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“One of the great mistakes is to
judge policies and programs by

their intentions rather than their

results.”

Milton Friedman, Nobel Laureate in Economic Sciences
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Presentation Roadmap —
5 Short stories in airport economics

1. Economics of airports amidst the pandemic
and recovery

2. Assessing the global competitive landscape
— airports and airlines

3. Modernizing regulatory frameworks on
airport charges — Why?

4. Debunking the myths on airport charges

5. The African case — charges versus taxes

» Concluding thoughts M



Financing airport development

The simplified airport infrastructure development cycle
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Global airport revenues

Impact of the pandemic across revenue channels




COVID-19 and regulated airport charges

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

Depreciation Cost basis for charges []

Cost of capital Unit airport charge
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Risk and black swans

Structural change or temporary glitch in the cost of capital?

Double digit
Debt to EBITDA ratios

(%)

Unit costs > Unit revenues
Asset Betas /

Risk premium

b

Cost of capital —
60 WACC
2014 2015 2016 2017 2018 2019 2020 2021
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-e-Total revenue per passenger  =#=Total cost per passenger a M

Source: ACI World Airport Economics Survey time series (2014-2021)
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Impact of COVID-19

The top three most pressing issues regarding economic regulation and airport charges
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The reality: Airport competition has intensified

Aeronautical side of the business —

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

routes connecting passengers local catchment Modal competition

. of airport ¢
L\N o O/”)(_x A

Competition

&y <
‘0, for connecting

passengers

Competition
for local
catchment

Competition for
airline services

Destination

e "SE Air cargo competition and
: Short-and medium-haul for pax
Source: adapted from ACI Europe




Competing for passengers and airlines

Airlines have significant buyer power in many markets
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68%
Offer incentives

Rebates, volume discounts, etc.

Average ASQ Score
(Indexed 2013=100)
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Unit airport revenues and costs

Impact of the pandemic across the airport business

ZAONRS 2021

Non-operating

Financial
shortfall
Capital

costs
Other aero

LI e 2
»7 Aero

”® .« .
insufficient to

i cover costs
S 3’ 16 Aircraft related

related revenues

Revenues per pax Costs per pax Revenues per pax Costs per pax

Source: ACI World Airport Economics Survey ﬂ,l(i!
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73% of revenues come from passengers or non-aeronautical sources !



The reality: Airport competition has intensified

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




The conventional wisdom

Over application of economic regulation across the globe?

. Unintended consequences:
| & ; o



Modernizing global
frameworks on
alrport charges

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




Why modernize?

Doc 9082 — ICAQ's policies on airport charges

Airports

ICAO’s Policies on
Charges for Airports and
Air Navigation Services

Airlines

International Civil Aviation Organization




Airport charges defined

What is and what should be?




Modernizing global policy frameworks on airport charges

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

Policy Brief

ICAO’s Policies on
Charges for Airports and
Air Navigation Services




Australian case

Competition and light-handed oversight

Light-handed Intrusive price regulation
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Revisions Doc 9082 — Policies on Charges

ICAQ’s Airport Economics Panel

Greater focus on consumers/passengers

Economic oversight — Consideration for competitive landscape
and light-handed approaches whilst balancing safeguards for

AEP-ANSEP/8

users
International Civil Aviation Organization Non-aeronautical development and accounting
Symmetrical consultation among aircraft operators and
airports
A O L (AED) Pre-funding projects in consideration of climate change goals
AIR NAVIGATION SERVICES ECONOMICS PANEL (ANSEP) an d e n e rgy tranSItI 0 n
EIGHTH JOINT MEETING (AEP-ANSEP/S) M arket_respons Ive neSS:
v"Incentive tools to increase connectivity;
vt 29 Rovanberto 3 Decemberaont v Commercial agreements that permit better risk sharing
mechanisms;
v' Price differentiation for efficient use of infrastructure and
emission reduction;

v" Unbundled vs. bundled charging schemes

Black swan events — Economic oversight has a role in allowing
for the reclamation of unrecovered costs following an
exceptional circumstance (for price regulated airports)
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Debunking some
myths on airport
charges




Debunking the myths

Eliminating the noise based on hard facts




Myth #1: Airport charges have risen over time
Unit revenues from airport charges indexed to inflation (2014 — 2019)

] \

~ ~20% real decline in
CAGR 5-year -4.2% AerI;)erreF;/ae;ue \\\ unit revenues
\\related to charges
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Landing charge
revenue per pax

2014 2015 2016 2017 2018 2019

Source: ACI World Airport Economics data (n=655) set using
International Monetary Fund country level inflation rates,




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

Airport charges as a % of airline costs and airfares

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

................. passenger and airline charges

2015 2016 2017 2018 2019 2020 2021

Source: ACI World adapted from IATA WATS 2016, 2017, 2018, 2019. 2020, 2021, 2022

*As defined in IATA WATS, the data presented are drawn from a sample of airlines with financial years ending in
2021 (n=120), 2020 (n=126), 2019 (n=109), 2018 (n=132), 2017 (n=125), 2016 (n=120) and 2015 (n=110). The
sample sizes generally reflect traditional/legacy airlines only.

User charges consists of both of Air traffic control (ATC) charges and airport charges

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

\ MEDIAN: 4.1%

a L1 Fd

0% MAX Source: InterVISTAS Analysis of Sabre MIDT Airfare Data, Ancillary Revenue Data from

MIN: 3.8% IdeaWorks, and ACI World Economics Data.
1993 1998 2003 2008 2013 2018

Source: ICAO




Myth #3:. Heavy-handed regulation is required to cap charges
and protect consumers

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




The African case —
charges versus taxes

and boosting
connectivity




Airport charges in Africa 222
Unit revenues in decline and a small % of airline costs

|
99.8 All airport charges represent a small % of airfares
passenger and airline charges
Passenger
related charges
revenue per pax
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-40.2%

2014 2015 2016 2017

Base Airfare + Ancillary
Charge
$191

Landing charge
revenue per pax

-50%

Indexed 100 =2014

Source: InterVISTAS Analysis of Sabre MIDT Airfare Data, Ancillary Revenue
Data from IdeaWorks, and ACI World Economics Data.

2014 2015 2016 2017

Source: ACI World Airport Economics data set using International Monetary Fund country level inflation rates,



Airport charges and taxes as percent of base airfare with airline

ancillary charges
African example: LOS-NBO

Intra-Africa All-in Airfare
LOS-NBO-LOS :

Yellow highlight indicates charges that are
remitted to government bodies \

Averge All-in Economy Airfare LOS-NBO

Base Airfare (one way, average of all airlines) Uss
Airline: Surcharges (Kenya Airways) uss
Airline: Voluntary Charges (checked bag, seat selection, meal) uss
Nigeria: International Airport Service Charge (departing) Uss
Nigeria: International Sales Tax (departing)* 5% uss
Nigeria: International Security Charge (departing) uss

-, |Total Ticket Price Us$
* 5% tax applicable to round-trip base fare AND aidine surcharges only.

48.00
56.35
100.00
38.23
20.00
540.37

= Average All- Econom y Airfare LOS-NBO-LOS

~_’ |Base Airfare (round trip, average of all airlines) Uss

Airline: Surcharges (Kenya Airways) uss 96.00
Airline: Voluntary Charges (checked bag, seat selection, meal)  US$ 112.70
Nigeria: International Airport Service Charge (departing) Us$ 100.00 | Government Taxes

A= Nigeria: International Security Charge (departing) Us$ 20.00 2 1 o/

|Nigeria: International Sales Tax (departing)* 5% uUss 38.23 0

Kenya: International Airport Service Charge (departing) Uss$ 50.00 37 % of Base Fare
Total Ticket Price uss$ 972.52
* 5% tax applicable to round-trip base fare AND airline surcharges only.

Average All-in Economy Airfare NBO-LOS

) |Base Airfare (one way, average of all airlines) USs$ 277.79

L\  |Airline: Surcharges (Kenya Airways) Us$ 48.00
/ Airline: Voluntary Charges (checked bag, seat selection, meal) US$ 56.35
_{Kenya: International Airport Service Charge (departing) US$ 50.00

- ) ¢ |Total Ticket Price Us$ 43214




Policy levers to stimulate Demand

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

A

Tax Revenue
US$ 2 billion

A

Foregone
economic benefits
US$ 3 billion



Policy levers to stimulate Demand

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

Based on estimated price elasticities — Removal of taxes would increase traffic by 10% for Africe

Foregone Foregone

Tax revenues
Impact of tax removal Employment GDP

USS billi
(US5 billions) (Jobs - thousands)| (USS billions)
Africa uss -2 500 3




Liberalisation of air services

Induces both airport and airline competition

Liberalization

0@%

Lower Fares

Increased
Frequencies

Enhanced

Connectivity

Air Traffic
Growth
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Summary and the
way foward




Summary

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

Crafting policies that deliver benefits to the traveling public

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

Fostering investment in infrastructure for socio-economic gains;

Promoting commercial agreements that facilitate airport-airline risk

sharing. ' \
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