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Executive Summary

Australia Pacific Air ports Corporation welcomes the commitment of the Rudd
Government to undertake a com prehensive review of Australia’s aviation policy.
Whilst Australia’s aviation sector has se rved the nation well over the lasttw o
decades, policy making has be en somewhat piecemeal and we hope this high level
review will ensure coherence and consistency between various strands of policy.

Previous government reforms to the do mestic aviation i ndustry have ensured
Australians enjoy excellent services at reasonable prices to facilitate their recreation,
social and business travel n eeds. In relation to international services, whilstth ¢
general policy principles that appear to be broadly shared on a bipartisan political
basis seem appropriate, the focus, transparency and vigour of the administration and
the pursuit of these principles requires further work.

We share the concerns and experiences of many other parts of the aviation i ndustry
about the availability of skilled workers and managers . These problems affect
airlines, airports, Airservices Australia , the Civil Aviation  Safety Authority,
governments more broadly and the ge neral aviation sector. Whilst it is
acknowledged that international and domestic labour mark et conditions cannot be
ignored, the solution is not to be found solely in the accession to substantial wages
demands. The core problem isthatin many areas, particularly in relat ion to
technical and operational areas, the work force is ag eing and shrinking without
suitable replacements being available at eith er entry or intermediate levels. We
would strongly support any efforts of the Government to bring the industry together
to find an industry wide approach to ens ure that the skills the indu stry needs to
remain safe and secure and to grow are available in the coming decades.

In our view, Australian airports policy is a model for other infr astructure sectors.
Whilst we acknowledge there have been some tensions in the planning regime, these
seem to have dim inished over time and in any event are to be expected in any
planning system. Where problems have emerged, many have been resolved within
the structures provi ded int he Airports Act. There have been cases where
inappropriate development has occurred but these seem to be m ore a reflection of
poor decision making than a systematic failure in legislation. There is always a need
to maintain the cu rrency of planning frameworks but there isno com  pelling
evidence that the existing framework is fundamentally flawed.

Australia needs a more co-ord inated approach to airport safe guarding i n respect to
noise, prescribed airspace and potentially  radar interference from wind farms.
Whilst Melbourne Airport benefits from exce llent protection with respect to noise
under Victorian planning law, this is not the case at many other airports and we are
not aware of any major airport that has  robust arrangements for the pr otection of
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prescribed airspace. Again, the problem is not so m uch policy but administrativ e
vigour and co-ordination of various levels of government.

Australia’s approach to the econom ic regulation of air ports since 2002 has
facilitated massive investment to refurbis h ageing assets and given the industry a
degree of flexibility that would not be fo und in an environmen t of formal price
controls. The “dual till” approach has en  sured that prices have moved toward s
broadly reflecting long run investment costs and will en sure that in future the
investment problems and pricing shoc ks that are currently plagui ng airports in t he
south east of England that have developed under th e heavy handed single till will
not occur in Australia.

The current regulatory framework provides for another review of the regime by the
Productivity Commission in 2012 and a show cause process to deal with instances of
unacceptable airport conduct — none of which we are aware of currently. We would
urge the Government to clearly e ndorse and commit to this process. To do
otherwise will not only crea te uncertainty for airport investors and threaten the
substantial investment programs the government is well aware of, it will also send a
strong negative message about regulatory risk to other infrastructure sectors where
private investment is critical.

For a range of reasons there is aneed fo  r increasing the level of investment at
Australia’s regional airports. Thereisa case for a transparent program of fiscal
assistance for regional airports but care mu st be taken to ensure that what is a
regional airport, as opposed to a secondary major city airport, is clearly understood
and more generally that the impact on co mpetition between airports, airlines, and
different modes of transport are fully assessed before any investments are made.

Australia has an outst anding safety and security record due mainly to the diligence
of airports and airlines and their staff. = The time has come to put an end to the
institutional uncertainty of our safety regulation agenci es and to develop sound
models for the development of an independent safety organisation. We support the
pursuit of risk based appr oaches to safe ty and security management but remain
concerned about the availab ility of appropriately skilled and experienced people to
undertake this critical work.

The environmental outcomes at Australia’s airports are world class, however the
industry as a whole needs to address its impacts on the world’s climate. Whilst the
bulk of this task will inevitably fall on th e airlines, airports too m ust adopt best
practice in energy management to ensure the emissions they directly control are kept
to a minimum.

The remainder of this submission provides more detail on our airports, our views on
the issues discussed above and a range of other matters.
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Glossary

ACCC

AEO

Airports Act
Airservices
ALOP

ANEF

ARFF services

CASA
CTFR

Department

FAC
ICAO
KSA
LCC
MAEO

MDP
Minister

Part ITTA
RPT

T1

T2

T3

T4

Trade Practices Act
2007 Amendment Act

Australian Competition and Consumer Commission

Airport Environment Overlay, part of the Victorian Planning Provisions
Airports Act 1997 (Cth)

Airservices Australia

Airport Local Ownership Program

Australian Noise Exposure Forecast

Aviation rescues and fire fighting services currently provided at
Australian airports by Airservices.

Civil Aviation Safety Authority

Counter Terrorism First Response — a service provided by the Australian
Federal Police

Department of Infrastructure, Transport, Regional Development and
Local Government

Federal Airports Corporation

International Civil Aviation Organisation

Sydney Kingsford Smith Airport

Low cost carrier

Melbourne Airport Environment Overlay, the AEO that applies
specifically to Melbourne Airport

Major Development Plan as defined in Part 5 of the Airports Act

The Minister of the Commonwealth responsible for the administration
of the Airports Act and aviation policy generally

Part IIIA of the Trade Practices Act

Regular Passenger Transport

Terminal 1 at Melbourne Airport operated under lease by Qantas
Terminal 2 at Melbourne Airport operated by Melbourne Airport for
international services

Terminal 3 at Melbourne Airport operated by Melbourne Airport for
domestic operations, primarily used by Virgin Blue and Rex, formerly
leased by Ansett

Terminal 4 at Melbourne Airport operated by Melbourne Airport
currently used by Tiger Airways, originally developed to facilitate the
entry of Impulse and Virgin Blue.

Trade Practices Act 1974 (Cth)

Airports Amendment Act 2007(Cth)
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1 About us

1.1 Corporate structure

Australia Pacific Airports Corporation (A PAC) has a controlling interest in two
airport lessee companies — Australia Pacifi ¢ Airports (Melbourne) Pty Ltd (APAM)
and Australia Pacific Airports (Launceston) Pty Ltd (APAL). APAC remains active
in seeking further airport investments that will increase shareholder value.

Melbourne Airportis the trading name of APAM. APAMis a wholly ow ned
subsidiary of APAC and ho 1ds the airport lease acqui red for $1,307 million for
Melbourne (Tullamarine) Airport grante d by the C ommonwealth Government on 2
July 1997 under the Airports Act 1996 (Cth) (“Airports Act”) and several similar
leases that have been subs equently granted over land ultimately needed for the
airport.

APAC also has a 90% interest in APAL, the company that holds the airport lease for
Launceston Airport granted by the Commonwealth Government on 28 May 1998.
The City of Launceston has the rem aining interest in APAL. This lease was
acquired for $17 million.

APAC had the same four shareholdi ng entities from 1997 un til 2007 when BAA
Ltd, the United Kingdom airport company sold its interest in APAC to the other
three shareholders. These shareholders are major Australian funds managers. They
invest on behalf of their clients through both listed and unlisted vehicles.

Table 1.1 shows the distribution of equity in APAC over time.

2001 2006 2008

AMP Capital Investors 49.9% 40.99% 51.12%
RREEF Infrastructure (a division 25.0% 26.06% 32.50%
of Deutsche Asset Management)

Hastings Funds Management 10.0% 13.13% 16.38%
BAA plc 15.1% 19.82% -

Table 1.1: Shareholding of APAC

1.2 Melbourne Airport

Melbourne Airport is Australia’s second larg est airport in terms of international and
domestic passengers and freight. Since sa le in 1997, domestic passengers have
grown at an annual rate 4.9% and international passengers by 6.6%. Fi gure 1.1
shows the general pattern of growth over the last ten years and the forecast growth
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contained in the Preliminary Draft Master Plan recently pub lished by Melbourne
Airport.
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Figure 1.1: Development of Passenger traffic at Melbourne Airport

Domestic passengers

Since 1997, there have been a num ber of new carriers enter and leave the market
however the more recent entrance of Virgin Blue and Tiger re presents a stronger,
more sustainable diversification of Australia’s domestic aviation environment.

It is important to keep in mind that since June 2004, Melbour ne Airport has faced
direct competition from Avalon airport for services to th e Port Phillip Basin. We
estimate that Avalon is cu rrently handing the equivale nt of 1 million domestic
passengers per annum, the majority of which would have otherwise used Melbourne
Airport]. We understand that A valon Airport is actively seeking to attract low cost
international carriers and to grow its freight business.

In November 2007 M elbourne Airport became the first and hom e base of Tiger
Airways in Australia. By May 2008, Ti  ger was already operating 182 weekly
domestic services to 12 locations in Au  stralia from Melbourne Airpor t. Tiger
operates out of Terminal Four (T4), Me  lbourne Airport’s dedicated ] ow cost

1 This is only an estim ate as unlike every other RPT airport in Australia , passenger data is not
published for Avalon Airport.
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terminal that was originally built to facilita te the entry of Impulse and Virgin Blue.
Melbourne Airport has upgraded T4 at a co st of around $5 million to meet Tiger’s
specific operational and product needs.

International Passengers

The success of Melbourne Airport’s international passenger business has been based
on its ability, in partnership with successive Victorian Governments, to work with
international carriers to establish new se rvices to Melbourne. Figure 1.3 shows how
the international pass enger market at Melbourne Airport has develope d since
privatisation in 1997.
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Figure 1.3: Weekly international services at Melbourne Airport

Despite the significant sh  ift in international ma  rket shares, the final
origin/destination of international passengers has been re markably stable as shown
in Figure 1.4. This would indicate that the effect of new entry by inter national
carriers has not been to open up new mark ets but rather to intensify competition in
existing ones. It is also important to note that 12% of Melbourne Airports weekly
international services operate during the hours when other major Australia a irports
are subject to curfew restrictions.

In coming years, we expect that the structure of demand will change with passengers
travelling to and from China and India. We expect that this demand will be met by
Australian carriers, carriers bearing the fl ags of those countries and ot her carriers
that will operate through these countries and onto Europe and North America.
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Figure 1.4: Final destination/origin of international passengers at Melbourne Airport

Freight

The physical, geogra phical and logistical attributes of Melbourne and its airport
combine to ensure Me lbourne Airport is firmly entren ching its role as the freight
hub for Australasia. Melbourne Airpor t has five dedicated freighter parking
positions on its Southern Fr eighter Apron, ensuring sign ificant capacity for growth
in air freight over the next decade. Melbourne is also the domestic airfreight hub for
Australia, delivering freight to and from all corners of the countr y each day — the
ability to do this is critically dependant on Melbourne Airport’s curfew-free status.
Cargo terminal operators at Melbourne Ai rport include Qantas, Menzies, P atricks,
Australian Air Express and DH L, with A ustralia's postal service, Australia Post,
having recently completed its Gateway facility at Melbourne Airport. Successive
Master Plans have provided for expansion of cargo terminal, aprons and supporting
landside infrastructure to meet demand when required.

Melbourne Airport handles more than 200,000 tonnes of international air freight per
annum - giving it 35% of Aust ralia's international freight market. In 2006, export
airfreight through Melbourne Airport was valued at $3.6 billion and imports at $10.4
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billion2. In addition to over 3,000 passenge r flights per week that service

Melbourne, there are currently 21 dedicated freight serv ices arriving and departing
from Melbourne each week. The internationa 1 freight airlines currently servicing
Melbourne are Australian Air Express, Malaysia Airlines, Cargolux, Cathay Pacific,
Qantas and Singapore Airlines.

Development

In recent years Melbourne Airport has embarked on the most significant investment
in airport infrastructure since the airpor t was opened by Prime Minster Gorton i n
1970. APAC’s consistent focus on delivering the facilities its airlines need to grow
their businesses resulted in capital works of over $100 m being undertaken during
2006/07 alone. These wor ks were part of the globally r ecognised commercial
agreement entered into by Melbourne Airport with its airline customers when price
controls were removed in 2002.

In November 2006 Melbourne Airport comp leted its two-year $220 million apron,
runway and terminal project, which focu sed on building the infra structure to meet
the challenge of the Airbus A380. The fina 1 stage of this project was the opening of
the airport’s 5th international baggage carousel. This facility provides a double-sized
baggage system and carousel designed to handle the bags of up to 550 people from
an A380 aircraft.

Also opened during 2006/07 was Melbour ne Airport’s checked- bag screening
system in Terminal Three (T3), the home of Virgin Blue, Skywest and Regional
Express. Checked-bag screening systems ha d already been established in Ter minal
One (T1) and Terminal Tw o (T2). The comple tion of this $23 million project
ensures Melbourne meets new Federal Go  vernment requirements for the x-ray
screening of all international and domestic checked baggage.

Over $13 million was also invested in to apron and airfield upgrade works
throughout 2006/07, including concrete slab replacement in key taxiway and aircraft
parking areas, and a major upgrade of the ai rfield lighting system. This $7.7 million
upgrade of Melbourne’s airfield lighting system is set for ¢ ompletion in 2008/09.
This upgrade will ensure aircraft can land and take off at Melbourne Airport at any
time, even during poor visibility weather.

Looking forward, Mel bourne Airport has commenced the larges t upgrade of its
international terminal (T2) since the air port was built in the late 1960s. When
officiating at a turning the sod cere mony on 15 January 2008 the Hon Anthony
Albanese, Minister for Infrastructure, Tran sport, Regional Development said “This
is a great step in the development of one  of Australia’s most important pieces of

2 Melbourne Airport (2008)
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transport infrastructure” — infrastructure that was developed without funding from
either state or Commonwealth s ources and without the need for intrusive economic
regulation.

Consisting of a number of individual projects, these expansions will make enormous
changes to T2 — adding a to tal of 25,000m? of new space - and will roll out over the
next 5 years at a combined total cost of over $330 million.

The first of these key projects will be completed in 2010, with the construction of a
new outbound i nternational passenger security and Custom s processing zone.
Creating a new outbound pass enger screening area, this project will increase
security stations from 6 to 10, and incr ease Customs desks from 18 to 24. Security
will also now be located before Custom s — reversing the current sequence and
improving passenger flows into the international passenger area.

Melbourne’s international baggage capabilities will also be enhanced to improve
efficiency, with space for an additional two A380 baggage carous els being created
as part of the expa nsion projects. Baggage delivery for ou tbound flights will
improve by 50% - from 3000 bags per hour to 4500 bags per hour by 2012.

A completely new 7,000m? passenger concourse will be also added to T2, providing
5 new aircraft parking ba ys —including three gates with dual-l evel aerobridges,
which will each be able to accommodate one A380 or two smaller aircraft. This area
has been designed to maximise parking space for aircraft.

An entirely new international passenger pr ecinct will be created by 2011, which —
along with am ajor redevelopment of ex isting facilities — will add more than
5,000m? of new passe nger lounge, caf¢, dut y free and specialty shop space to T2.
The new precinct will feature 10-metre hi gh windows providing spectacular views
into the airfield, and has been designed to incorporate signature elements and design
features of Melbourne architecture.

It is important to stress these works form  the core of the co mmercial agreements
Melbourne Airport e ntered into with its airline custom ers in 2007 f ollowing the
decision of the previous government to continue a light handed approach to airport
price regulation.

1.3 Launceston Airport

Since the airport was acquired in 1998, passenger numbers at Launceston Airport
have grown at an annual rate of 8.2%  per annum as com pared to the nat ional
average of 5.4%. The resilience of this market, and perhaps the Australian domestic
market as a whole, is perha ps best shown by the fact that in the year that Ansett
collapsed, passenger numbers still grew by 1.7%.

9



Towards a National Aviation Policy Statement

Launceston is currently serviced by Qant aslink, Jetstar, Virg in Blue and Tiger
Airways who collectively provide 178 services a week to Melbourne (142), Sydney
(28) and Brisbane(8) , making Melbourne the gateway to northern Tas mania.
Australia’s newest domestic airline, Tige r Airways commenced daily operations on
29 November 2007, with its first service offering in Ta smania, between Launceston
and Melbourne.

Tasmania is served by four airports: Hobart, Launceston, De vonport and Burnie.
Hobart and Launceston airports are located within two hours driving distance of one
another, a short distance com pared to that required to be travelled by passengers
accessing other major interstate airports. The Devonport and Bu rnie Airports are
similar distances from the Launceston Airport.

In addition to aviation services, Tasmania is serviced by the Spirit of Tasmania
(Devonport) with pas senger and vehicle services augmented by substantial sea

freight terminals at Hobart, Bell Bay (Launceston), and at Burnie on the North West
Coast. At various times, there have been other passenger services, most recently a

high speed ferry operated between Welshpool in Victoria and Georgetown just east
of Launceston however this proved not to be commercially viable.

This is part of a wider picture of a loss of market share in recent years in sea
transport which has occurred despite significant subsidisation of the  Spirit of
Tasmania by the Tasmanian Government and t he Commonwealth Government
through the Bass Strait Passenger Vehicle Equalisation Scheme. The Bur eau of
Infrastructure, Transport and Regional Ec onomics (and its predecessors) m onitors
the scheme and publishes a repor t annually. A cursory glance of reports in recent
years indicates not only a systematic decl ine in sea travel’s market share for both
Tasmanians and visitors to the state but also a decline in the absolute number of
adults travelling on vessels on Bass Strait.

Development

Launceston Airport is set for the largest upgrade of the passenger t erminal building
since the terminal was constructed and opened in 1965.

The project will consist of three main parts that will provide Checked Bag Screening
and new check-in counter areas, new baggage reclaim facilities, with the use of two
baggage carousels and new passenger lounge s and screening facilities. This will
approximately double the floor area of the terminal  allowing greater space for
passenger movement and associated activities . The project will be constructed by
mid 2009 at an estimated cost of around $18 million — this is more than APAC and
the city of Launceston paid the Commonwealth for the airport lease in 1998.

10
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The first of the three parts of the projec t, the checked bag screeni ng and check in
counters 1s expected to be operational by D ecember 2008, as required by Federal

legislation for passenger security. The other two areas will come on stream in stages
over the remaining construction period. Unlike Devonport and Burnie Airports, its

competitors in northern Tasmania, Launceston Airport expects to have to fund these
vital security works itself without assistance from the Commonwealth or Tasmanian
Governments.

The fully revitalised terminal will provi de a new experience for passenger s using
Launceston Airport. The re furbishment of the departur es area will allow a single
location for all airlines to provide check in facilities at the 12 new counters. These
counters are linked to a new ba ggage handling system as part of the new ¢ hecked
bag screening process for all baggage travelling on aircratft.

The new passenger screening point will incr  ease the level of space provided to
passengers during the screening process. For departing passengers new apron level
gate lounges of approximately 1200m * provide space and security for pas sengers
waiting to board aircrafts.  For arri ving passengers, ane w baggage handling
building of 500m’ incorporating two new baggage carousels will improve baggage
reclaim activities for passengers.

For attending public, an expans ion of an additional 1000m * of the main passenger
public lounge area and refurbis hed retail areas, will provide additional space and
seating areas with a view of the apron and runway.

Construction of the first stage of the La unceston Airport term inal redevelopment
commenced in late May this year. The various projects are being staged over the
next 18 months inaway to ensure passengers are not adversely affected by the
works.

11
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The Australian Aviation industry

2.1 International markets

In 2006/07 only coal contributed more to Australia’s exports than tourism. At $22
billion, tourism exports exceed motor vehicl e exports by a factor of six. It exceeds
the combined value of wool , wine, LN G, medicaments, copper, iron and steel and

dairy products3. Aviation is also a key input into the export of educational services,
our fourth largest export sector and is vital for the interaction of other export sectors
with their customers and markets.

As discussed later in this submission, unlike other major export sectors tourism does
not face congested bot tlenecks at their pr imary export facilities — our interna tional
airports. However, tourism is confronted by market access issues arising from
Australia’s bilateral aviation agreements with other countries. These agreements
effectively act as quotas on both im ports and exports in wa ys that have long been
seen as unacceptable in even the most protected of merchandise trade sectors such as
automotives and textiles, clothing and footwear.

It is ironic that the sector that facilita tes the marketing and business developmen t
activities of our most trade exposed sectors (both import and export) is subject to the
world’s most Byzantine trade arrangements

We welcome recent open skie s negotiations with the United States and would
support further progressive liberalisatio n of these markets as and when the
conditions are appropriate. This is not to  say that air services agreements alone
shape market development. There are no w only two European carriers flying t o
Australia - British Airways and Virgin Atlantic, and both only to Sydney. In the last
decade Austrian, Olympic and Alitalia ha ve all withdrawn from Australia and
British Airways no longer operates its own aircraft to Melbourne. These
withdrawals have not been related to righ ts under a greements, but rat her are the
result of decisions by airlines in difficu Ity (Olympic and Alita lia) and code share
agreements with Asian or Australian airlines. However, it is clear that international
air services agreements, which are based on relationships between nation states react
very slowly, if at all, to market developments.

The Regional Airservices Policy is effec tively a unilateral open skies policy with

respect to all airports other than Melbourne, Sydney, Brisbane and Perth. It did not
seem to remove any constraint that was obstructing access to the airports affected —
we are not aware of any new services th at have commenced that would not have
occurred under other arrangement s. This is further eviden ce that market realities,

3 See http://www.dfat.gov.au/aib/trade _investment.html and http://www.atec.net.au/
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and in particular route yields and demand, are the driving force for the development
of new services.

Whilst we support the efforts of local an  d state tourism agencies to encourage
airlines to commence services — indeed we actively work with the Victorian
Government ourselves in this regard — rather than bein g evidence that governments
should use air services agreem ents to force foreign carrie rs to operate to regional
airports, the experience of this policy sugges ts to us that such policies are lik ely to
be equally ineffective.

In 1998, the Productivity Commission reviewed air services arrangem ents and
found, among other things:

e The 50-year old bilateral system is unable to cope with growing demands for
international air services.

e The system’s constraints hurt airlines and their users — travelers the tourism
and air freight industries.

e The Australian Government, like many others, has been loosening restraints,
but not fast enough.

e Unilateral ‘open skies’ are not the solution for Australia4.
Ten years on, these observations hold true.

The basic intent of policy i1s flawed however its success or failure will hinge on the
effectiveness of the manner in which the policy is impl emented. We support t he
principles set out by the previous Minister in April 2006, principles which have been
generally accepted on a bipartisan basis for well over a decade. These include:

e recognise 'open skies' as an aspirational goal to be sought on a case-by-case
basis, where it is in the national interest;

e negotiate capacity for air services ahead of demand, to allow airlines to make
decisions and provide for competition and growth;

e maintain and expand access to a range of aviation hubs;

e recognise the contribution an Australian- based airline industry makes to the
economy

e encourage major foreign carriers to com mit toa long-term presence in
Australia;

4 PC (1998, p xxi)

13
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address Australia's trade and economic interests;

e continue to attract more services to the regions and smaller states by offering
unlimited access for airlines to all airpor ts other than the four gateways of
Sydney, Melbourne, Brisbane and Perth;

e grow the air freight market by seeki ng unlimited access for freight aircraft
from Australian markets to and beyond the markets; and

e continue to reform the bilateral air services system by:

0 seeking to designate airlines through their principal place of business,
rather than through ownership criteria; and

O continuing to seek li beralisation through multilateral forums such as
the International Civil Aviation Organisat ion (ICAO) and W orld

Trade Organisation (WTO).

We have been e ncouraged by the recent release by the ¢ urrent Minister of t he

Government’s own forecasts of growth®. The real challenge though is to link these
forecasts with other Australian Government (such as from the Tourism Forecasting
Committee) and industry market forecasts to deliver a better strategic focus for
planning and critically, execution. It is essential insucha process to ensure
developments inm ajor outbound markets, reflecting the travel needs and
preferences of Australian businesses and residents, be properly addressed.

This analysis would enable assessment of current seat and expected capacity against
future demand, and provide a framework for priority. There are many agreements
that have been purs ued or renewed th at have little commercial advantage to
Australia. While they may be seen as minor, they all consume resources and often at
the expense of larger more vital negotia tions. Further, the agreement between the
United Kingdom and Australia took a decade to increa  se its agreed capacity,
indicating not only the lethar gy of policy a dministration but also a failure to focus
resources on those agreements which deliver the greatest benefit to the nation.

The capacity contained in agreements w ith countries such as China are rapidly
approaching capacity. The industry needs to know whe n the Government will
commence work on expanding capacity and the expecta tions of how 1 ong such
agreements will take to conclude. Th e Government needs to provide more
definitional clarity of what is meant by ““ capacity ahead of demand” and link that in
a transparent way to the triggering of negotiations with other countries as well as its
relationship to the pri orisation of resour ces. The emergence of Asian and Middle

S See http://www.minister.infrastructure.gov.au/wtr/releases/2006/February/018WT_2006.htm

6 See http://www.minister.infrastructure.gov.au/aa/releases/2008/June/AA056_2008.aspx

14


http://www.minister.infrastructure.gov.au/wtr/releases/2006/February/018WT_2006.htm
http://www.minister.infrastructure.gov.au/aa/releases/2008/June/AA056_2008.aspx

Towards a National Aviation Policy Statement

Eastern carriers as major participants in ma rkets to third countries also needs to be
recognised.

Consistent with the notion that air servic es negotiations should reflect Australia’s
wider trade and economic interests, particular attention needs to be paid to emerging
markets. Policy needs to be s ufficiently flexible to enable arrangements with
emerging markets "of the day" and ensur e they are not restricted by pre cedents
contained in agreements with more developed countries or argum ents about
Australia’s national interest resting on t he airline industry which are not supported
by clear and robust commitments to the development of new markets. Australia need
to work more collaboratively with China and India in par ticular to identify barriers
to improved access to, from and beyond these countrie s for Australian and other
carriers that may wish to use them for intermediate stops. Similarly, Australia needs
to continue to work collabor atively with those countries in south-east Asia that
operate hub airports into Australiato  ensure their policies do not inadvertently
constrain capacity into Australia.

The liberalisation of Air Rights arou  nd the world is changing the aviation
environment in which we operate. In such an environment Australia runs the risk of
being overlooked as a destination for inte rnational air services. We encourage the
Government to adopt policy settings that respond to the geogr aphic challenges
Australia faces particularly in terms of its proximity to key international markets
around the world, and would welcome initiatives that support this.

2.2 Domestic markets

We agree with the views expr essed in the Issues Paper th at objectives of the policy
decisions taken in 1990 to dere gulate domestic (interstate) aviation ha ve largely
been met. We note also that similar po licies pursued by the states in relation to
intrastate services, albeit after the Comm onwealth and at different times, ha ve led
similar policy outcomes. We consider that the general approach taken by successive
governments to the dom estic market (broadly defined) has served Australia well,
especially noting the resilien ce it has shown since the colla pse of Ansett. There is
no need for any policy reform in this area.

2.3 Regional Services

Over the last decade there has been significant change in regional aviation services.
Whilst some services have been lost, espe cially immediately after the collapse of
Ansett, the entry of a range of carriers has substantially increased services between
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major regional communities and major citie s, especially in Western Australia,
Queensland and on the New South Wales coast north of Sydney.

As will be indicated in section 3.4 we believe there is a case for direct fiscal support
for regional airport infrastructure in certa in circumstances. Similarly, we would
generally support direct fiscal support of services to remote communities to ensure
they have access to services enjoyed by people who live in larger towns and cities.

However, we are concerned that m easures to support regional aviation should not
distort competitive outcomes eith er between airports or transport modes and should
not effectively tax users of those services not involved with the provision of services
to regional Australia.

Airservices Australia

We opposed the move by Airservices Aust ralia to a networ k based prici ng for
Aviation Rescue and Fire Fighting (ARFF) services provided to Category 6 aircraft
and we do not support its continuation an d potential extension as outlined by the
then Shadow Minister on 23 November 2007. This pos ition is independent of the
ownership nature of the ARFF service provider. Further, we are deeply concerned
by recent suggestions that Airservices Australia is looking to extend this approach to

terminal air navigation services .

Our policy views on this issue were put to the ACCC when it considered Airservices

Australian price notification in late 2005 — these are on public record 8 and we
would urge officials preparing a dvice for the Government to consider them in the
wider context of transport policy as well as the White Paper. Further, given that
there is now significa nt experience of m arket conduct under pure network pricing,
location specific pricing and the current hybrid model, consideration of this issue in
a transparent way would be greatly assisted by the De partment commissioning an
independent analysis of the benefits th at have accrued to regional communities
under the more network based approaches or alternatively the damage done to them
by location specific charges. Such a study should also consider what benefits would
accrue if location specific charges were exte nded to terminal navigation. We would
consider the Productivity Commission an appropriate body to undertake this piece of
work.

This was the first occasion wh ere the issue of the impacts of Airservices Australia’s
commercial policy had the po tential not only to imp act on competition between
airlines but also between airports. This  relates not only to competition between

7T BARA (2008)

8 Our submissions to the ACCC can be found at
http://www.accc.gov.au/content/index.phtml/itemId/752616.
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Melbourne and Avalon, which is our prim ary concern, but also between the Gold
Coast, Brisbane and Marooc hydore airports in south east Queensland. It is our
position that this has exposed the differenc e between regional airports on the one
hand and small ai rports servicing large, al most continuous conurbations on the
other. As domestic and international markets continue to de velop, the potential for
well intentioned policies supporting regional Australia having unintended effects on
competition between airports and airlines will increase as will the consequences of
those effects. The Government needs to carefully consider this issue and provi de
certainty about its approach going forward otherwise it will risk stifling investment
in infrastructure and route development by airlines serving major capital cities.

Bass Strait subsidisation

The Commonwealth and the States should be mindful of their potential to adversely
impact on the competitiv e position of regional aviatio n through policies related to
other transport m odes. We have long been concerne d that policies of both the
Commonwealth and Tasmanian State Governments to support passenger services on
Bass Strait are pursued with scant regard  to the impacts th ese have on aviation
services to Tasmania.

Since September 1996,t he Commonwealth Bass Strait Passenger Vehicle
Equalisation Scheme has operated. This provided additional assistance to pas senger
ferries on top of that historically provided by the Tasmanian Government through its
underwriting of TT-Line and other operators. The Scheme provides a rebate against
the fare charged by a ferry operator to transport a dri ver plus passenger ve hicle by
sea across Bass Strait. Until October 20 07 the rebate was $150 per pas  senger
vehicle (one way) when it was increase d to $168. The recent C ommonwealth
budget gives effect to th e Rudd Government’s el ection commitment to provide a
rebate of up to $360 for a return trip ($180 one way)? from 1 July 2008. The value
of this rebate greatly exceed s the current cost of a return ticket to Launceston from
Melbourne — the primary source of self drive holiday makers to northern Tasmania.
This increase (from $300 to $360 per re turn trip) provides an increased subsidy of
$25.9 million over five ye ars. The Budget Papers show that the annual cost of th e
scheme will now be around $35 million per annum.

This scheme in recent years has been a demo nstrable failure. Indeed, it is arguable
that the subsidy has induced inefficient investment in sea capacity w hich has now
been removed. Since 2003, when the Tasmanian Gove rnment increased capacity,
market share (in terms of passengers) has fallen from 22% to 14% in 200610. This
1s not only a result of avia tion growth but also an ab solute decline in sea-going

9 Swan and Tanner (2008).
10 BITRE (various)

17



Towards a National Aviation Policy Statement

passengers of 13% over the same period. Ou r understanding of the market is that
2006-07, for which data has not yet be en published by the BITRE will show a
further absolute decline.

In the spirit of trans parent and fact-based policy devel opment, we would urge the
Government to request the Productivity Commission to undertake a form al review
of the assistance provided to all passe nger transport m odes across Bass Strait as
input not only to this review but future budget considerations of both Governments.

2.4 General Aviation

Much of general aviation operates in relatively tenuous economic circumstances yet
provides a wide range of services to the community and serves as a training gr ound
for many professionals who will ultimately pursue careers in the “heavy end” of the
industry. In some ca ses, especially in relation to pi lot training, it has becom ¢ a
source of valuable e xport income and has served to under write the ongoi ng
operations of, and clustering at, some regional airports.

General aviation has been an area of po licy neglect for many years and we welcome
any serious attempt to address this situa tion. Our views on the two major issues,
skills and infrastructure, are set out in sections 2.5 and 3.5 respectively.

2.5 Workforce and skills issues

There has been much written recently about lack of trained and skilled pilots. Rex
has reduced services as a re sult and has taken the strategic step of in-sourcing its
pilot training. Jetstar will recruit 75 overseas pilots to support its growth.

In February of this year a Senate Es timates Committee was advised by a senior
executive of Airservices that there was a shor tage of air traffic controllers and this
was leading to service interruptions. Me lbourne Airport has experienced delays
because of inadequate staffing of the tower and is concerne d that this apparent lack
of skilled resources also extends to proc edure designers, noise assessments, crane
assessments, endorsements and the publication sections

Similar shortages are being e xperienced in the airports sector. Airport pla nning,
airfield standards, obstacle limitations assessors and specialist engineers are now in
short supply and a num ber of regional airp orts must rely on consultants m any of
whom are of retiring age. In some cases consultants are not willing to take on small
scale projects at regional airports.

In addition to the ageing of expertise,  the rapid growth of the Chinese aviation
industry has created significant demand for skilled Australian staff, consultants and
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executives. This problem is a reflection of the general shortage of young people

seeking to pursue careers in the transport and other technical sectors that require

both degree and technical trainingan d is exacerbated byt he demand (and
remuneration) that the mining sector is currently providing for this part of the labour
force.

There is no overall strategy in the airport  industry to develop and train staff, and
much depends on the focus of different ai rports at any gi ven point of tim e. The
former airport inspector and pavements specialist courses are long gone and even
some of specialist obstacle limitation and  aircraft courses pre viously offered by
Civil Aviation Safety Author ity (CASA) appear to have been scaled back. The
dismantling of the Federal Airports Corp oration (FAC), whilst the correct decision
overall, removed some opportunities for car eer progression planning within the
airports sector The Departm ent has unde rtaken to providea security training
framework for regional airports, but in th ree years little has come of it and there is
yet nothing in place.

Similarly, there is no strategy to integrat e industry wide training to enable people
with generic aviation skills to move between parts of the industry or to ensure that in
years to come the industry has high quality leadership in commercial, technical and
operational areas. Cross functional training is particularly important for secondary
and regional airports whic h otherwise ne ed to rely on costly and centralised
consultancy services. Regional airports face the ongoing challenge of retaining staff
presented with more lucra tive and challe nging careers with larger airports and
airlines.

Whilst it is for the industry to ultimately solve these pr oblems there does appear to
be a lack of a co-ordinating force to bring together the various industry participants
and training service provider s to work through these issues. T his is a national
problem (which we understand is also being felt in New Zealand). We welcome the
Government's Aviation Training Package as an important first step in this regard and
we urge the Commonwealth to continue to provide strong leadership in relation to
aviation industry skills development.

2.6 Airline ownership issues

The Issues Paper raises the appa rent anomaly that domestic airlines can be 100%
foreign owned whilst international carrier s need to remain majority Australian
owned with other rules applying to the ownership of Qantas by certain other airlines.
In the latter case, whilst we understand th e political and policy circumstances that

prevailed at the time, we can see no co  mpelling reasons why t hese rules should
persist and why issues relating to the ownership of Qantas by its potential

competitors should not simply be dealt with under Section 50 of the Trade Practices
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Act as is the case with any other Aust ralian airline and m ost other globally
competitive industries in Australia.

In relation to the 49% foreign ow nership limit, we first note that a similar limit
exists for airport lessee companies that le ase airports under t he Airports Act and a
number of former government owned businesses. Whilst we can see no good public
policy reason for this restriction, we have not experienced any difficulty in sourcing
capital to finance our operations and investm ent nor are we aware of other airports
experiencing difficulties — we understa nd from its public co mments over a long
period of time this is an issue for Qant  as. If this limit wasto  be removed for
airlines, we can see no reason why it should not be removed for airports although we
do not see this as a high priority for airport policy or investors.

International air services agreements usua lly require airlines seeking to access th e
rights of a state, to be ow ned (in a majority sense) by residents of that state. It
concerns us that this arrangement effectively disadvantages Australian carriers from
participating in the current round of airlin e consolidations especially as Europe an
carriers can consolidate with carriers from other European Union member states. As
part of further liberalisation of intern ational aviation arrangements it would be
appropriate for the Australian Gover nment to consider adopti ng a position that
would facilitate investment opportunities for Australian com panies in overseas
airlines and vice versa and that in the long term the nationality of airline ownership
should cease to be an issue in gaining access to international aviation markets.
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3 Aviation Infrastructure

Australia has adopted a largely market based approach to the provision of necessary
aviation infrastructure. It is our view that of all Australia’s infrastructure industries,
the airports sector has been the strongest performer.

In addition to our general preference for market based outcomes, government policy
should be directed to ensuring that adequate aviation infrastructure is available in all
markets where such an infrastructure can be economically justified.

In our submission to the last review co nducted by the Productivity Commission, we
presented evidence (undisputed by other parties) that demonstrated that over the last
decade Australia’s airports have been profitable, quality is high, investment is strong
and prices by world standards are in most cases relatively low L 1. This position was
confirmed by Engineers Australia in 2005 when it rated the ade quacy of twelve
infrastructure sectors and found only on e Australian Infrastructure sector — the

airports sector — could be rated as “good”12.

Whilst this result is in no small measure du e to the diligence s hown by current and
previous owners, a key elem ent of this success is to be found in the policy
framework (both in terms of the Airports Act and eco nomic regulation) developed
for the industry by previous Federal governments.

Mindful of the fact that all policy frame works require constant updating due to
changing market and economic circumstances and in response to sp ecific events
(some brought on by participants “pushing the envelope”) it is our fundamental view
that the existing overall policy has served Australia well an d will continue to do so
into the future.

3.1 Planning at major airports

There has been much debate in recent times regarding the planning arrangements at
airports leased from the Commonwealth. Whilst our comments here will be directed
at those airports, itis im  portant to not e that there are a growing number of

significant airports including Cairns, Newcastle, Maroochydore and Avalon that are
subject to other arrangements. In developing policy in relation to airport planning in
the future the Commonwealth needs to keep in m ind the impact its principles may
have, in a flow on sense, on these airports. The Commonwealth should also keep in

1T See Melbourne Airport (2006), TRL (2006a,b)
12 Engineers Australia (2005)
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mind that the Airports Act applies to a wide range of airports in different planni ng
and market contexts. In particular with respect to airports in south east Queensland,
the Port Phillip Basin and po tentially greater Sydney, the Commonwealth needs to
make sure that in pursuing legitimate pl anning policy outcomes at leased airports
that it does not distort emer ging competition between airpor ts either in favour of

those leased from the Commonwealth or against them.

Aviation development

It appears that most of the tension that has emerged in the area of developm ent has
been in relation to non-aeronautical development. Before turning to that issue, iti s
appropriate to briefly reflect on “the main game” — the development of aviatio n
infrastructure. In this regard, the Airpor ts Act has and continues to perform well.
However, we believe that in relation toa range of aviation developments there is
scope to significantly reduce regulatory burdens whist at the sam e time improving
transparency and public confidence in the planning framework.

In the United Kingdom , when airports seek approval to undertake major aviation
capacity expansions they typically seek permission to expand up to a certain level of
capacity, expressed as an annual passenger throughput and/or aircraft movement
figures. Where this does no t involve new runways, this typically will give them an
“as of right” approval to develop termin  als, aprons and associated aeronautical
assets to support a particular level of throughput. The nature and scope of
supporting ground access facilities arises from a detailed surface access strategy.

We believe that consideration should be given to incorporating this sort of

aeronautical development consent into the master planning process in the Air ports
Act although we consider it appropriate that major runway projects should remain
subject to the Major Development Plan  (MDP) provisions. The facilities being
developed are usually extensi ons of existing terminals, aprons and related facilities
or are located within the gene ral vicinity of existing aer onautical assets and usually
at reasonable distances from surrounding resi dential areas. Any impacts that effect

surrounding residential areas or supporting infrastructure are the result of the growth
in aviation traffic rather than the specific development proposed.

Whilst removing the need for a significant number of uncontentious MDPs it would
ensure more robust fo cus on those issues that relate d to the aviation growth of an

airport by bringing i mmediacy to the ¢ onsideration of supp orting land transport
infrastructure. It would also provide more certainty for both airlines and airports

when negotiating longer term pricing agreements.

The current MDP process also addresses  the specific environmental impacts of
projects in more depth than contained in Airport Environment Strategies. If this
reform was to be purs ued then the releva nt environmental impacts and associated
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mitigation measures would need to be addressed in  the Airport Environment
Strategy. In such circum stances, it would seem sensible for the Airports Act to be
amended to require airports to ¢ onsult on, and submit to the Minister for approval,
their Master Plans and Airport Environm ent Strategies simultaneously. This is
currently the practice of most airports an d would not lead to significant additional
compliance costs.

Non-aeronautical development

That non-aeronautical development on airp orts has led to m ore controversy than
probably all of the other issues associat ~ ed with the industry combined is no t
surprising. On t he one hand, par ticularly in the first few years after privatisation,
most parties were still trying to determine how the regime would operate in practice.
There were some airp orts adopting an ag gressive position on property development
to support their acquisition financing arrangements especially once the Asian
Financial Crisis, SARS, a heightened se curity environment and the collapse of
Ansett had adversely affected their reve nues. G ood consultation practices by
airports were still being developed — the guidelines recently issued in this regard are
welcome, albeit overdue, and s upported. Similarly, local and state authorities were
learning how to be an im portant consultee rather than a decision m aker in planning
issues in which they had le gitimate interests. Also, co mpeting land owners had to
confront a source of competition from organisations that were to a large extent new
entrants into quite concentrated and often non-competitive property markets.

In the case of Melbour ne Airport our no n-aeronautical property development is
complementary to aviation development and general urban planning arrangements in
the north-west of Melbourne and the Metropolitan Planning Strategy. In addition to
providing local employment, it provides a physical buffer between 24-hour airport
operations and residential areas near the ai  rport — this role is also performed by
commercial developments on the other side of the airport boundary. If our tenants
did not have access to sites on the airport, it 1is likely that they would seek sites that
might otherwise be available for higher and better uses, including residential, and
could even drive up the price of already s carce residential land in Melbourne. Also,
many activities located on the airport have a substantial logistics component. By
locating these close to the airport, th e Western Ring Road and the Tullamarin e
Freeway, the level of urban congestion and emissions is lower than what it might be
if these activities were located elsewhere in metropolitan Melbourne.

A number of perceptions about non-aeronautical development that have developed
over time which appear to us to be more the stuff of myth than on the ground reality:

e Airports have an advantage in the property market over other developers.
We very much doubt this is the case. If it was, gi ven the scale of property
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development in Melbourne in the past ten years, Melbour ne Airport would
not still have cattle grazing on undeveloped industrial land. Airports are
significantly disadvantaged as property developers by their inability to offer
freehold title and a number of other tec hnical issues related to the leasehold
title they hold from the Commonwealth . Beyond that, the types of
developments that can occur i n such proximity to the airport are limited by
considerations relating to operational ai rcraft — most notably noise, lighting,
security and potential bird hazards.

There is a perception that the airports’ planning framework gives airports “an
easy ride”. When the Department cond ucted a review of the Airports Act a
number of years ago we provided an independent report from Parsons
Brinckerhoff that showed whilst the ai rports framework differed in varying
respects from general state planni ng regimes (which t hemselves differed
substantially from each other) it did not ¢ onfer any particular advantage. We
are not aware of any m ajor development in policy t hat would have changed
this situation but in th e name of transparency and evidence based policy
development, we would s uggest the Department itself com mission such an
analysis of the current situation and make it available to all participants in this
process.

e Non-aeronautical development is threatening aviation development. Other
than perhaps the retail development at the end of the third runw ay at KSA
(which was rejected by th e then Minister — eviden ce that the framework is
working) we are not aware of any proposals that evidence this view. Th e
primary method of preventing this from occurring is the Master Plan. We
would have expected in the event an airport was to act in a manner that did
not provide for the necessary land for aviation services into the future, this
would quickly be brought forward by  state and local authorities and the
airlines. If these concerns were valid we would expect the Minister woul d
take corrective action if it had not been taken by the airport in response to
these comments. Where the is sue is not so much with la nd allocation but
impacts on aircraft in flight, as we have seen in the KS A case m entioned
above, the current arrangements are operating well.

e Non-aeronautical development is incompatible with surrounding off-airport
land uses. A gain, to a significant extent, this should be dealt with in the
Master Plan. Airports in de veloping their Master Plans are required to use
the land-use definitions contained in the planning law of the states in which
they operate. Whilst accepting the histor ical realities that airports are where
they are, proposals brought f  orward by airports for non-aerona  utical
developments that are incompatible with surrounding uses should be easily
identified and rejected by the Minister in the first instance.
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This is not to say that appropriate zoni ng is all that is required. Most land-
use planning definitions are fairly broad in their description and the im pacts
of individual projects need to be fu lly assessed via the MDP process in a
number of regards a nd in particular traffic generation and nuisance to
surrounding residential areas in the sam e way as t hese issues are addressed
under state-based planning schemes. Especially with the passage of the 2007
Amendment Act, there is ample capacity  for the Minister to seek further
information on such issu es, consult with relevant third parties, place
conditions on approval and ultimately reject the proposal.

Without going into specific s, there are some non-aeronautical projects that
have been approved at other airports (with or without conditions) which in
our view may not have been appropriate. However, we do not see these to be
the result of poor policy or a failure of the legislation but rather poor decision
making on the part of the Minister of th e day. Further, we are firmly of the
view that these isolated examples ~ do not make a case for substantial
amendment to the Airports Act.

e Non-aeronautical developments are affecting the commercial viability of off-
airport competitors. Such is the nature of co mpetition. One might equally
say that commercial activities of off-airport competitors such as Westfield are
affecting the commercial viability of airport operators.

Whilst it is appropriate that the developm ent of the airport site is done in a
way consistent with and mindful of wider metropolitan planning
considerations (airports are not islands as the Issues Paper notes) it is not the
purpose of the airports planni ng framework, orind eed any planning
framework, to restrict competition or favour one class of land owners over
another. As a general principle, competiti on in this regard can be expected to
lead to increased employment and lower prices for working families.

The available land-uses on leased airpor ts have been abundantly clear since
the first Master Plans were made available for public consultation in 1997 and
indeed, some of these reflected an d were aconti nuation of the land
development policies of the FAC — ther e has not been a sudden fl ooding of
the land market with airport land. Indeed a number of metropolitan planning

schemes, suchas Melbourne 2030, clearly recognise the importance,
availability and potential uses of land that have been set out in airport Master
Plans.

e The $20 million trigger limit for MDPs is too high. In 2006 the Am ending
Act increased the trigger level for MD Ps to $20 million from the original
level of $10 million that was set when th e legislation was first introduced in
1995. Since that tim e, construction pr ices have increased substantially.
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Table 2.1 provides a snap s hot of how construction prices have grown over
time.

Non-residential  Non-building

building construction
construction

New South Wales 71% 44%
Victoria 67% 46%
South Australia 49% 46%
Western Australia 91% 53%
Queensland 78% 60%
Australia 71% 49%
Period Sep 96- Mar 08  Sep 98-Mar 08

Table 2.1: Growth in Construction Prices13

It should be further noted that these price increases do not include the impact
of the goods and servi ces tax imposed in 2000 which is in cluded in the cost
base for MDP purposes. By way of example therefore, a building in New
South Wales that would have cost ~ $10 million in 1996 would now be
expected to cost around $18.1 million today, a similar building in Western
Australia would cost just over $21 million. It seems therefore that the current
level has simply maintained the real cost of construction.

Building cost inflation has accelerated in recent years, largely as a result of
increased demand arising from the minera Is sector and cost increases in key
construction materials including steel, glass and cem ent. Global trends, the
ongoing buoyancy in the minerals sectors and the infrastructure development
plans of the Commonwealth and Stat e Governments will see construction
price pressures continue.

To avoid unnecessary regulatory burdens being placed on airpor t
development, asinm any other areas of public policy, itwoul d seem
appropriate to inde x the trigger level annually in acco rdance with non -
residential building costs.

e Airports are not required to consult, or do not consult adequately, with local
and state authorities. This is neither our practic e nor our experience. The
Airports Act places considerable cons ultation obligations on airport lessee
companies in relation to Master Plan s and MDPs. These were strengthened
by 2007 Amendment Act and in some cases go further than what is required
of other developers.

13 Source: Table 15 of Producer Price Indexes, Australia (ABS cat. no. 6427.0)
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We suspect that the issue in this regard is some, perhaps the majority in some
cases, of the views expressed in Master Plan and MDP consultations by these
authorities have not been acted on by the airports concerned — the
Commonwealth can of course examine this in more detail. As noted above,
this might be due to the entities involved adjusting to being consultees and not
decision makers.

Our experience is that there is little fe edback from state or local authorities in
relation to MDPs — of the nine MD  Ps Melbourne Airport has produce d
material negative feedback has been pr ovided on only two of the se. Again,
the Commonwealth is well placed to a  ssess the success or fail ure of that
consultation but we would s uggest that the consultation was extensive and

that the legitimate interests of all parties were appropriately addressed.

In reviewing our M DPs and Master Plans, a num ber of these woul d have
simply lead to additiona 1 costs with no additional benefits, others simply
reflect a failure to properly read do cuments and others seem motivated by
favouring one developer over another without an over-riding public policy

purpose.

As canbe seen from the above, oure xperience is that the current pla  nning
framework does not have serious systemi ¢ problems. Where poor outc omes have
occurred they have more to do with poor decision  making than f undamental
problems with the Airports Act.

That said, it is clear from the Issues Pa per and other sources that the Government
has serious concerns with the pl anning provisions of the Airports Act. Regrettably,
the Issues Paper does not make clear th e areas the Government is particularly
concerned with. Whilst we are sure these will emerge in the Green Paper, given the
importance of these issues not only to airports but other major stakeholders, we
believe it would be a ppropriate that further public consultations occur prior to the
publication of the Green Pape r so that all stakeholders can have input into the
options being considered.

3.2 Safeguarding

Noise

The impacts of noise from aircraft in flight is a major issue for airports around the
world. M elbourne Airport and successi ve Victorian Governm ents have w orked
jointly together to develop planning policies which ensure the economic growth of
Victoria through the facilitation of av  iation growth by main taining Melbourne
Airport’s curfew free status. This has re quired an absolute focus on devel oping a
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cooperative and responsive relations hip with the local neighbours and communities
and it is a key strategic activity to conti nue to earn t he trust and support of our
stakeholders by operating and growing our airports responsibly and communicating
clearly.

Whilst airports manage the relationship with their neighbours international
experience shows success in this endeavour requires having significant support from
the air traffic services operator, in our case Airservices, in terms of clarity of
information, regular accurate reporting and great customer service to respond to
public concerns regarding noise.  This needs to come in the form of quality
representation at local Noise Abatement Committees and providing such bodies with
accurate, specific and timely information  about decision making processes and
standards of operation. The challenge is for the airport and the air traffic services
provider to involve the co mmunity in an overarching s trategic way as opposed to
simply seeking ex post justification of current pos itions and previous decisions.
These efforts would be greatly assist ed by the Com monwealth providing clarity
around its expectations in relation to the responsibilities of airports and Airservices
which appear to have become blurred overtime.

The precise nature of the problems and the available solutions will vary from airport
to airport. That said, we briefly set out the approach that has been a dopted in
Melbourne below and suggest that Commonw ealth might seek to explore similar
arrangements with other states where it may be appropriate.

Land use controls for the areas around Me Ibourne Airport have been in place for
approximately 15 years. The purpose of these controls is to ensure that the efficient
operation of Melbourne Airport and its economic benefits to Victoria, both now and
in the future, are not adversely affected by inappropriate land use and de velopment
in the noise-affected areas surrounding the Airport. In 2002 it was estimated that
Melbourne Airport’s curfew free status cont ributed $127 million to Victoria’s gross
state product. This had risen to $309 million in 2008 and is forecast to continue to
grow. If Melbourne Airport had been subject to a curfew in 2002, there would have
been 2680 less jobs in Victoria . In 2008 this figure is es timated to be in excess of
4,60014,

Land use controls for the areas around Melbourne Airport were first implemented by
the State Government in 1992 . The introduction of the Vi ctoria Planning Provisions
in 1996 introduced the Airport Environs Overlay (AEO) which was based on t he
1992 Melbourne Airport Environs Area c ontrols. The AEO is a s tandard provision
in the Victoria Planning Provisions that can be used by any airp ort in Victoria. In
May 2007 a new overlay, the Melbourne Airport Envi rons Overlay (MAEO), was
introduced into the Victoria Planning Provisions. This overlay incorporates

14 Sinclair Knight Merz (2008)
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improved and enhanced provisions specifically for Melbourne Airport in accordance
with the outcomes of the Melbourne Airport Environs Strategy Plan 2003.

The purposes of the MAEO controls are to:

* Ensure that land use and de velopment are compatible with the operation of airport
in accordance with the Master Plan and with safe ai r navigation for aircraft
approaching and departing the airfield.

» Assisti n shielding peop le from the impact of aircraft noise by requiring
appropriate noise attenuation measures in new dwe llings and other noise sensitive
buildings in accordance with the airpor t’s Ultimate Capacity ANEF and Australian
Standard AS2021-2000.

 Limit the number of people residing in the area or likely to be subject to significant
levels of aircraft noise.

» Require planning permits for certain developments and th e subdivision of land
with provision for notification of the airport operator.

The MAEO controls generally appl y to land on the appr oaches to the airport’s
existing and proposed runways. The MAEO boundaries are based ont he
recommendations of AS2021 and the 2003  Ultimate Capacity ANEF boundaries.
The boundaries of MAEO Sc hedule 1 are defined by th e 25 ANEF contour and the
boundaries of MAEO Schedule 2 are defined by the 20 ANEF contour.

Details and requirements of the MA EO1 and MAEQO?2 are contained in the Local
Planning Schemes of the five Councils covered by these controls: Hume, Brimbank,
Moonee Valley, Melton and Whittlesea. In accordance with AS2021, the controls of
MAEQI]1 are more restrictive than those of MAEO2. For example, under M AEO1
certain noise-sensitive uses such as sc ~ hools, hospitals and certain types of
accommodation are prohibited, whereas MAEO2 requires a permit for these uses.

All new noise-sensitive uses in both areas are require d to be assessed for AS2021
acoustic requirements.

Airspace protection

After noise the othe r most significant form of pr otection necessary for the
immediate and long-term operation of an airport is the protection of its surrounding
airspace from physical intrusions such as tall buildings or towe rs and non-physical
intrusions such as industrial chimney discharges and bright lights.

Whilst Melbourne Airport’s Prescribed Airspace is protected by the Commonwealth
Airports Act and Air ports (Protection of Airspace) Regulations, there is evidence
that this is not widely  known or understood by de velopers, local government
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officers/councilors or the general public. In Victoria, unlike in some other States, the
Prescribed Airspace requirements are not in corporated or linked into local planning
schemes in any way. While the MAEO controls land use in relation to noise, there is
no equivalent planning scheme mechanism in the Victoria Planning Provisions that
enables the height of structures or ot her land use/em issions that m ay impact on
Prescribed Airspace to be considered or controlled.

We consider that improvements to the Victorian planning system need to be made to
provide greater certainty and rigor in rela tion to protection of Melbourne Airport’s
Prescribed Airspace. There are a number of possible initiatives which Melbourne
Airport is currently pursuing to address this issue in co nsultation with the Victorian
Department of Planning & Community Development. We are confident that this
process of joint working w ith the Victorian Governme nt and active stakehol der
engagement will deliver outcomes of the same quality and robustness of the MAEO.
However, we are aware that there have b  een significant difficulties in relation to
airspace intrusion in other states a nd there might be some merit in the
Commonwealth providing leadership in the development of national guidelines.

An emerging issue in airspace protection in  other jurisdictions is that of radar
clutter. The developm ent of wind farms in areas such as the we st of Scotland and
the Thames Estuary have posed significant challenges in respect to en-route and
terminal air traffic management systems. Essentially, the problem is thatiti s
difficult in many cases for an air traffic ¢ ontroller to reliably separate a spinni ng
turbine from an aircraft. Desp ite attempts to deal with the issue in pl anning law,
resolution of this issue ha s proved extremely costly and tim e consuming for all
participants — airports, air traffic mana  gement providers, planning authorities,
aviation safety regulators and wind farm developers.

This does not mean that wi nd farms and airports are incompatible. Indeed East
Midlands Airport in the United Kingdom will become a carbon neutral airport in
part by de veloping a small wind farm on th e airport site. W hat is required to
achieve this is early identification of wher e turbines can be sited without interfering
with air navigation systems.

We would urge the G overnment (perhaps through Airser vices Australia) to work
proactively with the states  to ensure that prohibite d areas for wind farms ar e
identified, protected and their location co mmunicated to the pr oponents of these
important future facilities. If this is not done and turbines are erected in
inappropriate locations, many tens of milli on dollars will need to be s pent on
additional radar equipment and reprogramming of air traffic management systems.
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3.3 Economic regulation of airports

In 2006, t he Australian Council for Infra structure Development commissioned
Access Economics to review the regulat ory policy a rrangements for a range of
infrastructure industries !> on the criteria of:

e independence;

e cfficiency focus;

e transparency, predictability and consistency; and
e accountability.

Sectors were rated very poor, poor, fair and good. Only the airports sector received
a rating of ‘good’.16,

The current airport regulatory regime —based around prices monitoring and the
legitimate threat of re-regulation - is the primary policy r eason why Australian
airports do not suffer from a system ic problem with airport i nfrastructure and
current levels of investment are so strong. This is because the current regime has:

e provided the industry with a degree of flexibility to adapt to volatile mark et
conditions;

e allowed the first meaningful commercia I negotiations betweens airports and
airlines over the capacity, service level and price of infrastructure services;
and

e allowed different outcomes over issues such as risk sharing and contract
length that suited the needs of the airport and airlines.

There is no doubt in our mind that if the arrangements in place im mediately post-
sale had persisted or had been replaced by anot her form of price control, the
industry would not have adapte d as effectively to events such as the heightened
security environment or the collapse of An sett. The regulatory system could still
have been utilised to frustrate new entran ts to the market; there would have been
less competition between airports; and mo re importantly, costs for airlines,
businesses and working families would have been higher. Airport charges would
still have risen to around the levels they are at today but the cost to business o f
those increases would likely have been far greater if regulatory price setting were to
have been pursued. This reflects the costs of regulation, both in terms of time, effort

I5 Access Economics (2006)

16 Some sectors individual state regimes were rated good although the sector as a whole was r ated
lower because of much poorer regimes in other states
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and staff hours re quired to enga ge ina regulatory process and affects airlines,
airports and the regulator themselves. = Commercial negotiations can often be
concluded in a matter of months, whereas the most recent pricing review conducted
by the ACCC took 12 months.

Reviews and outcomes in airport regulation

The Productivity Commission reviewed airport regulatory arrangements (in relation
to both aeronautical and non-aeronautical activities, including car parks) in 2002 and
2007. These reviews were extensive and public — indeed it is our view the processes
of the Pr oductivity Commission represent best practice in regulator y policy
development and review!7,

Airport operators and airlines in good fa ith and relying on th e robustness of this
policy have enteredintoar ange of commercial arrangements and capital
development programs to upgrade quality and capacity at Australia’s major
airports. In the first five years of this policy between 2002 and 2007, we investe d
$348 million at Melbourne Airport of which $227 m illion was on acronautical
assets. In the period from 2007 until the next expected re view in 2013, we expect to
spend over $500 million at Melbourne Airp ort of which more than $400 million is
expected to be on aeronautical infrastructure. In the next five years we expectt o
invest around $35 million in aeronautical assets at Laun ceston Airport — more than
twice the airport's purchase price. This 1 nvestment was agreed directly with users
rather than through regulatory processes, and is a program we remain committed to.

Single vs dual till pricing

An important issue that was resolved in the 2002 review, and re-affirmed in the
2007 review, was whether a ‘single’ or ‘dual till” was the appropriate way to
approach the regulation of airport prices. Airports are multi-product businesses. In
some markets for their servic es they enjoy some degree of market power. In others
they face multiple competito rs and a variety of easy  substitution possibilities fo r
consumers. If price regulation is imposed on such an entity, the question arises -
should it be imposed upon th e whole operation, or only upon those services which
exhibit some natural m onopoly characteristics? The former option describes a
‘single till” model of price regulation; the latter a ‘dual till” model.

The answer is reasonably straightforward. If governm ent is concerned about th e
possible abuse of m arket power, in the m arket for the provision of a particular
service, then it should regulate the market for the provision of that service, and that

170ur submissions to these reviews Melbourne Airport (2001, 2006) are available on the
Productivity Commission’s website
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market alone. The ¢ osts and revenues of other servi ces, provided by the same
company, should not be the c oncern, let alone thet arget of re gulators. This is
especially true when the ot her services are far from bein g natural monopolies. Thi s
principle is explicitly reflected in the pricin g principles contained in Part IIIA of the
Trade Practices Act (Cth) 1974 and is the reason w hy many Australian regulators
isolate the competitive parts of businesses from those where firms have clear market
power (for example in respect of electricity distribution and retail businesses).

Sound policy dictates that regulation shou Id only extend to those services w here
market power exists and is likely to be used in away t hat damages economic
efficiency. This should le ad on its own merits toth e dual till approac h being
favoured over the single till approach. Beyond that, we believe that the single till
should be rejected because

e it is difficult to see how single till pr  icing could conform to government
policy of reducing the regulator y burden on businesses — it would not be
possible to implement a single till in a light handed way without it being de
facto profit regulation;

e the arguments in favour of the single  till approach generally advanced by
airlines centre on issues of distributio n of profits from airports’ retailing and
parking businesses. There is no evidence, empirical or theoretical, to suggest
that such transfers enhance economic e fficiency. If anything, the evidence is
to the contrary. The implementation of the single till at Heathrow, Gatwick
and Stansted has led to underinvestme nt, poor quality se rvices and poor
responsiveness to changing airline needs;

¢ in the United Kingdom the single till has been used to regulate its largest four
airports: Heathrow, Gatwick Stansted and Manchester — no other airports in
the United Kingdom have be en regulated and the United Kingdom
Government has decided recently to no longer regulate Manchester. Whilst
prices at these regulated airports have been mid range for m any years, they
are now growing rapidly at Heathrow a nd Stansted and to a lesser extent
Gatwick in order to redress the underi nvestment caused by the single till.
This is because the singl e till will over tim e drive the price of aeronautical
services away from, and below, the long runi ncremental cost of new
aeronautical capacity. We saw this in Au stralia and this is why a ‘one off”
adjustment was required in 2002 to deal with the legacy of the FAC’s single

till prices inherited at the time of sale . This is not to say that price
adjustments will not occur under a dual till (especially in environments where
the cost of new infrastructure is significant higher than existing

infrastructure) but rather under a dual till, especially where the pricing and
investment arrangements are reached t hrough commercial negotiation rather
than regulatory gaming, adjustments will be significantly smaller; and
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e the single till will not address issues asso ciated with use of market power in
the provision of non-aeronautical services. If there is a case to regulate these,
by monitoring or in some other way, then those services should be dealt with
directly. For example, a single till will not protect car park users but rather
simply transfer profits generated by ca r parking from airport shareholders to
airline shareholders.

As far as the single till is concerned Aust ralia does not need to adopt this failed
British experiment.

Advent of low cost carriers

The Issues Paper aske d whether given the impacts brought about by the a dvent of
Low Cost Carriers (LCCs) changes should be made to the cu rrently regulatory
framework. Our very stro ng view is thatthe cu  rrent policy appr oach has
encouraged entry and business develo pment of LCCsan d hence facilitated
competition in the domestic market. The CEO of the mo st recent entry into the
domestic market, Tiger Airways, recently noted “we have m any many airports in
Australia knocking on our door week after week... we are very pos itively
encouraged by the airport reaction”18.

The presence of intrusive price controls gives incumbent operators opportunities to
frustrate the development of facilities for ne w entrants such as Ansett's attempt to
frustrate the initial developmen t of T4 for Impulse and Vi rgin Blue.The advent of
increased competition in both domestic and internati onal markets, in part but not
entirely due to the entry of LCCs, has led to greater range of quality standards being
required by airlines. This creates a challe nge for quality monito ring and especially
in making comparisons over time — if LCCs demand a lower level of service and
their market share grows over time then it is possible th at the measured aggregate
quality of service at an airport will fall. This would not however be the result of an
abuse of market power, as traditional regulatory theory might suggest. Rather it is a
response to product demands from airline customers. It will be important that this is
kept in mind by policy makers and the ACCC when dealing with quality regulation
to ensure that the right data is collected and that proper analysis is undertaken.

Obviously, when airlines seek a lower leve 1 of service they e xpect to pay a price
below that for a higher level of service. This is clearly an e fficient and appropriate
form of price discrimination. Increases in domestic competition have led to other
developments in airport pricing beha viours, particularly following t he entry of
Impulse and Virgin B lue. Airports no w compete for domestic bases and pr ovide
strong incentives for airlines to grow vo lume. Further, risk sharing arrangem ents

18 ABC Radio National Breakfast, 30 May 2008.
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have been entered int o to provide a sound financial basi s for future infrastructure

and route developments. Care must be takent o ensure that the m onitoring
arrangements not only do not dis close commercially sensitive information agreed

between parties but also that they do not inad vertently stifle the developm ent of
innovative commercial arrangements that have, and are likely to conti  nue to,
contribute to the development of competition, especially in domestic markets.

The number of airports subject to regu  lation was substantially reduced in 2002.
Launceston was one of those removed and lik e many others such as Alice Springs,
Townsville and Coolangatta have little capacity to exer t market power over Qantas
and Virgin Blue bec ause of't heir size a nd the presence of c ompeting airports.
Canberra and Dar win were remove d after the 2007 Productivity Commission
review. [t is interestin g to note that the five airports th at continue to be m onitored
are the five that have more than five million passengers per annum. This is the level
which is currently being proposed in Europe to be covered by a regime of disclosure
and dispute resolution which in many ways resembles the Australian monitoring and
show cause arrangements supplemented by Part IIIA of the Trade Practices Act. The
view that has been taken in Europe is that airports below this size in most cases ar e
unlikely to be able to exert market power over airlines and the costs of regulation are
likely to outweigh the benefits of interv ention — precisely the same view that the
Productivity Commission has now reached on two occasions.

Scope of services that should be monitored

Similarly, we do not believe that there is a case for the expansi on of the scope of
services being monitored. In pa rticular, we are disappointed with the decisiont o
extend monitoring to car park services — not only because of the decision per se but
also the process and an alysis that led to it is not ¢ onsistent with good regulatory
practice.

Car park services are provided in markets that are contestable. In addition to the four
car par products we provi de at Melbourne Airport, there are at least nine other car
park providers servicing Melbourne Airport. The analysis that supports price
monitoring of car park charges is particularly weak. International comparisons are
virtually meaningless as they are highly sensitive to exchange rate assumptions and
the funding and re gulatory arrangements in the jurisdictions concerned. The
government appears to have also placed great store in th e fact the car park revenues
grew much more quickly than passenge r numbers during the period 2002-2007.
This difference can be largely understood to be the interaction of a num ber of
factors:

e Expansion of capacity (undercover bays in the multi-story car park increased
at Melbourne Airport from 3,100 bays to 4,900 and other spaces from 5,000
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to 11,400 duri ng the period). Melb ourne Airport has invested over $80
million in car park infrastructure since 19 97/98, the vast majo rity of that in
the period 2002-07 when the multi-story long term car park was built. In
2006/07 alone over $10 m illion of enhancements were undertaken in
Melbourne Airport’s Long Term Car Park facility. This major redevelopment
added 900 new parking bays, new entry and exit points, as well as new bu s
shelters to meet the airport’s new car park shuttle bus fleet.

e Improvements in quality of service in areas such as signage, payment
methods, information provision and security and in relation to long term car
park bus services have all lead to higher costs.

e General increases in costs of construc tion. Not only has the national CPI
increased by around 14.5% over th e period, non-residential  building
construction costs grew by 40% and non-building construction costs by 26%.

e The need to use some of the revenues derived from car parks to fund ge neral
improvements in airport road infrastructure.

Striking the correct balance

The Issues Paper observes th ere is still some debate as to whether the right balance
has been struck between airports and airlines when they settle commercial
arrangements for access to services, yet offers no evidence of this. What is certain is
that where airlines have been aggrieved with the conduct of airports that they have
refused to enter into agreements with airports. Furt her, airlines have alwa ys been
vocal in the media and in extreme circumstan ces have taken resort in the provisions
of Part IITA of the Trade Practices Act and other areas of the law. This appea rs not
to be the case at the present time.

If one reviews the re cent public utteranc es from major Australian airline CEOs
about the challenges facing the airline industry the issue of airport prices doe s not
loom large in their grievances and concerns. Indeed BARA has publicly indicated on
a number of occasions that it supports th e approaches imbedded in the curren t
airports regimel®. Further, if such concerns rega rding the behaviour of individual
airports were to emerge, and they do from time to time, the appropriate way to deal
with these in the first instance would  be through t he show c ause arrangements
available under the current policy.

Periodic reviews of policy outcom es by the Productivity C ommission are a key
element in ensuring independence, transp arency, predictability and reliability. The
next review is scheduled for 2012. There is no immediate need for any policy action

19 BARA (2008)

36



Towards a National Aviation Policy Statement

in relation to the economic regulation of ai rports and more over, to do s o in an ad
hoc way would undermine the very features that have been identified as making it
the most effective regulatory arrangement in Australia. More importantly, it would
undermine confidence in the G overnment not only as far as airport investm ent was
concerned but would bring into question the Governm ent’s bona fides with respect
to the regulation of infrastructure as a whole.

3.4 Secondary airport infrastructure

The Issues Paper has rightly drawn attentio n to the m arket developments that are
leading to increased utilisation of regional airports. Consistent with developments
in the United States and Europe, driven la rgely but not exclusively by LCCs , there
has been an increase in demand for services at regional airports such as Ballina and
Proserpine as well as airports tha t may have the potential to compete with major
capital city airports such as Avalon, Newcas tle and Maroochydore. It is our strong
view that these developments are good for regional communities and the travelling
public and indeed for major Australiaai  rports as they inm any cases provi de
profitable opportunities for growth.

Many of the airports in question were th e beneficiaries of u pgrades funded under
Airport Local Ownership Program in of the early 1990s. The passage of time, use
and changing demands mean that many of these airports are in ne ed of significant
investment either to facilitate new services or maintain safety. Heightened levels of
aviation security also require additional in vestment. The owners of many of the
airports, predominantly local councils, lack the financial and management resources
to plan and deliver these upgrades. Furt her, the highly compe titive nature of the
domestic market means that the charges that might need to be levied to sustain these
investments may betoohi gh to support the traffic they are designe d to
accommodate.

Whilst we generally prefer market based  solutions to the pr ovision of airport
infrastructure, we do believe there is a ca se for some airports to receive financial
support for such upgrades. Such support must be direct fiscal assistance and not via
pricing of services provided to or by other sections of the aviation industry. Each
case should be subjected to a rigorous a nd published assessment much in the way
that the Government proposes funds will be distributed from the Building Australia
Fund. Indeed, it would be appropriate fo r the Gover nment to a sk Infrastructure
Australia to develop and administer such guidelines. Such guidelines should also
apply to any grants made by state governments.

Further we have indicated el sewhere, we are very concerned that policies that are
designed to assist regional avi ation services are properl y focused onr egional
airports, not the class of all small airports and in particular those in competition with

37



Towards a National Aviation Policy Statement

other airports or ot her transport modes. We have similar concerns in sit uations
where regional airports are in competition ~ with each other such as in northern
Tasmania. In such cases any proposals fo r financial support should be assessed not
only in the light of the airport ¢ oncerned but should also with regard to available
capacity at competing airports and the e  ffect public investm ent would ha ve on
emerging inter-airport, inter-modal and  airline competition. The Competitiv e
Neutrality Complaints Office has the necessary expertis e to undertake such an
analysis and could provide public advice to the relevant decision maker.

3.5 General aviation airports

The underlying economics of the bulk of the general aviation sector are such that the
sector cannot aff ord tom eet the curre nt incremental costs of providi ng the
infrastructure they require. Hence, the general aviation community either operates
from the same facilities they always have or has developed ne w operations (with
relatively little infrastructure investment) at  airports that possessed assets with
surplus capacity for their operations.

The infrastructure that supports general av iation is relatively old and like that found
at many smaller airports is degrading, in some cases quite rapi dly. A gain, the
general aviation industry struggles to pay the charges that are necessary to support
even the maintenance of th e existing infrastructure. This situation is further
exacerbated by the fact that a fair propo rtion of this degrading infrastructure
occupies land that has increasingl y higher and bett er uses not only in non-
aeronautical property development but for the development of facilities to support
increasing passenger, freight and “heavy end” general aviation operations.

These problems are evident across the airports sector —atm  ajor and regional
airports leased from the Commonwealth, ge neral aviation airports in capital citie s
leased from the Commonwealth, other major regional airports (such as Cairns) and a
range of minor airports largely but not ex clusively operated by lo cal authorities.
Like all other operators of airpor ts leased from the Commonwealth we have m ade
provision for general aviation operatio ns at both Launceston and Melbourne
Airports however the economic realities desc ribed above mean that without explicit
support from government at some level, these facilities will not be developed and
general aviation activity will be, at best, co nfined to those areas in which it already
operates. We suspect that this applies to all but the most profitable areas of general
aviation (corporate aviation, fly-in fly-ou t services associated with the mining
sector) or those operated by governments (for example state emergency services and
Coastwatch). If Australia is to revitalis e its general aviation sector a planned,
transparent, rigorous program of public inve stment will be require d. Again, this
must be by way of direct fiscal support and not via pricing of services provided to or
by other sections of the aviation industry.
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However, there is more to th is issue than just money. General aviation operations
represent a relatively inefficient use of  many aeronautical assets — they require
relatively greater areas of (albeit thinner) aprons than most Regular Public Transport
(RPT) operations and given their speed and air bor ne performance significantly
reduce runway and airspace  efficiency when operati ng at airports with RPT
operations. The latter is particularly the case where flight training and aero clubs are
involved. It is important th erefore that in planning the future of general aviation in
Australia, especially in cap ital cities, that strong emphasis is placed on locating
general aviation to the m aximum extent possible at locations separate to RP T
operations in order to ensure maximum efficiency of infrastructure at major airports.
To do otherwise will mean less efficient operations (leading to costs associated with
congestion and additional emissi ons) or that investment in new airfield capacity at
major airports will be required well befo re they would othe rwise with flow-on
effects to airport charges.

Melbourne provides a useful ca se study of how this can be arranged effectively.
There is very little activity at Melbourne Ai rport that can be classified as general
aviation. Other t han ad hoc visits by emergency services aircraft (in ope rational
mode) and international charter and state ai rcraft, virtually all of the activity that
might be classified as general aviation is associated with freight activities being co-
ordinated by various operators who handle freight from domestic and international
services and some maintenance at the south of the airfield. General aviation for th e
north of Melbourne is facilitated by Essendon Airport a nd the south by Moorabbin
Airport. We strongly support the ongoing operations of both these airports. We do
not believe that aviation activities at Esse ndon Airport are creating an unacceptable
impact on surrounding areas (which pr obably experienced great er noise im pacts
when Essendon was Melbourne’s major domestic and international airport) although
we acknowledge that a time may come wh ere for air space management reasons
associated with further ru nway development at Melbour ne Airport operations at
Essendon may no longer be viable.

For the reasons set out above, even if s ubstantial public funding was to be m ade
available to relocate the activity at Essendon to Melbourne Airport, the vast bulk of
that activity is not compatib le with the efficient operati on of a major international
airport with the largest averag e aircraft size in A ustralia. We would therefore urge
the Commonwealth, that as it addresses the critical issue of general aviation
infrastructure funding that it also work with the states, airports and general aviation
operators to identify wher e and how future general  aviation capacity will be
provided for both regional Australia and Australia’s capital cities.
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3.6 Air traffic management

Whilst responsibility for the provision of airport capacity rests with the airport
operator, the management of safe and efficient aircraft operations and effective asset
utilisation sits firmly with Airservices in ¢ onjunction with airlines. Inefficiencies in
this regard will lead to in creased emissions, lower utilis ation of aircraft and the
development of new airport infrastructure earlier than would otherwise be necessary.

There needs to be greater clarity provided to airports with regard the service
performance standards being applied wi  thin Airservices from the long term
operational planning perspective right down to how decision making happens on the
day to cater for both normal and abnormal events. For example, decisions made on
the basis of weather at Sydney could have a negative impact at Melbourne, but how
are the interests of parties affected in S ydney balanced with those of parties in
Melbourne and indeed else where in the network?  This becomes increasingly
important in a w orld where reducing bot h aircraft noise and em issions may in fact
be the trade off rather than the goal.

Technology to support aircraft operations has huge pot ential to minimise fuel burn,
improve efficiency and reduce noise on broader communities but will focus noise
and regular flight movements to specific areas. As such, implementation needs to be
carried out in a controlled, measured and consultative way. We would expect that in
implementing these technologies the G overnment will require Airservices to
undertake the same level of public consultation as it would, for example, expect of
an airport developing an MDP.

Industry consultation and leadership is critical. The gover nment needs to play a key
role through Airservices in the installation and take up of the technologies. The case
of Required Navigation Procedures is a prime example of the risks in not doing so.
The issue is not really regulatory impedim ents but rather lack of direction in the
installation and take up and possibly a heavier focus on providing these facilities at
Sydney than other major airports.

Airservices, with the suppor t of the Governm ent and the Department, needs to be
taking the lead in term s of direction and implementation of airspace reform. The
Australian Strategic Air Traffic Manageme nt Group was the key body in driving
change and world clas s initiatives. Regrettably it seems to us that this body has
effectively dissolved and its subgroups rema in inactive other than the Capacity and
Service Improvement Forum. This group and its subgroups should be revitalised to
continue the excellent work that was progressing in a structured format.

An immediate area in which s uch a group would be of great use is in driving
forward implementation. Australia shoul d take advantage of the Ground B ased
Augmentation System which allows minimal equipment installation at an airport yet
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provides precision approaches to all runw ays by extending the use of the system to
all airports. Currently at Melbourne Airpor t for example, precision approaches only
occur via the Instrument Landing System (ILS) equipment that needs to be installed
for each individual runway.
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Safety and Security

4.1 Aviation safety

Australia has an enviable aviation safety record. This is a direct result of the strong
commitment of airports, airlines, Airservi ces, most general aviation operators and
most aviation workers and their uni ons to place safety at the kernel of everythi ng
they do.

CASA’s first priority must always be ensuring the safety of the travelling public and
it must not be distracted by peripheral issues — such prioritisation and focus might
assist to bring to a close to the regulat  ory review that has taken far too long to
complete.

We believe that the basic institutional st ructures surrounding aviation safety are
sound. W e support the intention of the Rudd Government to re-instate a CA SA
Board however we note that the existence of a board in the past was not sufficient to
prevent political interference in aviation safety regulation. The G overnment needs
to provide CASA, either through legisl ation or practice, with operational
independence similar to that provided to police forces around Australia. Whilst we
acknowledge the complexitie s of CASA's role as both a law maker and a law
enforcer, greater functional autonomy fro m Government would confer a gr eater
objectivity to its operations.

The Issues Paper raises the issue of the safety of foreign aircraft operating in
Australia — some carriers from our region  have been denied ac cess to European
airspace because of safety concerns. Whilst we favour the liberalisation of
international air services arrangements there can be noc ompromise on safety.
Irrespective of what legal me chanism is adopted in ag reements, Australia must
reserve to itself the ab solute right to prev ent aircraft, and airlines, that do not meet
the same standards that are required by Australia and other high-safety jurisdictions
from operating in Australia.

Whilst not unique in the avia tion sector, we are concerne d about CASA’s ability to
recruit, develop and retain suitability = qualified and experienced employees to
undertake this function so it is not dependant on a concentrated and dwindling group
of consultants.

Safety standards appl ying to m ajor airports are often just as relevant to smaller
airports as they affect aircraft safety a nd associated airfield operations. Differences
may and do occur where there are international operations, but common sense needs
to prevail, and usually doe s, depending on whether the operations are irregular and
charter, or the airports is a designated alternate.
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As mentioned in section 3.4 issues with safety arise where regional and secondary
airports are very old with minimal ability to upgrade standards, such as runway end
safety areas, without m ajor cost to the industry. Itis acknowledged that CASA is
moving rapidly toward a regulatory fram ework which is risk based and we would
suggest some of these issues may well se rve to demonstrate how they manage the
risks in order to avoid a more prescriptive infrastructure-based approach.

4.2 Aviation security

Since the events in the United States in S eptember 2001, gover nments both in
Australia and internationally have taken action in the area of aviation security
without sufficient thought to the drivers for and implica tions of the m easures being
imposed. Many of these measures were re actionary and arguably political in nature
and in most cases did not re flect the true nature of th e threat posed. The sensitivity
of matters surrounding national security means that governments are reluctant to be
seen to be relaxing or redesigning secur ity measures once they are in place. The
resulting situation sees a number of exis ting measures being managed at significant
cost which disrupt passenger processing and deliver few, if any, security benefits.

We are of the view that existing security measures should be reassessed to determine
whether the rationale on whic h they were based continues to hold truea nd to
evaluate whether the measure is delivering on its stated objective. As a positive step
forward, we welcome the Aviation Secur ity Screening Review being conducted by
the Office of Transport Security. Indications  are that the focus of the Review is
appropriate and includes areas such as: the clarification of the purpose of screening,
national consistency, technology, review of the prohibited item s list, existing
screening point design and a review of human factors. We look forwar d to the
findings of that review stream lining passenger processing whilst maintaining, or
where possible continuing to enhance, the security of air travel.

Removing those security m easures that are demonstrated to be ineffectual or
inconsistent with the purpose of screen ing will play an important role in
streamlining security proce ssing at airports and will fre e up valuable security and
border agency resources for mo re constructive work. We also welcome the recent
establishment of the Secu rity Screening External Advisory Group a nd would
suggest that such a body would be well charged with the ongoing review of new and
existing security measures in order to eval uate their effectiveness and currency on a
regular basis. The establishment of this Advisory Group and the approach adopted
by the Office of Transport Security in de aling with the aviation sector in recent
years demonstrates their willingness toe  ngage with the priv ate sector in a
meaningful way and to the benefit of national security outcomes.

Further efficiencies stand to be gained t hrough more flexible allocation of border
agency staff and the AFP in particular. Proactive po licing at screening points for
example has the potential to improve secu rity outcomes and w ould more evenly
distribute the potential for interventio n along the continuum of the passenger
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journey. Special arrangements for particular groups of passengers to travel through
passenger screening m ore swiftly represent yet another opportunit y to im prove
security outcomes within existing resource s. The Security Screening Review would
seem a process well suited to  consider the basis on whic h such a system could
securely and reliable be operated. We woul d welcome the opportunity to work with
the AFP and other government agencies to develop strategies designed to maximise
security outcomes based on the existing level of resource investment.

The trial and development of new technolo gies to promote more reliable and less
invasive security screening are an essentia | part of a ny national security strategy.
Given the vast array of technological prod ucts being trialled and produced both i n
Australia and internationally, it is essential that Government take a leadership role in
the trial and accreditation of acceptable solutions in a timely fashion. Absent such a
coordinating influence, industry is left to pursue solutions that may create problems
of integration further down the track. =~ We are hopeful that the Technical and
Research Task Group under the direction of the Aviation Security Advisory Forum,
if provided with the appropriate level of support, will provide such leadership.

The issue of facilitating the transportation of liquids, aerosols and gels in quantities
of greater that 100mIs in hand luggage remains of particular concern to Melbourne
Airport and we w ould encourage the Go vernment to pursue any technol ogical
measures that may result in greater intern ational harmonisation. In a m ore general
sense, harmonisation of A ustralian security standa rds and requirem ents with
international regimes is likely to improve the level of community awareness of those
measures and leadt o areductioni n delays caused by ¢ onfusion or a lack of
preparedness on the part of travellers. We would support any moves toward great er
harmonisation of aviation security measures.

Whilst we appreciate the confidential nature of government security intelligence a
greater openness in relation to the nature an d severity of threats prevailing in the
aviation sector may encourage better community understanding and compliance and
improve the capacity of the pri vate sector to assist government security agencies in
achieving their national security goals. For airports in particular, im proved
intelligence sharing would be of invaluable benefit in the areas of infrastructure
development and operational planning. We understand that this may require security
vetting of those non-government staff who may be privy to sensitive information
and would happily work with Government to manage any such process.

We support the move away from the cate  gorisation approach to security which
previously applied, to a m ore risk ba sed and outcomes focussed approac h. We
would however ur ge Government andits agencies to introduce a greater
transparency tothe process so thatinterested pa rties have an opportunity to
constructively contribute to its application.

Open source data cont inues to suggest that aviation security sh ould remain a focal
point for government. Whilst a number of current measures have unquestiona bly
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served to harden airports in particular, and the aviation s ector in general, as targets
of terrorist and criminal activity, in order for thes e security measures to realise their
full effect over time, it is essential that they are targeted, demonstrably effective and
resourced to an adequate level.

It 1s acknowledged that there are many diffi culties in applying a totally risk based
approach to individual airports, especially given that all would be the subject of
limited direct intelligence assessments. Es tablishing rules for major capital city
airports as a group is a sens ible approach for the purpose of security standards as it
generally embodies the level of risk associated with these airports. However it is
important that specific attention m ust be given to those secondary airports serving
capital cities (such as Avalon, the Gold Coast and Mar oochydore) where there is
potential for aircraft hijack ed tobeuseda gainst CBD locations. Individual
Transport Security Programs should identify these risks and deal with m itigation
measures and airport operators need to be held accountable for those measures.

Similarly it is sensib le for some measur es, such as passenger screening, to be
determined on the basis of the type of airc raft operations at the airport concerned.
Inconsistencies clearly exist between jet a nd propeller aircraft a nd whether aircraft
are formerly operating RPT or charter services in those circumstances where the two
types of operations are in competition. It is our view that regional airports handling
aircraft of a particular seat capacity shou ld be required to have sc reening measures
irrespective of whether the aircraft are propeller or jet operated and the cost of these
measures should be borne by the airports concerned.

The bringing together of the various policing activities of airports and the direct
public funding of the CTFR activities of the AFP whilst a successful and overdue
initiative still struggles to main tain targeted staffing levels and as such ¢ ontinues to
fall short of reaching its operational potential.

In absence of any demonstrable benef it in altering the existing institutional
arrangements governing aviation security , we w ould not s upport any proposed
change. In particular, we are strongly opposed to the extension of network pricing to
the provision of aviation security se rvices. Whilst there remains room for
improvement int he provision of effici ent and effective se curity, presently,
accountabilities are clear, with quality services being delivered at a reasonable cost
at major airports. Any alterations would li kely be complex, unlikely to yiel d any
substantial gains, and unfairly tax users of a service in one location for its provision
in another.

There remains a significant dive rgence in expectations of security measures as they
relate to different activities occurring at an airport. Whilst much is made of security
in the pass enger environment, areas such as cargo screening, in flight passenger
security and the issues asso ciated with last ports of call are all areas requiring
greater focus and consideration.
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4.3 Border protection

Through their payment of the passenger m ovement charge, travellers are entitled to
expect a particular level of service when arriving in Australia. Given the number of
government agencies and private sector ~ partners who opera te in the arrivals
environment, there are great benefits  to working cooperatively in de veloping
industry and service level key per formance indicators — this is no different to what
the Government expects of aeronautical se rvices provided by air ports. Melbourne
Airport would welcome the opportunity to work with border protection agencies to
establish these benchmarks. Such an initiative would clearly articulate the
commitment of government and industry to provide flexible and responsive services
to arriving international passengers and establisha framework through which
tangible outcomes can be delivered. It would also provide accountability and
transparency for the spending of large amounts of public money.

As a key private sector partner at the bo rder, Melbourne Airport understands that it
has a role to play in achi eving positive outcomes. To th at end, Melbourne Airport
will be undertaking significant development works in the coming years to improve
passenger experience and to ensure that the first im pression that international
tourists have of Australia and Melbou rne in particular, is welcoming and
professional — we see this  as part of building our and Victoria’s competitive
advantage. We are upgradi ng our baggage system to minimise disruptions during
peak times and to ens ure that passengers receive their luggage in a timely fashion
post disembarkation. We will also be e xpanding the number of counters available
for passenger processing in the international arrivals hall and ext ending the size of
the hall to create more space for improved passenger flow during peak arrival times.

If appropriately resourced by governm ent agencies such as Customs and AQIS,
development initiatives underta ken by air ports have the capacity to dram atically
improve passenger facilitation times and increase through put whilst maintaining a
high level of security and an appropriate level of intervention on targeted routes.

Government agency officials located on airport have in recent years demonstrated an
increasing willingness to be fle xible and responsive in dealing wit h increasing
passenger numbers and peak arrival times. We do howeve r remain concerned that
adequate resources are not being applied  at the right tim es. We have always
supported and will ¢ ontinue to support the interv  ention rates determined by
Government. However it is imperative that in tervention levels be established with a
greater focus on practical probability as o pposed to theoretical possibility and most
importantly be resourced appropriately.

By way of example, the pres ent AQIS intervention rate is set at 81%, however the
requirement to screen 100% of passengers  arriving from countries of increased
quarantine risk means that in practice the number of interventions, expressed as a
percentage, is significantly higher than the 81% target.
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At Melbourne Airport, the current AQI S intervention process is demonstrably the
least efficient comp onent of pa ssenger processing and also attracts the highest
number of passenger com plaints. Intervention rates already consum e considerable
resources and invariably extend passenger and freight processing times. Target rates
that do not accurately reflect quarantine and biosecurity risks serve to exacerbate an
already under-resourced process and furthe r delay the processing of passengers and
cargo. AQIS practices which result in stated targets being routinely exceeded have a
similar affect.

The principle of risk assess ment needs to be rigorously applied the activities of the
border agencies both at existing and future international airports. Whilst we believe
there is ample funding available to provide additional services at new points at the
new, higher, level of the passenger m ovement charge itisim portant from a
passenger facilitation and corporate culture perspective that the level of intervention
be appropriate to the risks presented at each location.

We would hope that the Government would commit over time to ens uring that the
level of intervention at each and every Au stralian airport is appropriate and then
setting a passenger m ovement charge tor ecover those costs (plus an ide ntified
overhead) in the same way that airports re cover their security costs. This would
make a small but m eaningful contribution to international carriers who are bearing
the costs of Airservices netw ork pricing of ARFF services and ever rising fuel costs
but receiving no additional services in return.
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Environment

We realise that the growth of our airports, which will come hand in hand with that of
our current and prospective business partners, will place demands on the
environment and the local community.

We have a strong history as an Austra lian leader in airport environm  ental
management. We focus on the most responsible ways to manage our environmental
footprint and we will continue to work hard to maintain the balance between the
environment and growth of our airports. We do this be cause of our commitment to
the long-term sustainable future of the environment in and around our airport and to
ensure our airports rem ain a key part of the worki ng economic fabric of the
communities they serve.

Whilst in some cases it will be difficult to halt the growth of these impacts, we are
confident that through a com bination of airports’ ow n actions, im provements in
technology and airports worki ng co-operatively with their business partne rs and
other stakeholders the cons equences of aviation growth will have only minimal
impacts on the community and the environment.

This can only be achi eved with the strong support of local communities. To gain
that support, airports need to be sensitive to the impacts that airport operations have
on others and ha ve credible plans to mitigate th is wherever possible — in other
words, airport growth must be sustainable.

We are committed to controlling the advers e effects of our airports operations and

minimising its impact on th e environment and local comm unities. We will seek to
continually improve our environmental performance recognising that in doing so we
will maximise the positive benefits of cont inued growth of the business and airport
operations.

Sustainability is as much about attitudes and processes as it is about targets and
actions, no matter how important those are. This is why we were the first Australian
airport to implement an ISO 14001 compliant Environmental Management System.

Australian airports have good environm ental records in terms of site management —
this indicates that the policies suppor ting and surroundi ng Airport Environment
Strategies have been effective. Other than some local specific project impacts, the
main issues of environmental concern are noise, which we have discussed in section
3.2 and the impact of energy related emissions on climate.
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5.1 Aviation Emissions and climate change

Aviation, like all modes of transport, cons umes energy in a number of ways - the
burning of fossil fuel in fli ght is the industry’s largest s ource of demand for energy.
The impacts of the em ission of greenhouse gases created by the burning of fossils
fuels are the single greatest sustainability  challenge facing the aviation industry

globally. According to the United Na  tions Framework Convention on Clim ate
Change aviation makes up about 2% of global carbon dioxide (CO,) emissions, it is
widely accepted that the bulk of these emissions relate to the movement of aircraft.

Energy (including fuel) is a significant cost to APAC and ou r business partners,
especially airlines. There 1s a strong commercial incentive to drive energy usage
down, especially given the current level of fuel prices. Not only does this reduce
cost and e nhance profits, but also com panies that are lazy energy users will
ultimately find themselves at a commercial disadvantage with their more efficient
competitors. This is why aircraft manufactu rers are working so hard to reduce fuel
consumption and why airlines are prepared to re-invest in more fuel efficient aircraft
at a more rapid rate than they may have in the past — most airline fleets are getting
younger not older. If airports can reduc e their own costs, th ey can offer better,
cheaper services to their customers which is necessary for them to prosper in an ever
more competitive and challengi ng environment. In avia tion, there is a natural
imperative for everyone to reduce the amount of energy or fuel used in moving each
passenger or each tonne of freight.

Carbon offset programmes, whilst adm irable and critical in raising com munity
awareness are unlikely, in and of themselv es, to deliver m eaningful reductions in
emissions as they will not i nfluence the development of technologies that will drive
emissions reductions. Market based solutions (including emissions trading) lie at the
heart of the ensuring that em issions are ultimately reduced and the rights to create
emissions are distributedi n a wayt hat maximises community well bei ng. If
aviation emissions are not to be included in Australia’s emissions trading system,
initially or at all, then any other policy mechanisms (such as Airline Passenger Duty
and the proposed aviation duty in the United Kingdom) need to be directed at those
most able to take steps to reduce those emissions, namely the airlines. We would
note thatr ecent debate in Austr alia has suggested that ground based pass enger
transport emissions should be excluded from calculation because the demand for
petrol by households is relatively elastic, especially at the current price level. If this
argument is accepted, given the current pric e level of aviation fuel and the existing
incentives the aviation industry has to reduce its fuel use, and hence emissions, then
one could equally argue the exclusion of aviation emissions.

The treatment of international aviation (a nd indeed international shipping) is a
particularly difficult policy issue. Inth e design of any system the jurisdiction in
which the emission should be addressed is problematic both in term of the location

49



Towards a National Aviation Policy Statement

of the emission and the nationality of the em itter. Care needs to be taken to ensure
that in seeking to address emissions that Australian entities (particularly airlines) are
not disadvantaged when oper ating in markets where competitors are not subject to
similar regimes. There is a risk that wi ~ th respect to intern ational markets, an
inappropriately designed system could penalise Australian firms without leading to
any reduction in global emissions.

The vast majority of the em issions associated with airports come from aircraft and
vehicles operated by others. Over time, these should reduce on a per m ovement
basis and we will develop stra tegies along with others to ensure more efficien t
operational procedures. We stand rea dy to suppor t industry and gove rnment
initiatives in this regard and would draw the Government’s attention to the excellent
work done by the Sustainable Aviation group in the United Kingdom20.

By reducing their own energy consumption airports can make a contribution, albeit
small, to reducing t he level greenhouse em issions. Ener gy is consumed in the
construction and ope ration of airport buildings and other infrastructure (e.g.
operation of airfield lighting). Whilst thes e historically have been pr ovided by
electricity resulting from the burning of fossil fuels, increasingly this energy is being
provided from a range of sources, includi ng renewables the onsite generation of
which we are exploring. Melbourne Airport has an aspirational target of re ducing
our own emissions by 25% by 2013. To this end, its Preliminary Draft Environment
Strategy commits to ensuring from the begi nning of 2009, all new buildings at the
airport achieve a Green Star five star Rating (including a 4.5 star Australian
Building Greenhouse Rating) and from 2013, wh ere a rating tool exists, all building
refurbishments achieve a four star Green Star rating.

Airport vehicles and the vehicl es used by passenger s and staff also contr ibute
significantly to the energy needs of av  iation and again increasingl y are being
provided, or at least have the pote ntial to be provided, from a range of energy
sources. In addition to looking at altern  ative fuels and opera ting procedures to
reduce emissions from airside vehicles, we ar e also developing a Green Travel Plan
to reduce motor vehicles use by staff trav elling to and from work. We will support
and facilitate rail and other pu blic transport initiatives when they are proven to be
economically viable.

20 For further information see http://www.sustainableaviation.co.uk/
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