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SUMMARY

This paper addresses the issue of the pre-funding of projects through charges and
relates this practice to relevant ICAO policy. Suggested action by the Conference

isat paragraph 6.1.
1. Introduction
11 The general issue of funding the provision of aviation infrastructure is of fundamental

importance at the present time and various sources and developments are discussed in ANSConf-WP/8. The
present paper addresses the specific issue as to whether airport and air navigation services charges might be
used to directly pre-fund infrastructure projects.

2. ICAO policy

21 A fundamenta principlein internationa cost recovery policy for airports and air navigation
servicesisthat charges shal not belevied for any facilities or services until they have been implemented, that
isbecome operational. Thisisexplicitly expressed in the Statements by the Council to Contracting States on
Chargesfor Airportsand Air Navigation Services (Doc 9082/5)", with regard to airportsin paragraph 14 i):

"Proposed by the Secretariat in ANSConf-WP/4 to beretitled ICAO Policieson Chargesfor Airports
and Air Navigation Services.

(4 pages)



ANSConf-WP/15 -2-

“In general aircraft operators and other airport users should not be charged for facilities and
services they do not use, other than those provided for and implemented under the Regional
Pan.”

and with regard to air navigation services in paragraph 34 ii):

“The costs to be taken into account should be those assessed in relation to the facilities and
services, including satellite services, provided for and implemented under the ICAO Regional
Air Navigation Plan(s), supplemented where necessary pursuant to recommendations made
by the relevant ICAO Regional Air Navigation Meeting, as approved by the Council.”

Theobjective of thisprinciple, whichisof long standing, isto protect the usersfrom being charged for facilities
or services that do not exist or are not provided (currently or in the future).

22 Self-financing of airportsand air navigation services requires reservesto be built up from an
excess of revenues over expenses and could thus be assumed to contain an element of pre-funding. However,
and particularly in the case of airports, such an excess usually does not originate from charges exceeding costs
but from profits from non-aeronautical activities. ICAO policy on salf-financing is contained in Doc 9082/5
in paragraph 14 (vii) (airports) and 34 (iv) (air navigation services) which essentialy state:

Airports/air navigation services may produce sufficient revenues to exceed al direct and
indirect operating costs(including general administration, etc.) and so providefor areasonable
return on assets (before tax and cost of capital) to contribute towards necessary capital

improvements.
3. Recent developments
31 In recent years a few airports have introduced fees, usually charges on passengers, that are

not applied against defraying the costs of facilities or servicesin operation but instead are to be used to pre-
finance facilities that do not yet exist, such as new or expanded terminals. This practice has given rise to
protestsfrom users(air carriersand passengersalike) onthegroundsthat it contravenestheinternational policy
referred to above.

3.2 As arule only airports operated by autonomous bodies have engaged in this practice. The
underlying reason has usually been that when the government transferred the operation of the airport(s) to a
financially autonomous bodly it also stipulated that the body itself and not the government would beresponsible
for securing financing. This hasencouraged some such bodiesto seek pre-funding, at least in part, through user
charges.

3.3 The general practice of commercia enterprises which operate in a competitive environment
isto fund their investment needs through reserves normally composed in part of profits and depreciation, and
where major investments are involved, principally through loans obtained on the financial market.

4., Discussion

41 A primary argument for pre-funding through user chargesis increased assurance that funds
will beforthcoming for infrastructure projects, particularly asthe cashin hand can provideleveragefor raising
additional financing (for examplethrough loans, bonds or equity offerings). Another argument for pre-funding
is the reduction in administrative costs and financial charges made possible with an early increase in user
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charges rather than having to negotiate loans to finance the investment and then recover the costs of servicing
the loans through charges once the facility becomes operational .

4.2 There are, however, fundamenta features of the provision of airports and air navigation
services which call for specia treatment. First, their provision is monopolistic in nature and there may be no
incentive to keep the costs down - where competition prevails clients will smply not pay for a service in
advance if acompetitor can provide it now at asimilar price. Second, in many instances aviation user feesare
till not earmarked for the provision of aviation services but rather go into some general government reservoir -
there is no guarantee that the pre-funded charges will actually be spent on aviation projects. Third, in alarge
number of Statesthe airport and/air navigation service accounting systems employed are unableto identify the
various costs, notably the value of assets and associated depreciation and cost of capital attributable to the
provision of specific services (particularly important where, for example, some services such as air traffic
services, communication services and meteorological services are provided by two or three different entities
which to avarying extent carry out non-aviation functions) - there is no guarantee that pre-funded (or even
other) user charges will be well-spent. Fourth, concerns have been expressed that users may be charged for
twice, once through the pre-funding charge then, if the full cost of the new facility was subsequently
depreciated, through the depreciation and cost of capital included in the cost basis for post-implementation
charges.

43 Inalarge number of Stateswhererevenuesfrom airportsand air navigation servicesprovision
exceed expenses this may nevertheless not depict atruly profitable situation. Thisis because not al the costs
have not been included. In particular depreciation and cost of capital are either unredlistically low or absent,
because the proper value(s) of the infrastructure components(s) concerned has not been entered into the
accounts and possibly never estimated. Pre-funding through charges would not be required to generate
additional cash flow in such circumstances since additional revenues could be obtained by proper cost
accounting providing all recoverable costs that should be included in the cost basis for the regular charges.
Efforts should therefore be aimed at improving the accounting and cost identification procedures in the States
concerned. Endorsing pre-funding through chargesin such circumstances could reduce incentives to improve
the accounting framework.

4.4 Incertain, very specific circumstances, pre-funding could perhapsbejustified for theprovision
of airport or air navigation servicesif strict safeguards against abuse werein place, including the prerequisites
of: demonstrably effective and transparent economic regulation of user charges and the related provision of
services, including performanceauditing and “ benchmarking” (comparison of productivity criteriaagainst other
similar enterprises); comprehensive and transparent accounting, with assurancesthat all aviation user charges
are, and will remain, earmarked for aviation services or projects; and advance, transparent and substantive
consultation with users regarding significant projects.

45 The principles espoused by ICAO in Doc 9082 have long promoted the evolution of such
prerequisites and progressin this direction is evident, but in practice there are extremely few cases around the
world at present where all the prerequisites could be said to be in place. Bearing in mind that genera
acceptance of pre-funding could underminethefundamental principlesof ICAO policy described in paragraphs
2.1 and 2.2 above, with potential consequences for the entire policy, the Secretariat feelsit is premature for
ICAO to endorse the concept of pre-funding.

5. Enhancement of ICAO guidance
51 While endorsement of pre-funding may be premature, there are some aspects of ICAO policy

which both merit enhancement in their own right and could pave theway for general acceptance of pre-funding.
With the rapid growth in financial and organizational autonomy in the provision of airportsand air navigation
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services and private involvement in or outright privatization of airports, protection of users from potential
abuse by a monopoly provider has become more relevant. In particular, it emphasizes the need for adequate
economic regulation, preferably with an independent body to oversee the operations of autonomous service
providersand comprehensive, transparent (and preferably, to theextent possible, common standard) accounting
(see ANSConf-WP/9), along with prior consultation with users and mechanismsfor the handling of complaints
(see ANSConf-WP/12). It is suggested that the issue of pre-funding through charges also be addressed in that

context. In addition, it is suggested that |CA O should provide more extensive guidance on cost accounting and
cost identification procedures.

6. Action by the Conference

6.1 The Conference isinvited to note this paper and agree to recommend to the Council that:
a) it reaffirm the principles quoted in paragraphs 2.1 and 2.2 above,
b) ICAO provide more guidance in cost accounting and identification; and

¢) pre-funding through charges be considered in the context of economic regulation,
accounting, prior consultation with users and handling of complaints.

— END —



