Canadian Airports Council
Small Airports Committee

Priorities 2006
The CAC Small Airports Committee has approved the following principles and
priorities for 2006.

Principles:

o the Committee will select 3 or 4 priority goals that are achievable;
the arguments in support of the positions will be articulated clearly and
simply and will demonstrate benefits to airports, carriers and
government; and

¢ the Committee will obtain the consensus of the CAC Board of Directors.

Priorities in Order of Importance:

Airport Legislation & Economic Regulation
Regulatory Burden

Airport Rent Payments

Canadian Border Services

Airports Capital Assistance Program (ACAP)
Membership

The Future of Canada's Small Airports

The National Airports Policy resulted in the transfer of 18 small NAS and 102
Regional and Small non-NAS airports to local operation and management. In
spite of difficulties faced by the aviation industry in the recent past, small
airports have demonstrated the ability to manage effectively, in a fiscally
prudent manner, and to respond to the needs of their communities.
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Small airports make a significant contribution to local and regional
economies. Over 55% of the traffic at small airports is business related and
almost half of all aircraft movements are cargo flights. Small airports also
make a significant contribution to the well-being of their catchment
populations by supporting programs such as MedEvac, fire-fighting and organ
transport. Small airport traffic feeds the larger international airport system
and provides essential links to national and international centres of trade and
commerce.

That is not to say that small airports are not facing significant challenges.
The last five years have witnessed significant traffic and revenue reductions
due to airline bankruptcies and restructuring, war, terrorist attacks, SARS,
and increasing regulatory burden. Airports have had to assume the post
transfer costs of insurance, municipal taxes and GST. The financing that
continued after transfer has now expired and the ACAP fund is over-
subscribed, leaving many airports without the means to properly maintain or
replace core facilities. It is the cumulative impact of reduced revenues and
increasing costs that is causing a financial strain on small airports, rather
than a single mitigating factor.

To survive in these challenging times, small airports have been successful in
reducing staff and operating costs and attracting new, non-aeronautical
revenue. Aeronautical fees and charges have been increased only when
necessary and in all cases remain well below cost recovery. Many small
airports have implemented airport improvement fees to fund essential capital
and, in some cases, operating expenses.

Small airports are seeking government support through policies and
programs that will enable them to reach their economic potential and serve
their communities. They also require the flexibility to implement new and
innovative ways of doing business including freedom from restrictive
regulations that do not properly apply to small airports. To achieve these
goals, airports require a level playing field among themselves and with other
modes of transport:

1. Small airports must be allowed to manage their airports in a
responsible, commercially oriented environment, free from
economic and restrictive regulation;

2. Airports with less than 2 million annual E/D passengers must
be relieved of the obligation to pay for current and future rent
payments;

3. Small airports require access to federal services that are

essential to maintain and grow operations without
unreasonable financial costs; and

4. Small airports need access to adequate and dependable capital
funding for essential, safety-related projects.
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1. Airport Legislation & Economic Regulation

The proposed Canada Airports Act, while it recognizes the significant
differences between large and small airports, still contains unnecessary
economic and governance restrictions for airports with fewer than two million
annual passengers.

National and international air carrier associations have called on the federal
government to impose economic regulation on Canadian airports. Yet, there
is no evidence to suggest that carriers are dissatisfied with the business
relationships with the smaller airports. In fact, small airports are not the
target of either carriers or the federal government.

Canadian airports have demonstrated their ability to replace and upgrade
facilities, badly neglected by Transport Canada, in a fiscally responsible
manner. Small airports are especially sensitive to issues of affordability and
have shown considerable innovation and financial restraint in the design of
major capital works. AIF and PFF agreements have been signed with major
carriers at a number of small airports, all of which have realistic, definable
goals.

The experience of the past decade has demonstrated that airports have, and
continue to be, sensitive to the needs of those with whom they do business,
including air carriers. Since transfer, small airports have successfully
expanded their revenue base to reduce the traditional reliance on
aeronautical fees and charges. User fees have been increased only when
necessary and in some cases those charges fall well short of cost recovery in
order to encourage and maintain service. Small airports in particular must
have the freedom to enhance their revenue base through new and innovative
investments and to explore new relationships with carriers and other
stakeholders without fear of financial reprisal.

Position:

The imposition of economic regulation will not change the financial
imperatives for airports or the need to ensure their ongoing
sustainability. It will, however, impose structures and processes that
will be onerous and burdensome for small airports that have limited
capacity to absorb additional staff and administrative costs or to
generate additional revenues to cover these costs without raising
user charges. Airports legislation should not apply to airports with
fewer than 2 million annual passengers.
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2. Regulatory Burden

Small airports are facing unreasonable financial and administrative burdens
to implement government regulations that are inappropriate for the class of
airport. Canadian airports have excellent safety and security records and
small airports in particular have demonstrated the ability to manage
operations safely and efficiently with reduced human and financial resources.

In the last few years, airports have been faced with a dearth of regulations
from Transport Canada's Civil Aviation and Safety and Security branches.
Statements of justification do not adequately address risks and requirements
seldom differentiate between large and small airports. Implementation costs
are either overlooked, or seriously underestimated.

Between 1999 and 2005, more than 32 safety regulations and standards
directly affecting airports have been tabled through the CARAC process. A
significant number of regulations are awaiting final judicial drafting before
being published in the Canada Gazette. This has created a tremendous bow
wave that will be difficult for airports to manage all at once.

Numerous security measures and regulations that have been implemented in
the last few years, often without benefit of consultation, are compounding
the problem. In the majority of cases, regulatory requirements target the
large, international airports where the level of traffic understandably
demands a different level of operational control. Without proper problem
identification, cost benefit analyses and risk assessments, small airports have
been inappropriately included in these regulations even though the costs of
implementation far outweigh the benefits.

Small airports will have no choice but to pass the costs associated with
implementing these regulations to the carriers and passengers with no
measurable benefit to the traveling public.

Recommendation:

The CAC urges the Minister of Transport to initiate a departmental

review of the cumulative economic impact of all regulations on small
airports and the measurable benefit to the traveling public.
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3. Rent Payments

The current rent formula poses unreasonable financial demands on the small
NAS airports, some of which are smaller than regional airports that are not
required to pay rent. Although significant rent relief has been offered in the
government’s latest policy, for most NAS airports, rent remains one of the
single, largest cost item - a cost that smaller airports cannot reasonably
support. Further, a formula based on gross revenues alone could seriously
underestimate the ability of an individual airport to pay rent. The Canadian
Airports Council has proposed a more equitable formula that would eliminate
rent for all but the largest, international airports.

Since transfer, small airports have invested over $200 million to maintain
and improve the facilities they inherited from Transport Canada. This would
not have been possible if the airports had remained in government hands.
Prior to transfer, not one of these airports was self sufficient and relied on
government subsidies to operate. The savings to the federal government
from the removal of subsidies alone amounts to over $100 million annually.

Rent payments to the federal government will have to be funded from
general airport revenues and, even when spread over a number of years, this
will result in a significant financial burden for airports already struggling to
cover costs. The negative impact of airline bankruptcies, restructuring,
SARS, terrorist attacks and now increasing fuel costs is being felt most
keenly by the smaller airports where traffic is more susceptible to external,
economic forces.

Position:
The smaller NAS airports must be relieved of the requirement to pay

for rent as it imposes an unreasonable financial hardship on airports
that are already struggling to cover costs.
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4. Canadian Border Services

There are inequities in the delivery of Canadian Border Services at
communities across the country. Border Services were "grandfathered" at
existing service levels in 2003 without any regard for changes in public
demand.

The Canadian Border Services Agency (CBSA) has inappropriately applied the
Treasury Board cost recovery guidelines to their delivery of services in the
public good. Since 2003, increases in public demand have either been
subject to direct cost recovery or not provided at all. The ability of the
Agency to respond to increased demand has been further exacerbated by
increased security requirements which has put an additional financial strain
on the CBSA budget and reduced some already existing Customs services.

Generally speaking, the larger centres already have extensive service
coverage, based on historical demand. It is the smaller communities that
have been the recent targets of the cost recovery policy since service levels
have not been adjusted to reflect new demands. Where airports are obliged
to contract with CBSA for additional scheduled service, they often lose a
large portion of the financial benefit from new transborder and international
traffic. Carriers and passengers both suffer from this inequitable treatment as
the costs are either passed on to users or the services are not available at
all.

Some communities that have had their services grandfathered are now
experiencing service deficits. Where possible, technological solutions, such
as Canpass and Nexus, should be implemented to provide a low cost solution
to increases in service demand. Options for alternative service delivery
should also be investigated and implemented where feasible to meet new
and increasing demands.

The economic benefits resulting from increased transborder and international
air traffic can far outweigh the cost of providing Customs services. Direct
tax benefits to the federal government alone should justify the additional
cost. Where it can be demonstrated, through pre-determined criteria, that
the benefits of this service extend beyond a single user or supplier, the
system should adjust to accommodate the need without additional cost to
the operator. EXxisting services should be reviewed and adjusted to meet
changing public demand.

Position:

Airports must be given the opportunity to make a reasonable
business case to support increased demand for public services and,
where that case is successfully made, sufficient resources should be
allocated to meet demonstrated border clearance requirements at no
additional cost.
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5. Airports Capital Assistance Program (ACAP)

Small airports require adequate and predictable federal funding for essential,
safety-related, airside capital projects. Small airports have more difficulty
obtaining capital through commercial markets due to less stable traffic,
fewer, less valuable assets and less favourable balance sheets. A small
number find it challenging to raise sufficient revenues to cover even their
operating costs. Consequently, many of these airports are dependent on the
Airports Capital Assistance Program (ACAP) as their only source of capital
funding. Transport Canada’s 1999 review of the fund concluded that “ACAP
is an important means of contributing to a safe airport system”.

The ACAP fund was created through the 1994 NAP and was to be funded
from rent payments from the airports in the National Airports System.
Despite the fact that Transport Canada’s net financial result for airports has
changed from negative $130 million to positive $260 million annually, capital
assistance in support of smaller airports has not reflected this improved
performance. Since 1992, the government's reinvestment in small airports
has totalled $228,958,300, which amounts to less than one year's rent
payment. The total amount dispensed through the ACAP fund accounts for
only 12% of Transport Canada's accumulated revenues from airports.

The fund itself is over-subscribed. Currently, the list of approved but not
funded projects totals $10 million, of a total of $51.4 annual expenditure.
Since the program began, only those projects that fall into the top two
priority classes have been given funding. No analysis of the impact on
operations of not funding lower category projects has been undertaken.
Moreover, Transport Canada does not track the number of projects that are
rejected at the regional level, which further underestimates the actual need.

There are approximately 200 airports that are currently eligible for ACAP
support. Assuming that each airport has at least one runway that requires
major maintenance every 15 years, the average annual cost just to maintain
runways would be in the order of $30 million, or almost all of the currently
available annual funding on an on-going basis. This leaves only $5 million
annually to support such essential safety needs as lighting, visual aids,
runway sweepers, snow ploughs, friction testing equipment, sand storage
sheds and utilities.

The current funding program is clearly inadequate to meet the long-term

requirements of small airports to maintain essential facilities, and to ensure
the continuation of safe operations.
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The ACAP fund was renewed in April of 2005 at the same expenditure level
as in the previous five years with the notable exception that the $15 m
originally earmarked for emergency response services has now been rolled in
to the general fund. Should the eligible airports subsequently be required to
provide firefighting services, the cost of purchasing and outfitting vehicles
will be given priority status. To compensate for the lack of increase in
program funding, the government increased the airports’ contribution rates
between 5% and 50%, depending on the size of the airport. Even a 5%
increase is having a detrimental impact on small airports, particularly in the
first year of implementation before adequate financial planning could be
done.

Position:
Adequate and predictable funding to support essential, safety-

related, capital projects is necessary to meet the needs of small
airports and to ensure continued operation.
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6. Membership

The CAC 2005-2008 Strategic Plan has identified membership as a key
result. As a member-driven organization, CAC must continually strive to
provide value to its members and to attract new members so as to truly
represent Canada’s airports. To achieve this, a number of initiatives have
been undertaken including developing an inventory of membership benefits
and services for new members and revising a membership package for
prospective members. In the Spring of 2005, the Board of Directors
approved a new fee structure to make membership in CAC more affordable
for small airports.

As any new members to CAC will participate in the Small Airports Committee,
it is appropriate that the committee take the lead on membership initiatives.
Staff will continue to approach potential members, including associations of
airport operators, and to seek every available opportunity to increase
visibility by participating in activities offered by other associations.

Position:

As the national association of airport operators, CAC should continue
to look for opportunities to attract new members.
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