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Executive Summary
Newcastle is a modern sophisticated airport, and with 1.2 million passenger movements in 2008 was Australia’s 11th busiest airport. It lies on the busy East Coast route, and shares its international standard facilities with the Department of Defence. At a time when other Australian airports are operating to their capacity Newcastle Airport is relatively under utilised. 
With the growth of passenger and freight traffic the need for a second major airport to service NSW air traffic will persist. Whilst Newcastle has the potential to fulfil this requirement, it is not a prerequisite for growth as this is occurring in response to market demand.

Airports are not planned and built in isolation, and the future growth of Newcastle Airport will be influenced by four key issues:

· the ownership model – it is currently owned by two Local Governments that have a limited capacity to fund growth;

· public acceptance of increased airport growth – particularly given the controversy military flying  activity has generated amongst local residents;

· commercial considerations – the Airport precinct is currently subject to a number of major developments that will proceed regardless of any external reviews of the fate of the airport; and

· infrastructure considerations – including some major issues that could inhibit further development of the airport.

INTRODUCTION

Newcastle is NSW’s second airport and one of the State’s major infrastructure assets. With passenger growth rates of 40% in 2007 and 20% in 2008 it is one of the fastest growing airports in Australia. 

In 2005 Newcastle Airport was able to put years of indecision and under investment aside with the signature of a 40 year lease over the airport land by Newcastle and Port Stephens Councils and the Commonwealth. This has allowed Newcastle Airport to grow and make a greater contribution to the regional and national aviation industry.
THE FINANCIAL SIGNIFICANCE OF NEWCASTLE AIRPORT
The cost of operating an airport increases with its level of development, and well developed airports such as Sydney and Melbourne have high cost structures. In comparison Newcastle has a relatively low cost base.
A strong incentive for investment in airports is the nature of their leasing arrangements. As the airport industry has relatively predictable growth, with average 5% annual growth over the last 30 years (although Newcastle is an exception), airport owners are able to develop operating models with relatively stable cost factors. 

The privatisation of Australia’s airports has allowed a reduction in the cost of running Australia’s airports. Figures provided by TTF indicate average reductions of 7% in operating costs and 15% in employee costs across Australian airports.
Newcastle Airport

Newcastle airport is a sophisticated modern airport however it has a number of financial constraints with respect to:


· aeronautical activities – primarily the constraints of its operating lease with Defence and its ownership model, and 
· non-aeronautical activities – limitations of operating areas and its ownership model. 
$30 million has been spent by the owners on Newcastle Airport in recent years, and more than $500 million is currently being spent on military infrastructure at adjacent RAAF Williamtown.
In contrast to other large airports however Newcastle Airport has a very low cost base. It has low leasing and infrastructure costs due to its relatively compact size and efficient management structure. It is on the verge of committing to a new cost model because of its need to grow and invest in additional infrastructure.  
A report in 2008 by URS revealed the economic significance of Newcastle Airport to the Hunter region. The results indicated Newcastle Airport related activities generate gross output of $595 million or 1.24% of the Hunter gross region output in 2005-06. The total employment impact of Newcastle Airport is 2.234 jobs which represents 1% of total Hunter employment.
NSW AIR TRAVEL
The majority of NSW air traffic travels via Kingsford Smith Airport in Sydney. It is the only NSW airport fully resourced to service multiple large aircraft, manage bulk freight and process large numbers of passengers. Other NSW airports (including Newcastle) are able to occasionally handle the largest category aircraft, however their lack of infrastructure makes this unsustainable. 

Kingsford Smith is the premier airport in NSW, and in 2007 handled 31 million passenger and 282,000 aircraft movements. During the period 2005-07 passenger numbers increased by 10%, however aircraft movements decreased by 2% compared to the expectation of 2.4% growth per year stated in the Airport Master Plan 03/04. 

Options

In response to the congestion at Kingsford Smith the NSW Government has during the past 20 years expanded the airport by installing two additional runways and support infrastructure. There are some well discussed options to further utilise the airport, including:

· increasing the number of aircraft movements per hour;

· increasing the flexibility of air traffic control; and

· abolishing the airport curfew. 

These options have been considered however they have been widely opposed by anti airport groups and the surrounding Local, State and Federal Government members. Sydney Airport has reached its physical limit and its operations cannot be expanded without additional infrastructure, hence Government has been planning for a second airport for 30 years. It has at one time or another considered:
· Badgery’s Creek – now discounted due to urban encroachment;
· RAAF Richmond -  unsuitable due to runway length and urban encroachment;

· Ingleburn – former Army land that is prohibitively expensive to develop;

· Canberra -  privately owned and developed - viable as an alternate freight option but distant for passenger use;

· Parkes -  privately owned  - viable as an alternate freight option but distant for passenger use;

· Goulburn – discounted on cost and distance from Sydney;

· Newcastle -  various options considered during the past 20 years including the Kooragang option and further development of the current airport. Importantly, these options have been developed within the Hunter and have not been promoted by Government.
Predictions are that airline traffic will continue to grow, with Sydney expecting 2% growth per year with an expectation of 402,000 aircraft movements by 2029. Sydney’s response to meet this traffic volume, outlined in their Preliminary Draft Master Plan 2009, is to progressively upgrade airport facilities including terminals, freight facilities, hangars, aircraft parking, airport roads and car parking over the next twenty years. 
With the growth of air passenger and freight traffic the need for a second airport for Sydney will persist -  notwithstanding claims by the owners to the contrary. The current Federal Minister for Transport and local Member is on record as saying Kingsford Smith will not be expanded and another solution must be found. In 2008 the NSW Government indicated Newcastle could be Sydney’s second airport. 

Expansion of Newcastle Airport to meet the needs of a second NSW Airport is linked to the future development or otherwise of Sydney Airport. 

The people of the Hunter require a clear commitment from the NSW and Australian Government’s on the future use of Newcastle Airport. 

ABOUT NEWCASTLE AIRPORT

Newcastle Airport is located on Commonwealth land at Williamtown, 20 kilometres north of Newcastle. The site sits within the Port Stephens LGA and has shared use by RAAF and civil operators. The total airport land holding is 800 hectares, and it is surrounded by private, Commonwealth and Hunter Water land.
Newcastle Airport consists of an international standard 8000’ runway, with all of the associated airport equipment to operate to a high operational tempo. Airport services including Air Traffic Control (ATC), Rescue and Fire Fighting  (RFF)Services, navigation aids and all aerodrome support and maintenance are provided by the Department of Defence.
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Newcastle Airport
RAAF Williamtown. The site was established as an RAAF Base in 1942 and has grown to become the major RAAF fighter base. It consists of a lead in fighter Squadron, and FA18 operational conversion unit and two operational FA18 squadrons. It is the home to the RAAF’s new Airborne Early Warning and Control squadron (five Boeing aircraft), and has numerous other operational, support and maintenance groups and an active air range. There are 3500 employees on the establishment and it injects $1 billion/year into the Hunter community.

Civil Airport. Civil operations began in 1948, and developed slowly due to the priority of military use of the aerodrome. During the 1980s and 90s increased civil operations developed on 30 hectares of leased land on the southern side of the runway, and the long term lease negotiated in 2005 has allowed the Airport Corporation to plan for sustained growth.

Newcastle is one of the fastest growing airports in Australia, and its 1.2 million passengers in 2008 represent a 20% increase on 2007 numbers. Domestic and international carriers include Virgin, Qantaslink, Jetstar, Aeropelican, Rex and Brindabella airlines.

Other aviation related activities have developed on the civil side of the airport, including Newcastle Helicopters, several Defence contractors, and major maintenance infrastructure supporting BAE Systems and Jetstar operations. 

Future Plans

Newcastle Airport Master Plan. The NSW Minister for Regional Development Tony Kelly launched the current master plan for Newcastle airport in September 2007. The key features of the plan that will guide the airport’s development for the next 20 years include a focus on:

· developing domestic passenger growth;

· introducing international services;

· establishing new precincts for aircraft maintenance, and

· a business park for airport and aerospace related businesses. 

The Plan’s forecast for growth is estimated as 1.5 million passenger movements by the year 2020. Given that in 2008 the airport had 1.2 million movements, the conservative estimates of the Master Plan raise questions as to the airport’s full potential.
The Master Plan for Newcastle Airport under estimates the significant passenger growth and air traffic at the airport and needs to be updated to reflect current business levels. 

Other Planning Documents. As the Newcastle Airport Master Plan is approved by the Airport Corporation and Defence it has no linkages to other Government planning documents. The NSW Infrastructure Plan released in 2008 mentions the Airport in general terms, with no plans for NSW Government funding. Subsequent submissions by the NSW Government to Infrastructure Australia make no recommendations for development at Newcastle Airport. The Lower Hunter Regional Strategy released in 2006 provides no comment on either plans for development or future transport plans in the Airport precinct. 
Planning for the future development of Newcastle Airport must be included in NSW infrastructure planning documents. 

DEVELOPMENT OF NEWCASTLE AIRPORT
The growth of Newcastle Airport will be influenced by four key issues:

· the ownership model – it is currently owned by two Local Governments that have a limited capacity to fund growth;

· public acceptance of increased airport growth – particularly given the controversy military flying  activity has generated amongst local residents;

· commercial considerations – the Airport precinct is currently subject to a number of major developments that will proceed regardless of any external reviews of the fate of the airport; and

· infrastructure considerations – including some major issues that could inhibit further development of the airport.

The Ownership Structure 

Newcastle Airport Corporation is jointly owned by Newcastle and Port Stephens Councils. Its Board of Directors include representatives of the owners, and the Chairman position is occupied by a retired Air Force officer. 
The Board and management operate the facility under the terms of:

· The rules applying to the operation of an airfield in Australia – designed by the Government regulator Air Services Australia (ASA);

· Civil aviation rules designated by the International Civil Aviation Organisation (ICAO);

· Other Government rules as they apply – for example with respect to customs, OH&S, and environmental management; 

· a lease agreement jointly signed between the Councils and the Department of Defence; and
· any other rules or procedures as outlined by the two owners – for example with respect to planning and development processes.

Regulatory issues are relatively minor at Newcastle Airport, as it has been successfully operating as a civil airport for many years and is accredited by ASA. With respect to international use, Newcastle Airport regularly conducts international flights for both military and civilian aircraft, and has conducted RPT flights for international carriers. It is a recognised diversion airfield for both Sydney and Brisbane Airports.
The key institutional issues with Newcastle Airport relate to two issues:

· the joint ownership of the airport lease by the two local Government Councils, and 

· the relationship between the leasor (Defence) and the leasee (Newcastle and Port Stephens Councils represented  by Newcastle Airport Corporation).

Joint Ownership. The owners of the civil airport have invested more than $20 million in Newcastle Airport over the past three years. Given, however, their legislated borrowing constraints funds for further development must be sourced from the private sector. 
In recognition of this the owners have requested the Airport Board review the Company Structure to ensure that sustainable growth is maintained. 

An initial report was provided to the Councils in May 2008, and Ernst & Young Project Finance Advisory have been commissioned to develop an ongoing model.  Whilst the outcomes will not be known for some time, the expected outcome is to retain majority Council ownership and invite private equity investment.
This position will be subject to review by the Airport landlord Defence.
The ownership model for Newcastle Airport has inhibited its growth due to the inability of the owners to raise sufficient equity for capital development. The arrangement needs to be expanded to include private ownership and investment.

Lease Arrangements. Private equity interest in Newcastle Airport will be more attractive if the operating lease is amended, as the current lease imposes a high level of military control over civil aircraft operations by dictating:
· the extent of civil development -  restricted to the south eastern corner of the airport land;

· the number of aircraft movements per hour – with priority given to military operations and a restriction of six civil aircraft movements per hour;

· restrictive permission is required for operations after normal airfield hours (defined as after 10pm); and

· restrictions on the conduct of engine test runs, with a curfew from 10pm to 6am.

Such restrictions make expansion of the airport difficult – particularly the limit on the number of aircraft movements per hour and the priority afforded to military movements. Additionally, airfield services are resourced to meet RAAF requirements and often fall short of civil needs. For example ATC is provided during military operating hours and there is no ability to surge to meet civil aircraft category 9 standards. 
Newcastle Airport’s current operating lease has restrictions placed on it by Defence and is a disincentive to the expansion of civil aircraft operations. It needs to be renegotiated to address the current restrictions on civil operations.

The importance of the military to the Hunter economy can’t be under stated. RAAF Williamtown contributes $1 billion annually to the Hunter economy and provides direct employment to 3500 people, with an employment multiplier of at least twice that. With future major Defence acquisitions planned to be based at Williamtown, there is the distinct prospect of further industry and employment coming to the region. 

Public Acceptance 
Worldwide the expansion of airports is uniformly opposed by local residents. An increase in the operations of Newcastle Airport would be expected to be opposed by the people of Medowie, Raymond Terrace and the Tiligerry Peninsula, all of whom are currently affected by mild levels of civil and high levels of military aircraft noise.  

Noise from Newcastle Airport has not been a significant issue as the airfield has well developed ANEF maps that Port Stephens Council have applied to appropriately zone land in the airport vicinity. The 2012 maps proposed by Defence are currently on display, and will further enforce land zoning around the airport. A major residential development planned for Raymond Terrace north may be impacted by this. 
Aviation noise complaints are primarily about military activities and are dealt with by the Department of Defence. There is no Government scrutiny of noise complaints against military flying activity from RAAF Williamtown despite considerable public outrage. 

Given the worldwide trend for greater civil aviation activity operations into Newcastle Airport are expected to increase. The trend to quieter, cleaner modern RPT aircraft will continue, and it is a realistic expectation that the increase in civil operations will be readily accepted by the local community. Associated with this is the anticipated growth in aviation support industries with the new industrial park being developed to the airport’s south. The prospect of increased employment opportunities will be linked positively to an expansion of aviation activities.
The positive impact of increased numbers of modern civil aircraft operating into Newcastle Airport, bringing increased services and opportunities for aviation related employment should be positively marketed to the Port Stephens community.
Commercial Considerations
Hunter Land and Buildev are both proposing large commercial developments near Newcastle Airport and are the subject of current development applications. Development of Newcastle as either a second Sydney airport, or as a privately owned and operated large regional airport, is not required in 2009 to attract large scale commercial investment to the area. The general shortage of commercial land in the Port Stephens LGA will ensure the airport developments are commercially successful.
The development of Newcastle Airport should take into account adjacent commercial developments by Buildev and Hunter Land and seek opportunities for joint planning and investment.  

Infrastructure Issues
Newcastle could substantially increase passenger movements with little investment in airfield infrastructure. There are some restrictions though to growth including:
· The essential airfield services – Air Traffic Control and Rescue and Fire Fighting services are provided by the military primarily for military operations, and the aerodrome regularly reverts to CTAF operations with a reduced RFF capability. 
To operate large RPT traffic into a CTAF is a risk, and the further expansion of civil operations at Newcastle Airport must address these services. It is a realistic expectation that arrangements developed at other common user airports such as Darwin and Townsville would be considered at Newcastle.

· The civil airport has a lease over only 30 hectares that limits its capacity to expand. The area contains restrictions to growth including limited power, water and sewage and the presence of a sewage farm in the middle of the civil area. These restrictions could be offset by expanding the lease area to include sizable unused adjacent military and Hunter Water land holdings. 

The area of the civil lease has adjacent Commonwealth land that can be better used by Newcastle Airport Corporation and should be considered as part of the civil lease. 

· The navigation aids are provided by the military who maintain them to meet military needs. Any expansion of civil operations will require a commitment to maintaining these. 

· The arrestor barriers – a fighter aircraft requirement – have a locked up default position if activated or faulty which shortens the runway by 3000 feet and restricts civil aircraft movements.

· The lack of taxiways on the southern side of the runway restricts simultaneous multiple aircraft movements. 

· Being a fighter base there are numerous aircraft weapons storage, arming and loading areas. On a relatively small airfield, these place some restrictions on civil aircraft movements when military aircraft are being armed and de-armed or are holding in the areas adjacent to the two runway thresholds.
There are a number of accessibility issues to the Airport, including:
· The Airport is accessed via minor roads – Nelson Bay, Medowie and Tomago Roads – that are all single lane, poorly aligned and not designed to handle large volumes of airport traffic.

· There is no public transport to the airport other than limited bus movements. There are no known plans for the connection of rail to the airport.
The NSW Government should commence design for easements for the provision of improved transport including rail to Newcastle Airport. 

Peter Shinnick
Chief Executive Officer

Hunter Business Chamber
February 2009
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