet all operating and debt
service costs,” allowing the company to “stabilize its business.””!
On the basis of projections in the bond offering statement, the
company believed 180,000 travelers would use the airport in
2009 rising to 275,000 in 2010. However, in 2010 the airport
served only 92,000 passengers.

7.2 Examples of
‘Reverse’ Privatization

There are also examples where (1) certain functions that
were privatized have reverted back to public control or own-
ership and (2) public airport owners provide services to the
private sector. As noted above, Stewart International Airport,
which was privatized under the APPP in 2000, reverted back
to public ownership in 2007 when National Express sold its
interest in the airport to the Port Authority of New York and
New Jersey. Also mentioned earlier both Indianapolis and
Harrisburg reverted back to public management of their air-
ports after a number of years of private operation by BAA.
Other examples are described here.

7.2.1 In-sourcing Services

Clark County, the owner and operator of Las Vegas
McCarran International Airport, has been replacing private
contractors with county workers by in-sourcing a number

"°Yvette Shields, Branson Hits Turbulence, The Bond Buyer, August 4,
2010.

"Yvette Shields, Branson Airport Gets Forbearance, The Bond Buyer,
May 11, 2011.
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of functions. In the early 1990s, the county took over the
responsibility for cleaning of all leased areas in public view,
including the baggage claim area, the gate holdrooms, and
the area in front of the ticket counters, from the airlines. The
county did this because the service provided by the airline
contractors was not performed to an acceptable standard
for the airport. This function was added to the county’s
in-house custodial staff resulting in an increase of approxi-
mately 100 custodial staff to cover existing and new space
added over time. The county believes that while its cost for
performing this work is higher than what the airlines were
spending, the standard of cleanliness is much greater than it
was when the airlines performed this function.

In 1990, all of the baggage handling systems were owned,
maintained, and operated by the airlines with the exception of
the baggage claim system, which the county owned and main-
tained. As the airport transitioned to a common use opera-
tion, it started to bring this function in-house. The county
started assuming control over certain ticket counter and bag
make-up areas as those areas became true common use facili-
ties. When the county installed its in-line baggage screening
system, it had to replace most of the baggage handling sys-
tems, which was done as one integrated project. At the end of
the project, the county owned all of the baggage handling sys-
tems (except for the one used by Southwest Airlines, which it
subsequently bought) and now owns and maintains all of the
baggage handling systems at the airport. Maintenance of the
baggage system is performed in-house. Initially, the county
maintained part of the system with in-house staff and part
with an outside contractor (split roughly 50/50), but found
that the part that was maintained in-house was better main-
tained than the portion maintained by the outside contract for
the same or slightly less cost. As a result, the county brought
all of the maintenance in-house.

In the early 1990s, the airlines owned most of the jetways
at the airport. The airport standard at that time was for air-
lines to provide and maintain jetways for their leased gates.
After an incident where the county encountered difficulty
relocating one airline to another terminal due to its owner-
ship of the jetways, it was decided that the county should own
all the jetways to avoid these constraints as it sought to maxi-
mize the utilization of the terminals. This was accomplished
over time as new gates were added and as the county bought
airline jetways on existing gates. The county now owns and
maintains in-house all of the jetways at the airport.

7.2.2 Public Airport Providing Private
Contract Services

The Allegheny County Airport Authority, which operates
Pittsburgh International Airport, provides an interesting
example of a public owner providing a private function to

a private company. In September 2009, the airport author-
ity entered into an agreement with JBT Aerotech (an air-
port ground support equipment and services company)
to renovate jetways for JBT Aerotech’s customers east of
the Mississippi River. The airport hopes to generate up to
$500,000 from this service contract.”? After US Airways de-
hubbed its Pittsburgh operations, the authority had less
equipment to maintain for the airport and creatively rede-
ployed its maintenance staff initially by refurbishing and sell-
ing excess jetways and by contracting out its trained staff to
JBT Aerotech.

7.2.3 International Airport
Privatization Services

The Houston Airport System manages three airports
(George Bush Intercontinental, William P. Hobby, and
Ellington Airport) and leverages its planning, development,
and operating experience from these airports to provide
airport professional services in the international arena. The
Houston Airport System participates in the international mar-
ket for airport privatization and strategic development ser-
vices throughits HAS Development Corporation (HASDC), a
Texas nonprofit corporation. HASDC participates in bids for
airport concessions globally and markets its expertise for the
operational, commercial, and financial development of air-
ports around the world. For example, HASDC is one of four
partners in Quiport Corp. which developed and manages the
new Quito Airport in Ecuador.

7.2.4 Private Airport Reverting to Public
Ownership and Operation

In January 2010, Deutsche Post DHL announced it would
deed the privately owned Wilmington Air Park in Ohio to
Clinton County Port Authority as a result of DHL’s pullback
from the domestic U.S. market. DHL acquired Wilmington
Air Park when it bought freight carrier Airborne Express,
which owned the airport and used it for its central sorting
hub. DHL had previously sorted packages at the Cincinnati
Northern Kentucky International Airport (CVG), but con-
solidated operations at Wilmington after the acquisition. The
state of Kentucky offered DHL a $1.87 million tax credit to
make CVG its hub, which led DHL to close its Wilmington
Air Park hub. As of August 2010, the future of Wilmington as
an airport is in question. Wilmington Air Park was the former
Clinton County Air Force Base and is equipped with a control
tower and two runways with lengths of 10,701 and 9,000 feet.

72Allegheny Airport Authority to Renovate Jetways for Airports, Pittsburgh
Tribune Review, September 12, 2009.
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Decision Tree Matrix, Evaluation Checklist,

and Process

Each airport owner has different reasons for considering
some form of airport privatization. Therefore, it is important
to put these goals and objectives into context when consider-
ing which solution may be most appropriate under the cir-
cumstances. The primary purpose of this chapter is to help
the reader understand the process and considerations for
identifying and evaluating realistic options for private sector
involvement in airport management, operation, and finance
and when, why, and how to employ the private sector in light
of the airport owner’s objectives.

8.1 Decision Tree Filter and Matrix

The process for considering various forms-of privatization
involves a multi-step process starting with identification of the
owner’s goals and objectives, familiarization with the specific
strategies available, comparison of those goals to those of other
stakeholders, identification of ways to mitigate stakeholder
risks, review of the transaction’s complexity and risk, and valu-
ation of the transaction (Figure 8.1). The key to achieving the
highest probability of success is to be both well-informed and
rigorous about the evaluation process, while accounting for
the diversity of stakeholder views.

Figure 8.2 summarizes the range of privatization models
or families of options.

Table 8.1 provides an overview and guide for selecting a
privatization business model based on an airport owner’s
assessment and prioritization of goals and the level of dif-
ficulty and complexity to implement the strategy.

The further an airport progresses along the privatization
continuum, the more complicated the effort becomes, and
while the stakes get higher, so do the potential rewards.

8.2 Owner’'s Goals and Objectives

In considering which, if any, of the privatization models
are appropriate for a particular airport, the first step would be
to identify the airport owner’s and the community’s specific

goals and/or the problems to be addressed. This would allow
for an initial screening of the alternatives that are best suited to
the situation. As part of this analysis, the airport owner and its
constituents should also consider options available under the
current public model (e.g., transition to an airport authority).

The identification of goals and objectives can derive from
an internal planning exercise, input and direction from
elected and appointed officials, and public outreach. This
process will benefit from rigorous and contemporary air-
port planning, in the form of, for example, an airport master
plan, airport system plan (if applicable), business plan, or
strategic plan.

Asillustrated in Table 8.2, some techniques do not fit certain
goals, in part due to the strictures of federal law and policy.

There are numerous issues that may arise in attempting
to align the airport owner’s objectives with the privatiza-
tion models. For example, if the primary objective is for the
public owner to extract a lump sum cash payment, the only
model that could meet that goal would be privatizing under
the APPP, with airline approval at primary airports. In this case
the term of the lease is an important consideration because the
longer the term, the higher the potential payment. If the pri-
mary objective is to reduce airport debt, this could be achieved
by full privatization under the APPP or outside the APPP. At
the other end of the spectrum, if the owner wanted to reduce
costs for its airline tenants while maintaining as much con-
trol as possible, it might consider service contracts.

Under airport-wide management contracts, when acquiring
services on behalf of the public owner, the operator may or may
not be released from public procurement regulations, which is
often a driving motivation in privatization efforts. This should
be determined in advance based on procurement laws. For
example, for the Indianapolis Airport Authority, BAA’s pro-
curement of goods with their own operating funds was not con-
sidered public dollars in the same way as the authority’s funds.

Single-purpose airport authorities are not as likely to be
attracted to full privatization under the APPP because one
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Figure 8.1. Decision tree filter.
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Figure 8.2. Airport privatization continuum.

Table 8.1. Guide for selecting a privatization model.

Factor | Attributes/Issues

Service Contracts

Legal Relatively easy to implement

Regulatory Limited regulatory hurdles

Governance Relatively limited monitoring and compliance (administration, not policy
formulation)

Financial Limited staffing and out-of-pocket expense required by owner

Internal-economic

Potential to reduce costs for tenants and users

External-economic

Limited or no economic development benefits

Commercial

Lower private sector employment and overhead costs

Management Contracts

Legal Limited legal constraints

Regulatory No special conditions required to implement under current laws
Governance Significant monitoring and compliance for owner; relatively easy exit
Financial Limited staffing and out-of-pocket expense required by owner

Internal-economic

Potential to improve financial operations of the airport

External-economic

Limited economic development benefits

Commercial

Relatively small compensation for private operator

Developer/Project Finance and Operation

Legal Complicated-legal constraints to conform to bond indentures

Regulatory Compliance with federal grant assurances and IRS regulations

Governance Limits administrative burden and staffing responsibilities of owner with limited
follow-on monitoring once transaction is complete

Financial Potential to create significant financial improvements via capacity for commercial

enhancements and cost savings; offloads debt and risk to private sector

Internal-economic

Transfers risk exposure to private sector

External-economic

Significant potential for economic development benefits

Commercial

Good opportunity to generate profits for private companies

Long-Term Lease or Sale

Legal Significant legal hurdles, including property tax exemption and labor contracts

Regulatory Most extensive regulatory hurdles (federal, state, local) and potentially airline
approval requirement

Governance Upfront risk; modest amount of ongoing monitoring and compliance; difficult to
exit

Financial Highest out-of-pocket expense to accomplish

Internal-economic

Uncertain outcome

External-economic

Potential for significant economic development benefits; upfront financial benefits
with long-term risks

Commercial

Strong potential to generate profits for private companies
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Table 8.2. Owner’s goals decision tree matrix.

Partial Privatization Full Privatization’
Service Management | Developer | Inside | Outside
Goals and Objectives Contracts Contracts Fmancl.ngl APPP APPP
Operation
Maintain community control of X X
airport operation and
development decisions
Secure operating efficiencies X X X X X
Introduce innovative revenue X X X X X
enhancements
Eliminate airport subsidies X X X X
Reduce airline costs X
Convert underutilized facility X X X X
into economic catalyst
De-politicize airport decisions X X X X
Address identified deficiencies X X X
in airport management
Advance ideological interest in X X X X
private sector participation
Address improper conduct, e.g. X X X
corruption
Access private capital X X X
Accelerate project delivery X X X
Reduce construction costs X X X
Transfer construction risk X X X
Minimize organizational X
disruption
Use sale or lease proceeds for X*
non-airport purposes
Repay airport debt X X

* Only with 65% airline approval at primary airports.

T “Full privatization” includes outright sale and long-term lease. For exam ple, the proposed long-term lease of
Midway would fit in this category. Greenfield private development is not considered privatization.

major appeal for this option is the ability to extract a cash out-
lay to fund other government programs, and there may be little
interest, incentive, or ability for an airport authority to transfer
sale or lease proceeds to a general purpose government.

In general, if the motivation is extracting revenue from the
airport, well run airports are poor candidates for any of the
privatization models because it will be more difficult to extract
cost efficiencies and uncover revenue opportunities from the
future operation. However, they may have available land or
other property that is underutilized that could be developed
by a private operator as a source of additional revenue.

Motivations for private sector involvement for the airport
case studies are summarized in Table 8.3. In many cases, the
objectives reflected a belief that a private sector operator with
airport expertise could achieve the stated goals better than a
public sector operator.

8.3 Stakeholder Views

As public entities, airport owners face competing demands
from various stakeholders that could be affected by a change
in activities that were once performed by government that are

turned over to private entities. It is important to understand
how these key parties perceive the change in operation and
how it might affect their use of the airport.

After an initial screening of the privatization models with
respect to the airport owner’s goals, the next step would be to
consider the perspectives and range of acceptance by major
stakeholders for the models under consideration.

Itis important to remember that stakeholder views depend
upon the unique circumstances for each airport and the
means by which the public owner chooses to implement
privatization. In addition, some stakeholders are more vocal
than others. Communities may need to engage the stake-
holders directly about the opportunities and concerns at
the airport. While the information provided in this chapter
can help guide an airport, it is not a substitute for airport
specific information. Some communities approach this
through consultant studies, blue-ribbon panels, and work-
ing groups. Often the structure of the process can have an
effect on the outcome. So care should be taken to avoid
biasing the process.

The research team surveyed key stakeholder groups to
document their issues and concerns regarding privatization
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Table 8.3. Summary of motivations for private involvement for case study airports.

Airport-wide Management Contract

Indianapolis Airport Authority

= Attract new airline service and encourage economic development by reducing airline costs through
increased nonairline revenues and reduced operating expenses

= Improve customer service and quality

= Increase the expertise and diversity of Airport staff

Developer Financing and Operation

John F. Kennedy International Airport Terminal 4 (JFKIAT)

= Preserve financing capacity for the Port Authority's 5-year capital program

= Minimize construction risk and management oversight

= Reduce operational responsibilities

= Deliver a functional terminal on time and on budget with no additional financing required by the Port
Authority

= Improve operational efficiency and increase terminal capacity by replacing exclusive use
arrangements with common use arrangements and new pricing approaches

= Gain PPP experience for possible deployment to other agency operations

Boston Logan Terminal A

= Introduce private sector participation into airport operations

= Redevelop Terminal A while preserving the Authority's financing capacity for its sizable capital
program

Long-Term Lease Inside the APPP

Stewart International Airport (SWF)

= Leverage the expertise of the private sector to develop the underutilized airport to its fullest potential

= Develop the real estate on the vast site to create jobs and economic development, which was a
priority for the Hudson River Valley due to large industrial concerns laying off workers and closing
plants at the time

= Get out of the business of managing airports

= Introduce private sector participation into airport operations

Chlcago Midway International Airport
Maximize sale proceeds for the city's unfunded pension liability, infrastructure improvements, and
other general fund purposes (primary objective)

= Establish a new framework of rates and charges that provides lower and more predictable rates for
airlines operating at the Airport

= Improve the competitive position, service quality, growth prospects and efficiency of Midway Airport

for the benefit of Chicago residents, airlines, and other users

Ensure that future Airport development is safe, functional, efficient and delivered when necessary

Minimize the City's exposure to residual risks and liabilities from the process

Ensure fair and equitable treatment of existing Airport employees

= Ensure a smooth transition from public to private management in a timely manner

Long-Term Lease/Management Contract Outside the APPP

Morristown Municipal Airport

= Pay off $2 million in airport long-term debt

=  With the aid of federal and state grants, make substantial upgrades to the airport's infrastructure that
was in a state of disarray with the airport's corporate users threatening to leave and the FAA
threatening to close the facility if upgrades were not made to the airport

= Turn the airport into an economic catalyst for the town and the region

and their perspectives on the potential advantages and dis-
advantages. Table 8.4 summarizes the key interests of each
stakeholder group. Appendix G provides a full description
of the perspectives of the key stakeholder groups.

8.4 Complexity, Risk, and Other
Implementation Issues

An important consideration in evaluating potential priva-
tization models is the level of complexity and risk to imple-
ment the action. This is particularly important in the public
sector where officials tend to be risk averse. On a scale rang-
ing from the least complex and risky to most complex and

risky, the privatization models generally can be ranked as
shown in Table 8.5.

A detailed discussion of the logic behind these ratings can
be found in the chapters for each strategy.

The size of the airport (in terms of passengers, aircraft opera-
tions, or revenue) can affect the consideration of the various
private-sector options given the potential savings, revenues,
implementation risk, and costs of the process. Given the high
costs, complexity, and implementation risk associated with full
privatization as well as the regulatory dis-incentives, there
has been much greater experimentation with partial priva-
tization in the United States. Only 82 of the 3,332 public-use
airports in the United States are privately owned, and virtually
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Table 8.4. Key stakeholder interests.

Stakeholder

Key Interests

Policy Makers | = Ensure the airport is developed in a manner that promotes regional economic
development
= Create an operating environment that encourages increased passenger traffic
= Raise money from a sale or lease of the airport to help pay for municipal budget
deficits, pension deficits, infrastructure development, and other general purpose
needs
= Provide opportunity for operational efficiencies and revenue development
= Provide access to private capital for airport improvements and development
= Ensure the transaction is successful
= Retain a degree of control over the airport assets (e.g., prices, CapEx, levels of
service, noise mitigation, etc.)
= Protect existing civil service employees
U.S. Airport = Promote safety, security, airline service, customer service, financial stability,
Management compliance with laws and regulations, non-aeronautical revenue development,
operational efficiencies, labor stability, and other measures that enhance the
reputation of the airport
= Provide for the best interests of the tenants, passengers, and community over the
long-term
= Provide an opportunity for the government to monetize a government-owned asset
(minority view)
= Deploy P3 on a select basis to maximize the value to all stakeholders
= Get relief from cumbersome public procurement rules and social policy mandates to
operate airports more like a business than a unit of government
= Reduce federal economic regulation to allow public airports more freedom
Airlines = Reduce airline costs to operate at the airport
= Provide greater predictability and stability in rates
= Ensure efficient airline operations
= Ensure operator meets stated operating standards
= Provide sufficient capacity to accommodate demand
= Provide quality level of service for passengers
= Prevent monopolistic actions
= Construct deal that makes business sense for the airlines
= Permit consortiums for airline terminal equipment maintenance and fuel systems
U.S.DOT/FAA = Protect the federal government’s investment in airports
= Ensure airports abide by and comply with federal laws and regulations
= Provide capacity to accommodate future growth
= Prevent actions that would discourage growth for national airport system
Privatized = Promote safety, security, airline service, and customer service
International = Take actions to increase traffic levels, drive efficiency, introduce innovation, increase
Airports non-aeronautical revenues, and produce reasonable financial returns for investors
= Align operator and airline interests through per passenger charges
Private = Promote safety, security, airline service, and customer service
Domestic = Maximize their financial return through operating savings, revenue enhancements,
Airport and high facility utilization
Operators = Expedite delivery of services relative to public sector rules
= Minimize airline costs to the mutual benefit of the airlines, the operator, and
passengers
= Incentivize employees through bonuses, succession programs, and training
= Prefer light handed regimes with no pricing regulation, because it provides the most
flexibility
Lenders = Receive timely repayment of debt obligations at a rate commensurate with the risk
= Secure senior status on debt repayment
= Be protected against refinancing risk
= Lock up as much security as possible in the case of default
Investors = Earn a reasonable return on investment, which is dependent on the amount of risk
= See an appropriate balance between equity and debt to maximize returns
= Minimize exposure to political and regulatory risk
= Invest for the time horizon desired
= Conduct the transaction under a transparent process
= Have access to relevant data to conduct due diligence
= Provide for a clear and credible timetable for the process
= Minimize the cost of participating, especially in the initial round
Financial = Provide the most advantageous conditions for the financial offering
Advisors = Protect the airport owner’s long-term financial interests

= Maximize the potential for the transaction’s success

= Explain which risks can be passed to the private investors and which cannot

= Develop a reasonable estimate of the value of the transaction and manage the
government’s expectations regarding the value of the transaction

(continued on next page)

Copyright National Academy of Sciences. All rights reserved.

67


http://www.nap.edu/22786

Considering and Evaluating Airport Privatization

68

Table 8.4. (Continued).

Stakeholder Key Interests

Rating
Agencies

= See strong legal provisions

= Assess potential for a project or airport to generate adequate cash flow to pay
bondholders with special attention paid to risks and risk allocation (including
refinancing risk) and flexibility to deal with adverse conditions

= See debt fully repaid by end of the concession with an appropriate “tail period”

= Have the ability to withstand financial stress tests

operation

Labor = Protect employment stability, pensions, and compensation levels
= Advocate policies that support a union-friendly outcome
= Participate in all activities, including design, construction, maintenance, and

= Ensure the interests of its members are protected
= Maintain and expand the unionizing and collective bargaining rights of their members

Passengers
airports

= Experience high-quality, fast, reliable, safe, hassle-free, and comfortable trip through

= Be charged reasonable prices
= Have access to a wide variety of concession opportunities and other amenities

Table 8.5. Assessing complexity and risk.

Model Complexity Risk
Service contracts Low Low
Airport-wide management contract Medium Low
Developer financing/operation Medium Medium-High
Long-term lease or sale High High

all of them are general aviation airports. All but one of the
522 primary and commercial service airports’ is owned by
local or state governments.”* Moreover, a majority of the
applicants for the APPP have been small airports™ that were
underutilized, subsidized by the government owner, had
either limited or sporadic commercial service; and served
primarily general aviation.”®

By contrast, most airport privatization transactions out-
side the United States have been for an airport that was of a

73Primary and commercial service airports are defined by the FAA as
airports that (1) have scheduled passenger service, (2) enplane 2,500 or
more passengers per year, and (3) are publicly owned.

7The notable exception is Branson Airport, which is the only privately
owned commercial passenger airport in the U.S. that was developed on
a green-field site.

SFour primary airports have applied—Stewart International Airport,
Chicago Midway International Airport, Louis Armstrong New Orleans
International Airport, Luis Munoz Marin International Airport (San
Juan, Puerto Rico)—of which only Chicago Midway and San Juan
remain active. Six non-primary and general aviation airports have
applied—Brown Field/San Diego Commerce Center, Niagara Falls
International Airport, Aguadilla Airport (Puerto Rico), New Orleans
Lakefront Airport, Gwinnett County Briscoe Field Airport (Georgia),
Hendry County Airglades Airport (Florida)—of which only Gwinnett
County and Hendry County remain active.

7°FAA, Report to Congress on the Status of the Airport Privatization Pilot
Program, United States Code, Title 49, Section 47134, at 2 (2004).

relatively material size in terms of passenger throughput or for
a system or group of airports that included smaller airports.
The likely reasons for this include:

e Privatization involves significant transaction costs, includ-
inglegal and investment banking advice. For a small airport,
those transaction costs are likely to represent a high propor-
tion-of the transaction value.

e Many smaller airports are not self-sustaining. Although
there are several examples of airports with throughput of
1 million passengers per year or even lower that generate
positive Earnings Before Interest, Taxes, Depreciation,
and Amortization (EBITDA), they are in the minority.
Although it is not impossible, it is relatively problematic
to attract investors to loss-making airports.

e Larger airports tend to have lower reliance on single car-
riers or routes, and therefore to have relatively lower risk
profiles, which helps to make them more saleable.

e The lower risk profiles of larger airports also make the
future investment frequently required easier to finance.

8.5 Valuation and Valuation Drivers

In evaluating airport privatization models, it also is impor-
tant to estimate the potential value of the transaction for both
the airport owner and the private operator. The transaction
value will help determine if the potential financial rewards are
worth the level of effort and associated implementation risk.
The valuation process includes consideration of the key attri-
butes of the facility followed by a projection of key metrics.

Privatization can generate value in the following ways:

e Enhancing non-aeronautical revenues
¢ Cost savings through optimized use of facilities
¢ Rightsizing CapEx—no overbuilding
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e Efficiencies on procurement and purchasing functions

e Applying commercial business practices

e Aligning actions with the needs of different market seg-
ments (e.g., low-cost carriers)

¢ Realizing less political and lobbying influence

¢ Adopting a strategic and business approach to long-term
needs

Because no two airports are alike, each airport will have
different strengths and weaknesses. For example, small hub
airports cannot expect to realize the same level of concession
revenues per passenger as that of a major international gate-
way. Airports with an older, less efficient terminal are not able
to provide the concession space needed to take full advantage
of the market. Airports that are well run are weaker candi-
dates for privatization because there is less value to be derived
unless there is collateral land for development. But in virtually
all cases there are structural inefficiencies inherent in govern-
ment operation that could be improved by the private sector.

The value of the transaction can be affected by numerous
factors, and depends on the type of privatization as follows:

Service Contracts

¢ Condition of the facilities or equipment

¢ Current staffing levels

e Requirements to retain government staft if any

e Labor hiring conditions if any (collective bargaining agree-
ments, full-time versus part-time, etc.)

e Peaking characteristics

¢ Operating and performance standards

Management Contracts

¢ Condition of the facilities

¢ Potential for non-aeronautical revenue enhancement

¢ Potential for operational efficiencies

¢ Utilization of the facility and capacity to accommodate
additional demand

e Amount of vacant space

Developer Financing and Operation

¢ Scope of the transaction (one or more cargo buildings, ter-
minal building, parking facilities, etc.)

¢ Responsibility for airside development and operations

¢ Condition of the facility

e Utilization of the facility and capacity to accommodate
additional demand

¢ Exclusive franchise or competing facilities (other terminals,
cargo facilities, parking facilities)

e Degree of competition from other on-airport facilities or
alternative airports or other transportation forms

e Availability of tax-exempt financing

¢ Credit market conditions

e Availability of PFC revenues

69

Full Privatization (Inside or Outside the APPP)
e Facility attributes
— Multiple airport system or group (e.g., BAA in United
Kingdom) versus single airport (e.g., Midway)
— Condition of the facility
— Utilization of the facility
— Capacity to accommodate additional demand (airside,
landside)
— Degree of technological innovation
— Undeveloped land potential
e Capital investments and funding
— Level of investment required, including capital invest-
ments (CapEx), working capital, unfunded pension
liabilities, etc.
— CapEx triggers or mandated capital improvement
program
— Capital structure and ability to access tax-exempt debt
— Credit market conditions and competing investment
opportunities
— PEC level and capacity
— Return on asset base (RAB)
e Pricing power or constraints to pricing
— Level of existing aeronautical charges (cost per enplane-
ment or CPE) and contractual, regulatory, and practical
potential to raise fees
— Dependence on volume-based fees
— Other aeronautical contractual agreements and associ-
ated terms
— Non-aeronautical revenue per passenger
— Constraints on non-aeronautical charges such as price
caps or contractual agreements
— Competition from off-airport vendors (parking, hotels,
etc.)
— CFClevel
e Potential for operational efficiencies and operating expenses
per passenger
¢ Underlying demand characteristics of the market, including:
— Strength and diversity of the local economy
— Business versus leisure oriented market
— Demographics and income levels of the passenger base
(population, employment base, unemployment rates,
personal consumption, wealth levels, construction, and
housing market conditions)
— Enplanement base and volatility
— Origination-destination (O&D) versus connecting
passengers
— Presence, scale, and potential for international passen-
gers (gateway airports)
— Degree of competition from alternative airports or
other transportation modes
— Airline diversity (versus domination by single airline)
— Financial condition of dominant airline(s)
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— Prominence of low-cost carriers versus legacy airlines, etc.

— Aircraft operations

— Cargo tonnage

e Other business terms and conditions

— Length of lease or concession

— Deed restrictions

— Value of unamortized AIP grants and potential need to
repay the grants

— Shareholder structure and percentage of control offered
to private sector

— Detailed performance standards and associated penal-
ties and incentives

— Inherited collective bargaining agreements

— Requirements to comply with government’s procure-
ment rules

— Other external regulations (e.g., passenger volume cap,
slot rules, noise rules, nighttime curfew)

— Breakup or clawback terms

8.6 Financial Metrics

In attempting to value a transaction, it is important to con-
sider the airport’s ranking in a range of key financial metrics.
The objective of this exercise is to investigate how a private
entity would look at the opportunity, and what levers they
could pull to enhance value.

Financial metrics for service contracts depend upon the
nature of the contract, economies of scale, skill set and train-
ing, and compensation comparisons between public and
private sector employees. The appropriate metrics should
be carefully tied to the service quality standards desired.
Measurable performance standards should be built into
contracts as well as incentives for exceeding standards and
penalties for underperforming.

Financial metrics for airport-wide management contracts
can be difficult to estimate as described under the Indianapolis
case study in Chapter 9 and Appendix H. Quantifying effi-
ciency gains and revenue enhancements can be challenging in
part due to defining a baseline and separating out the effect of
changes in traffic, implementation of capital improvements,
differences in inflation between baseline projections and actual
experience, changes in expenses due to legal and accounting
mandates, etc. Nevertheless, specific targets can be set regard-
ing financial results, safety and security, customer service,
operation and maintenance, and capital program management
to evaluate performance on an annual basis against the base-
line under public operation. As experienced in Indianapolis,
it becomes harder and harder over time for the contractor to
realize increasing savings.

Financial metrics for developer financing and opera-
tion depend on the type of facility. For passenger terminals,
annual metrics could include operating expense per enplaned
passenger, airline cost per enplaned passenger, concession

revenue per passenger, customer service, and cash flow (if the
airport owner shares in the net revenue). The cost to deliver
the project can be compared to the cost of development by a
public airport owner for a comparable facility (e.g., cost per
square-foot) after making sure the comparisons include the
same project elements (e.g., turn-key versus tenant-financed
finishes and equipment) and are adjusted for construction
time period. For example, construction costs declined con-
siderably after the financial crisis in 2008.

For full privatization, the financial metrics used relative to
peer airports include:

e EBITDA” margin

e EBITDA per passenger

e RAB

e Airline Cost Per Enplanement (CPE)

e CPE rank

¢ Non-aeronautical revenue per passenger
e CapEx per passenger

e OpEx per passenger

A variety of valuation methodologies are employed:

e Cost-based methodologies, including historic cost and
depreciated replacement cost

e Value based methodologies, including fair market value,
net present value, and deprival value

¢ The concept of opportunity cost, representing the amount
lost by not using the resource in its best alternative use

e Optimization—to remove inefficiencies that exist in the
current asset configuration such as non-productive assets,
duplication, excess capacity, and or redundant assets

Different options can be considered appropriate for valu-
ing different categories of assets.

Table 8.6 summarizes how a private consortium would view
a potential airport investment opportunity (non-aeronautical
revenues would be generally viewed as the area with the high-
est potential for value enhancement, as these revenues are less
regulated, providing a relatively high degree of flexibility) and
often are not fully exploited by public authorities. The drivers
and associated potential to enhance value for each metric are
likely to be different depending on the underlying structure
of the privatization arrangements.

For example, duty free revenues would be influenced by
the level and nature of international passenger departures
and by the current spend rate per passenger (as well as the
forecast impact of spend rates associated with enhancements
to the duty free shopping experience that the private operator
could undertake).

77Earnings Before Interest, Tax, Depreciation, and Interest (EBITDA).
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Table 8.6. Valuation drivers and potential for valuation enhancement.

Value Driver

Potential for Value Enhancement

= Aeronautical revenues
— Landing fees
— Terminal rentals

Low potential — often subject to cap, regulation
Value comes from increased operations,
maximum take-off weight

= Non-aeronautical revenues
— Retail
— Food/beverage
— Duty free
— Public parking
— Rental cars
— Commercial development

Highest potential — opportunities for innovation
Promote airport user discretionary spending
(duty free, retail, parking)

Negotiation of favorable business
arrangements

Proactive commercial development

= Operation and maintenance expense
— Staff
— Utilities
— Contract services
— Equipment/material

Limited-medium potential — usually within
imposed constraints

Staff reductions usually subject to limitation
Opportunities for efficiency and productivity
improvement

Outsourcing potential

Renegotiated supply contracts

Table 8.7 illustrates that there are limits to increasing non-
aeronautical concession revenues depending on the profile
of the airport. For example, the operator of a small hub air-
port cannot be expected to develop a concession program
on par with that of a major international gateway. Similarly,
an airport with an older, less efficient terminal cannot pro-
vide the concession space needed to take full advantage of the
market. Airports that have predominantly short-haul flights
will realize lower passenger spend rates than airports with
long-haul flights because passengers making long-haul trips
tend to arrive sooner, spend more time in the terminal, and
make more retail and food and beverage purchases for use or
consumption during their trip.

Aeronautical revenues would often be considered as the area
with the least potential for value enhancement because this

revenue category is regulated and, in the United States, covered
by an airline lease and use agreement or the U.S.DOT Rates
and Charges Policy (the Policy). The Policy requires that rates
and charges levied on airlines for services and facilities at U.S.
airports be “reasonable” and that airlines cannot be subjected
to “unjust discrimination” in fees and operating conditions,
unless otherwise agreed to by the airline. It also has required
historical cost pricing for airfield fees. Any airline that is not
a signatory to an agreement may challenge the fee under the
Policy if the airline believes the rates imposed by the airport
owner do not meet these requirements. However, under the
APPP where aeronautical rates are subject to caps, there is the
potential to increase aeronautical revenues by increasing traffic.

Operating expenses would generally have moderate poten-
tial at least in the short-term period; there may be operating

Table 8.7. Factors affecting concession program demand and performance potential.

Factor Less Demand / Sales More Demand / Sales
1 Terminal configuration | | Multiple flows Single flow
2 Average trip length || Short haul Long haul
3 International versus domestic | | Domestic International
4 Passenger dwell time | | Short Long
5 Originating versus connecting | | Connecting Originating
Business Leisure

7 Passenger demographics || Lower average income High average income

8 Traffic peaks || A few, concentrated peaks Traffic evenly distributed

9 Location of concession space || Indirect exposure to passenger flows Direct exposure to passenger flows

Constrained Commercially optimized

i e

|
|
|
|
|
| 6 Purpose of travel ||
|
|
|
|

10 Quantity of concession space ||

Source: LeighFisher, ACRP Report 54: Resource Manual for Airport In Terminal Concessions, November 2011.
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cost reductions that could be made, but airport privatization
transactions often carry staffing level constraints, such as not
abrogating labor agreements that would limit a private opera-
tor’s flexibility. Another business plan metric, such as demand
for janitorial service in the terminal, would vary somewhat
with passenger levels but is more affected by changes in ter-
minal space. For example, a 10% increase in passengers using
a terminal may call for but a 2% increase in the number of
janitors. A new terminal expansion that increases terminal
space by a significant amount would likely need a significant
expansion of janitorial staff.

Other key financial and business plan metrics include capital
structure, leverage levels, and expected return on investment.

The largest value driver is passengers because the incre-
mental cost to handle one passenger is a small fraction of the
incremental revenues contributed by that passenger.

8.7 Risks and Mitigants

There can be measures taken to mitigate most of the
risks to privatization strategies. From an airport owner’s

perspective, some general guidelines for mitigating risk
include the following:

¢ Develop a master plan and investment plan for the conces-
sion term

e Establish performance and quality of service standards

e Forbid the private operator from selling the lease for at
least five years

o Make sure the risk/reward ratio is attractive and well-defined

¢ Contractually allocate risks between the government and
the private sector

e Allow for efficient and reasonable infrastructure devel-
opment requirements for which the users are willing to
acknowledge and pay the costs

e Conduct a simple and transparent process for the bidding
with clear evaluation criteria

e Carefully think through specifications for the contracts

e Clearly spell out rules for extending or renegotiating con-
tracts, if any

Tables 8.8 to 8:11 summarize specific opportunities, key
stakeholder concerns, and potential mitigating measures

Table 8.8. Service contracts—stakeholder views, risks, and mitigants.

Stakeholder | Opportunities Risks/Concerns Mitigating Measures
Policy = Retain control over the airport assets (e.g., = Loss of civil service jobs = Consider requiring contractor to hire
Makers prices, CapEx, levels of service, noise = Less control over performance and airport employees
mitigation, etc.) level of service = Include strong performance and service
= Provide opportunity for operational standards in contract
efficiencies and cost reductions
U.S. Airport = Reduce airport costs for employee salaries = Could involve organizational = Plan in advance — avoid hiring full-time
Management and benefits disruption (i.e., reassign or employees for this function
= Allow airport management to focus on-core terminate existing employees) = Keep employees advised of plans and
and strategic issues = Could encounter labor resistance potential for their employment by
= Retain airport oversight of contracts to = Quality of products and services and | contractor
ensure compliance with airport goals customer satisfaction = Provide for termination and take-back if
= De-politicize the provision of services (e.g., = Level of capital investment and performance standards are not met
concessions) sufficiency of maintenance = Specify investment requirements and
performance standards
Airlines = Reduce airline costs to operate at the airport | = Contractor meets stated operating = Negotiate detailed operating and
= Provide greater predictability and stability in and service standards performance standards in service
rates contract
= Ensure efficient airline operations = Make selection based on proposals, not
= Provide opportunity for airline equipment lowest bid
maintenance or fuel system consortia = Service disruptions * Include strong indemnification provision
Federal = Compliance with federal laws and = Monitor compliance
Regulations regulations by owner and its
contractors
Private = Make a profit = Can be hard to monitor = Negotiate performance-based contracts
Contractors = Increase depth and breadth of company = Can be problems with service that hold contractors accountable for
quality meeting specific quality service standards
Lenders "n.a. "n.a. "n.a.
Investors "n.a. "n.a. "n.a.
Rating = Reduce operating expenses = New, untested technology and = Avoid untested new technology
Agencies = Increase nonairline revenues potential disruption to operations
Labor = Be hired by the private operator = Protection of existing civil service = Work with airport management to
jobs minimize impact
= Violation of collective bargaining = Negotiate changes to agreements if
agreements possible
Passengers = Improve customer service and the passenger | = Reasonable pricing = Retain owner approval rights over pricing
experience for business and leisure travelers | = Maintaining high levels of safety and | = Establish price controls (e.g., “street
= Improve access to a wider variety of security pricing” for concessions)
concession opportunities and amenities
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Stakeholder Opportunities Risks/Concerns Mitigating Measures
Policy = Provide better service at the same or = Operator focuses on maximizing its fee | = Tie compensation to each goal not just
Makers reduced cost at the expense of customer service reduction in airline costs
= Attract new airline service and = Consider contracting with multiple firms
encourage economic development by specializing in each area in which
reducing airline costs through improvement was targeted
increased nonairline revenues and = Ensure fair and equitable treatment of = Require private operator to offer
reduced operating expenses existing airport employees comparable employment to current airport
= Improve customer service and quality employees and/or require that the owner
= Improve the expertise and diversity of offer alternative jobs to those employees
airport staff who do not go to work for the operator
= Improve the airport’s long-term = Involves considerable time and effort = Invest time upfront for first transaction so
competitive position for bidding process renewal or rebidding takes less time
= Retain a significant degree of control = Delegates a significant degree of » Retain controls over key functions (police,
over the airport assets (e.g., prices, control over airport operations fire, noise mitigation)
CapEx, levels of service, noise * Include performance oversight standards
mitigation, etc.) for the private operator in the lease
= Limit term to 10 or 15 years, which also is
needed to meet “qualified management
contract” test under IRS regulations
U.S. Airport = Provide greater incentives for = Could involve organizational disruption | = Require operator to offer employment to
Management management and employees to (i.e., reassign or terminate existing airport employees
perform better employees)
= Ability to maximize efficiency and = Difficult to truly measure performance = Assess effectiveness and economics of
improve performance based upon for the purpose of justifying contracting with multiple firms specializing
private operator’s work at other airports compensation in each area in which improvement is
= Might provide relief from cumbersome targeted (e.g., ARFF, parking, fueling, fixed
public procurement rules and social base operations)
policy mandates and permit airport to
operate more like a business than a = Use metrics to gauge performance that are
unit of government = Tracking contract compliance can be a transparent and easily measurable and tie
= Can streamline and improve certain time consuming and substantial compensation to each goal the owner is
processes undertaking for the airport owner trying to achieve (e.g., lower costs,
= Airport owner retains control over enhanced nonairline revenues, improved
capital development and other key customer service, new air service)
decisions
Airlines = Reduce airline costs to operate at the = Ensuring contractor meets stated = Negotiate detailed operating and
airport operating and performance standards performance standards
= Maintain capital project approval = Once initial efficiencies are attained, it = Rebid the contract periodically
(“majority-in-interest”) rights becomes increasingly difficult to attain
= Provide greater predictability and further improvements and realize the
stability in rates full value of the management fee
= Ensure efficient airline operations = Control private operator’'s management
= Ensure that any monies generated on fees and limit airport revenue taken off
airport remain in the airport system and the airport
are not diverted to other purposes
= Provide opportunity for airline terminal
equipment maintenance and fuel
system consortia
Federal = Ensuring airport and its operator abide = Include terms requiring the private entity to
Regulations by and comply with federal laws and conduct its activities consistent with the
regulations grant assurances and other federal
obligations imposed on the owner and that
the management agreement itself be
subordinate to the grant assurances
= Execute separate agreements for airport
management functions and aeronautical
activities to be conducted by the private
entity
Private = Make a profit = For airport-wide contracts, limited = Strong performance on a high-profile
Contractors = Position the contractor to transition to opportunity to earn good returns project may influence the chances for
full privatization at the airport = Diverts management attention for other subsequent business
= Provide opportunity to sell other more profitable ventures = Gain U.S. experience that would position
services, such as planning and the contractor well for full privatization
construction management at the airport opportunities elsewhere in the U.S.
= Establish good relationships with
primary tenants
Lenders =n.a. =n.a. =n.a.
Investors "n.a. "n.a. "n.a.
Rating = Reduce operating expenses = Transition risk = Hire operator with good reputation and
Agencies = Increase nonairline revenues proven experience
= Enhance management expertise = Allow for ramp up time

(continued on next page)
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Table 8.9. (Continued).

Stakeholder | Opportunities Risks/Concerns Mitigating M iIres
Labor = Be hired by the private operator = Protect existing civil service jobs = Require private operator to offer
= Learn specialized skills from national or comparable employment to current airport
global company employees and/or require that the owner
offer alternative jobs to those employees
who do not go to work for the operator
= Violation of collective bargaining = Require operator to agree to appropriate
agreements procedures to protect the rights of
employees to organize to engage in
collective bargaining
Passengers = Improve customer service and the = Reasonable pricing = Retain approval rights on all rate increases
passenger experience for business and | = Maintaining high levels of safety and = Include operating and performance
leisure travelers security standards in lease agreement with private
= Improve access to a wider variety of operator
concession opportunities and other = Conduct quality of service monitoring
amenities

Table 8.10. Developer financing/operation—stakeholder views, risks, and mitigants.

Stakeholder | Opportunities Risks/Concerns Mitigating Measures
Policy = Retain some control over most airport = Ensure fair and equitable treatment of = Require private operator to offer comparable
Makers assets existing airport employees employment to current airport employees
= Increase operational efficiencies and = Could involve buyouts and and/or require that the owner offer
revenue enhancements compensation for existing public alternative jobs to those employees who do
= Preserve financing capacity workers not go to work for the operator
= Reduce reliance on municipal debt = Requires considerable upfront planning,
= Attract private financing time, and expense
= Transfer financial risk exposure for
cost overruns, delays, and debt = Loss of control over pricing, capital = Include price controls, capital investment
repayment to the private sector investments, levels of service and requirements, performance and
= Deliver a functional facility on time and maintenance maintenance standards
on budget = Maintain control over key services such as
= Improve service quality terminal concessions (e.g., Boston) or
terminal advertising (e.g., New York)
= Loss of control over the site and the = Include provisions allowing for the recapture
flexibility to respond to changing market of underutilized space (see Boston Terminal
conditions A case study)
= Include provisions allowing for
redevelopment of the site subject to certain
conditions and repayment
= Potential need to repay federal grants = Replace AIP-funded assets in kind,
coordinate with the FAA early
= Ensure a smooth transition from public = Have a good transition plan in place
to private management in a timely
manner
* Involves long-term risk if the project = Include acceleration clauses in event of
encounters financial problems, default
especially under LLC model = Require GMP construction contract
supported by performance bonds
= Require completion within set time period
= Require equity investment
* Require bond insurance
= Include default recapture language in
agreements
U.S. Airport | = Preserve public capital for those areas | = Involves considerable upfront planning, = Has potential to deliver project faster
Management | where public funding is the only time, and expense
alternative = Requires that the project have a = Use for projects that have revenue stream
= Minimize construction risk and revenue stream to repay the debt
management oversight = Less airport control over the project and | = Require developer construct project to
= Apply private sector techniques to delivery of quality facility airport’s specifications
accelerate project delivery and reduce = Negotiate clear, well-understood
construction costs agreements, including a development
= Reduce operating expenses and agreement, lease agreement, and GMP
increase operational efficiencies due to contract
(a) avoidance of public procurement = Invoke a shared understanding of the goals
processes and (b) private sector of the project and familiarity with the
motivations and incentives underlying contractual documents
= Reduce operational responsibilities = Have regular communication among the key
= Permit airport management to focus on stakeholders
other strategic issues and assets = Include incentives for achieving goals
combined with penalties for failure to
perform
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Stakeholder

Opportunities

Risks/Concerns

Mitigating Measures

= Loss of control over future capacity
expansion and flexibility to change land
uses over period of lease

= Less control of facility utilization and
management

= Less control over types of activities and
quality and appearance

= Potential competition with airport
facilities

= Loss of key revenue streams under
parking and cargo privatization

= Could involve organizational disruption
and need to reassign or terminate
existing.employees

= Need to repay the Federal government
for the value of grant-funded capital
improvements

= Bond indenture constraints

= Potential impact on tax status of
outstanding bonds

= Loss of control in event of default

= Develop design guidelines to (1) document
the minimum acceptable standards, (2)
address review and approval of plans,
specifications, schedule, costs, and change
orders, and (3) specify materials standards,
sizing requirements, sustainability, and
concession space

= Include provisions allowing for
redevelopment of the site subject to certain
conditions and repayment

= Include limits on uses and require
conformance with airport quality control
standards

= Include provisions allowing for the recapture
of underutilized space (see Boston Terminal
A case study)

= Include provision to relocate all operations
to a qualifying replacement premise on
airport (see BOS Terminal A)

* Include performance oversight standards for
the developer

= Limit uses under agreement

= Retain control of and revenues from
terminal concessions

= Require private operator to offer comparable
employment to current airport employees

= Require developer to replace AlP-funded
assets in kind

= Get guidance from bond counsel on ways to
protect tax status and include in documents

= Design lease to fit the parameters of a “true”
lease as opposed to a “financing” lease if
tax-exempt financing used

= Gain U.S. experience to position the
company well for full privatization
opportunities in the future

= Establish good relationships with
potential tenants

Airlines = Reduce airline costs and increase = Ensure developer meets stated = Include strong operating and service
operational efficiencies by avoiding operating standards performance standards in the lease with the
public procurement processes and by = Ensure efficient airline operations private operator
private sector motivations and = Predictability and stability in rates if the
incentives airline is not the developer

= Reduce airline costs to operate at the
airport

= Provide greater predictability and
stability in rates

Federal = Ensure airports abide by and comply = Include safeguards in the lease to preserve

Regulations with federal laws and regulations, in the owner’s control over the actions of the

particular the self-sustaining assurance operator that might affect compliance with
to insure the payments to the private AIP grant and PFC assurances
developer do not exceed the fair and
reasonable value of its services or
otherwise fail to comply with the
revenue use policy
= Loss of control over future capacity = Include provisions allowing for
expansion redevelopment of the site subject to certain
conditions and repayment
Private = Earn profit on development fees and = Lack of clear and transparent solicitation | = Conduct transparent process on a credible
Developers ongoing operation of facility process timetable

= Obligations to finance ongoing CapEx

= Potential that project is not implemented
after spending considerable time and
effort on solicitation

= Cost and limited availability of bond
insurance

= Potential company is not selected and
spends considerable time and effort

= Potential that the project turns out to be
unsuccessful and affects the
developer’s reputation

= Provide clear project specifications and
ongoing responsibilities

= Vet political, legal, economic, and financial
feasibility of the project before soliciting
interest

= Consider backstopping the project in the
early years

= Provide clear selection criteria

= Select developer that has strong experience
with similar projects

(continued on next page)
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Table 8.10. (Continued).

Stakeholder | Opportunities Risks/Concerns Mitigating Measures
Lenders = Lend in a sector with substantial = Nonrecourse financing entails a risk if = Require level annual principal and interest
growth opportunity the developer is an LLC or has limited payments and reserves
assets to guarantee the investment
Investors = Invest in a sector with substantial = Risk of bankruptcy and loss of = Select developer that has strong experience
growth opportunity investment with similar projects
= Require material levels of direct equity
investment or guarantees from developer
Rating = Expand capacity to accommodate = Potential for project to generate = Select developer that has strong experience
Agencies higher levels of traffic adequate cash flow to pay bondholders with similar projects
= Require material levels of direct equity
investment or guarantees combined with
covenants to retain adequate capitalization
(liquidity and reserves)
= Require parent support or guarantee
= Select developer with history of support for
investments
= Mandate minimum ownership and change of
control covenants through life of debt
= Completion and delay risk = Require GMP or contractor retentions,
penalty payments, and liquidated damages
= Traffic risk = Hire experienced developer who can attract
service
= Characterization of lease as a = Draft legal documents properly to avoid this
“financing” lease vs. “true” lease characterization
= Obsolescence risk = Require continued capital investment in
facility over life of lease
= Debt structure risk = Require level annual principal and interest
payments and reserves
= Loss of key revenue streams to owner = Maintain strong debt service coverage on
under parking and cargo privatization outstanding revenue bonds
Labor = Opportunity to be hired by the private = Ensure no decrease in salaries and = Require offers of employment by developer
operator with higher pay benefits under substantially similar terms and
conditions as government
= Retain years-of-service credited towards | = Require operator to provide retirement
pension requirements program (e.g., 401(k) or defined pension
plan)
= Maintain the stability and protections = Prohibit abrogation of existing collective
otherwise provided by government jobs bargaining agreements
Passengers | = Improve customer service and the = Reasonable pricing = Set reasonable conditions on rate increases
passenger experience for business = Maintaining high levels of safety and = Include operating and performance
and leisure travelers security standards in lease agreement with private
= Improve access to a wider variety of operator
concession opportunities and other = Conduct quality of service monitoring to
amenities ensure that airport operators do not degrade
service standards as a means of reducing
costs and increasing profit
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Stakeholder | Opportunities Risks/Concerns Mitigating Measures
Policy = Raise money to fund municipal budget | = Requires considerable upfront planning, | = Consider risks and reward before deploying
Makers deficits, pension deficits, infrastructure time, and expense too many resources
development, and other general = Retaining high level service and = Include strong operating and service
purpose needs operating standards performance standards in the lease with the
= Reduce public debt private operator
= Encourage economic development = Loss of a significant degree of control = Retain controls over key functions (police,
= Allow for higher infrastructure over the airport assets fire, noise mitigation)
investment in airport facilities by = Require operator to develop annual capital
providing access to private capital for asset maintenance plan, capital
airport improvements and development improvement program report, and 5-year
= Transfer financial risks to private capital improvement program for owner’s
sector approval
= Increase operational efficiencies and = Fair and equitable treatment of existing = Require private operator to offer comparable
revenue enhancements airport employees employment to current airport employees
= Increase passenger traffic and air and/or require that the owner offer
service to boost local employment and alternative jobs to those employees who do
visitor spending not go to work for the operator
= Shrink the size of government and = Require operator to maintain wages at
promote ideological interest in levels comparable to those of other
increased private sector participation government employees
= Focus on core services of government = Require operator to agree to appropriate
(public safety, education, etc.) procedures to protect the rights of
employees to organize to engage in
collective bargaining
= Potential need to repay federal grants = Coordinate early with FAA headquarters on
and therefore reduce the net cash potential exposure and means to avoid
payout repayment
= Exposure to residual risks and liabilities | = Form a team with technical advisors that
from the process have experience with complex legal,
financial, operational, and regulatory issues
= Make sure the goals are always transparent
and well-articulated to help minimize
resistance to the transaction
= Get key stakeholders on board early
(including labor and airlines) to maximize
the potential for success
= Get strong political commitment to achieve
privatization
= Develop and implement a coherent and
integrated strategy with reduced political
interference and increased transparency
= Require winning bidder to post earnest
money
= Protecting the reasonable interests of = Negotiate a long-term airline agreement with
current and future airlines the carriers
= Ensuring a smooth transition from public | = Have a good transition plan in place
to private management in a timely = Carefully manage public perception
manner
= Requests to cancel concession = Forbid the private operator from selling the
contracts lease for 5 years
= Align the interests of the private company
with the appropriate incentives
= Lack of slots under the APPP = Consider opportunity while slots remain
available
* Reduced ability to maximize value of = Align the interests of the government and
airport as economic and transportation operator
asset
= Responsiveness of private operator to = Establish an airport advisory commission
community needs and concerns and require the operator to meet with the
commission on a regular basis (see SWF)
= Environmental stewardship = Include strong environmental compliance
provisions and enforcement penalties in
lease
= Maintain control of noise mitigation
U.S. Airport | = Provide an opportunity for the = Concern that elected officials might sell = Conduct workshops with elected officials on
Management | government to cash-in on a or lease airports for the wrong reason the pros and cons of this model
government-owned asset (minority = Provide for the best interests of the = [nclude strong operating, service, and
view) tenants, passengers, and community CapEx performance standards in the lease
= Provide relief from cumbersome public over the long-term with the private operator
procurement rules and social policy = Loss of management jobs
mandates to operate airports more like | = Concern that 65% airline approval = Consider full privatization outside APPP
a business than a unit of government entails too many concessions

(continued on next page)
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Table 8.11. (Continued).

Stakeholder

Opportunities

Risks/Concerns

Mitigating Measures

= Lack of access to tax-exempt debt by
private operator driving up the cost of
capital

= Ability to shift ultimate risk to operator
and likelihood of continued involvement
and responsibility

= No guarantee that the private airport
operator will achieve financial success,
retain interest in the business, or be
successful in its execution

= Allow for short-term financing to permit the
operator to exploit the low end of the yield
curve

= Require operator to invest a material level of
equity

= Align the interests of the private company
with the appropriate incentives

= Engage in procurement faster and
more efficiently (for operations and
CapEx)

= Exploit nonairline commercial
opportunities

= Maximize utilization of terminal space,
including new technology to move
passengers more efficiently and
minimize the amount of space needed

= Leverage experience and expertise
gained from international airport
privatization

= Gain U.S. experience that would
position the company well for similar
opportunities in the future

= Private operators have more flexibility
to incentivize employees (e.g.,

employees and collective bargaining
agreements

= Limitation on aeronautical charges,
which could reduce the flexibility of the
operator to set charges, and hinder its
ability to respond to specific new
opportunities

= Non-negotiable and restrictive airline
use and lease agreement

= Giving airlines a veto right over new
assets (which may be used in practice
to inhibit competition, e.g. in the case of
facilities for low-cost carriers)

= Unfunded government mandates and
take-backs

Airlines = Provide greater predictability and = Controlling and minimizing increases in = Limit future airline rate increases to inflation
stability in rates and greater predictability of airport adjustments
= Best suited for airports that have less charges = Grant the airlines approval rights for capital
operational independence and more improvement costs to be included in airline
challenging governance structures rates
= Prefer deal structured with annual = Efficient airline operations = Include strong operating and service
payments where all parties benefit if performance standards in the lease with the
the airport grows private operator
= Shift economic risk from airlines to = Certainty regarding the availability of = Negotiate gate and space protocols in
operator gates and other facilities for their airline agreement
operations
= Drive for profit maximization will come at | = Require operator to make capital
the expense of airline profits and expenditures to maintain and develop the
consumer welfare airport
» Abuse of monopoly position = Require guarantees that the airport will be
run in a customer service friendly fashion,
with a particular focus on pricing controls
= Give the airlines sign off rights on the
bidders' qualifications
= Reduced investment in aeronautical = Require operator to provide annual capital
infrastructure and priority to invest in asset maintenance plan, capital
commercial revenue infrastructure improvement program report, and five-year
capital improvement program to the airlines
Federal = Compliance with federal laws and = Monitor airports to ensure they comply with
Regulations regulations, including grant assurances, federal laws and regulations
environmental regulations, revenue use | = Issue order or guidance on specific
policy, and the rates and charges policy requirements and terms
= No revenue diversion except as = Establish rules for reasonable rate of return
permitted under the APPP”® and
determining a reasonable rate of return
= Satisfying the 9 statutory conditions = Encourage potential APPP applicants to
under the APPP meet with FAA staff early and often
= Justifying exemptions granted under the | = Confer with applicants and Congressional
APPP representatives
= May be subject to investigation by the
Committee on Foreign Investment in the
United States (CFIUS)
Private = Increase efficiencies from being able to | = Complying with the owner's M/WBE and | = Minimize requirements imposed on lessee
Airport manage all employees and do more related ordinances
Operators contracting out = Retaining existing public service = Give employees the option to remain with

the government

= Allow operator to negotiate future labor
agreements

= Limited due to restrictions in APPP

= Consider full privatization outside APPP

= Confer with potential private operators
before concluding airline lease negotiations

= Negotiate exclusions in Ml provisions in
airline agreement

= Provide ARFF and security activities paid for
from a fund set aside from lease award
proceeds (see Midway)

78The APPP permits U.S.DOT to grant an exemption from the prohibition on revenue diversion “to the extent necessary to permit the purchaser or
lessee to earn compensation from the operations of the airport.” FAA guidance indicates that a private operator acting outside of the APPP would
be subject to all of the grant assurances, presumably including the prohibition on revenue diversion. However, it is uncertain whether FAA would
permit a private operator in such circumstances to derive a rate of return on its investment in the airport.
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Stakeholder

Opportunities

Risks/Concerns

Mitigating Measures

bonuses, succession programs, and
training), can use employees for a
wider range of disciplines, and are not
burdened by public processes

= Financial return may be limited due to
FAA provided exemption from the
revenue use assurance, under the
APPP

= Access to AIP grants

= |Inability to levy a PFC except under the
APPP

= Significant benefit to government
ownership under the U.S. regime

= Burden of the grant assurances and
other obligations on airport sponsors

= Potential responsibility for ensuring
Constitutional protections

= Consider the APPP where entitlement
grants and discretionary grants remain
available (at 70% federal share for
discretionary)

= Private operators outside the APPP may be
eligible for discretionary grants if the airport
is a reliever airport or receives 2,500 annual
passenger boardings

= Privatization outside the APPP may permit
the imposition of charges on passengers

= None

= Include requirements in lease that operator
comply with grant assurances with strong
penalties

= Limited

Lenders = Invest in sector with historically strong | = Stability of the cash flows generated by - | = Select operator with strong credentials
cash flow generation and resiliency the airport = Be comfortable with risk/reward
= Be appropriately rewarded (via an = Invest in airports that have limited exposure
interest rate margin) for the risk to to traffic risk
provide debt financing = Require cost-based ratemaking
= Obtain influence on operating, commercial,
financial, and strategic decision making
= Security in the case of default = Negotiate priority treatment
= High leverage, i.e. proportion of the = Require equity investment by operator
airport’s enterprise value funded by debt
rather than equity
= Subordination of the debt, i.e., if the = Negotiate parity debt or higher returns
operator has existing debt that ranks
higher in priority for claims on available
funds
= Refinancing risk especially if the loan = Provide a structure allowing for partial or full
provided has a short maturity deferral of principal
Investors = Secure long-term investment with = Time and cost of bid process = Conduct transparent process for the
strong competitive position -- returns transaction
have been profitable in most cases = Provide clear and credible timetable for the
= Secure strong cash flows process
= Capture opportunities for commercial = Minimize cost of participating, especially in
revenue growth the initial round
= Achieve savings from operational = Earnings quality = Provide access to relevant data to conduct
efficiencies due diligence
= Realize inflation adjusted returns = Access to management team
= Acquire long-term growth prospects = Traffic risks = Help promote air service
= Likely investment required = Have reasonable expectations of the value
of the transaction
Rating = [ncrease traffic = Operator experience and management = Award lease to strong and experienced
Agencies = [ncrease non-aeronautical revenues practices operator/lessee
= Reduce operating expenses = Liquidity levels = Limited

= CapEx requirements and expected debt
financing needed

= Capital structure, debt maturities
= Revenue diversity and stability

= Ability to raise rates

= Operating restrictions

= Dividend policy and history of
shareholder distributions

= Ability to withstand stress tests

= Need to optimize equity returns may
result in a capital structure that is
inconsistent with higher credit quality

= Mandate reasonable CapEx requirements
and allow operator to maximize the
utilization of existing facilities first

= Require equity investment

= Limited at smaller airports

= Set reasonable conditions on rate increases

= Minimize operating conditions within
reasonable performance standards

= Select operator that has strong experience

= Require strong legal provisions
= None

(continued on next page)
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Table 8.11. (Continued).

Stakeholder

Opportunities

Risks/Concerns

Mitigating Measures

passenger experience for both
business and leisure travelers

= Improve access to a wider variety of
concession opportunities and other
amenities

concessions, etc.
= Maintaining high levels of safety and
security

= Private operator profit maximization at
the expense of consumer welfare and
satisfaction

= Diminished community control

Labor = Work for a private operator with no = Stability and protections provided by = Require offers of employment by developer
change in pay/benefits and with government jobs under substantially similar terms and
incentive compensation and career = Loss of jobs and collective bargaining conditions as government
development opportunities by working rights”® = Prohibit abrogation of existing collective
for a company with a global network bargaining agreements

= Fund pension liabilities and = Require Project Labor Agreements for large
infrastructure investments from lease capital projects
payments = No decrease in salaries and benefits = Protect workers from wage and benefit
reductions
= Years-of-service credited towards = Require operator to provide retirement
pension requirements program (e.g., 401(k) or defined pension
plan)
Passengers | = Improve customer service and the = Increases in pricing for parking, = Set reasonable conditions on rate increases

= Include operating and performance
standards in lease agreement with private
operator

= Conduct quality of service monitoring to
ensure that airport operators do not degrade
service standards as a means of reducing
costs and increasing profit

= Retain controls over noise mitigation

to stakeholder concerns for each privatization model. The
tables are not checklists, but qualitative guidance in assess-
ing the attributes present in a model and are only part of the
evaluation process. As noted earlier, the U.S.DOT/FAA, in
its capacity as regulator of airports, is concerned with airport
compliance with applicable federal laws, regulations, and
policy. We have attempted to summarize relevant aspects
of such laws, regulations, and policies in the tables above in
terms of federal regulatory risks for each model and provide
potential mitigants to be considered by parties to ensure
compliance. These are not the views of the U.S.DOT/FAA.

In some cases, the concerns expressed by stakeholders rep-
resent unintended consequences resulting from attempts to
mollify other stakeholders. Such unintended consequences
are clearly undesirable, and a major priority should be to
minimize the likelihood of such effects to the extent possible
and reasonable. In the end, tradeoffs will be required.

It should also be noted that the absence of mitigating mea-
sures is also a concern, which is indicated by no comment on
the summary tables.

8.8 Evaluation Checklist

The final step is to evaluate the appropriate privatization
models against more specific owner criteria. The privatization
initiative should only proceed if there is a sound economic,
financial, and legal basis with a high probability of success and

7Under the APPP statute, any collective bargaining agreements cover-
ing airport employees that are in effect on the date of the sale or lease
of the airport cannot be abrogated by the sale or lease.

support from key stakeholders. From an airport owner’s per-
spective, the privatization models can be evaluated in terms
of issues and opportunities regarding (1) governance, (2) regu-
latory, (3) legal, (4) financial, (5) economic, (6) commercial,
(7) labor; (8) customer service, and (9) implementation. In this
context, these terms mean:

1. Governance refers to the degree of policy decision making
required or control retained by the airport owner.

2. Regulatory refers to rules that are established by federal
policies such as grant assurances, Surplus Property Act
deed restrictions, Airport Security Program, CFIUS, pro-
hibition on revenue diversion, Policy Regarding Airport
Rates and Charges, APPP conditions, IRS regulations, etc.

3. Legal refers to external constraints that are established by
laws, labor contracts, and financial commitments made to
various parties such as bondholders and trustees.

4. Financial refers to the responsibility for staffing, manage-
ment, and capital improvements as well as paying operat-
ing expenses and debt service, and includes the potential
for revenue increases and/or cost reductions.

Table 8.12 summarizes the financial responsibilities
under each model with respect to staffing, management,
and capital expenditures (CapEx).

Government operation—the airport owner provides the
labor, management, and capital funding.

Service contracts—the contractor provides the staffing, the
airport owner oversees the performance, and there is
no CapEx requirement.
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Table 8.12. Financial responsibilities for staffing, management, and CapEx.

Model Staffing Management CapEx
Government operation % [ ]
Private Sector Models
Service contracts ® Q n.a.
Airport-wide management contract [ [ ] n.a.
Developer financing/operation O [ [ ]
Long-term lease or sale [ ] o o
Legend:
Operator (government or private) provides
O Operator (government or private) oversees
n.a. Not applicable

Management contract—the contractor provides the staffing
and management, but has no responsibility for CapEx.

Developer financing/operation—the contractor contracts
out most of the operation, manages the facility, and
provides the financing.

Long-term lease or sale—the contractor provides the staff-
ing, management, and financing of airport operation
and development.

5. Economic refers to both enterprise and external impacts.
Enterprise economic impacts pertain to the overall econom-
ics of the transaction for the airport owner and its tenants.
External economics refer to the economic development
impacts and associated costs and benefits of the transaction
to the community or region served by the airport. Airports
create tremendous economic value for the local economy
by attracting and retaining industries and creating new jobs.

Table 8.13. Evaluation checklist.

6. Commercial refers to the profit to be earned by the con-
tractor, which is what motivates the private company. The
higher degree of commercialization, the higher the level of
potential profit over the term of the lease.

7. Labor refers to commitments to existing employees under
collective bargaining agreements, local laws, and political
acceptance.

8. Customer Service refers to the experience of passengers,
airlines, and other tenants using the airport as well as resi-
dents living in the vicinity of the airport.

9. Implementation refers to the ability to successfully com-
plete the transaction and to derive value from it over the
long-term.

Table 8.13 provides a provisional evaluation checklist for
the airport owner.

Issues

Yes | No | n/a

Governance

= Opportunity for local/regional participation

= Compatibility with goals for future role in airport ownership/management
= Retention of residual controls for key policy issues

= Appropriate level of sponsor/public control over policy and operations
= Ability to implement economic development initiatives

Regulatory

= Compatibility with FAA requirements

= Requirements to repay federal/state grants
= Deed restrictions

= Compatibility with state legal constraints (e.g., police powers, local government
charters, municipal authorities, procurement rules, sale or lease of public property)

Legal

= Requirements in collective bargaining agreements

= Covenants in bond indenture, including release of revenues, ability to meet the rate
covenant, long-term lease or sale of property, changes affecting the tax status of
outstanding debt

= Requirements in leases with existing tenants, including airline use and lease
agreements

= Responsibility for environmental liability

(continued on next page)
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Table 8.13. (Continued).

Issues

Yes

No

n/a

Financial

= Financial return to airport owner

= Potential to improve financial operations of airport

= Access to federal and state grants

= Need to refund outstanding debt and associated cost of the transaction

= Timely access to debt financing for capital improvements and requirements to access
tax-exempt debt

= Financial capacity of private sector partner

Economic

= Ability to implement airport efficiency initiatives

= Ability to implement more efficient procurement and contracting mechanisms (e.g.,
purchasing, personnel, contracting)

= Ability to enhance non-aeronautical revenues

= Ability to develop facilities and promote air service more efficiently and aggressively

= Ability to develop the airport in a manner that promotes regional economic
development

Commercial

= Requirements to renegotiate airline lease and use agreements

= Requirements to renegotiate other major lease and use agreements (e.g., terminal
concession, parking, rental cars)

= Ability to increase emphasis on commercial and economic development

Labor

= Flexibility to structure compensation and benefit packages to attract and retain
management talent

= Requirements in collective bargaining agreements regarding placement process for
existing employees (e.g., retain, reassign to another-public agency, or displace)

= Labor ties to owner

= Responsibility for pension liabilities

= Requirements under state laws on replacement retirement package

= Obligations under “successor clauses” and ability to renegotiate labor agreements

= Limitations in state laws regarding outsourcing

= Need for management continuity and experience and transition issues

Customer Service

= Ability to maintain or improve levels of service

= Existence of reasonable prices

= Access to a wide variety of concession opportunities and other amenities

= Ability to address external impacts and implement mitigation measures (e.g., aircraft
noise, ground access)

Implementation

= Implementation risk

= Implementation complexity/controversy

= Experience, capability, and financial resources of contractor
= Long-term value for money
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CHAPTER 9

Case Studies

Case studies can be a useful means of illustrating first-hand
experiences and lessons learned from those experiences and
therefore can provide helpful background for any airport
considering the various privatization models. The purpose of
this chapter is to summarize the lessons learned from the case
studies that were undertaken for a range of airport sizes, priva-
tization strategies, and forms of governance. They were con-
ducted for successful and unsuccessful efforts. The following
information comes from the case studies in Appendix H which
documents in more detail (1) the initial goals and objectives of
the airport sponsor for undertaking the privatization initia-
tive, (2) a summary of the process employed, (4) a summary
of the business terms of the initiative, (4) documentation of the
experience to date, and (5) lessons learned. It is recommended
that the reader review the case studies in their entirety to better
appreciate the unique circumstances surrounding each case.

Case studies for U.S. airports consisted of:

Airport System Management Contract:

1. Indianapolis Airport Authority—airport system com-
prising a medium-hub airport and five general aviation
airports, which entered into an airport system manage-
ment contract that later reverted back to public operation.

Developer Financing and Operation:

2. John F. Kennedy International Airport Terminal 4 (JFK
IAT)—Ilarge-hub airport, private development, financing,
and operation of a major international unit terminal.

3. Boston Logan International Airport Terminal A—large-
hub, terminal development, where private developer
financing was initially considered, then airline special facil-
ity financing was undertaken, which was followed by the
airline’s bankruptcy resulting in a workout that required
an amendment to the transaction documents.

APPP Applicants:

4. Stewart International Airport—non-hub airport and
only airport approved under the APPP, which reverted
back to public operation.
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5. Chicago Midway International Airport—large-hub air-
port that occupies the only large-hub slot under the APPP,
which was put on hold after the financial crisis in the fall
of 2008.

The case studies for Stewart International Airport and
Midway Airport provide interesting contrasts and help-
ful background for any airport considering privatization
under the APPP.

Full Privatization Outside the APPP:

6. Morristown Municipal Airport—general aviation airport
with long-standing, long-term airport-wide management
and development agreement.

Summary of Case Studies

Summaries of the U.S. case studies are available here and
fuller summaries follow. The full case studies can be found
in Appendix H.

Indianapolis Airport Authority

Type of Transaction: Airport-wide Management Contract

Airports: Indianapolis International Airport and five general
aviation airports

Airport Owner: Indianapolis Airport Authority

Private Contractor: BAA Indianapolis LLC

Objectives:

e Attract new airline service and encourage economic
development by reducing airline costs through increased
nonairline revenues and reduced operating expenses

e Improve customer service and quality

¢ Increase the expertise and diversity of Airport staff

Level of Interest: Four private-sector firms plus the existing

Airport Authority staff submitted proposals

Solicitation Timeline: RFQ issued in September 1994
Contract Execution: October 1995
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Contract Duration: Initially 10 years, but extended to
December 2007 and later terminated in June 2007
Transaction Features and Highlights:

e BAA was initially compensated on the basis of savings in
airline payments per enplaned passenger versus a base-
line cost defined in the contract

e The agreement was amended to change the compensation
methodology by providing for a fixed and a variable com-
ponent due to the difficulty in determining the savings

e The variable component was based on performance
achieved towards different goals as opposed to the single
goal of reduction of airline CPE

e The Authority reassumed control of the airport system
following the early termination of the agreement in June
2007

e BAA was not released from the requirements of
Authority procurement ordinances

e Once initial efficiencies had been gained by BAA, it
became difficult to make ongoing improvements with
effects similar in magnitude and parties started ques-
tioning the value gained by retaining BAA relative to
the fixed annual fee

John F. Kennedy International
Airport Terminal 4

Type of Transaction: Developer Financing and Operation
Airport: John F. Kennedy International Airport
Airport Owner: Port Authority of New York and New Jersey
Private Contractor: JFK International Air Terminal LLC
(JFKIAT), a joint venture of LCOR JFK Airport, LLC,
Schiphol USA Inc., and Lehman JFK LLC; LCOR and
Lehman left the joint venture in 2010 coincident with the
announcement of the Delta expansion
Objectives:
e Preserve financing capacity for the Port Authority’s
5-year capital program
e Minimize construction risk and management oversight
e Reduce operational responsibilities
e Deliver a functional terminal on time and on budget with
no additional financing required by the Port Authority
e Improve operational efficiency and increase terminal
capacity by replacing exclusive use arrangements with
common use arrangements and new pricing approaches
e Gain PPP experience for possible deployment to other
agency operations
Level of Interest: Four proponents responded to the RFP
Solicitation Timeline: RFQ issued in July 1995
Contract Execution: May 1997
Contract Duration:
e The lease term was to expire on the earlier of the date
(1) 25 years after the date of beneficial occupancy of the

new facility, or (2) the day prior to the date on which the
Port Authority’s lease with the City of New York for JFK
(which was 2015 at the time the lease was signed)

e Due to a significant capital expansion negotiated in 2010
to accommodate the operations of Delta Air Lines, the
contract was extended through the earlier of 30 years
from the date of beneficial occupancy of the expanded
terminal or December 2043

Project Cost: 1997 initial project: $1,069 million; 2010 expan-
sion project: $660 million
Transaction Features and Highlights:

o JFKIAT was the first private, nonairline entity to develop
and operate an international air terminal in the United
States

e The lease required that JFKIAT complete the project
within 5 years from the execution of the lease or face
significant financial penalties

e The project was completed on time, but at a construc-
tion cost approximately 20% over the budgeted amount

e The cost overruns required that JFKIAT obtain com-
pletion financing, which was provided by the Port
Authority and subordinate to the special facility bonds
issued for the initial financing

¢ JFKIAT sets airline rates and charges to reflect market
demand for the facilities it offers rather than use cost-
recovery formulas like most U.S. airports, including off-
peak rates and volume discounts

¢ In August 2010, the Port Authority, JFKIAT and Delta
announced plans for a $660 million expansion to accom-
modate the operations of Delta

e The execution of the long-term lease with Delta in 2010
significantly changed the nature of the transaction to have
features more similar to an airline special facility lease

Boston Logan International
Airport Terminal A

Type of Transaction: Developer Financing and Operation
Airport: Boston Logan International Airport

Airport Owner: Massachusetts Port Authority (Massport)
Private Contractor: Delta Air Lines

Objectives:

e Introduce private sector participation into airport
operations

e Redevelop Terminal A while preserving the Authority’s
financing capacity for its sizable capital program

Level of Interest: Seven teams submitted qualifications and
five were short listed
Solicitation Timeline:

e 1996-1997: Massport studied approaches for private
development and went through a competitive selection
process that was abandoned

e 1998: Discussions were initiated with Delta
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Contract Execution: August 2001
Contract Duration:

e Initial term began on the opening day (March 16, 2005)
and lasted 5 years

e Extension terms provided for 20 automatic one-year
extensions unless Delta was in default

e After Delta filed for bankruptcy, the “Amended and
Restated Lease” term was also reduced from 25 to 10 years
and Delta returned approximately one-third of its space

Project Cost: 1997 project: $1,069 million (versus budget of
$876 million); 2010 expansion: $660 million
Transaction Features and Highlights:

e Initially Massport explored a private developer approach
for the replacement terminal, but due to state public
bidding laws, and the private developers’ requests “to
shift risk to the Authority” or for “subsidies” such as
a share of rental car commissions, this approach was
deemed infeasible

¢ The negotiating process was lengthy and complex, in part
to ensure that (1) the terminal’s design and construction
met Massport’s goals and (2) it provided Massport with
the ongoing flexibility after the terminal’s opening to
maximize the utilization of the terminal and site

e Unlike most special facility-backed terminal financings
for airline tenants, this transaction gave Massport con-
siderable leverage to take back facilities under certain
circumstances

e Massport retained control of and the revenues from the
Terminal A concessions

e The lease required that Delta complete the project
within 5 years from the execution of the lease

e Six months after the opening of new Terminal A, Delta
filed for Chapter 11 bankruptcy

e As part of a complex restructuring of Delta’s terminal
lease and financing arrangements, Massport, Delta, the
bond trustee, and the bond insurer negotiated amended
terms to the Terminal A lease to avoid litigation over
Delta’s potential rejection of the lease

Stewart International Airport

Type of Transaction: Long-Term Lease Inside the APPP

Airport: Stewart International Airport (SWF)

Airport Owner: New York State Department of Trans-
portation (NYSDOT)

Private Contractor: UK-based National Express Group (NEG),
with the long-term lease subsequently acquired by the Port
Authority of New York and New Jersey

Objectives:

o Leverage the expertise of the private sector to develop
the underutilized airport to its fullest potential

e Develop the real estate on the vast site to create jobs and
economic development, which was a priority for the
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Hudson River Valley due to large industrial concerns
laying off workers and closing plants at the time
e Get out of the business of managing airports
e Introduce private sector participation into airport
operations
Level of Interest: Four private-sector firms and the existing
Airport Authority staff submitted proposals
Solicitation Timeline: Five teams submitted proposals, of
which four were deemed qualified bidders
Contract Execution:
e Lease signed November 1999
e Lease became effective in April 2000 after state comp-
troller, state attorney general, and FAA approval
APPP Timeline:
e October 23, 1997, NYSDOT filed a preliminary applica-
tion for participation
e January 10, 1999, NYSDOT filed its final application
e February 16, 1999, in an effort to clarify certain parts of
the application, FAA staff requested responses to ques-
tions from NYSDOT and NEG
e April 8, 1999, the FAA published a Notice of Receipt of
Final Application in the Federal Register
e June 12, 1999, a public meeting was held
e March 30, 2000, the FAA issued its Record of Decision
approving the privatization application and approved
the requested federal exemptions
Contract Duration: 99-year lease, but NEG sold its interests
in the remaining 91 years of the lease to the Port Authority
of New York and New Jersey in October 2007
Transaction Value: Initial Lease Payment of $35 million and
annual payments equal to 5% of gross income that were
projected to begin on or about the 10th anniversary of
the lease
Transaction Features and Highlights:
e Stewart International Airport was the first and only air-
port to complete the APPP process
e NYSDOT contracted with private companies to operate
parking facilities, cargo facilities, and rest of the airport
(under an airport-wide management contract); therefore,
asignificant amount of SWF operations were already out-
sourced to contractors
e The RFP gave the bidders the option of proposing on
(1) the airport, (2) just the undeveloped land west
(approximately 5,600 acres), or (3) both
e NEG elected not to bid on the undeveloped land, and at
the encouragement of environmental groups, most of
the undeveloped land was set aside by the state under a
“forever green” statute
e NYSDOT did not request an exemption for use of airport
revenue for general purposes because the airlines declined
to approve NYSDOT’s request for an exemption
e Shortly before the beginning of the lease term in Novem-
ber 1999, NEG asked NYSDOT to be relieved of its lease
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obligations after reconsidering the company’s strate-
gic priorities and interests in remaining in the airport
industry

e The transaction prohibited the sale of the lease to another

party for 5 years

e NEG paid $35 million in an upfront lease payment and

made $10 million in capital contributions at SWF dur-
ing its operation of the airport

e NEG sold the lease after 7 years of operation to the Port

Authority for $78.5 million, allowing it to recover its
investments and realize a significant capital gain

e Because the Port Authority is a public agency and not a

commercial entity, the airport was no longer eligible to
continue in the APPP under Port Authority control and
its participation in the program was terminated

Chicago Midway International Airport

Type of Transaction: Long-Term Lease Inside the APPP
Airport: Chicago Midway International Airport

Airport Owner: City of Chicago

Private Contractor: The winning bidder was Midway Invest-

ment and Development Company LLC (MIDCo), a con-
sortium comprised of Vancouver Airport Services Ltd: as
the operator, and Citi Infrastructure Investors and John
Hancock Insurance Company as investors

Objectives:

e Maximize sale proceeds for the City’s unfunded pension

liability, infrastructure improvements, and other gen-
eral fund purposes (primary objective)

e Establish a new framework of rates and charges that

provides lower and more predictable rates for airlines
operating at the Airport

e Improve the competitive position, service quality, growth

prospects and efficiency of Midway Airport for the
benefit of Chicago residents, airlines, and other users

e Ensure that future Airport development is safe, func-

tional, efficient and delivered when necessary

e Minimize the City’s exposure to residual risks and liabil-

ities from the process

e Ensure fair and equitable treatment of existing Airport

employees

e Ensure a smooth transition from public to private man-

agement in a timely manner

Level of Interest: Six groups submitted qualifications, one was

eliminated due to lack of qualifications, two teams decided
to withdraw, leaving three teams that submitted bids

Solicitation Timeline: RFQ issued February 2008
Contract Execution: The deal fell through in April 2009 after

the consortium was unable to come up with the full up-
front rent payment and had to pay the city a $126-million
breakup fee

APPP Timeline:

September 16, 2006: Chicago filed a preliminary appli-
cation for participation

October 14, 2008: Chicago filed its final application for
review and approval

January 12, 2009: the FAA said its final review of the
privatization application could not be completed
because critical financial documents had not been sub-
mitted (financial agreements)

November 8, 2008: FAA held a public meeting in
Chicago to receive public comments

April 1, 2009: the FAA granted its 1st extension to the
City to provide additional information

Several extensions have been provided since April 2009

Contract Duration: 99 years (proposed)

Transaction Value: $2.521 billion upfront payment (pro-
posed, but not paid)

Transaction Features and Highlights:

The City of Chicago holds the only large-hub slot under
the APPP

The City was the only APPP applicant to secure airline
approvals for its exemption to use airport revenue for
general purposes after a lengthy negotiation resulting in
anagreement that (1) capped airline rates and charges ata
level below total 2008 charges and freeze rates for the first
six years, (2) limited future rate increases to inflation for
the remainder of the 25-year use agreement, (3) granted
the airlines approval rights for capital improvement costs
to be included in airline rates, (4) provided strong operat-
ing and service performance standards, and (5) gave the
airlines sign off rights on the bidders’ qualifications
Under special state legislation that was secured, pri-
vate investors who lease Midway would be guaranteed
property tax exemptions; however, runways could not
be expanded beyond the current boundaries and all city
workers directly employed at Midway must be offered
substantially similar jobs at comparable pay

On the basis of discussions with potential bidders, the
City decided to maintain responsibility for police and
fire functions for Midway to mitigate the risks perceived
by the potential bidders

Some people believe the only reason the transaction
failed to reach financial close was due to the collapse
of the debt and equity markets while other people have
expressed skepticism on the ability for MIDCo to be
able to make a profit, which is why they were unable to
get financing

The $2.52 billion bid translated into an EBITDA multi-
ple of 28x and might now be viewed as a high-water mark
for airport valuations (London City Airport achieved
a 30x multiple on the sale to GIP/AIG in 2007 and the
failed 40x multiple valuation of a 60% stake in Auckland
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International Airport by Dubai Aerospace Enterprise
also in 2007 was the highest ever and an outlier)

Morristown Municipal Airport

Type of Transaction: Long-Term Lease/Management

Contract Outside the APPP

Airport: Morristown Municipal Airport (MMU)

Airport Owner: Town of Morristown

Private Contractor: DM AIRPORTS, LTD. (DM), an affiliate
of the DeMatteis Organizations

Objectives:

e Pay off $2 million in airport long-term debt

e With the aid of federal and state grants, make substan-
tial upgrades to the airport’s infrastructure that was
in a state of disarray with the airport’s corporate users
threatening to leave and the FAA threatening to close
the facility if upgrades were not made to the airport

e Turn the airport into an economic catalyst for the town
and the region

Level of Interest: The town studied various proposals and
considered several potential developers to run the airport

Solicitation Timeline: Proposals entertained during 1981

Contract Execution: December 1981

Contract Duration: 99 years

Transaction Value: Annual lease payments to (1) pay annual
rent to the town (intended to cover the town’s costs asso-
ciated with the airport under DM’s operation, which
consist of police services, auditing, and grant administra-
tion), (2) pay all outstanding airport debt service when
due ($2 million was outstanding), and (3) undertake all
capital improvements

Transaction Features and Highlights:

e DM has wide discretion and is responsible for making
decisions regarding the development of MMU (i.e., cap-
ital improvement projects) and managing its operation,
which includes among other things, negotiating leases,
handling staff and services, and setting rates, fees, and
charges

e The only residual airport controls retained by the town
are the signing of airport grants and approval of site
plans, but the town is obligated to mutually cooperate
with DM in securing such approvals

e DM retains all revenues derived from its operation of
the airport

e The lease also gives DM the right to mortgage all or any
portion of its interest in the lease (without the town’s
consent) to obtain the most favorable financing needed
for airport development

e The lease is assignable “without restriction of any kind”

e Although DM is the primary interface with the FAA
and other federal agencies, the town remains the airport
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sponsor and must execute grant agreements; however,
DM is responsible for all grant compliance

e DM initially contracted the management and opera-
tion of the airport to an airport management company
because it did not have this expertise, but in 1992, after
having achieved stability within the airport manage-
ment team, DM allowed the contract to expire and hired
the airport management staff to work directly for it

9.1 Indianapolis Airport Authority
9.1.1 Transaction Background

In the 1990s, Mayor Stephen Goldsmith pursued many
privatization initiatives as the City of Indianapolis faced
pension funding deficits, unfunded infrastructure needs,
and increased competition from suburban municipalities
for jobs and wanted to establish Indianapolis as a leader in
privatization.

In 1994, the Indianapolis Airport Authority, a munici-
pal corporation formed in 1962 and governed by an eight
member board (with five members appointed by the mayor
of Indianapolis), solicited bids to manage its airport sys-
tem that included Indianapolis International Airport and
five general aviation airports. The authority board created
a managed competition committee to oversee a competi-
tive bidding process for the rights to operate, maintain, and
manage the airport system. Although the board considered
an outright sale or lease of the authority’s airports, it decided
against doing so because of the difficulty in getting regulatory
approval.

The winning bidder, BAA Indianapolis LLC, won a 10-year
management contract extending from October 1, 1995 through
September 30, 2005.

The Authority staff participated in the competitive bidding
process against four private sector firms, but lost the competi-
tion to BAA Indianapolis LLC, a subsidiary of BAA USA, which
was a subsidiary of BAA International (collectively BAA).

Under the terms of the management contract, BAA was
to be compensated on the basis of savings in airline pay-
ments per enplaned passenger versus a hypothetical base-
line cost defined in the contract. BAA and the Authority
agreed to share in the reduction in airline payments per
enplaned passenger versus the projected baseline assum-
ing no efficiencies were gained. The savings were calculated
annually as the difference between the baseline and actual
airline payments per enplaned passenger number, times the
number of enplaned passengers for that year. The agree-
ment provided for BAA to receive 32.5% of the savings
as a management fee, subject to a $4 million annual cap,
escalated for inflation. The Authority’s share of the savings
(67.5%) would accrue to the airlines in the form of reduced
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rates and charges. (In essence, the airlines were to receive
$0.675 of every $1.00 of savings produced by BAA.)

During 2002 (and into early 2003), the Authority and
BAA negotiated an amendment to the management con-
tract, which was contemplated in the seventh year of the
contract. Both parties had an incentive at the time to negoti-
ate the extension. The Authority was motivated to change
the compensation structure, as the annual processes required
to calculate the fee became increasingly difficult to adminis-
ter. BAA viewed its contract with the Authority as important
experience in anticipation of similar opportunities arising in
the future, especially after having its management contract
for the Harrisburg airport system terminated in mid-2001.
BAA also saw the extension as an opportunity to market
planning and development services related to the Midfield
Terminal redevelopment, which was at the time expected to
be completed by 2007.

9.1.2 Objectives

The overarching objective for pursuing a management
contract by the Airport Authority was to attract new airline
service and encourage economic development by reduc-
ing airline costs through increased nonairline revenues and
reduced operating expenses.

Other objectives were to improve customer service and
quality and improve the diversity and expertise of airport staff.

9.1.3 Stakeholder Interests

Airlines. Airline tenants were primarily interested in
reducing rates and charges, maintaining capital project
approval (majority-in-interest) rights, and ensuring that any
monies generated on airport remained in the airport system
and were not diverted to other purposes. While the airlines
were opposed in principle to paying management fees for
a private operator, they were the beneficiary of efficiencies
achieved at the airport as a result of the “residual” methodol-
ogy employed for the calculation of airline rates and charges.
Notwithstanding this benefit, the airlines regularly ques-
tioned the value BAA contributed in relation to its annual fee.

Labor. The management contract required BAA to use
its best efforts to employ all Authority staff and offer each
employee an initial compensation and benefits package similar
to what the employee was receiving as an Authority employee.
Substantially all Authority staff became employees of BAA.

9.1.4 Outcome

Although the Authority initially viewed the managed
competition concept as a way to change the way business was

conducted over the long term at the airport, the Authority
reassumed control of the airport system following the early
termination of the agreement in July 2007. In the end, not all
of the expectations were met. The Authority acknowledged
that BAA was successful in gaining certain efficiencies and
conceded that BAA was able to do so more quickly than the
Authority may have been able to do so otherwise. There is
also general agreement that BAA’s operation was beneficial
for staff as a whole, as employees gained broader airport
management expertise and the opportunity to interact with
colleagues in the United Kingdom. This interaction was valu-
able, as it brought to staff the private sector airport manage-
ment perspective.

BAA assumed operational control in the year that reflected
budget cuts implemented by the Authority in advance of the
competitive bidding process. Under the terms of the man-
agement contract, in which the baseline was projected from
the year before the reductions, BAA received the benefit of
most of these operating expense cuts. As rental car and ter-
minal concession agreements expired, BAA negotiated more
favorable financial terms. BAA fully implemented the suc-
cessful Pittsburgh “AirMall” concept with street pricing at
the airport, which it later introduced at the airports serving
Baltimore, Boston, and Cleveland. Although various attempts
were made to increase parking revenues with the introduc-
tion of new products such as valet parking, most of these ini-
tiatives were not deemed to be particularly effective. While
BAA did pursue outsourcing of services such as janitorial,
in general, the savings were not significantly greater than
the contracts the Authority already had in place. Air service
marketing efforts were expanded, but without achieving the
desired effect of new international service.

From the first year of the contract, it became apparent that
the compensation methodology prescribed by the agreement
would be difficult to administer. Since under the residual air-
line ratemaking structure, the airlines ultimately paid BAA’s
management fee, they lobbied the Authority to ensure that
BAA did not receive the benefits of “windfall improvements”
not subject to BAA’s control. To protect its financial interests,
BAA spent much time and effort in documenting and esti-
mating the effects of its efforts. The financial effect of many
of BAA’s initiatives, such as implementing a new customer
complaint program for parking operations, employee training
programs, and new schedules and other changes to shuttle bus
operations, were impossible to measure meaningfully.

The structure of the compensation calculation dis-
incentivized BAA from implementing any customer service
initiative that resulted in increased operating expenses, even
though improved customer service was cited as a goal dur-
ing the competitive bidding process and was supported by
the spirit of the management contract. While the parties
attempted in good faith to use a more technical approach to
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identify appropriate baseline adjustments in the initial years
of the contract, the annual compensation calculation eventu-
ally became more of a negotiation. The negotiation became
more contentious as the baseline projected in 1994 became
increasingly meaningless as a result of changes in the airline
industry, the economy, and new security requirements as a
result of September 11.

As noted earlier, the arrangement was terminated under
mutual agreement by both parties to provide for (1) an early
transition of personnel and operations back to the Authority
and (2) a smooth transition in advance of the opening of the
new $1.07 billion Midfield Terminal in late 2008. There was
no significant change in the operation and management of
the airport facilities after the transition.

9.1.5 Lessons Learned

Lessons by the stakeholders in the Indianapolis Airport
Authority airport system management contract included the
following:

e Government departments competing in managed compe-
tition efforts can be disadvantaged, as regulations generally
prevent them from partnering with private firms or guar-
anteeing performance. Evaluation criteria may need to be
assessed with this potential conflict in mind.

e Whatever metrics are used to gauge performance should be
transparent and easily measurable. Improvements made by
BAA as measured by airline payments per enplaned passen-
ger were difficult to track as they required the estimation of
a hypothetical baseline comparison (including numerous
categories of operating expenses and nonairline revenues,
which can be extremely variable from year to year). Over
the long-term agreement, especially after the operational
changes necessitated by increased security measures fol-
lowing the September 11, 2001 terrorist attacks, it became
increasingly difficult to estimate meaningfully what the
baseline would have been. In this respect, the annual man-
agement fee became an annual negotiation between the
Authority and BAA and frequently was contentious.

¢ Tracking contract compliance became a substantial under-
taking for the Board, which eventually hired professionals
with airport and public management expertise to oversee
the contract. Much time was spent defining a peer set of
airports to use for benchmarking BAA’s performance, with
inconclusive results.

¢ Once initial efficiencies had been gained by BAA, it became
difficult to make ongoing improvements with effects simi-
lar in magnitude. For this reason, a strategy may be to con-
tract with a private-sector firm on a short-term basis to gain
the majority of potential efficiencies before transferring the
operational responsibilities back to the public sector. The
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Authority-BAA contract worked in this regard to the extent
that staff gained broader, international airport manage-
ment expertise during the term of the contract.

e From BAA’s perspective, once initial efficiencies were
attained, it became increasingly difficult to attain further
improvements and realize the full value of the manage-
ment fee. Moreover, the relatively small maximum annual
compensation amount (initially $4 million, reduced later
to $1.85 million), while appropriate for a firm that may
have viewed the opportunity as a “loss leader” necessary
to achieve more lucrative contracts in the future, may not
have been enough of an incentive to attain more difficult-
to-achieve improvements.*

e When many goals are trying to be achieved through priva-
tization, the compensation needs to be tied to each goal.
The initial compensation structure for BAA was tied
to improvement in one variable—airline payments per
enplaned passenger—and not separately to the individual
goals the Authority was trying to achieve (e.g., improved
customer service and new air service). The amended agree-
ment changed the compensation structure so that BAA was
compensated for its progress against separate goals, but the
new structure may also have been difficult to truly measure
efficiencies for the purpose of justifying compensation.

e To achieve the full benefits of privatization, it may be more
effective to contract with multiple firms specializing in each
area in which improvement was targeted. While BAA had
successful U.S. experience with concession programs, other
firms may have had more expertise in areas such as parking
or building maintenance. While the management contract
allowed BAA to contract with other firms, BAA often was
incentivized to maintain as much control as possible.

e With few exceptions, there were no ‘magic solutions’ that
could not have been attained under continued public
management. When acquiring services on behalf of the
Authority, BAA was not released from Authority procure-
ment regulations, which is often a large motivation in priva-
tization efforts. However, BAA’s procurement of goods
with their own operating funds was not considered ‘public’
dollars in the same way as the Authority’s funds. Moreover,
BAA employed substantially the same staff as the Authority
did before. In the end, BAA’s approach to improve perfor-
mance involved typical airport management best practices
to increase nonairline revenues with more advantageous
contract terms, increase parking revenues without sacri-
ficing market share, increase commercial development,
and outsource non-core services. Notwithstanding these

%As a point of reference, the management fee for airport management
services for Albany International Airport was fixed at $407,286 in 2010,
an airport that accommodated 1.3 million enplaned passengers in
2009, compared with IND’s 3.7 million enplaned passengers.
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industry-accepted approaches, having a private operator
involved may have streamlined and improved certain pro-
cesses, especially with regard to renegotiating concession,
rental car, and other nonairline contracts.

9.2 JFKIAT Terminal 4
9.2.1 Transaction Background

JFK International Air Terminal LLC (JFKIAT) was formed
in 1997 in partnership with the Port Authority of New York
and New Jersey (the “Port Authority”) to build, operate,
develop, and manage the $1.4 billion Terminal 4 at John F.
Kennedy International Airport (JFK). Terminal 4 replaced
the original International Arrivals Building (IAB), which had
been built, operated, expanded, and renovated by the Port
Authority since 1957. Since the central terminal complex was
developed in the late 1950s and early 1960s, the IAB has been
the only terminal at JFK not exclusively leased, developed, and
operated by airlines. For this reason, the terminal has tradi-
tionally housed the operations of numerous foreign-flag air-
lines, typically operating with low frequencies. (In November
2010, 38 airlines provided service at Terminal 4.)

Recognizing that the IAB no longer functioned efficiently
due to insufficient capacity and outdated building systems, the
Port Authority initiated in 1993 planning and design studies
for its redevelopment. Realizing that the project would require
significant capital investment and program management and
oversight, the Port Authority decided in 1995 to involve the
private sector in the design, construction, and operation of the
new facility on the site of the existing IAB.

JEKIAT was selected by the Port Authority following a
competitive bidding process. JEKIAT was a joint venture of
LCOR JFK Airport, LLC, Schiphol USA Inc., and Lehman
JEK LLC. JFKIAT assumed responsibility for the operation
of the IAB and development of the new state-of-the-art
international terminal building in May 1997 shortly after the
financial closing of the special facility bonds issued to finance
the project. JEKIAT was the first private, nonairline entity to
manage an international air terminal in the United States.

The 1.5-million square foot terminal opened in May 2001
with two concourses (Concourses A and B) and 16 loading-
bridge-equipped gates and an apron capable of accommo-
dating up to 24 remotely parked aircraft. Terminal 4 is the
largest international terminal in the New York area, with fed-
eral inspection services (FIS) facilities capable of processing
3,200 passengers per hour, and provides the only 24-hour FIS
facility at JFK.

Terminal 4 was generally recognized in the industry as
the preeminent example of nonairline, private sector par-
ticipation in terminal development and operation, with ben-
efits having been realized in increased operating efficiency,

enhanced levels of service for passengers and airlines, and
reduced operating costs.

In August 2010, JFKIAT, the Port Authority, and Delta
Air Lines announced a $660 million expansion of Terminal
4 (the 2010 Expansion Project), which includes an extension
of Concourse B to include nine additional loading-bridge-
equipped gates, new airline lounges, centralized security
checkpoints, a secure-side connector to Terminal 2, the
demolition of Terminal 3, and expanded remote aircraft park-
ing facilities. Construction is expected to begin in the fourth
quarter of 2010, with all work to be completed within five
years.

In 2010, in connection with the proposed redevelopment,
Schiphol acquired the LCOR and Lehman ownership stakes
to become the sole partner. Subsequently, Delta bought a
non-majority, non-controlling stake in JEKIAT in April 2010.

9.2.2 Objectives

After the election of George Pataki as New York governor
in 1994, political support of privatization initiatives at state
agencies increased. In this environment, the Port Authority®!
began considering involving private sector participation in its
operations. The Terminal 4 redevelopment was identified as
an attractive opportunity as its cost comprised approximately
one-fourth of the cost of the agency’s 5-year capital program
and the Port Authority wished to preserve future funding
capacity. Other large-scale construction projects were planned
or in process at JFK, including the quadrant roadway recon-
figuration and the AirTrain rail transit system, which was to
connect the terminal complex with subway and regional rail
systems. The financial and management resources required to
implement these complex projects along with the redevelop-
ment of Terminal 4 provided further encouragement for the
agency to explore alternative project delivery methods. Finally,
the TAB was operationally intensive, with approximately
230 Port Authority employees staffing the facility at the time.

In summary, the Port Authority’s primary objectives in
partnering with the private sector to redevelop the IAB in
1997 were:

e Preserving financing capacity
e Minimizing construction risk and management oversight
¢ Reducing operational responsibilities
— Delivering a functional terminal on time and on bud-
get with no additional financing required by the Port
Authority

81The Port Authority is a bi-state port district established through an
intergovernmental contract between the states of New York and New
Jersey. The governor of each state appoints 6 members to the Board of
Commissioners, which oversees the Port Authority.
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— Improving operational efficiency and increasing termi-
nal capacity by replacing exclusive use arrangements with
common use arrangements and new pricing approaches

— Gaining PPP experience for possible deployment to
other agency operations

9.2.3 Stakeholder Interests

Labor. The Port Authority required JFKIAT to inter-
view existing staff for possible employment, but JEKIAT was
not contractually obligated to employ any staff. The Port
Authority guaranteed jobs in other facilities to those not
absorbed by JFKIAT and required JFKIAT to include $4 mil-
lion in project costs for the Port Authority’s costs in realign-
ing the IAB staff, which were mostly early retirement benefits.
JEKIAT contracted most services out to third parties in order
to realize operating expense efficiencies and the expertise of
specialized firms. A number of the Port Authority employees
were hired by these third party contractors and many skycaps
all went to work for a concessionaire.

Airlines. The IAB had historically been served by a
large number of foreign-flag airlines, including approxi-
mately 45 airlines at the time of the award. Airline interests
in the redevelopment of Terminal 4 were divergent, but
had the following in common:

e Minimizing the disruption of IAB operations during the
construction of Terminal 4
¢ Replacing the aging IAB with an operationally efficient ter-
minal capable of accommodating forecast demand
¢ Having certainty with regard to the availability of gate and
other facilities for their operations

e Minimizing increases in rates and charges

e Ensuring levels remained competitive with other JFK
terminals

e Having the ability to enter into agreements whereby pref-
erential rights such as gate assignments and lower rates
and charges could be obtained in exchange for guaranteed
activity levels

e Improving customer service and the passenger experience

9.2.4 Outcome

At financial closing (April 1997), JEKIAT intended to enter
into a guaranteed maximum price (GMP) contract with its
construction contractor with a projected date of beneficial
occupancy of December 15, 2000. However, JFKIAT was
unable to enter into a GMP contract due to the limited set of
construction documents. The project was completed in May
2001 at a construction cost approximately 20% over the bud-
geted amount. (The final cost of construction was approxi-
mately $1,069 million, compared to an original estimate in
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1997 of $876 million.) JEKIAT attributed the cost overruns to
(1) staging costs, (2) unforeseen site conditions, (3) subcon-
tractor disputes, and (4) architectural design features. JFKIAT
was highly motivated to complete the project by May 8, 2001
(the deadline in the lease) because upon DBO it could increase
the per passenger rates and realize significant increased rev-
enues as well as avoid paying a significant penalty under the
lease if not finished by then. Due to the loss of time dealing
with the existing conditions, it cost more to accelerate the later
stages of construction.

The cost overruns required that JFKIAT obtain comple-
tion financing, which was provided by the Port Authority
through a $172 million subordinate loan as noted above.

Since its completion in 2001, Terminal 4 has operated
successfully, substantially improving operational efficiency
compared with the IAB, in large part due to the new state-of-
the-art building, and serving many airline tenants with diverse
interests. Its operational and pricing structure has enabled it
to respond more proactively to changes in the airline indus-
try. As a full common use terminal, Terminal 4 was able to
accommodate numerous airlines that operate at relatively low
frequencies, thereby increasing utilization versus the IAB.

Terminal 4 has also captured an increased share of passen-
ger trafficat JFK, with its 13.2% share of passengers enplaned
in 1999 increasing to 19.9% in 2009. JEKIAT attributes this
increase to the terminal’s increased capacity and ability to
accommodate new entrants. The low frequency airlines that
are not affiliated with a major airline alliance generally prefer
operating from Terminal 4 over other JFK terminals because
it is not operated by an airline. While priority use rights are
conferred to some contracting airlines, airlines operating
from Terminal 4 have greater certainty that their flights
will not be “bumped” due to the scheduling decisions of a
landlord airline. Airlines also realize efficiencies in the sense
that they can separately negotiate operating agreements with
JEKIAT with provisions such as term and guaranteed traf-
fic levels tailored to their needs, as opposed to negotiating
under less flexible terms with the airlines operating the other
unit terminals.

Internal forecasts of concession revenues that were pre-
pared during the planning process were not realized. JEKIAT
attributes this shortcoming primarily to the (1) significantly
worse-than-expected sales of duty free goods after the aboli-
tion of duty free sales for intra-European Union traffic in July
1999, (2) traffic declines after September 11, and (3) passen-
ger behavior changes after September 11 due to longer secu-
rity checkpoint times. With the increased security measures
put into place following the September 11, 2001 terrorist
attacks, passenger behavior has changed with reduced pre-
security dwell times as the majority of passengers proceed
directly to their departure gates after check-in. Most con-
cession outlets were located pre-security. This problem was
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partially addressed by adding concession outlets post secu-
rity and was addressed in a more comprehensive manner in
the 2010 Expansion Project by consolidating and moving the
security checkpoints before the main concession courtyard.

JEKIAT has realized savings in operating and maintenance
expenses by reducing personnel, outsourcing functions
(major maintenance, janitorial and custodial, security, etc.),
and introducing efficient work processes. By outsourcing
certain services that had traditionally been provided by the
Port Authority, JEKIAT was able to reduce in-house head-
count by almost 75% (from approximately 230 to 60). Other
operating efficiencies such as a building automation system
were built into the energy-efficient design of the new termi-
nal. The ability to operate outside of Port Authority procure-
ment procedures, employment pay scales and contracts, and
political influence allowed JFKIAT in many cases to obtain
more advantageous contractual terms than could have been
obtained by the Port Authority. In the end, JFKIAT had a
strong incentive to maximize passenger throughput, “run a
tight ship” and “sweat the asset,” as it would retain any excess
revenues and operational savings.

Terminal 4, which opened in May 2001, underperformed
in the first two years of operations (2002-2003), reflecting
the difficult operating environment in the early 2000s. The
events of September 11, weak economic conditions, outbreak
of Severe Acute Respiratory Syndrome (SARS), and Iraq war
had a severe effect on international traffic in the United States
and at JFK. These unforeseen external factors significantly
affected the project’s operating performance. For example,
total international passengers at JFK declined 18% between
2000 and 2003. However, since that time Terminal 4 has
benefited from a strong recovery in passenger volumes, an
associated increase in revenues, and the extension of the debt
amortization period for senior and subordinate debt (from
2015 to 2025) as a result of the extension of the City Lease
with the Port Authority in 2004.

Ultimately, with the 2010 Expansion Project and Delta’s
cost-recovery rates, more than half of Terminal 4 now effec-
tively operates like other airline-financed terminals at JFK.

9.2.5 Lessons Learned

The JFKIAT Terminal 4 project was a first-of-its-kind
experiment and as a result has provided some lessons learned
by the stakeholders, including:

e The ability to access tax-exempt financing made the
Terminal 4 redevelopment viable. LCOR estimated the
tax-exempt financing provided a roughly 30% discount
on private financing.

e Although the Port Authority sought to attract private
equity in the project, ultimately its access to the tax-exempt

bond market on behalf of the developers and the associ-
ated lower cost of capital dis-incentivized a large equity
investment that would have required higher returns for the
developer. JEKIAT’s contribution of $15 million was moti-
vated by the Port Authority’s desire that the consortium
have “skin in the game.”

JEKIAT was able to successfully experiment with market-
based pricing, which very few public airports use. In
particular, after the downturn in traffic resulting from
September 11 and SARS, as a private entity JFKIAT was
able to negotiate special pricing with airlines that could
not have been accomplished under typical airport-airline
ratemaking agreements.

Normally in the United States, airport terminals are sub-
sidized by parking and rental car revenues given the large
amount of public space. In this case, Terminal 4 had to
stand financially on its own without these subsidies. As a
result, the JEKIAT model is not universally transferable to
other U.S. airports. It worked at JFK because of the inter-
airport terminal capacity limitations, high user rate levels
for competing facilities, high percentage of international
traffic (which can support substantially higher charges),
and ability to charge fixed, profit-based pricing to use the
terminal. Therefore, the model may not be readily adapt-
ablein other locations without some form of subsidy from
other nonairline revenues, particularly parking and rental
car revenues. This model is best suited to application at
large, multi-airline airports with unit terminals.

A frequently cited rationale for involving the private sector
in facility development is to obtain construction and pro-
gram management expertise and therefore mitigate the risk
of cost overruns and schedule delays. While Terminal 4
was completed on-schedule, the final project cost was
about 20% higher than the budgeted cost. One of the com-
plexities in its development was the requirement to remain
operational during construction.

The structure of the financial returns, whereby both the
Port Authority and JFKIAT derived residual cash flow
value from the project, helped to align a number of their
interests. JFKIAT was highly motivated to complete the
project as quickly as possible, much like a traditional real
estate developer.

Risk avoidance in general is an overarching rationale for
privatization. In the case of Terminal 4, however, one might
question the magnitude of the “real” risk that was actually
assumed by JFKIAT. JFKIAT only invested $15 million
in equity, but did invest a great deal of time and effort in
the venture as well as risk $33 million in predevelopment
expenditures. Regardless of the financial viability of the
project, the Port Authority in the end must serve the pub-
lic interest of ensuring the busiest international terminal
in the region remains operational. JFKIAT, on the other
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hand, could “walk away” if the operation in its judgment
became unfeasible. Ultimately the main risk for the project
rested with the bond insurer and bondholders, not JFKIAT
or the Port Authority.

Unlike toll road projects where the term of the transac-
tion is usually 50 years or more, the relatively short term
for this transaction (initially 15 years) limited the amount
of equity that could reasonably be bid. Given the limited
amount of equity, the return on investment is quite large.
The early years of the lease were the most vulnerable and
the Port Authority played an important role in mitigat-
ing risk in these early years. When JFKIAT fell upon hard
times after September 11 and SARS, in conjunction with
the accelerated debt amortization period (prior to the
extension of the City Lease) and the need for completion
financing, the Port Authority stepped up to assist JFKIAT
by amending the lease agreement and providing sub-
ordinate financing. Although JFKIAT felt it could access
financing from the bond market, the financing provided
by the Port Authority provided a win-win solution for
both parties as JEKIAT had a credit rating at the time that
was below investment grade. The level of cooperation pro-
vided by the Port Authority to JFEKIAT demonstrated its
commitment to the facility and desire for its success.

The long-term lease meant that control over the site and the
flexibility to respond to changing market conditions was
relinquished by the Port Authority. While this factor was
not important in the early years of operation, it became a
more important consideration later on. From a customer
service perspective, replacing Terminal 3 was a top priority
for the Port Authority, and expanding Terminal 4 was the
logical and most economically viable solution. However,
the Port Authority only had indirect influence on the out-
come of negotiations between Delta and JFKIAT, two par-
ties with competing financial interests. In the end, Delta’s
interest to pay cost-recovery rates and Schiphol’s interest to
maintain a good relationship with Delta and its SkyTeam
partners were met with Schiphol’s purchase of LCOR’s and
Lehman’s stakes in JFKIAT. Although a short-term lease
may be more appropriate to protect against industry uncer-
tainty, a shorter term would be less attractive to private
investors and harder to secure financing.

Key to the success of the Terminal 4 project was the fact
that there was no “anchor tenant,” whose needs were driv-
ing facility design and development at the expense of other
tenants. With no airline having a large share of traffic at
the terminal, any organized opposition to the project was
difficult. (These dynamics have changed to some degree
as a result of the Terminal 4 expansion project and Delta’s
preferential-lease status.)

The project has also been successful because it is one of
several terminals at JEK that must compete for traffic with
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other terminals. This competition works to keep rates from
becoming unreasonable and to incentivize JFKIAT to run
an efficient facility with high customer service standards.?
Competition between terminals minimizes the need for
more heavy handed regulation, as JEKIAT must compete
for airline customers.

e JFKIAT also has a strong incentive to maximize the passen-
ger throughput of the terminal based on the per passenger
pricing regime and the associated passenger-related con-
cession revenues. JFKIAT is also incentivized to minimize
operating expenses; however, maximizing revenues in a
competitive environment requires high service levels so
the incentives are well aligned for both the Port Authority
and JFKIAT.

9.3 Boston Terminal A
9.3.1 Transaction Background

With (political  pressure to privatize Boston Logan
International Airport and recognizing that a needed rede-
velopment of Terminal A would require significant capital
investment, the Massachusetts Port Authority (Massport)
decided in 1996 to explore private sector involvement in the
Terminal A project. Initially, Massport explored a private
developer approach for the replacement terminal, but due to
state public bidding laws, and the private developers’ requests
“to shift risk to the Authority” or for subsidies such as a share
of rental car commissions, this approach was deemed infeasi-
ble. Massport then began negotiations with Delta to develop
the new terminal.

New Terminal A was developed under a special facility lease
between Massport and Delta and was largely funded with
special facility revenue bonds issued in August 2001, which
were secured solely by Delta and insured by Ambac Assurance
Corporation (Ambac). When the lease was signed on August
16, 2001, the terminal was considered fairly well designed.
After the terrorist events of September 11, 2001, Massport and
Delta worked together to redesign the terminal to incorporate
additional security features and to reduce costs.®

Shortly after the opening of new Terminal A, Delta filed for
protection under Chapter 11 of the U.S. Bankruptcy Code on
September 14, 2005. To assist Delta in its reorganization efforts
and to avoid the potential for costly litigation, Massport, with

82[t should also be noted that JEKIAT has the obligation to provide fair
and reasonable fees and avoid unjust discrimination pursuant to its
lease with the Port Authority, which is responsible for assuring compli-
ance of federal statutes, DOT/FAA policy, and FAA grant assurances by
its tenants and contractors.

$Dave Bannard, Large Capital Projects, AAAE Airport Magazine, June/
July 2010.
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the consent of the bond trustee and Ambac, agreed to restruc-
ture the original lease and bond trust agreement.

Under the restructuring, Massport is not obligated to
make the debt service payments on the Terminal A bonds. If
pledged facility rentals and associated reserves are insufficient
to make the debt service payments, the payments become the
responsibility of Ambac under the terms of the bond insur-
ance agreement.

9.3.2 Objectives

Governor Weld was committed to establishing Massachu-
setts as a leader in privatization. Given the political environ-
ment, Massport began considering alternatives for private
sector participation in its operations. The redevelopment of
Terminal A was identified as an attractive opportunity given
its significant cost and Massport needed to preserve financing
capacity for the Logan Modernization Program as well as its
sizable airfield, sound proofing, major maintenance, and the
other port facility improvements.

9.3.3 Stakeholder Interests

Delta was the largest carrier operating from Logan (in
terms of passengers) when Massport started talking to Delta
about Terminal A. Delta wanted to continue to expand its
operations at Logan and consolidate all of its product lines
at that time in one building, which operated from different
terminals at that time. Terminal A was the only site that had
enough potential to accommodate all these products in one
building. In addition, as the first terminal on the entrance
road combined with new state-of-the-art facilities, Delta felt
the new terminal would give it a competitive advantage over
its competitors at Logan.

9.3.4 Outcome

Six months after the opening of new Terminal A, Delta
filed for protection under Chapter 11 of the U.S. Bankruptcy
Code on September 14, 2005. To assist Delta in its reorgani-
zation efforts and to avoid the potential for costly litigation,
Massport, with the consent of the bond trustee and Ambac,
agreed to restructure the original lease and bond trust agree-
ment. Delta then signed an amended and restated 10-year
lease dated July 1, 2006, reducing the number of aircraft gates
itleased in Terminal A and associated space by approximately
one-third (from 22 to 14 gates). Massport subsequently
leased four of the relinquished gates and two regional air-
craft ground loading positions to Continental Airlines, under
a 5-year lease agreement (that expires in November 2012).
After Delta and Northwest merged, Delta leased the remain-
ing gates in Terminal A.

9.3.5 Lessons Learned

This hybrid single airline special facility financing had a
number of unique characteristics and as a result has provided
some interesting and instructive lessons learned, including:

e Despite the representations that developers and infra-
structure funds are looking for opportunities to invest
private capital in airport assets, as was the case for the
JEKIAT project, the prospective developers contended
that the Terminal A project could not be economically
financed without significant access to tax-exempt debt or
other airport revenues.

¢ The experiences of Terminal A at Logan and Terminal 4 at
JEK highlight the difficulties of financing terminal build-
ings, with their high capital and operating costs, without
the higher-margin parking and rental car revenues. A ter-
minal developed by an airline, such as Terminal A at Logan,
may be more feasible as the airline may be solving to mini-
mize its overall operating costs rather than seeking satisfac-
tory commercial returns on its investment. In the case of
Delta, it was able to consolidate its operations that had been
spread over two terminals into one building thereby saving
on laborand equipment costs.

e Each state has its own unique set of laws and regulations.
When contemplating privatization options, it is important
to undertake a comprehensive review of these laws. Given
the unique public bidding requirements in Massachusetts,
accessing tax-exempt conduit financing for private devel-
opment was deemed infeasible. Once Massport determined
that private developers needed the conduit debt, it had to
seek other avenues for private participation in the project.

e When contemplating a special facility financing on behalf
of an airline or other party, an airport owner should be
careful to ensure that the lease is a single lease that fits the
parameters of a true lease (as opposed to a financing lease).

e Logan is primarily an origin-destination (O&D) airport
and has a diverse mix of carriers, with no airline account-
ing for more than 20% of the passenger share in 2010.
Under this type of situation an airport owner should con-
sider the desirability of including gate and space take-back
provisions, as used in the Terminal A lease, if using special
facility debt. Also, an airport should evaluate the merits of
maintaining the facility on behalf of the airline (and charg-
ing associated rent) and retaining control over the conces-
sions (and associated revenues).

e With respect to the construction side of the project, the
lessons learned are best summarized by Massport’s deputy
chieflegal counsel assigned to the Terminal A transaction:

Take the time to carefully and clearly document the parties’
understanding before commencing the work, but provide for
flexibility within that framework; ensure that everyone involved
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in the project understands what has been agreed upon; maintain
continuous communication throughout the project; and craft a
structure that aligns all parties’ goals. By taking time upfront, sig-
nificant time and money can be saved in the long run.®

e The lease required that Delta make annual maintenance
reserve payments so that funds would be set aside for facil-
ity renovation, renewal, replacement, or reconstruction,
and for unusual or extraordinary maintenance or repairs.
This feature addresses concerns about a private tenant
turning back a facility at the end of a long-term lease in
poor condition. Funds in the Terminal A maintenance
reserve account can be dispensed at Massport’s discretion.

9.4 Stewart International Airport
9.4.1 Transaction Background

In 1999, Stewart International Airport (SWF) became the
first and only® airport to complete the APPP process. It was
operated by a subsidiary of UK-based National Express Group
(NEG), under a 99-year lease with the state of New York (the
owner). NEG operated the airport from November 1, 1999
through October 31, 2007, when it sold the remaining 91 years
of the lease to the Port Authority of New York and New Jersey.
Because the Port Authority is a public agency and not a com-
mercial entity, the airport was no longer eligible to continue in
the APPP under Port Authority control and its participation
in the program was terminated.

9.4.2 Objectives

Governor George Pataki wanted to be a leader in public
asset and operation privatization alternatives and SWF was
determined to be a good candidate for privatization. He
believed that turning the airport over to the private sector
would provide the Hudson Valley region with better air ser-
vice, greater economic development, and a strengthened tax
base. Therefore, the primary motivations were to (1) lever-
age the expertise of the private sector to develop the under-
utilized airport to its fullest potential and (2) develop the real
estate on the vast site to create jobs and economic develop-
ment, which was a priority for the Hudson River Valley due
to large industrial concerns laying off workers and closing
plants at the time. The RFP gave the bidders the option of
proposing on (1) the airport, (2) just the undeveloped land
(approximately 5,600 acres), or (3) both.

In addition, it was recognized that managing airports
was not a “core business” for the state and the New York

8Dave Bannard, Large Capital Projects, AAAE Airport Magazine, June/
July 2010.
%As of November 2011.
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Department of Transportation (NYSDOT) was continually
funding SWF with no prospect of financial return.

Finally, the certain parties to the transaction felt that NEG
would turn the airport around, develop Stewart to its full-
est potential, and consummate a landmark transaction that
would become a model for airport privatization throughout
the country.

9.4.3 Stakeholder Interests

Airlines. The airlines declined to approve NYSDOT’s
request for an exemption to use airport revenue for general
purposes because they were concerned that granting the
exemption for SWF would establish a precedent that could
be used in the privatization of larger airports. Therefore,
when filing its final APPP application for SWF, NYSDOT
did not request an exemption for use of airport revenue for
general purposes.

Labor. . Under the APPP statute, all collective bargaining
agreements covering airport employees that are in effect on
the date of the sale or lease of the airport cannot be abrogated
by the sale or lease. Therefore, NYSDOT required NEG to
develop a plan offering existing NYSDOT employees at the
airport the option to remain in the employment of NYSDOT
or to receive an offer of employment with NEG. One of the
conditions of the lease was to retain the State Troopers as the
airport security to avoid labor issues.

NYSDOT contracted with Air Group International (AGI)
to operate the airport under a management contract. In
addition, the parking operations were contracted to another
private entity and NYSDOT leased the airport’s cargo facili-
ties. While the ownership of SWF resided with NYSDOT, a
significant amount of SWF operations were outsourced to
contractors.

Community. The goals of the Stewart Airport Commis-
sion (SAC), which acts in an advisory only capacity and has
no governance authority over the airport, were and continue
to be (1) improve passenger air service and (2) contribute to
the region’s economic development. Under the lease, NEG
was required to meet on a regular basis with SAC.

9.4.4 Outcome

Shortly before the beginning of the lease term in November
1999, NEG approached NYSDOT asking to be relieved of its
lease obligations. Apparently, NEG had already started think-
ing about getting out of the airport business to focus on its
core business in the bus and rail sectors, and in February
2001 sold its only other airport operations (3 airports in
England). NYSDOT refused the request and NEG proceeded

Copyright National Academy of Sciences. All rights reserved.


http://www.nap.edu/22786

Considering and Evaluating Airport Privatization

96

as contracted to take over SWF operations. Moreover, the
SWE transaction prohibited the sale of the lease to another
party for 5 years, or until November 1, 2004.

NEG hired an experienced airport manager to run SWF
who was not an employee of NEG but was a contractor. The
airport manager continued in that position until the airport
lease was taken over by the Port Authority and reported to
NEG’s U.S. subsidiary, which was a large bus operation. SWF
had to perform as a competitive business enterprise within the
NEG family of companies. Ongoing corporate investments
and initiatives had to be justified by reasonable expectation of
a satisfactory financial return over the life of the investment.
Potential SWF investments also had to compete with poten-
tial rail and bus investments within NEG’s capital portfolio.
Beyond the lease commitments, investments at SWF had to be
as good as or better than alternative NEG investments.

NEG took over operations roughly 10 months before the
terrorist events of September 11 and managed SWF during a
difficult period for regional airports. It competed successfully
for AIP grants and worked to attract real estate development
and airline service, including JetBlue and AirTran (which
subsequently exited the market). In terms of the profits from
airport operations, the FAA concluded that despite a steady
decline in passengers after NEG took over operation, NEG’s
profit was similar to that achieved by NYSDOT under its last
full year of operation, which was likely a result of operating
efficiencies achieved by NEG.%¢

Although the SWF privatization did not materially improve
passenger air service, it did continue economic development
activity related to the airport and was able to accelerate con-
struction projects relative to public operation.

9.4.5 Lessons Learned

SWF’s entry and exit from the APPP provided a first-of-
its-kind experiment and as a result has provided some inter-
esting and instructive lessons, including:

e As demonstrated by other case studies, strong political
commitment was necessary to achieve privatization. The
reason the initial privatization process succeeded was
because Governor Pataki was a strong political champion.

e Navigating through the APPP process took the state consid-
erable time and resources (as it did for the city of Chicago).
It took 34 months from the time NYSDOT submitted its
preliminary application to the FAA until the FAA issued
its record of decision approving the transaction. The pro-
cess included preparing the preliminary APPP application,

80.S. Department of Transportation, Federal Aviation Administration,
Report to Congress on the Status of the Airport Privatization Pilot
Program, August 2004.

developing the RFP, evaluating the responses, selecting an
operator, drafting and negotiating the complex lease terms,
preparing the final APPP application, managing public
participation, securing local approvals, and building politi-
cal support. In considering the timeline, it is important to
remember that there are both federal and local requirements.
In the case of the SWF privatization, local approvals were
required from labor groups, the state attorney general, and
state controller, among others. It is important to remember,
too, that this was the very first such transaction in the U.S.,
undoubtedly adding to the length of time required.
Although the state and NEG thought it was reasonable
to include the cost of capital in the airline rates over and
above allowances for inflation without having to seek
airline approval under the APPP, the FAA said that rates
could not increase faster than the rate of inflation with-
out airline approval.

For-profit private companies must make strategic deci-
sions in the interests of their shareholders, which may not
always be in the best interests of the airport community.
After operating the airport for 7 years, NEG was no longer
interested in investing resources in airports. NEG exited
the airportindustry and concentrated on its core rail and
bus businesses. There was no appetite to invest seed money
into the airport because NEG was looking for an immedi-
ate financial return. As a result, total operating revenue
remained flat at best during the NEG operation. NEG ful-
filled its lease requirements, but the original enthusiasm
and energy for the business waned, and the state was dis-
appointed that additional investments did not materialize.
There is no guarantee that the private airport operator will
achieve financial success, retain interest in the business, or
be successful in its execution. Therefore, the challenge in
structuring a successful transaction is to align the interests
of the private company with the appropriate incentives.
NEG paid $35 million in lease payments and made $10 mil-
lion in capital contributions at SWFE. It did not materially
improve SWF’s financial performance during its tenure,
in part due to the significant cutbacks in air service after
September 11, and in part due to the realignment of the
company’s strategic priorities. It is likely that NEG did not
realize the return on its investment as expected during its
operation of the airport. In addition, NEG was facing a 5%
of gross income lease payment beginning on the 10th anni-
versary that would further dilute its earnings. NEG sold the
lease after 7 years of operation to the Port Authority for
$78.5 million, allowing it to recover its investments and
realize a significant capital gain, which was not plowed back
into airport improvements.

One of the intentions of the APPP was to evaluate the poten-
tial for new private sector investment in airports through
privatization. Indeed NEG invested $10 million of its own
funds into SWF capital development, but it also received a
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significant return on that investment and its $35 million lease
payment from the sale of the remaining leasehold interest.

e While there was significant economic development asso-
ciated with SWF during the privatized period, the com-
munity’s principal goal of improved air service was not
achieved. There is only so much a regional airport opera-
tor can do to entice sustainable air service. Some believe
that the Port Authority has considerably more leverage to
entice airline service at SWF due to its control over JFK,
LaGuardia, and Newark airports, and its ability under fed-
eral law to potentially cross-subsidize the facility. However,
this remains to be seen.

¢ One of the reasons NEG’s bid was considered the most
attractive was due to its plans to operate express bus service
between New York City and SWF similar to the services
it operates linking the London airports. It was expected
that the SWF bus service would stimulate low fare service
from the airport; however, the bus service plan was never
implemented.

¢ SWEF was improved on the margin by NEG due to the new
leases and commercial development; however, the airport
experienced significant challenges before, during, and after
privatization—enplaned passenger traffic peaked in 1997
at 435,000, troughed in 2002 after September 11 at 170,000,
peaked again in 2008 at 446,000, and then declined sharply
again in 2009 to 187,000. Neither privatization nor public
operation is a panacea for an airport that experiences chal-
lenges attracting demand.

e Thestate’s 5-year prohibition from selling the lease worked
well. It was designed to prohibit the bidder from flipping
the airport for a profit shortly after the transaction.

e The Port Authority has the resources and capacity to make
large investments in SWF to implement a long-term vision
without expecting short-term financial returns. It does not
have to justify its SWF investments and initiatives on a
current business basis. As such, the Port Authority has the
flexibility to implement a longer-term vision of SWF as a
significant reliever airport for the greater New York area by
making the infrastructure improvements and offering the
marketing and financial incentives to achieve this vision.

¢ A more local governance structure, such as ownership by
the county, towns, or airport authority, may have been
more involved in airport operations and management
than a state department.

9.5 Chicago Midway
International Airport

9.5.1 Transaction Background

The proposed long-term lease of Chicago Midway
International Airport (Midway) to a private firm was by far
the largest proposed airport privatization in the United States
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and was posited to be a landmark transaction as the first priva-
tization of a major commercial airport in the United States.
In addition, the city of Chicago was the only applicant in the
history of the APPP that was able to secure airline approvals
for its application, which is needed for the city to use the lease
revenues for non-airport purposes.

In 2005, the city secured state legislation to extend the
airport’s exemption from property taxes to a private owner,
which paved the way for the transaction and committed the
city to use 90% of the net proceeds to finance infrastruc-
ture work or up to 45% of the net proceeds to shore up the
city’s $9 billion (at the time) unfunded pension liability.
These commitments were needed to secure the support of
the powerful Chicago Federation of Labor. In October 2006,
the city secured the only large-hub slot under the APPP. In
February 2008, the city secured airline approvals for its APPP
and immediately issued a request for qualifications (RFQ)
for bidders. Bids were received on September 30, 2008 two
weeks after Lehman Brothers Holdings collapsed (September
16), which triggered the global credit crisis. When the private
consortium was unable to come up with the full up-front
rent payment under the lease (purchase price) of $2.521 bil-
lion in April 2009, the deal fell through and the consortium
had to pay a $126-million breakup fee to the city, of which
$75.million had been posted as collateral after city council
approved the lease. Since that time, the FAA has granted the
city’s requests for more time to complete the deal through a
series of extensions to maintain its spot in the APPP.

9.5.2 Objectives

The city began exploring the privatization of Midway
Airport soon after it announced its $1.83 billion 99-year lease
of the Chicago Skyway Toll Bridge System in October 2004, a
deal considered the first long-term, major PPP involving an
existing asset in the U.S. and which closed in January, 2005.
Subsequently, the city entered into a long-term lease on its
downtown parking garages in a $563 million deal which
closed in December, 2006. In February, 2009, the City also
leased its parking meter system for $1.15 billion.

The primary motivation for the Midway transaction was to
get “value out of the airport” by leasing the airport on a long-
term basis to a private operator and using the proceeds for
the city’s unfunded pension liability, infrastructure improve-
ments, and other general fund purposes.

Also as stated in the February 2008 RFQ, the city’s primary
objectives were:

Protect the Public Interest

e Maintain the highest levels of public and passenger safety
and security

¢ Protect the public interest within the context of seeking
value for the City and the airlines
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¢ Establish a new framework of rates and charges that pro-
vides lower and more predictable rates for airlines operat-
ing at the Airport

e Improve the competitive position, service quality, growth
prospects and efficiency of Midway Airport for the benefit
of Chicago residents, airlines and other users

Risk Adjusted Value Optimization

e Maximize sale proceeds

e Ensure that future Airport development is safe, functional,
efficient and delivered when necessary

e Minimize the City’s exposure to residual risks and liabili-
ties from the process

Fair and Transparent Process

e Protect the reasonable interests of current and future air-
line users

e Ensure fair and equitable treatment of existing Airport
employees

e Ensure a smooth transition from public to private man-
agement in a timely manner

9.5.3 Stakeholder Interests

Airlines. Under the APPP, in order for the city to apply
lease revenues from the transaction for general city purposes,
the lease must receive the approval of both 65% of the airlines
operating at Midway and airlines representing 65% of the
annual landed weight. This provision gave all Midway carri-
ers, especially Southwest with 84.4% of the passenger market
share in 2008, considerable bargaining power.

The city and Southwest Airlines negotiated an agreement
that would have generated millions of dollars in net pres-
ent value savings for the airlines serving Midway. The use
agreement would have extended through 2033, with five-year
renewals afterward. Specifically, the deal won airline approval
because it would:

e Cap airline rates and charges at a level below total 2008
charges and freeze rates for the first six years. It should
be noted that the residual airline rates that were in effect
at that time did not include amortization of principal on
the bonds issued to finance the terminal redevelopment.
Therefore, the airlines would have been able to lock in
very favorable rates before they spiked. Airline CPE ranged
from $3.38-$7.55 from 2004-2009, with the high occur-
ring in 2009. However, the budgeted CPE in 2010 increased
sharply to $11.39, which had been planned due to the defer-
ral of principal amortization and expiration of the applica-
tion of Letter of Intent grants to debt service. The airport
also projected CPE to increase sharply again in 2011, to
$14.63, but remain near that level through 2018.

¢ Limit future rate increases to inflation for the remainder of
the 25-year use agreement.

¢ Grant the airlines approval rights for capital improvement
costs to be included in airline rates (i.e., the cost of ongoing
capital projects would be added to annual airline charges
only after airline approval).

e Provide strong operating and service performance stan-
dards, including a capital asset maintenance plan, capi-
tal improvement program report, and five-year capital
improvement program that must be developed on an
annual basis by the private operator and submitted to the
cityand theairlines for approval by the city and a majority-
in-interest by the airlines. These reports would define
and describe the planned rehabilitation, replacement,
and reconstruction capital requirements.

e Transfer the risk of operations and maintenance costs
from the airlines to the private operator.

¢ Give the airlines sign off rights on the bidders’ qualifications.

Not only would the transaction have provided the air-
lines considerable net present value savings (especially in the
near term), but it would have also provided stable, predict-
able rates and charges, which is one of the airlines’ biggest
concerns.

The airlines also wanted to maintain the Midway Airlines
Terminal Consortium (MATCO), which was formed to oper-
ate and manage the terminal airline equipment and systems,
including pre-conditioned air systems, aircraft ground power-
400Hz system, passenger loading bridges, potable water cabi-
nets, baggage handling systems, MUFIDS, battery charging,
security checkpoint equipment, and aircraft fueling systems.

Labor. The city won the support of unions by ensuring
that current employees would be offered jobs with similar
pay and benefits in any lease. The city’s commitment to use
the net proceeds to fund pensions and infrastructure also
helped. The Illinois legislation that allowed the city to lease
Midway requires the private operator to pay employees “an
amount not less than the economic equivalent of the stan-
dard of wages and benefits enjoyed by the lessor’s employ-
ees who previously performed that work.” In addition, the
private operator and the city must offer employment “under
substantially similar terms and conditions” to municipal
employees working at the airport. There is also a labor neu-
trality and card check agreement covering unrepresented
workers.?” It is important to note that the city was willing to

8In 2006, the Illinois General Assembly enacted Public Act 94-750,
which provides for certain requirements that must be satisfied in con-
nection with the privatization of Midway. These requirements relate to
labor relations and employee protections; continued compliance with
applicable ordinances governing contracting with minority-owned
and women-owned businesses, prohibiting discrimination and requir-
ing appropriate affirmative action; and application of the net proceeds
of the privatization by the city.
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offer the employees positions elsewhere in city government,
which may not be an option in other situations.

Community. In order to maintain Midway’s property
tax-exempt status under private operation, the city had to
negotiate with the state legislature. The tax-exempt status was
considered necessary for the transaction to be economically
viable and as such was a front end activity. In addition to the
labor protections noted above, the state legislation also:

¢ Required that at least 90% of the proceeds from the lease be
used for infrastructure construction and maintenance and
for contributions to the municipal employee pension funds.
¢ Prohibited the expansion of any of the Midway runways.*

Potential Bidders. The city also met several times with
potential bidders to learn about their interests and concerns
to design a solicitation that met their needs. Through these
discussions, it was determined that the city would need to
maintain the police and fire functions for Midway to mitigate
the risks perceived by the potential bidders.

9.5.4 Outcome

The consortium of investors led by Citigroup Inc.; a-unit
of Vancouver International Airport, and John Hancock Life
Insurance Co. submitted the highest bid ($2.521 billion) to
lease Midway in September 2008. The winning consortium
was called Midway Investment and Development Company
LLC (MIDCo). In the context of the global financial crisis,
MIDCo was unable to raise the entire purchase price for the
lease by the city’s deadline in April 2009 and as a result for-
feited the $126 million in earnest money it posted to the city.

People involved with the Midway transaction trumpeted
its merits and win-win proposition to all stakeholders. They
believe the only reason the transaction failed to reach finan-
cial close was due to the collapse of the debt and equity mar-
kets. Others have expressed concerns about the precedents
set in terms of the amount of the bid proposal of the winning
bidder and the favorable provisions in the airline agreement.
They fear that other policy makers will expect to realize the
same multiples (28 times revenues) and that the airlines will
see the Midway lease as the benchmark for future privati-
zation transactions even though the conditions are different
for every airport. A number of people have expressed skepti-
cism on the ability for MIDCo to be able to make a profit
given the amount of the bid, the rate caps under the airline

8The airport is located in a densely developed section of the city, includ-
ing residential development. Also, in December 2005, a Southwest
Airlines aircraft slid off a runway at Midway while landing in a snow-
storm and crashed into automobile traffic, killing a six-year-old boy.
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use agreement, the relatively well-developed terminal retail
program, the operating efficiencies introduced by the city in
2009, the limited potential for land development, and limita-
tions on passenger throughput growth due to the prohibition
on runway expansion and lack of land for terminal expan-
sion. A preliminary assessment would suggest that the highly
leveraged environment existing before the collapse of the
global markets had fueled unrealistic prices and expectations
for some underlying assets whose values have since waned.

9.5.5 Lessons Learned

This case study has provided some important lessons
learned by the stakeholders, including:

e A successful APPP application process requires strong
political support and leadership. The city of Chicago had
that in Mayor Richard M. Daley. There was also a very sup-
portive administration in Washington, D.C., and there was
political momentum from the large bid on the Skyway deal.

e Going through the APPP is lengthy, complex, and time-
consuming.and can be an expensive process. The rewards
to the airport owner can be potentially large, but success
is not guaranteed. Any public sponsor should consider the
level of effort, expense, and risk before applying.

e Privatizing an airport under the APPP in the United States
is far more complicated than privatizing toll roads or
parking facilities given the highly regulated environment,
complexities involved in operating an airport, the pace of
technological changes affecting airports, and the multiple
approvals needed, including the FAA, TSA, CFIUS (if the
sale or lease of the airport is to a private operator that is
a foreign entity®’), labor, and airlines (if revenue is to be
used for non-airport purposes) in addition to the local
approval requirements (e.g., city council).

¢ Itisimportant to include in the airport’s privatization team
technical advisors given the extensive and complex legal,
financial, operational, and regulatory issues involved in the
airport industry. The city had very capable external advi-
sors and engaged airport staff productively in the opera-
tional issues.

e The goals for the privatization should be clearly articulated.
The city’s goals were always transparent and well-articulated,
which helped eliminate resistance to the transaction.

e Itisimportant to estimate the expected net proceeds early
in the process to know if the transaction can yield positive
benefits. The city retained financial advisors to run various
scenarios to assist it in making the decision to go forward
with the transaction.

%Due to the lack of airport privatization in the United States most of
the potential bidders tend to be global infrastructure specialists.
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¢ The public sponsor needs to get key stakeholders on board
early, including labor and airlines, to maximize the poten-
tial for success.

e Transparency and public outreach are important. The FAA
sets up public dockets that contain valuable information,
but local residents often are not aware of this resource. In
the case of Midway, where homes are as close as 30 feet
from the airport boundary, the local community was very
supportive because the local community understood the
economic value of the airport.”

e Maintaining property tax exemptions under private oper-
ation of a long-term lease was important for the economics
of the deal or would otherwise need to be reflected in the
valuation of the airport.
Oversight and performance standards were important to
include in the operator’s concession lease and they were
coordinated with the airlines. The operator would be held
accountable.
The length of a lease needs to be considered carefully.
Initially it was expected that the Midway lease would be for
“50 years or more” as U.S. accounting rules dictate that,
for expenses to be deducted by the lessee, the length of the
lease needs to equate to the remaining economic life of the
asset, and this deal was approved for a term of 99 years to
maximize the up-front lease payment to the City. The level
of equity investment is tied to the term, which falls off dra-
matically with shorter terms. On the other hand, with long-
term leases it is important to ensure the operator does not
neglect the asset in the final years of the lease. This is why
the Midway operator was required to prepare a capital asset
maintenance plan, capital improvement program report,
and five-year capital improvement program each year and
submit them to the city and the airlines for approval.

¢ The city was not in a position to offer tax-exempt financ-
ing to the bidders, which is one way to substantially lower
the amount of financing needed by private investors (as
shown in the JEKIAT case study). This is because in order
to qualify for the federal tax exemption, the asset must be
governmentally owned, which means the term of the lease
cannot be greater than 80% of the useful life of the asset. As
noted above, privatization models push for longer terms.
In addition, under IRS regulations, tax-exempt bonds can-
not be used to acquire existing assets unless at least 15% of
the proceeds are used for rehabilitation expenditures for
buildings associated with the property.”!

e Privatization through the APPP is not a solution for every
airport. It was attempted by the City of Chicago because it

“Interview with Erin O’Donnell, Managing Deputy Commissioner of
Chicago Midway International, September 20, 2010.

9126 USC 147—Sec. 147. Other requirements applicable to certain pri-
vate activity bonds.

allowed for the net proceeds paid up-front under the lease
to be used off-airport. However, and as best expressed by
Amy Weaver of Southwest Airlines who participated in the
Midway transaction,

The APPP outlines a practical, effective process for privatiza-
tion. Airports, airlines and any other players need to remember
that each privatization deal is unique . . . The pilot program is
flexible enough to accommodate . . . unique qualities.”

One of the reasons the airline rates could be frozen for
the first six years at Midway was because the city had just
completed a major terminal redevelopment program and
the APPP rules provide airlines with negotiating leverage.

9.6 Morristown Municipal Airport
9.6.1 Transaction Background

Morristown Municipal Airport (MMU) is a general avia-
tion airport that is owned by the Town of Morristown and
has been managed and developed by DM AIRPORTS, LTD.
(DM), an affiliate of the DeMatteis Organizations, since 1982
undera comprehensive long-term lease.

The airport is located in Hanover Township in Northern
New Jersey in close proximity to New York City. MMU
provides services for businesses located in Morris County
where approximately 50 of the nation’s Fortune 500 com-
panies are either headquartered or have major facilities. As
aresult, MMU has a significant number of high-end users at
the airport and competes primarily with Teterboro Airport
and Westchester County Airport for business. Therefore,
DM is highly incentivized to provide strong customer ser-
vice at reasonable prices to its clientele and offers special
aviation enhancements.

The Agreement of Lease between the town and DM was
entered into in December 1981 with a term of 99 years
commencing on May 1, 1982 and extending through April
30, 2081. Under the long-term lease, the town granted the
full management and development control of the airport to
DM in return for DM (1) paying annual rent to the town,
(2) paying all outstanding airport debt service when due,
and (3) undertaking all capital improvements. As such, DM
has wide discretion and is responsible for making decisions
regarding the development of MMU (i.e., capital improve-
ment projects) and managing its operation, which includes
among other things, negotiating leases, handling staff and
services, and setting rates, fees, and charges. The only resid-
ual airport controls retained by the town are the signing of

2Amy Weaver, Southwest Airlines says Midway indicates privatization
can fly in the United States, HNTB Aviation Insight, Spring 2010.
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airport grants and approval of site plans, but the town is
obligated to mutually cooperate with DM in securing such
approvals. DM retains all revenues derived from its operation
of the airport.

The 99-year term of the lease was deemed necessary for
DM to recover its payment of the town’s outstanding airport
debt and its investment in upgrading existing facilities and
constructing new ones. DM also has responsibility for all air-
port repairs, maintenance, and operations (except police ser-
vices which are provided by the town) and compliance with
all governmental regulations. In addition, DM is responsible
for obtaining at its own cost all site plan approvals and zoning
approvals and permits for airport development with the full
cooperation of the town.

The lease gives DM great flexibility in carrying out its
charge of operating the airport as a public airport subject to
all applicable laws, regulations and agreements, including
compliance with FAA grant assurances.

The lease also gives DM the right to mortgage all or any
portion of its interest in the lease (without the town’s con-
sent) to obtain the most favorable financing needed for
airport development. In addition, the lease is assignable
“without restriction of any kind.”

Airport users pay fees and charges directly to DM and DM
assumes the risk involved in covering both operating and
capital costs out of those revenues.

It is important to note that the Morristown privatiza-
tion occurred before the FAA promulgated.its revenue use
policy and before the creation of the APPP. Therefore, it
is not reasonable to expect to be able to repeat this expe-
rience because the federal rules are much stricter now.
Nevertheless, the lease served as a model for the Stewart
lease under the APPP.

9.6.2 Objectives

In 1981, after operating the airport unprofitably for many
years, the town had accumulated over $2 million in debt
for airport capital improvements even though its infra-
structure was in a state of disarray. The airport’s corporate
users were threatening to leave because the airport and the
FAA was threatening to close the facility if upgrades were
not made. The town recognized it did not have the talent
on staff to run the airport properly and looked to a private
company to operate and manage it on their behalf, pay off
the debt, and make the necessary capital improvements to
appease the FAA and tenants. After careful consideration,
the town concluded that the airport could be better oper-
ated and developed by a private entity. The town studied
various proposals and considered several potential devel-
opers to run the airport.
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Therefore, the primary objectives in the MMU privatiza-
tion were to:

e Pay off $2 million in airport long-term debt.

e Make substantial upgrades to the airport’s infrastructure
with the aid of federal and state grants, which was in a state
of disarray.

e Turn the airport into an economic catalyst for the town
and the region.

9.6.3 Stakeholder Interests

Labor. When DM took over operation of the airport in
1981, there were approximately 35 employees on the airport
payroll. The maintenance and operations staff was offered
positions by DM, but most of the senior employees moved
to positions within the town government to maintain their
municipal status and pension benefits.

Local Government. The management contract has served
the Town of Morristown well. The town’s only responsibili-
ties for the airport are police protection, emergency medi-
cal response, grant administration and audits, and site plan
approvals. DM converted a facility in a state of disrepair into
an economic engine by investing in the airport’s infrastructure
and providing a high level of service to the users. This arrange-
ment has also worked well for Hanover Township, where the
airport is located, because DM must pay land taxes to the
township unlike a municipal operator.

Community. DM is responsible for all interactions with
the community with regard to the airport. Morris County views
MMU as a critical community asset for retaining and attracting
business. Therefore, the Morris County Freeholders” estab-
lished an Airport Advisory Committee in 2003 to interact with
DM and MMU tenants, which meets on a bi-monthly basis
(but only if there is business to discuss). Although this com-
mittee has no jurisdiction over the airport or DM, it has been
instrumental in bringing together residents, pilots, govern-
ment officials, and airport personnel to address noise issues at
MMU, among other issues. It also helps DM to build goodwill
with the community.

Tenants. DM also actively engages airport tenants through
various channels. The Morristown Aviation Association
(MAA) is an association of mostly airport tenants and some
transients that was established to provide a forum for tenant
interaction. DM jointly sponsors a periodic publication on
airport updates with the MAA and the Morristown Airport
Pilots Association.

%In New Jersey, county legislators are called “Freeholders.”
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MMU also has U.S. Customs and Border Protection ser-
vices for international flights. Because MMU does not have
sufficient volume to justify a federal agent being assigned to
the airport, the tenants decided to set up a user fee association
to pay for one. DM administers the user fee service on behalf
of the Morristown Airport Customs Association. Tenants
and transients pay to clear with higher rates for transients and
non-members. Entities who clear frequently often become a
member of the Association.

The tenants also decided they wanted ARFF even though
MMU is not a Part 139 airport®* and ARFF is not required
because of the high-end aircraft they use. Like customs, ARFF
is not a cost responsibility of DM, but instead is funded by a
surcharge on fuel flowage per gallon. However, DM puts out
to bid and administers the ARFF contract. The FAA funded
95% of the cost of the ARFF station through an AIP grant
as well as 95% of the cost of the first ARFF vehicle (up to
Index A). The tenants paid for the cost of a second vehicle
through the fuel flowage surcharge because the FAA said it
would not support an Index B service.

9.6.4 Outcome

DM initially entered into the long-term lease for the air-
port based on the potential for commercial development on
and around the airport. DM had plans to develop property
for commercial, hotel, office, industrial and/or manufactur-
ing purposes. However, subsequently, wetland limitations
and the taking of 11 acres of airport property for expansion
of Route 24 eliminated the expected potential for commercial
land development.® Although DM had the option to termi-
nate the long-term lease due to this land taking, it concluded
that it could continue to successfully operate the airport
without this developable property.

DM paid off the airport long-term debt, made substan-
tial upgrades to the airport with the aid of federal and state
grants, and turned the airport into an economic catalyst for
the town and the region.

Over the first 28 years of operations (1982—2010), DM has:

e Implemented capital improvements and provided the
necessary facilities and services to meet aviation market
demand

e Improved customer service at the airport by providing
superior facilities and services at competitive rates

**Although not required, some large GA airports do have 139 certifi-
cates, which greatly affects staffing and operating expenses.

%As a result of the land taking, DM’s annual base rent was abated
slightly. In addition, there was a negotiated settlement on the value of
the land that was taken, which was shared approximately 80% by the
town and 20% by DM.

e Helped organize, manage, and participate in tenant cus-
tomer service programs (e.g., the U.S. Customs and Border
Protection and ARFF services)

e Marketed the airport’s desirable location and high-end
facilities to retain and attract customers for the benefit of
the local economy

e Transformed MMU into a financially self-sustaining,
competitive facility for the region

e Elevated MMU’s position to be one of the two premier
general aviation airport in northern New Jersey, with
Teterboro as the other

¢ Fostered strong community relations by promoting the
airport and engaging its tenants, the Morris County
Freeholders, the local chamber of commerce, and other
stakeholders

e Established a corporate identity for the airport through
participation in aviation trade association events and con-
ferences and marketing efforts, including its user friendly
website

e Turned MMU into an economic engine for the town and
the region

By contrast, as noted earlier, under the town’s operation,
the FAA was threatening to shut the airport down due to its
state of disrepair.

9.6.5 Lessons Learned

The case study for MMU provides helpful background for
any airport considering full privatization outside the APPP,
in particular for a general aviation airport. However, it should
be noted that the 99-year lease was entered into before the
FAA formalized much of its policy regarding airport revenue
use and full privatization outside the APPP.

e The MMU long-term lease did not require any special fed-
eral or state legislation (such as the APPP).

e However, like the JFKIAT Terminal 4 project, there appear
to be special circumstances that make the MMU experiment
successful, in particular the demand for high-end general
aviation users. Although DM has been approached by sev-
eral other airports, DM has declined these offers because
the market was not there for a viable business opportunity,
suggesting that the business climate in Morristown is some-
what unique.

e The DeMatteis Organizations learned that once a profes-
sional staff was in place and successfully operating the
airport it was no longer necessary to contract out the air-
port management and therefore was able to save money
by no longer having to pay the annual management fee.

e According to DM, privatization allows for a more efficient
and effective way to operate the airport. Decisions can be
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made in a timely manner. Moreover, bureaucracy, politics,
and competing funding priorities do not factor into the
business decisions. Unlike the Indianapolis management
contract, DM is not required to adhere to local municipal
procurement regulations, which allows for greater operat-
ing efficiencies and speedier delivery of services.

Due to the nature of the agreement (in particular its term and
development responsibilities), DM pays land and improve-
ment taxes to Hanover Township. Typically, public airport
owners/operators do not pay property taxes. Therefore, this
type of privatization allows a local municipality (other than
the owner) to derive incremental tax revenues.

Community outreach is important for airports. Although
not mandated in the lease, DM actively and successfully
engages the community and its tenants. This is an area for
possible improvement in a lease in the event the lessee was
not as committed to the airport and its rapport with the
community.

The lease does not include specific oversight and perfor-
mance standards. This would typically be included in a long-
term lease or management contract of this type. However,
given the competitive nature of high-end general aviation
use in the New York metropolitan area, DM is incentivized
to provide a high level product.

The term of a long-term agreement, where the public
sponsor grants full management and development control
to the operator in return for the operator undertaking full
capital improvements, needs to be considered carefully.
Where significant airport development is anticipated, the
term of the lease should be related to the length of time
needed by the operator to recover its investment. In this
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case it was felt that a 99-year lease was needed due to DM’s
obligation to defease the $2 million in outstanding airport
debt and make the necessary improvements to the airport.
Whether a 99-year lease is necessary or appropriate for a
similar deal should be carefully considered. DM pays a
relatively modest annual rent for the privilege of retaining
all airport fees and charges in return for taking on the risk
to cover operating expenses and capital expenditures (net
of grants) out of those revenues.

The form of compensation—upfront lump sum versus
annual rent—is also something to be carefully considered
and evaluated. The town decided to take the annual rent
to cover its cost to provide continuing police, emergency
medical, and grant administration services for the airport.
By comparison, the city of Chicago opted for an upfront
payment and set aside funds for its ongoing obligation to
provide police and fire protection for Midway Airport.
The lease does not have definable requirements for main-
taining the airport other than “maintain the Airport in rea-
sonably good operating condition subject to deterioration
caused by wear and tear” and there is no obligation to set
aside funds towards the end of its term to make sure the
asset is in good condition when the lease expires. For exam-
ple; under the proposed 99-year Midway lease the operator
was required to prepare a capital asset maintenance plan,
capital improvement program report, and five-year capital
improvement program each year and submit them to the
city and the airlines for approval. While DM has done a
good job maintaining the airport after 28 years of steward-
ship, there could be stronger requirements in the lease about
maintaining the airport in the later years of the term.

Copyright National Academy of Sciences. All rights reserved.
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APPENDIX A

Abbreviations and Acronyms

AATA
AATF
ACRP
AHTA
AIP
AMT
APPP
ARFF
ARRA
BABs
BOT
BTO
CapEx
CFIUS
CFR

CM at risk
CPI
DBOM
DBOM/F
DBOT
DOJ
EBITDA
FAA
FBO

GA

GAO
HVAC
NYSDOT
OpEx
PFCs
RAB

RFP
SWFAA
TSA
U.S.DOT

Airport and Airway Improvement Act of 1982
Airport and Airway Trust Fund

Airport Cooperative Research Program
Anti-Head Tax Act

Airport Improvement Program

Alternative Minimum Tax

Airport Privatization Pilot Program

Aircraft Rescue and Firefighting

American Recovery and Reinvestment Act
Build America Bonds

Build-Operate-Transfer
Build-Transfer-Operate

Capital Expenditures

Committee on Foreign Investment in the United States
Code of Federal Regulations

Construction Manager at Risk

Consumer Price Index
Design-Build-Operate-Maintain
Design-Build-Operate-Maintain and Finance
Design-Build-Operate-Transfer

U.S. Department of Justice

Earnings Before Interest, Tax, Depreciation, and Amortization
Federal Aviation Administration

Fixed-Base Operator

General Aviation

General Accounting Office, now the General Accountability Office
Heating, Ventilation, and Air Conditioning
New York State Department of Transportation
Operating Expenditures

Passenger Facility Charges

Regulatory Asset Base

Request for Proposal

SWF Airport Acquisition, Inc.

Transportation Security Administration

U.S. Department of Transportation
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B-1

Glossary of Privatization Terms

63-20 financing: The issuance of tax-exempt bonds by
nonprofit entities to finance tangible public assets pursuant
to IRS revenue ruling 63-20 of 1963, typically under long-
term leases. For example, the 63-20 financing structure has
been used to build hospitals, toll roads/bridges, university
buildings, city halls, water and sewage facilities, hotels, and
convention centers.

Aeronautical: Aeronautical use includes services provided
by air carriers related directly and substantially to the move-
ment of passengers, baggage, mail, and cargo on the airport
and any activity which involves, makes possible, or is required
for the operation of aircraft, or which contributes to or is
required for the safety of such operations.

Airport and Airway Trust Fund (AATF): A fund estab-
lished by the Airport and Airway Revenue Act of 1970 (the
Act) that provides the revenues used to fund AIP projects and
the administration of AIP. The Act, as-amended, authorizes
the use of funds from the AATF to make grants under AIP on
a fiscal year basis. The U.S. Congress authorizes obligation
authority to distribute AATF revenues to U.S. airports. Rev-
enues for the AATF are derived from passenger ticket taxes
and other excise taxes. The AATF provides multiyear capital
for aviation system infrastructure such as facilities and equip-
ment (F&E) and AIP and has helped fuel predictable growth
in aviation infrastructure. Because the AATF is funded with
user money, it keeps reliance on taxpayers to a minimum.

Airport Compliance Manual: Order 5190.6B that was
released in September 2006, which sets forth policies and pro-
cedures for the FAA Airport Compliance Program. It provides
basic guidance for FAA personnel in interpreting and admin-
istering the various continuing commitments airport owners
make to the United States as a condition for the grant of federal
funds or the conveyance of federal property for airport pur-
poses. Order 5190.6B discusses the obligations set forth in the
standard airport sponsor assurances, addresses the application

of the assurances in the operation of public-use airports, and
facilitates interpretation of the assurances by FAA personnel.

Airport Improvement Program (AIP): The federal grants-
in-aid program that provides grants to public agencies—and,
in some cases, to private owners and entities—for the plan-
ning and development of public use airports that are included
in the National Plan of Integrated Airport Systems (NPIAS).
Eligible projects include those improvements related to enhanc-
ing airport safety, capacity, security, and environmental con-
cerns. For large and medium primary hub airports, the grant
covers 75% of eligible costs (or 80% for noise program imple-
mentation). For small primary, reliever, and general aviation
airports, the grant covers 95% of eligible costs.

AIP Entitlement Grants: AIP funds that must be appor-
tioned by formula each year to specific airport sponsors, types
of airports, or states under statutory provisions.

AIP Discretionary Grants: AIP funds remaining after
entitlement funds are determined. FAA approves discretion-
ary funds for use on specific projects after consideration of
project priority and other selection criteria. The FAA allo-
cates discretionary funds to high priority project needs in a
manner that best advances statutory goals and objectives to
enhance the national airport system. Investment decisions
are made using structured selection criteria that include a vari-
ety of factors that help identify critical annual development
needs within associated AIP funding levels.

Airport Master Plan: A long-range plan for development
of an airport, including descriptions of the data and alterna-
tive analyses on which the plan is based.

Airport Privatization: In its generic form, airport privati-
zation can mean any one of the various strategies described
above, meaning a broad range of arrangements under which
activities once performed by government are to varying degrees
turned over to private entities.
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Airport Privatization Pilot Program or APPP: A pro-
gram under the category of long-term lease or sale called
the Airport Privatization Pilot Program (49 U.S.C. Section
47134), which was enacted by the U.S. Congress in 1996
and amended in 2003 and 2012 to allow up to five airports
to be leased or sold under specific conditions as approved
by the Secretary of Transportation. The APPP was created
to address barriers to privatization in the United States by
permitting the U.S.DOT to grant exemptions from certain
federal obligations that historically discouraged full privati-
zation by requiring the airport owner and private operators
to satisfy rigorous conditions in exchange for the exemp-
tions and approvals.

Airport Sponsor: A public agency or tax-supported orga-
nization, such as an airport authority, city, county, state or
federal government, that is authorized to own and operate
an airport, to obtain property interests, to obtain funds, and
to be legally, financially, and otherwise able to meet all appli-
cable requirements of the current laws and regulations.

Amortization: The repayment of principal, through sched-
uled mortgage payments. The scheduled payment, less the
interest, equals amortization.

Anti-Head Tax Act or AHTA: The act passed in 1973
(49 USC Section 40116) that allows a publicly owned airport
authority to collect only reasonable landing fees and charges
from airlines using airport facilities.

Build America Bonds or BABs: State or local governmental
bonds that could be issued as tax-exempt bonds, but which
the issuer elects to treat as BABs. Interest on BABs is tax-
able to the bondholder, but a federal income tax credit (of
35% of the interest paid on the bond in each tax year) is pro-
vided in lieu of the tax exemption. BABs were included in
the American Recovery and Reinvestment Act of 2009 and
were available for bonds issued between February 17, 2009
and December 31, 2010.

Build-Operate-Transfer (BOT): An approach where the
private partner builds a facility to the specifications set by
the airport owner, operates the facility for a specified time
period, and then transfers the facility to the agency at the end
of the contract. In most cases, the private partner will also
provide some, or all, of the financing for the facility. There-
fore, the term of the contract must be sufficient to enable the
private partner to realize a reasonable return on its investment
through user fees.

Build-Transfer-Operate (BTO): An approach that is simi-
lar to the BOT model except that the transfer to the airport
owner takes place at the time construction is completed, rather
than at the end of the lease period.

Building Blocks: Within a CPI-X approach to regulation, a
methodology where costs are defined as operating costs, and
return of and on capital.

CapEx: Capital expenditures.

Claw Back: A feature of regulation where excess profits
made in one regulatory period are recovered by the regulator
in the subsequent period.

Commercialization: Refers to the application of business-
like approaches to the management and operation of airports
by shifting aviation management and operations from gov-
ernment department to a business-focused entity to allow
market forces, incentives, and mechanisms drive the delivery
of services. It is a shift in management not ownership of the
airport.

Committee on Foreign Investment in the United States
(CFIUS): The inter-agency committee of the U.S. govern-
ment that reviews the national security implications of for-
eign investments in U.S. companies or operations. Chaired by
the Secretary of the Treasury, CFIUS includes representatives
from 16 U.S. departments and agencies, including the Com-
merce, Defense, Homeland Security, and State departments.

Concession: Contract to transfer rights to manage and/
or‘operate a property for a certain period, usually without
property rights.

Consumer Price Index (CPI): Measures inflation by calcu-
lating the change in price of a “fixed market basket of goods
and services,” purchased by a specified population during a
“base” period of time. CPI bears little direct relationship to
actual costs of building operation or the value of real estate,
butis commonly used to increase the base rental periodically,
as a means of protecting the landlord’s rental stream against
inflation, in lieu of the landlord undertaking the record keep-
ing necessary to determine the true change in operating
expenses.

Construction Manager at Risk (CM at risk): A project
delivery method where the construction manager commits
to deliver the project within a Guaranteed Maximum Price
(GMP). The construction manager acts as consultant to the
airport owner in the development and design phases and as
a general contractor during the construction phase. Due to
the financial commitment, the CM at risk has an incentive
to manage and control construction costs to not exceed
the GMP.

Corporatization: The process by which an airport previ-
ously subsumed within a government agency is transformed
into a government-controlled corporation in order to intro-
duce corporate management culture and efficiency.
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Cost Per Enplanement (CPE): A standard metric in the
United States to compare total airline payments (including
landing fees and terminal rentals) expressed on a per enplaned
passenger basis.

Contracting Services or Outsourcing: Airport owners
routinely contract out to the private sector certain airport
services traditionally provided by government or inter-
nal employees in order to (1) achieve operating efficiencies
through outsourcing the operation of functions that read-
ily are available through the private sector (e.g., janitorial,
escalator/elevator repair, non-police security, parking opera-
tions), (2) enhance nonairline revenue (e.g., terminal con-
cessions), or (3) provide project design and delivery (e.g.,
construction management and program management) for
capital improvements.

Commercial Service Airports: Public airports receiving
scheduled passenger service and having 2,500 or more enplaned
passengers (also referred to as boardings) per year. There were
501 commercial service airports in calendar year 2010.

CPI-X: A regulatory regime in which aeronautical prices
increase by inflation (the consumer price index) less a specified
percentage (X).

Customer Facility Charge (CFC): A rental car Customer
Facility Charge (CFC) is a per transaction day, or a per trans-
action, charge imposed on the rental car customer by the air-
port, collected by the rental car companies, and remitted by the
rental car companies to the airport. Imposition of a CFC has
been key to the financing of consolidated rental car facilities.

Depreciation: Spreading out the cost of a capital asset
over its estimated useful life or a decrease in the usefulness,
and therefore value, of real property improvements or other
assets caused by deterioration or obsolescence.

Design-Build-Operate-Maintain (DBOM): An approach
where a single contractor is responsible for designing, con-
structing, operating, and maintaining a facility with financing
secured by the airport owner. The owner maintains owner-
ship and retains a significant level of oversight of the opera-
tions (as set forth in the contract). Under this model the risk
for construction cost overruns and responsibility for annual
operating expenses belongs to the private contractor.

Design-Build-Operate-Maintain and Finance (DBOM/F):
An approach where the contractor also is responsible for
financing the project. Most examples of airport project finance
transactions in the U.S. involve special purpose facilities for
single or multi-tenant use, typically an airline, one or more
cargo tenants, or rental car companies. The revenues from
such special purpose facilities are pledged to pay debt service
on the obligations incurred for such special purpose facilities

B-3

and are not included in general airport revenues. Project
finance is also used on behalf of private, third parties that are
not tenants of the facilities

Design-Build-Operate-Transfer (DBOT): An approach
where a private partner designs, constructs, and operates a
facility and hands over ownership of the facility to the airport
owner after operating it for a specified period of time. Under
this model the responsibility for construction cost overruns and
annual operating expenses belongs to the private contractor.

Developer Financing: A form of project financing, but is
distinguished by the private sector also putting its own equity
capital at risk as well as managing and operating the facility.

Dual till: An approach to regulation of aeronautical charges
where the level of charges is set to recover aeronautical costs
only.

Earnest Money: The monetary advance, by a buyer, of a
portion of the purchase price in a real estate transaction, to
indicate the intention and ability of the buyer to carry out
the contract.

EBITDA multiple: The implied enterprise value divided
by the airport’s EBITDA (earnings before interest, tax, and
depreciation). It should be noted that in some cases this mul-
tiple is specified publicly for a sale even though the assump-
tions on EBITDA and Enterprise Value are not themselves
directly stated.

FAA Order 5190.6B: The order released in September
2010 also called the Airport Compliance Manual, which sets
forth policies and procedures for the FAA Airport Compli-
ance Program. It provides basic guidance for FAA person-
nel in interpreting and administering the various continuing
commitments airport owners make to the United States as
a condition for the grant of federal funds or the conveyance
of federal property for airport purposes. Order 5190.6B dis-
cusses the obligations set forth in the standard airport spon-
sor assurances, addresses the application of the assurances in
the operation of public-use airports, and facilitates interpre-
tation of the assurances by FAA personnel.

Fair Market Value (FMV): The sale price at which a prop-
erty would change hands between a willing buyer and willing
seller, neither being under any compulsion to buy or sell, and
both having reasonable knowledge of the relevant facts.

Federal Aviation Administration (FAA): The United States
government agency responsible for ensuring the safe and effi-
cient use of the nation’s airports and airspace.

Federal Aviation Regulation (FAR): Regulations estab-
lished by the Federal Aviation Administration (FAA) to govern
the operation of aircraft, airways, and airmen.
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Fee Simple Ownership: The full purchase of land and
improvements.

Fixed Base Operator (FBO): Provides aviation services to
the general public, including, but not limited to, the sale of fuel
and oil; aircraft sales, rental, maintenance, and repair; parking
and tie-down or storage of aircraft; flight training; air taxi/
charter operations; and specialty services such as instrument
and avionics maintenance, painting, overhaul, aerial applica-
tion, aerial photography, aerial hoists, and pipeline patrol.

Freehold sale: An estate in land, a form of fee simple
ownership.

Full Privatization: Full privatization refers to strategies
where the full control and/or operation of an entire airport
are vested with a private entity, including the long-term lease
or sale, whether through the APPP or otherwise. As noted
above, APPP is a program under which a long-term lease or
sale can occur with full control vested in the private opera-
tor except for certain residual powers retained by the airport
owner.

General Aviation (GA): That portion of civil aviation that
encompasses all facets of aviation, except air carriers.

Golden share: A share held usually by government with-
out economic value which conveys defined voting rights over
airport strategic and other decisions.

Gold plating: A perceived problem of systems of economic
regulation that incentivize over-investment.

Governmental Bonds or non-AMT Bonds: Bonds as
defined in Section 141 of the Code where interest is fully free
of taxation for bondholders.

Grant Assurances: Obligations attached to FAA adminis-
tered airport financial assistance programs that require the
recipients to maintain and operate their facilities safely and
efficiently and in accordance with specified conditions.

Heavy handed regulation: An approach to regulation of
aeronautical charges where price approval is set with maximum
regulatory intervention.

Hybrid till: An approach to regulation of aeronautical
charges where the level of charges is set to recover aeronauti-
cal costs less a subsidy from the profits of non-aeronautical
activities.

Financial Investors: Providers of equity, including private
equity funds, infrastructure funds, and pension funds.

Lease: An agreement whereby the owner of real property
(landlord or lessor) gives the right of possession to another
(tenant or lessee) for a specified period of time (term) and for
a specified consideration (rent).

Lease Term: A fixed, noncancelable period of time for
which a lease agreement is in force. This terminology refers
to the lease period.

Lenders: Providers of debt financing to support an acqui-
sition or as ongoing lenders, including lending bankers, infra-
structure funds, and the bond market. Many airports are
financed by a mix of equity, bank debt, and bond debt.

Light Handed Regulation: An approach to regulation of
aeronautical charges where price approval is set with minimal
regulatory intervention, potentially through reserve powers
regulation. Reserve powers regulation is an approach to regu-
lation of aeronautical charges where price approval is set by
agreement between airports and airlines, with an indepen-
dent regulator deployed if agreement is not reached.

Long-term Lease or Sale: A long-term lease, long-term
concession, sale, or other transfer of an entire airport to pri-
vate operation and/or ownership (e.g., BAA in the United
Kingdom, Australian airports).

Management Contract: An approach where a private
entity manages an airport or certain airport facilities for a
specified period of time and typically provides little or no
capital investment. The private manager’s objective is to
improve the financial and operational efficiency of the facil-
ity for which the manager is paid a fee and is reimbursed
forits expenses, subject to a budget that is usually set by
the manager and approved by the airport owner. Most air-
ports operate their public parking facilities using a manage-
ment contract, and some use a management contract for the
operation of individual terminals or master terminal con-
cessions, hangars, warehouses, or, in a few cases, for their
entire airport.

Master Terminal Concession Developer: An approach
where the developer acts as the airport owner’s master lessee
and is responsible for developing and managing terminal
concession and retail activities, including merchandising,
retail, food and beverage, and sometimes advertising services.
Typically, the concession developer is not authorized to oper-
ate terminal concessions except in the case of a vacancy. The
airport owner and developer share in the revenues under var-
ious formulas. Often the developer is required to contribute
to a repair and replacement fund to cover certain repair and
replacement costs.

National Plan of Integrated Airport Systems (NPIAS): A
document that is prepared and published every 2 years by the
FAA, which identifies public-use airports that are important
to public transportation and contribute to the needs of civil
aviation, national defense, and the Postal Service. Airports
under the NPIAS are eligible for AIP grants.
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Non-aeronautical: Uses and services that are not related to
the movement of aircraft, passengers, baggage, mail, and cargo.

Nonprimary Airports: Airports with less than 10,000 annual
passenger enplanements (boardings), of which there were
125 in calendar year 2010.

Outsourcing: The delegation of operations from the pub-
lic sector to a private entity that specializes in the operation,
maintenance, or management of that activity.

Parking Concession Agreements: An approach where
the private operator is typically responsible for all aspects of
day-to-day parking operations, including shuttle buses, facil-
ity maintenance, and fee collections. As payment for their
services, the concessionaire receives a percentage of the gross
revenues from parking operations, but is required to pay the
greater of this percentage amount or a minimum annual
guaranteed amount to the airport owner. Therefore, the con-
cessionaire assumes most of the risk for potential downturns
in parking revenues, but also receives greater rewards if there
is an unexpected increase in airline passenger traffic.

Partial Privatization: Partial privatization refers to all
other strategies where partial control and full ownership. of
an airport remains vested with the public owner.

Passenger Facility Charges (PFCs): A charge per eligible
enplaned passenger in the United States authorized by 49 U.S.C.
40117 and regulated by 14 CFR Part 158 for FAA-approved
capital improvements. PFCs are an exemption from the Anti-
Head Tax Act.

Primary Airports: Airports with more than 10,000 annual
passenger enplanements (boardings), of which there were
375 in calendar year 2010.

Private Airport Operators: Participants in full airport
privatization that do not have an equity interest in the trans-
action but operate the facility.

Private Activity Bonds or AMT Bonds: Bonds that are
generally excluded from taxable income of the holder, is an
item of tax preference under the alternative minimum tax
provisions of Section 142 of the Internal Revenue Code of
1986 (as amended) and the Treasury Regulations. AMT
Bonds are issued for facilities that will have excessive use by
private users (e.g., terminal buildings).

Private Airport Development: Development of an entire
airport without the aid of federal or state grants by private
investors to be operated as a for-profit business. It should be
noted that private airport development without government
support is not considered to be airport privatization for pur-
poses of the guidebook since it does not involve the transfer
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of control or ownership from the public sector to the private
sector. For example, Branson Airport, which was developed
without government funding, is not considered a form of air-
port privatization.

Project Financing: Project financing is the most common
way to channel private sector investment into public sector
infrastructure. Money is borrowed (often through a tax-exempt
conduit issuer of municipal bonds) for the specific purpose
of financing a project, and lenders are repaid only from the
cash flow generated by the project or, in the event the project
fails, in some cases, from the value of the project assets. Thus,
if project revenues never materialize because the project is
abandoned during construction or if project revenues are
disrupted because of operational problems, there is no alter-
native source of cash flow to meet debt service requirements.
Most examples of airport project finance transactions in the
United States involve special purpose facilities for single or
multi-tenant use, typically an airline (e.g., unit passenger
terminal, terminal equipment, or fuel storage and distribu-
tion systems), one or more cargo tenants (cargo buildings),
or rental car companies (consolidated rental car facilities).

Public-Private Partnerships or PPP or P3: P3s are strate-
gies in which a public agency (federal, state, or municipal)
grants a private entity the right to design, build, maintain,
operate, or finance airport infrastructure (e.g., terminal
building, cargo building, entire airport) for a contracted
period while the public agency maintains rights or obliga-
tions during the contract period and maintains ownership of
the asset. PPPs can confer a wide range of options in terms
of capital allocation and respective levels of participation,
ranging from a design/build contracting process to innova-
tive approaches where a private operator takes charge of the
construction, financing, and management of an asset over a
long-term concession.

Public-use Airport: An airport open to the public that also
meets the following criteria: (1) publicly owned, (2) privately
owned but designated by FAA as a reliever, or (3) privately
owned but having scheduled service and at least 2,500 annual
enplanements.

OpEx: Operating expenses.

Regulatory Asset Base (RAB): The investment base upon
which the operator is permitted to earn a reasonable return.

Surplus Property Act: An act of the U.S. Congress enacted
October 3, 1944 to provide for the disposal of surplus gov-
ernment property to “a State, political subdivision of a State,
or tax-supported organization” that puts limitations on the
sale, lease, encumbrance, transfer, or disposal of any part of
the airport owner’s title or other interests in such property.
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Tax-Exempt Debt: Instruments such as governmental
bonds, private activity bonds, and other debt obligations,
which are exempt from certain federal taxes and sometimes
state taxes. Interest on “Private Activity Bonds” or “AMT
Bonds,” although generally excluded from taxable income
of the holder, is an item of tax preference under the alterna-
tive minimum tax provisions of Section 142 of the Inter-
nal Revenue Code of 1986 (as amended) and the Treasury
Regulations. Interest on “Governmental Bonds” or “non-
AMT Bonds” as defined in Section 141 of the Code is fully
free of taxation for bondholders. AMT Bonds are issued for
facilities that will have excessive use by private users (e.g.,

terminal buildings). Non-AMT Bonds are used for facilities
that do not have an excessive level of use by private users
(e.g., roadways and sometimes parking and airfield facili-
ties). The federal subsidies for AMT and non-AMT bonds
result in lower interest costs on long-term debt, which pro-
vide a comparative advantage for public entities financing
infrastructure improvements.

Vision 100-Century of Aviation Reauthorization Act
(Vision 100): Public Law (P.L.) 108-176, which authorized
obligation authority for AIP for federal fiscal years 2004
through 2008.
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APPENDICES C THROUGH H

Appendices C through H, as submitted by the research agency, are available on the accom-
panying CD. Their titles are as follows:

TOTEY O

International Airport Privatization, Lessons Learned, and Transaction Summaries
Non-Airport Privatization in the U.S. Transport Sector

Emerging Domestic Issues Influencing U.S. Airport Privatization

U.S. Regulatory and Policy Framework

Key Stakeholder Interests and Concerns

. Detailed Case Studies
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AAAE
AASHO
AASHTO
ACI-NA
ACRP
ADA
APTA
ASCE
ASME
ASTM
ATA
CTAA
CTBSSP
DHS
DOE
EPA
FAA
FHWA
FMCSA
FRA
FTA
HMCRP
IEEE
ISTEA
ITE
NASA
NASAO
NCFRP
NCHRP
NHTSA
NTSB
PHMSA
RITA
SAE
SAFETEA-LU

TCRP
TEA-21
TRB
TSA
US.DOT

Abbreviations and acronyms used without definitions in TRB publications:

American Association of Airport Executives
American Association of State Highway Officials
American Association of State Highway and Transportation Officials
Airports Council International-North America
Airport Cooperative Research Program

Americans with Disabilities Act

American Public Transportation Association
American Society of Civil Engineers

American Society of Mechanical Engineers

American Society for Testing and Materials

American Trucking Associations

Community Transportation Association of America
Commercial Truck and Bus Safety Synthesis Program
Department of Homeland Security

Department of Energy

Environmental Protection Agency

Federal Aviation Administration

Federal Highway Administration

Federal Motor Carrier Safety Administration

Federal Railroad Administration

Federal Transit Administration

Hazardous Materials Cooperative Research Program
Institute of Electrical and Electronics Engineers
Intermodal Surface Transportation Efficiency Act of 1991
Institute of Transportation Engineers

National Aeronautics and Space Administration
National Association of State Aviation Officials
National Cooperative Freight Research Program
National Cooperative Highway Research Program
National Highway Traftic Safety Administration
National Transportation Safety Board

Pipeline and Hazardous Materials Safety Administration
Research and Innovative Technology Administration
Society of Automotive Engineers

Safe, Accountable, Flexible, Efficient Transportation Equity Act:
A Legacy for Users (2005)

Transit Cooperative Research Program
Transportation Equity Act for the 21st Century (1998)
Transportation Research Board

Transportation Security Administration

United States Department of Transportation
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