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New economic regulations are a key enabler of KSA's national aviation strategy aimed at increasing
traffic volumes and positioning the Kingdom as a global passenger and cargo hub
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GACA has undergone a deep transformation process, including the corporatization of airports and
ANS, generating a new financial paradigm and redefining its objectives
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- As an ICAO signatory State since 1962, KSA is bound to hold certain duties within the system and avoid conflict of interest between parties. GACA is pivotal to the
development on the State functions towards the global community

- Following ICAO guidelines and international best practices, GACA has segregated some of its former functions to corporatized entities:
- However, following ICAO guidelines and international best practices, GACA has segregated some of its former functions to corporatized entities:
= ATS, AIM, IFPD, CHART and SAR (partly) has been transferred to Saudi Air Navigation Services (SANS)
= Airport operation and ownership is being transitorily moved to MATARAT. The sector is being further privatized by:
- Corporatizing subsidiary companies such as JEDCO, RAC and DACO
- Management Contracts to bring-in global airport operators to shadow-manage key functions in JED and RUH
- Public-private partnerships (PPPs) models for airports that require significant expansions (Medinah, Abha, Taif, Al Qassim, etc.)
» Consequently, GACA’s activities can focus on policy formulation, regulation and oversight, as well as strategic steering of the sector towards the national vision

®
aGACA Source: KSA AIP, CAPA and entities official website
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As part of its economic policy initiative, GACA has published three economic regulations and it is
aiming to publish the ANS regulations by the end of 2024
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The new economic regulations are being rolled out in a gradual and staggered manner to ensure
compliance readiness of all stakeholders in the ecosystem

PHASE 1 PHASE 2 PHASE 3

Duration 3-6 months Duration 6-12 months Duration 12-18 months

Q4 Q1 Q2 Q3 Q4 Q1 Q2

Non-Aero charge Airpbrt quality

Airport investment

| setting ! . program Airport Aero charge setting
Airport ' Ownership and Provision of |
Economic ! control statistical returns
Regulation | Airport categorization Conditions of use
i Consultation .
: committee Slot allocation
| . . SLA / Service quality ——
Ground : IS requirements p
handling | Prohibition of Separation of Ground handling
é Economic i restrictions accounts tariff monitoring
Regulations | Access to centralized
| infrastructure ; ; . -
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, GACA s also augmenting its internal
Air Transport i General aviation Airfare monitoring Aircraft leasing procgsses to gnsyre readiness for
Economic : ; . effectively monitoring these complex
Regulations i National air carriers Marketing alliance relgjiL:cre?r?gr?ts : regulatory topics and ensuring
| ; stakeholder compliance
A Foreign air carriers ! Aviation service Scarce bilateral
Regulations publication date: 30t Oct 23 ! representatives capacity

®
aGACA Note: Timeline indicate the time when a topic becomes ready for rollout

oaall gllall dolalld_figll

General Authority of Civil Aviation




GACA has issued guidelines for airport operators, ground handlers and air transport carriers to
enhance their understanding of the new regulations and support their preparation

b Guidelines for Airport
Operators

Guidelines for
*® Ground Handlers

N Guidelines for Air
Carriers
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The guideline explaining mechanisms and procedures for setting charges (Aero and non-
Aero) across designated and non-designated airports. It provides extensive insights
into crucial aspects such as ground handling services, in-flight catering services, into-
plane fuel services, and air cargo services, alongside facilitating user consultations.

The guideline outlines the selection process, licensing requirements for service
providers, consultations, and provides guidance on service level agreements.
Additionally, it offers insights into determining the optimal number of service providers to
ensure operational efficiency and service quality within the airport ecosystem

The guideline covers general rules and conditions governing flight permits, the Oboor
System, slot allocation and application procedures. It also delves into the parameters
determining the validity of permits, while providing detailed instructions for the approval of
dangerous goods by air.




A multi-layered framework has been developed to determine the aeronautical and non aeronautical
charges for airport operators

\é: Rebalancing of charges was done as an intermittent solution
1st April, 2024
% Aeronautical charges Non-Aeronautical Charges
i adcoss. =DACO - [ : :
D_eS|gnated J p w,u,:; NN Qe5|gnated All Airports PPP Airports
airports i airports
Single Hybrid All PPP Non-PPP
Till Till Airports Airports )
Cost relatedness based on Price cap approval from the BoD
profitability metrics or review of before commencing tendering
A R Reaui S tariff building blocks at high level process
ggregate nevenue hequiremen
= RAB * FRoR + Opex + Depreciation Aero charges to Charges (for E.g. Total Opex, etc.)
+ Tax —{x% * NAR be determined submission
X = 100%, Single til prior to tendering by airports for
GACA’s

®
aGACA Note: Dates in the box indicate effective date of implementation; PPP - Public Private Partnership; RAB — Regulatory Asset Base; FRoOR — Fair Rate of Return;
oaall glplall dolalld_tig)! NAR — Non-Aeronautical Revenue
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In the interim, GACA has undertaken rebalancing of airport charges to ensure the aviation
ecosystem’s sustainability while the regulations are being rolled out
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<«— Short term solutlon to setting aero charges —» : Long term solution to setting aero
i charges
Airport Charges New charges effective from 15t Apr until airport charge setting i
Rebalancing mechanism under new economic regulations is fully rolled out e 1

Airport Aero Charge Setting Based on

|
i |
. < Being rolled out —» | New Economic Regulations
|  ©Once the charge setting mechanism is rolled out, it
" will replace the rebalanced airport charges and all
I designated airports will set their own charges in
1
1

alignment with the regulation

<— Various clauses of economic regulations for airports will be rolled out in a phased manner —>
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Aeronautical charges at designated airports shall be determined based on single till or hybrid till
approach

Fe Single-Till Hybrid-Till

« All airport activities — aeronautical and non-aeronautical — are + A fixed percentage of non-aeronautical revenues are used to offset
considered to determine the level of airport charge the costs and determine aeronautical revenue requirement

» Allows the airport operator to earn a competitive rate of return across » Allows the airport operator to earn a percentage of unregulated profits
the whole airport business from the non-aeronautical business
* Likely to reduce the yield per pax and hence leading to increased * Incentivizes airports to invest in potentially high-return commercial

traffic volumes

activity along with focusing on aeronautical side of business as well

O o]
Airport charges = Air fares o Asset allocation FEESEMEIEN BETEMT), % Airport profitability @
= o f airline route expansion

. Airport charges are likely to Lower airport charges may lead Single till eliminates the need Lower airport charges would Airport profitability may reduce
Single reduce due to offset of to lower airfares as airlines for detailed cost and asset incentivize airlines to expand due to the likely reduction in
Till aeronautical costs through non- are likely to pass on the allocation Improves speed and network (base operations, aeronautical revenues
aeronautical revenues benefits to passengers ease of charges proposal direct flights etc.)
preparation
Although there may be a Although there may be a Regulator would be required Impact may be lower as Airport profitability may be
Hybrid reduction in airport charges, ‘ reduction in airport charges, ‘ to ascertain aero/non-aero ‘ compared to single till as ‘ slightly better as the
Till the reduction would not be as the reduction would not be as split for large number of minimal benefit-sharing reduction in aeronautical

higher as compared to single higher as compared to single RAB and opex items
till till
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gusall glyalall d slalld_Lgll

Gereral Authority of Civil Aviatien

between airports and airlines revenues would be lower as
compared to single-till




Single/hybrid till mechanism considers return on capital employed, OpEx and non-aeronautical
revenues while determining aeronautical charges

-» X =100%, Single till

Aggregate Revenue Requirement (ARR) - |
= RAB * FRoR + Opex + Depreciation + Tax Y x%,-* NAR i-—-» 0%<X<100%, Hybrid till

F F

Zg, —J A8 2
D%‘ =D Y éeé % [L]EI
Regulatory Asset Fair Rate of Return Opex Non-aeronautical Required Forecasted =Tl
Base _ Revenue aeronautical Revenue passengers
Net investments Weighted =1 Regulated
made by the Average Cost of Depreciation Revenue from Revenue collected Total passengers at Charge
imort - Capital based on P commercial activities  from passengers and the airport v
alrport operator the capital = like F&B, duty free etc. Siles aximum aero
in airport’s fixed - D/E yield per
assets : S rui:trig)( : Tax : = E passenger
Y } [ Charges collected from
Return on capital employed Offset from non-aeronautical revenues (non- passengers and airlines can
regulated) (100% in case of single till and ‘x%’ in the be balanced by the airport
case of hybrid till — ‘X’ to be determined by GACA operator to obtain the max.
aero yield per pax
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GACA is going to evaluate aeronautical charges of non-designated airports following a four-

pronged approach...

1. Validate benchmark airport

group

3. Compare with
historical tariffs &
CPI

4. Review of
cost
relatedness

BGACA
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GACA to validate select benchmark airport whether they are truly comparable, based on

% 1. a. GDP per capita of the country
S 1. b. Volume of traffic handled by the airports
g?b 1. c. Composition of the traffic (domestic, international, and transit passengers)

Compare the tariff of the airport in subject with the benchmark group:

v v v
2.a. Higher than benchmark 2.b. Lower than benchmark 2.c. At par with benchmark
3rd step for assessment Tariff is validated by GACA Tariff is validated by GACA
takes place

GACA may evaluate further by comparing the historical tariffs asking further justifications

v v v
3.a. Proposed tariff higher than 3.b. . Proposed tariff at par with 3.c. Proposed tariff at par with
historical tariff and CPI historical tariff & in line with CPI historical tariff lower than CPI
Seek cost related justification by - . - .
opting for either of the options Tariff is validated by GACA Tariff is validated by GACA
|
v v
4.a. Review profitability metrics 4.b. Review building blocks on a high level
I. Percentage i. Percentag(_a ratel ii:" Percentage rate Review building blocks at high level (E.g. Total Opex and not
rate of ret_urn of return _on GlLplolgits of returm on , . individual items like manpower cost, utilities, etc) to assess
on total airport aeronautical assets shareholder's equity components reasonableness at a high level
assets investments




The charges for regulated non-aeronautical services for all airports, regardless of designated and non
designated status, will be determined by cost relatedness

Non-Aeronautical Charges are dependent on four factors to justify cost relatedness

L N & L) £ N L
’ Total ‘ ’ Reasonable , Maintenance
Investment rate of Return Operating cost cost
Net investments Weighted Operating Maintenance cost
made by the airport Average Cost of expenses of the of the regulated
operator in airport’s Capital invested regulated non-aero non-aeronautical
non-aeronautical ~_services services
services (,J infrastructures L'\, infrastructures

The airport operator shall follow the cost relatedness requirement, covering the operating costs, maintenance, and investments associated
with the provision of that particular service as well as including a reasonable return on investment when setting charges for those specific
core non-aeronautical services...
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