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Foreword:  What is the Forum of European Regional Airports ?

In Stansted (UK), on 2nd February 2005, the Forum of European Regional Airports (FARE) was officially constituted by the General Assembly attended by 32 Regional Airports of the European Union. The idea to create an association focused on European regional airports was born when a group of 26 European Regional Airports met in Brussels, after the EU Commission Decision on the Ryanair/Walloon Region/ Charleroi Brussels South Airport case on 12 February 2004, to discuss how to defend and represent their interests and those of their respective communities towards the European Commission.

During the second FARE meeting, held in Pisa on 14th May 2004, 32 European regional airports approved the first FARE Position Paper, containing a set of recommendations for the EU Commission on the subject of the still to be issued Aviation. Guidelines and decided to take all necessary actions in order to formally constitute FARE as the Association of European Regional Airports. The Position Paper was presented to the EU Commission in Brussels, on 3rd June 2004.

At present, FARE intends to focus its activity on strategic issues particularly affecting regional airports, such as:

· the creation of a “critical mass”  in a regional airport, in order to break even;

· the identification of the possible forms of cooperation with regional governments and local public bodies;

· the demonstration that the so called “natural monopoly” and the related issue of the abuse of dominant position do not apply to regional airports as  they are the  most easily replaceable components of an airline network;

· the assessment of the economic impact generated by the development of origin-destination services from of regional airports;

· the assessment of the environmental and economic benefits deriving to the UE from the use of regional airports over capacity by low cost carriers’ regional air services;

· the assessment of  the negative economic and social impact of capacity reduction, frequency restrictions and high fares policies on communities served only by legacy carriers’ feeder services to the national hub airport;

· the identification, exchange and  promotion of the best practices applied in the management and in the marketing of regional airports; 

· the study of the evolution of the market and identification of  the strategic options open to regional airports for their development.

With this document, FARE aims at rapidly providing an analysis of the draft “Community Guidelines on financing of airports and start up aid to airlines  departing from regional airports”, and offering the EU Commission its fullest cooperation and support, based on its specific experience in the field of regional airports and intra-regional air services. Besides, with this document FARE provides some regulatory proposals,  in order to better adapt the guidelines to the competitive scenario of regional airports,  and to the  aim of their development. 

Due to the  limited consultation time frame, this  analysis does not constitute, however, an exhaustive and comprehensive  technical and juridical analysis. Especially  in consideration  of the  diversity of airport  financing, ownership and management  which 

prevails in  the different member States, further studies and assessments will be necessary. The  level playing field  in the EU airport industry  can only be created if the effects of this diverse structures on the balance-sheets, the p/l accounts and the risk position of the airport operators are taken into account and eliminated. This applies to regional airports as well as  to the traditional larger  international airports which increasingly have to downsize their operations and compete with regional airports on the low-cost market. Consequently, FARE is ready to provide  the Commission  with any further assistance, in terms of  studies, research and expert opinions, on the issues dealt with in the Draft Guidelines. 

General Considerations

FARE urges the Commission to take into consideration the dramatic change the aviation industry in Europe is currently going through, a change so dramatic that even the future of  some large players – airlines and airports alike- is at stake.  If fierce competition is affecting large air transportation companies,  it is clear  how much fiercer the  fight for survival is, in the present scenario, for the smallest players, specifically regional airports.  This present scenario has been  to  a good part   generated by the Commission itself,  with the full deregulation of air transport within the EU and the consequent  liberalized landscape in which former monopoly airlines, new airlines, hubs, large  and  regional airports have to compete.

FARE  welcomes the fact that  the  Draft Guidelines now  acknowledge the specific   conditions  of small and medium–small airports, i.e. the regional airports, in this increasingly  competitive environment. However, as the draft Guidelines maintain that   there is still the possibility of a distortion of the common market which requires and justifies  specific regulatory activities, for the financing of airport  and  for “start up aid” to airlines departing from regional airports, FARE points out that the traditional   assumption of airports being natural monopolies has to be  urgently rectified under the changed circumstances.  The lower traffic volumes,  the widely overlapping catchement areas,   the higher difficulties in attracting airlines to operate  services to/from regional markets  have  lead to such a high level of competition that no regional airport is allowed to act as a monopoly, if it wants to survive. With deregulation,  traditional airlines have to operate fully according to economic and financial objectives and  no longer operate as an extension of the national government,  assuring  their national communities  air services  from national airports to different destinations. On the other hand, the national communities and particularly  the different regional communities, that once used to  exert their political pressure  on their flag carriers, in order to obtain air service, now  appeal to their regional airport, in order to express their needs, both in terms of outwards mobility and for developing incoming tourist flows, by means of  direct air services.

While acknowledging that in the Guidelines the position of airports in the Community outermost areas has been specifically taken into account, FARE strongly draws the attention of the Commission on the fact that nowhere in the Draft Guidelines  mention is made of the condition of  insular airports.  It is a fact that  regional airports serving  population  centres located in  islands  are particularly affected by the development of low fares  scheduled air services: there is no high speed train for obvious reasons, there 

is a higher need of air transportation  in terms of personal mobility and social cohesion,  and the economic impact generated by the incoming tourists on low fares air services is  in many cases the most important source of income for the population.  It is true that Public Service Obligation has to a certain, although  very limited, extent provided some answers to the issues of mobility and social cohesion, but it has provided almost no effective reply to the need to develop  the region served by the airport by means of  giving  access to that area from the many  international tourist markets within the EU, such as Low cost air services have proved themselves to be able to do.

Therefore, for the purposes of these Guidelines, regional diversity and insularity should be both taken into  due account. More specifically,  the necessity to take into account  the need to link islands  with the central regions of the Community (art.154.2 of the Treaty) stems   from the exigency  to  consider  the existence of natural handicaps  which by no means can be overcome,  neither by Structural Funds,  nor by other “active actions”  of the Community. According to Art. 158 of the Treaty, the Community shall aim at reducing disparities  between the levels of development of the various  regions  and the backwardness  of the least  favoured  regions or islands. For islands,  economic and social cohesion has in fact a deeper meaning: it means territorial cohesion. 

FARE  reminds the E.U. Commission that over the last few years, thanks to the partnership with  airlines – in most cases low cost carriers - a number of regional airports have shown their flexibility and their ability to adapt to a very tough environment. Through the deals they have negotiated with low cost airlines they have succeeded in creating traffic growth and economic benefits for themselves and their communities. Should these deals be endangered by  rigid Guidelines, these regional airports would simply lose their air services and their traffic, as airlines would employ their fleets elsewhere between locations of higher strategic value, higher population and lower economic risk. Ultimately the EU consumer, i.e. the EU citizen,  who has  enthusiastically incorporated in his/her lifestyle low cost air travel,  would  suffer loss of services and higher fares.  As the Economist ( 29th January 2005, p.41) recently   stated : “It is not just traveller who feels  the benefits. Entire regional economies have felt the impact: the city of Carcassonne in South West France reckons  that 235.000 passengers who arrive every year  on low cost airlines have created  over 270 m euros  of extra economic activity. (…) The conditions for Europe’s airlines upheaval were created by EU legislation through a succession of liberalization packages,  the Commission broke the power of national flag  carriers to monopolise routes  between and within European countries. (…) By allowing newcomers to enter the market, Brussels has achieved that rare thing: an unambiguous triumph both for the  European consumer and for the ideal “ever closer union” in Europe”. 

FARE  also wishes to  draw the attention of the EU Commission on the “Own Initiative Opinion”  issued by the Committee of the Regions on 17th June 2004, on the subject of “Low Cost airlines and territorial development”, and specifically on point 12 (Conclusions) of the Opinion:

1. The development of low-cost air services providing point-to-point inter-regional air services from regional airports can act as an effective catalyst for regional economic development in accordance with the economic and social objectives of the Commission’s regional framework for territorial cohesion. The development of the network of low-cost point-to-point inter-regional air services operating from regional airports can be a major factor in raising the economic competitiveness of the regions, and therefore the EU. 
FARE generally welcomes the application of the Private Investor Principle (MEIP) in determining whether there is state aid or not. If the MEIP test is successfully passed,  this excludes by definition any kind of state aid and therefore any need for a regulation being imposed by the Commission relating to Art. 87. The focus has to be on whether, taking into consideration all circumstances as the case may be, the airport had acted like a private entrepreneur including its long term strategic reasoning and risk taking.

FARE  points out that a narrow treatment of the  Private Investor Principle (MEIP) would be misplaced, as the Private Investor Principle (MEIP)  has to involve an appropriate  level of entrepreneurship and risk taking . Whenever an airline – be it  a low cost or a legacy carrier – opens a new service to a new destination  the risk is always very high, particularly when the scheduled service is operated from a small airport, which needs to put itself “on the map”,  that is to place itself as a departure/destination point in the mind of the EU Consumer. It is true that when a low cost airline opens a base in a cat. D airport, both the airport and the airline take substantial risks. On the other hand, also the  lack of entrepreneurship from some complainants (be they large airports or traditional airlines)  has to be evaluated by the Commission, within the Private Investors Principle.   Some Complainants simply might have been too expensive, not competitive enough, or they might have adopted the wrong strategy. By the Private Investor Principle (MEIP), not all companies succeed, in business;  some companies succeed simply because they are better than others, and they do not necessarily have to be the bigger ones. The serious financial  problems incurred into by  some large commercial aviation players – flag carries and airports –  in the last years and  so often attributed to the so called “unfair” competition by  new entrant low cost carriers and small regional airports  have been in fact caused by  the mismanagement of  subjects that were used to considering themselves beyond competition.

Finally, FARE refers again to the Own Initiative Opinion of the Committee of the Regions, (ibidem), stating that: 

26.“The guidelines should not be limited in their application to pure principles of the market economy but should take into account the wider social, environmental and territorial development aspects arising from the development of new regional air services, including those provided by low-cost carriers. 

27.The guidelines must promote the development of regional airports and inter-regional air services as part of the broader Trans-European Transport”.

Therefore FARE urges the Commission to review the Draft Guidelines in the light of the above considerations.

1. Introduction
With reference to points 1.1 (Background) and 1.2. (Low cost companies), FARE welcomes  the acknowledgement that  low cost carriers and regional airports  over the  last years    have  generated “two major developments on the European Air Transport market in recent years” (1.1.5).

However  (1.2.7) the Draft Guidelines state  “The negotiating  methods used by low cost  airlines  to obtain aid  from public authorities, whether directly of through the airport manager, have raised a number of questions  regarding the application of competition rules, under the EC Treaty   and have been the subject of several complaints made to the Commission.”.

In other words,  the Draft Guidelines do not yet acknowledge the partnership between regional airports and/or Regions, and airlines willing to undertake service commitments to regional markets -  be they low cost or not. These  Draft Guidelines  still use the term “aid” to define an innovative marketing tool,  i.e. the effective promotion of the  airport and of the community it serves by means of  service agreements with  airlines, based on the achievement of target  passenger traffic levels. It is no wonder that because of  the  great success of this partnership, other players, which had simply not included the presence of regional airports and regional markets in their equations, have been filing complaints to the EU Commission.  For them, due to  their very high operative costs basis,  international air services to regional markets, and consequently  to regional airports,  were simply not economically viable,  irrespective of the offers  in many cases received  from regional airports and/or regional authorities. Moreover, FARE draws the attention of the Commission on the fact that  flag carriers have enjoyed partnership agreements ( but they should rather be called preferential deals, in most cases) with large airports, particularly their respective hubs, and that such agreements were allowed to be highly confidential.

In order to  vividly sketch  the real life condition of regional airports, before this new and effective partnership with low cost carriers, which is fundamentally different  from simply granting  aid to a specific  company  according to Public Service Obligations, here is   a quote from Prof. Sean Barret’s  Presentation at  the Hamburg Aviation Conference (20th February 2004):

“The typical local airport before deregulation was empty because the hub was the focus of non competing flag carrier airlines. Some of these airports were used occasionally for military or security purposes. There might also be general aviation, private flying and search and rescue missions. A further stage in their development of services might be a PSO service by the flag carrier to the national hub with high fares and poor frequency. There might also be some international service by small airlines using small aircraft with resulting high fares and costs and low volumes. There may also be a charter series to sun destinations, mainly in Spain. Airport managers had a schedule of charges which a handful of customers paid and the local government had to finance the losses on the airport.

    Deregulation brought three broad policy choices to the managers of empty local airports. They might do nothing and continue as above to run a largely empty airport as a loss. They could seek PSO services to the national hub on a tendered subsidy basis and try to include as much as possible of the fixed costs of the airport in the PSO price while seeking government reimbursement for the route.

    The third policy choice is to run the airport as a business despite it being in the public sector. To turn a loss-making empty airport into a profitable business requires airlines with the possibility of generating the volume of passengers required to generate enough extra revenues to eliminate the deficit.  To reduce the deficit requires a volume of passengers and a level charges and costs so that marginal revenues exceed marginal costs and contribute to fixed costs.  In this type of business plan the airport manager will face a number of crucial choices.  These include not relying on the traditional flag carrier airline and not using the traditional airport list of charges. The case for the former change is that the traffic growth rates of flag carriers in Europe are in low single figures and unlikely to fill an empty airport and that these airlines remain hub focussed.  The case for abandoning the traditional airport price list is that the falls in air fares under deregulation by up to 80% would make airport charges a vastly increased share of the ticket price. The price that attracted few flights before deregulation would be even less likely to attract the post-deregulation airlines.

    It is also obvious that the new airlines are cost-cutters by nature. They have cut the direct costs of the airline by simplifying the product, raising staff productivity to many multiples of productivity in the flag carriers, by buying in many services traditionally supplied in-house, by eliminating the services of travel agents and by negotiating discounts from aircraft suppliers. They are most unlikely to accept a published schedule of airport tariffs.” (…)

    The old airline alliances were in the main unpopular in the community. They were associated with high fares and hub airport concentration (…)  One might on the other hand take as the starting point that flag carriers should compete in the deregulated market and use this as the yardstick by which airline mergers and alliances should be declined. But if the flag carriers are determined not to compete but to collude then the low cost airlines become the main policy instrument to develop regional airports.     The community view of low cost airlines at new airports is likely to be strongly positive.  The travelling public will welcome lower fares, much improved access to the local airport, avoiding crowed hubs,  and shorter overall journey times.    The wider community will seek the new airlines also as generators of increased economic activity in the region through tourism, inward investment and an overall improvement in improving the accessibility and competitiveness of the region.”

The benefits for the Community deriving for this business partnerships are clearly stated in the Committee of the Regions Own Opinion ( Territorial Cohesion and Development):

“Transport is a key factor in the economic and social integration of Europe. With the enlargement of the European Union there will be greater mobility of labour, resulting in greater social interchange. This will, in turn, heighten the importance of the network of regional air services, including those provided by low-cost carriers, providing connections between regions. The importance of air travel for the development of the social fabric of the EU will increase. The existence of regional airports and inter-regional air services is therefore intrinsically linked to the economic and social development of the regions.
2. Regional airports enable faster and easier access to a region. Air services operating from regional airports provide point-to-point connections between regions, as well as links from the region to international hub airports. Such services enable citizens in island communities, regions in Central and Eastern Europe and countries on the periphery of the EU to participate more fully in Europe, thus promoting social inclusion.(…)

7. In providing a planning framework within which the development of regional airports and inter-regional air services can take place, public-sector authorities must seek an appropriate balance between inter-regional and region-to-hub air services. This balance will in part be a function of the economic and social objectives of individual regions.”
For all the  above considerations, FARE  strongly  recommend the Commission to adopt highly flexible guidelines on the subject of “start up aid to airlines departing from regional airports”, in order to enable  the many EU Regions and their Airports to develop the maximum level of  air service for their communities, with those very few  airlines that are willing to accept the  high risk   to develop new routes and new markets, in most cases  underserved, or altogether abandoned,  by those legacy air carriers  that are filing complaints against the successful alliances between Regions, Regional Airports and Low Cost Carriers. FARE is ready to provide the Commission with a number of case studies as evidence of the above. 

15. As in this paragraph it is stated  that “the Commission will draw up proposals for charges for the use of airport infrastructures” , FARE  recommends the Commission to carry out a preliminary  wide consultation process, taking into account the different  ways airports are managed in the EU,   and the different methodologies adopted by Members states for the determination of airport fees and charges.  FARE points out that  sudden methodology changes would be highly dangerous for regional airports, as their small size and turnover does not allow to  easily absorb  income fluctuations.

2. Legal basis

In this Chapter of the Memorandum ( Draft Guidelines),  the legal framework used and approved by the Commission is taken into consideration, with particular reference to the Community Guidelines on National Regional Aid (98/C 74/06) published on 10.3.98, in Official Journal of the European Communities (C 74/9).

According to such Guidelines, it should have to be verified if the start-up aid for airlines leaving from regional airports and financing for the construction, development and maintenance of airport infrastructure are compatible with the common market, under the exemption contained in Articles 87(3)(a) and 87(3)(c).

FARE  believes that even if the above mentioned regional aid is normally prohibited, as it is considered an “operating aid”, such aid may still be granted in eligible regions as provided in Article 87(3)(a) according to the following criteria:

(i) if it is justified in terms of its contribution to regional development and its nature and

(ii) if its level is proportional to the handicaps it seeks to alleviate.

FARE recommends the Commission to evaluate the conformity to the above mentioned criteria, but in a wider and more flexible way than in the past, taking also into account the current critical air transport scenario (falling airlines yield and consequent falling airport revenues), whose  hard impact is clearly  felt  much more on the smallest components of the system, i.e. regional airports.
3. Types of Airports

FARE welcomes the acknowledgment of  airport categories C ( 1-5 million passengers per year) and D (200.000 to 1 million passengers per year),  a distinction  which appears basically in line with the definitions of the different airport types given by the Trans European Airport Network, as airports C/D seem to fit respectively  with the definitions of Regional Connecting Points and Accessibility Points contained in  the TEAN. We also take the opportunity to point out that the TEAN, in outlining the features of the Trans European Airport System, recommends to encourage the use of the capacity immediately available at underused EU regional airports, thus avoiding the unchecked growth  of the  large hubs.

However FARE suggest to modify the definition of Cat. D airports as those airports whose traffic ranges from 0 to 999.999 passengers, taking into account that there are many small airports in the EU who have a traffic below the 200.000 passengers per year level.

Besides  FARE wishes to draw the attention of the Commission on the fact that the airports in  cat.  C (1-5 million passengers) can have a significantly different weight, in terms of “market value” for the airline.

In a deregulated market, an airline flies to an a certain airport only because this infrastructure gives access to a certain market, in terms of  demand for air transportation  to a destination, at a certain level of price, and the airline  estimates it can make a profit out of the operation of that route from that market.

Therefore, the characteristics of its specific market (potential travel demand and expected yields) determine the level of attractiveness of  a certain airport to airlines. In this sense, a consolidated “market” of five million passengers per year  is perceived by the airlines as significantly  more attractive then a 1 million passenger  one. Therefore, also the leverage in the negotiating process  with airlines of the managements of the two airports may vary  significantly.

4. Scope  of Application  and Common Compatibility rules

33. As already stated in this document, and with reference to (4.33), FARE generally welcomes the application of the Private Investor Principle (MEIP). If the Private Investor (MEIP) Test is successfully passed, this excludes by definition any kind of state aid and therefore any need for a regulation being imposed by the Commission  concerning Art. 87. 

FARE welcomes the fact that the Guidelines are not establishing  any formal hurdles  for the  preventive assessment  of the application of  Private Investor Principle (MEIP).

FARE agrees that the Private Investor Principle (MEIP) is the key  legal standard by which  publicly owned airports  must be allowed  to use the same kind of incentives to airlines, that are offered by privately owned airports. The Memorandum  should also openly state that  the MEIP test  is the first step of any State aid investigation and that  consequently, there is no case for State Aid,   as long as the  MEIP is complied with. 

FARE confirms that the focus must be on whether, taking into consideration all circumstances as the case may be, the airport has acted like a private entrepreneur including its long term strategic reasoning and risk taking. 

In their current form, the Draft Guidelines  may not provide enough  guidance and legal certainty   to avoid  a flood of legal challenges  from  competing airports and airlines.

FARE  recommends the Commission to avoid a narrow treatment  of the Private Investor Principle (MEIP), and to recognise the role of entrepreneurship, which necessarily involves a degree of risk taking. 

Establishing a base in a Cat. C/D airport undoubtedly involves a risk, both for the airline and for the airport, but it has proved to be a model whereby  underused, loss making airports can  develop and become profitable. The profitability of this model has been demonstrated in the EU both by publicly owned airports and by privately owned ones. So the MEIP should also be the standard by which publicly owned airports are enabled to compete with their private counterparts.   Besides, the Commission has to consider  that,  by the Private investor principle, the success of some may be  accompanied by the failure of others, who have not risked enough, who had made wrong choices or adopted bad strategies.  

34. “Legality: all aid schemes or individual aid must be based  on  national, regional or local legislation, which  must stipulate  the conditions under which the aid schemes are available  without discrimination”.

FARE  considers the above misleading, as it might imply that, besides the MEIP, airports would have to submit to  an additional burden of regulations. Also it would make airports very dependent from political authorities in order to create adequate legislation and it would considerably limit their commercial flexibility and speed, necessary when dealing with commercial matters.

Therefore FARE suggest   to substitute the above with the following “all aid schemes or individual aid must not  be in opposition with national, regional and local legislation”.     

5.Financing of Airports

5.2.2. Activities  constituting services  of general economic interest

FARE looks with favour at the these Guidelines when they  try to clarify how and to what extent the Treaty rules on State aid apply to the public financing of airports and to 

establish compatibility criteria to allow such financing to be granted to an airport manager.

FARE  positively considers the decisions taken by European Court in the mentioned legal cases (Case C-343/95, Calì & Figli  Servizi Ecologici Porto di Genova (ECR 1997, p.I-1547), together with Commission Decision of 19 March 2003, N 309/2002, Aviation security - compensation for costs incurred following the attacks of 11 September 2001, and Commission Decision of 16 January 2002, N 438/02, Aid in support of public authority functions).

In such cases Article 86 of the EC Treaty has been interpreted as not being applicable to any public activity with which a body governed by private law has been entrusted by the public authorities.

Therefore all activities that normally fall under State responsibility in the exercise of its official powers as a public authority are not of an economic nature (including security, safety, air traffic control, police, customs officers, fire fighters, etc.) and aid granted for these activities (including operating expenses as well as provision of facilities and infrastructures, i.e. fire station, …) does not fall within the scope of application of the rules on State aid.

In order to better define such exemption, these Guidelines report the Court judgment in the Altmark Case,  stating some criteria to be met, and concluded that public financing of airports other than those referred to by such criteria may constitute State aid within the meaning of Article 87(1) if it has an effect on intra-Community competition and trade.

5.2.3. Effects on  competition and trade  between Member States

49. FARE agrees that the competition between airports must be examined on a case-by-case basis, considering the categories identified in section 3 may to be  merely used as an “indicator”.  These Guidelines, moreover,  state that all aid to airports in categories A, B and C must be notified and examined as State aid within the meaning of Article 87(1) of the Treaty, while small regional airports and isolated airports in category D are exempted to give prior notification as per Article 88(3) of the Treaty. FARE  agrees with the following paragraph (49): 

 “Small regional and isolated  airports in Cat. D are not likely to pose any substantial  threat to trade and competition. The Commission therefore proposes  to exempt public financing  of these airports from the prior notification obligation, laid down in Article 88( 3) of the Treaty”.  FARE  respectfully asks for a definition of  “isolated airports”.

5.3. Financing of the provision of airport facilities

51. Considering  the statement in par. 19 (“ the construction of airport infrastructure projects… represent a general measure of economic policy which cannot be controlled by the Commission  under the Treaty rules on State Aid.”), and considering the provisions in 5.2.2. ( 39- 44.),  FARE points out  the Guidelines should specify  that the provision of the infrastructure necessary for the performance of those services which are not of economic nature (mentioned in par. 42.) can be financed by public authorities.  

58. FARE  points out that the Guidelines should specify that if an airport  meets all the conditions defined in this paragraph 58, then  the financing of  an airport  facility will be carried out  in accordance with the provision in par.19.

6. Start up aid

6.1. Objectives

76. FARE welcomes the awareness of the Memorandum  that airport infrastructures “are not always profitable”, and points out that  the  development of air services from regional Airports (Cat. D-E) not only benefit the balance sheet of the airport,  but first and foremost the economy of the community it serves.

In this respect, the Committee of the Regions, in its “Own  Initiative  Opinion” to the European Commission, states that the key issues to be taken into account are: 
· the importance of identifying regional airports and regional air services as an essential tool to help regional and local authorities promote delivery of territorial cohesion and development; 

· the contribution that the development of regional airports and regional air services make to wider employment creation, regeneration, social inclusion and regional and local economic development programmes; 

· the significant role that low cost air services can play in supporting the sustainable economic development of small and medium sized regional airports.
77. FARE welcomes   the Draft Guidelines stating:

“The promotion of regional development, tourism, the local economy or a region’s image will therefore  be the consequence of this coherent policy  which is intended first and foremost  to develop the airport’s operations on a long term basis”.

In this respect, FARE points out that the first  key buying factor  consumers evaluate when selecting an airport within a certain geographic area   is the network of scheduled air services to the different destinations, including  frequencies and  related airfares.  Other factors, such as  airport proximity and quality of service, come largely  second.

Therefore, the number of air carriers  willing to serve   type C-D regional airports  is very limited, because they perceive a much higher risk in opening a new route from a small airport than in competing with other carriers  on an existing one,  from/to  a large  (cat . AB) airport.

In the last years,  Cat. C-D airports have found a way  of reducing this risk  by entering into partnership agreements with those few carriers interested in serving  new, underdeveloped regional markets.  This risk sharing pattern has proved successful, and 

should be protected, not only for the benefits it brings to the airport, but to its regional community as a whole. Here’s the view of the Committee of the Regions (ibidem):

1. the improved access to European and international markets that a regional airport is capable of providing can assist in the retention of a skilled labour force within a region. The development of low cost inter-regional air services when based at a regional airport can provide additional employment and training opportunities locally and within the region as a whole. In particular, the basing of engineering and support services at a regional airport will increase the requirement within the region for well-trained engineers and technicians capable of supporting the aviation industry. The resulting increase in employment opportunities within the region reduces the need for welfare support whilst at the same time increasing wealth creation. In addition, low-cost airlines can help to diversify, de-seasonalise and boost tourism products, which in turn will improve the quality of these products and therefore the attractiveness of a region for tourists. 
84. FARE agree on the following  Guidelines statement   “Like the traditional companies,  which generally resort to well known airports,  low cost companies are not always prepared, without appropriate incentives,  to run the risk of opening routes  from unknown or untested airports”.

In this respect, we  want to stress that the level of risk sharing ( that then translates in an amount of money  the Memorandum defines as “aid”) sustained by  the airport and/or its region  for such new scheduled flight, and   that will be  considered acceptable by the airline  to start up the  new air service, cannot be fixed by rigid parameters.  Each airport and the market it serves is different  and the airline/airport negotiation on the extent of the risk sharing  is actually carried out on a case-by-case basis.

By way of example, let us consider two regional airports, both in Cat. C, Airport  1 with 1.5 million passengers and Airport 2 with 5 million passengers, may be in very different  positions when negotiating a new air service with an airline. If, during the negotiation, Airport 1 is not allowed  to share the risk to a level that the airline considers acceptable in relation to that specific market,  the airline simply will not operate that service. In any case, the level of risk sharing required from Airport 1 will be much higher than the one required from Airport 2, which is  correctly perceived by the airline as a larger and therefore less risky market. It could  also happen that Airport 2 will not need to share any risk, as the airline  might be persuaded the market is already large enough to react satisfactorily to the new service immediately.
Quoting again the Committee of the Regions (ibidem):

1. the guidelines should not contain strict or rigidly applied thresholds, instead allowing regional and local authorities to consider the merits of public-sector investment on a case-by-case basis. (…)

1. They should allow public-sector investment to make a substantial contribution towards the start-up costs, including regionally targeted marketing campaigns funded through local tax revenues, associated with the establishment of such services. (…)

85. FARE welcomes the acknowledgement of the  market concentration that has taken place in favour of Hub Airports, leaving the EU Regions – and their regional airports -  with less air services,  lower seat capacity,  and higher fares.  Up to now, this trend has only  been reversed by low cost carriers, who operate origin-destination services, only  to a limited extent, as many low cost carriers still  prefer to operate  exclusively from well established  AB Cat. Airports. In this sense, should fixed, rigid  parameters be introduced, all those regional markets whose  start up “risk level” is perceived by the airlines ( the airport customers) as higher will simply lose their services. So they’ll be back to the pre low cost era, and again, the weakest components of the Trans European Airport Network – together with their communities – will be those who will suffer more.

86-87. FARE agrees that integration rather than competition should be sought  between air transport  and high speed rail  services. However it can be easily demonstrated, by simply comparing the two networks, that the Low cost carriers’ intra regional air services network actually developed in the EU does not overlap (other than very marginally) with the high speed rail network, thus this issue of competition does not really exists. 
The competition between air and high speed rail does in fact exists  in terms of domestic  transportation to the main EU population centres,  particularly capital cities, and it has deeply  affected  many routes operated by legacy carriers, such as the Nantes-Paris, or the Madrid-Seville, just to give a few examples. The reduction or cancellation of air service from a regional airport to its Capital City was another blow that many regional airports have had to endure, but it is not linked at all with the low – cost airlines development. 

In this respects, and in consideration also of the statement in par.12 of the Draft Guidelines,  FARE  needs to point out that  the Commission should consider air and  high speed rail transportation on an equal footing. The development  of publicly financed  high speed rail services should not constitute a limit or an obstacle  to the development of the commercial aviation industry in Europe, as this would really  go against competition. 

6.2 Conditions to be met

89. In our view this “aid” does not distort the market,  but only partially counterbalances the very strong traffic concentration    in hub airports,  where large amounts of public money were invested  on services and infrastructure. This “aid” should in fact be considered a “marketing tool”  by which the Regions and their airports pursue the integration  with the rest of the Community, while at the same time making good use of the existing airport capacity provided by regional airports.

Hard evidence of this is provided by the US experience (the  US airline deregulation started in 1983, much earlier that in the EU), where  today the issue of  community support  for  new air service (routes development) is so important that a special convention, “Network”,  is held, on a yearly basis, where communities, airports and airlines meet  to discuss new projects and their related risk sharing or revenue commitment schemes. This conference is attended  by public bodies, airports,  legacy carriers and low cost carriers as well, because  it is a generally  and largely acknowledged that, particularly in these difficult times of the  aviation industry,  the financial support of the communities that will enjoy the service is necessary for the  success of any new project, be it a regional feeder service connecting a small community to the nearest hub, or a long range service, such as the Portland-Frankfurt scheduled service, by Lufthansa.
  To introduce regulations in the EU aimed at limiting the possibility to develop this kind of risk sharing  agreements would  really mean to go against successful practices that have  been developed in the market,  by private and public investors alike,  just because of de-regulation. In other words, it would be a rear guard battle.

90. FARE  does not agree on distortion of trade among airports belonging to different categories, as for each airport category  operates in a specific competitive scenario. By way of example,  Hub/A airports compete within their class for transfer passengers, intercontinental and transcontinental air services  that simply never use regional airports in cat. C-D . Besides, Hub  or cat. AB airports   are  operating in a deregulated scenario only for intra EU services. Their trunk routes, being transcontinental or intercontinental, are still “protected” by   bilateral agreements, in most cases both in terms of designated carriers and point of entry. Moreover, cat. AB airports, because of slot allocation problems,  generally have more airlines wishing to fly  in than slots available. Thus, in the markets they serve, they control a scarce resource, i.e. airport capacity. The same obviously does not apply to regional (CD) airports, who have to compete fiercely for air service, in a totally deregulated environment, with  underused airport capacity.

Evidence of this is given by the fact that  a large airport group serving a  metropolitan area  may have an airport specialised in low cost air services within its metropolitan airport system ( e.g. BAA and Fraport)  and operate it effectively, without worrying about the “competition” or “market distortion” that this low cost airports would bring against the other airports belonging to the same group. It is also worth noting  that  in some cases, low cost airports within the same  airport group are actually cross subsidised with margins generated in larger airports.

It is true that some  cat. A-B airports have been affected by the development of a nearby low cost airport, but this has happened not because fair competition was distorted by the small airport, but because the large airport  lost control of its own competitive scenario and did not understand phenomena  developing in the market in time, or  underestimated the impact of low cost air services, and/or provided services that the airport user ( be it the carrier or the passenger) did not consider worth their price.

Besides, it is appropriate to remind that the TEAN itself  recommends a better use of the existing airport capacity, provided by regional airport, thus counterbalancing the concentration of resources for building larger and larger hubs.

91. FARE agrees and welcomes this consideration, while recommending the maximum flexibility to be  allowed in setting the level of this “risk mitigation”.

92. (a-c). Aid Notification

The obligation to notify the aid  will increase the administrative burden  generated by having three parties in a deal:  the airport (or the Region), the airline and the EU Commission. This increased administrative burden  might become an obstacle, considering the timing of the decision making process in the commercial aviation industry (aircraft availability, slot conferences, schedule changes etc.).

FARE wishes to draw the attention on the Commission on the fact – as the  notification procedure involves Cat. C-D airports, in most cases such procedure will have to be initiated by small airport companies, with small management teams and limited budgets.

To introduce an additional level of administrative burden, and related expenses, on these small management teams  might constitute in many cases a barrier of entry and  would actually go to the benefit  of large high cost airlines and airports,  who have big management teams, amply staffed legal departments, large budgets and  a lot of consultants. Therefore FARE recommends that, in introducing the new regulations,  a disproportioned administrative  burden is not created for regional airports. 

In  FARE’s view,  aid schemes  pertaining to airports in cat C D  should be exempted from notification,  as per par. (49)  of the Guidelines and,  only if this  is not possible,   FARE asks for a simplified and fast notification procedure, based on silent approval after 30 days from the notification of such aid scheme to the Commission, by  the Member State or the Region involved.

The Guidelines (92.C onwards) identify the specific position of airports in the Community outermost areas, making further exemptions for such airports, in view of their remote/peripheral positions. FARE  agrees with this  approach and at the same time recommends that the same approach be applied to  insular airports, who, particularly when in Cat. CD, serve  population  centres  very positively affected by the development of low fares  scheduled air services (see also General Considerations), and whose economy would strongly suffer without such  air  services. 

92.d.

FARE considers the limitation of aid to new routes and new frequency too rigid. Particularly at CD airports, where competition among carriers is null or very low,  quality of service  needs also to  be taken into account. 

Some regional airports, or some regional communities, might wish to support the upgrading  of a certain route  from high fares/low capacity/low comfort propeller (turbo-prop) service to low cost/high capacity/high comfort  jet aircraft service. 

Moreover, a  regional community or an airport might not be happy with the regularity of service offered by a carrier on a certain route. Especially on regional routes considered “secondary” or “not strategic”,  some carriers often operate their services erratically,     reducing the frequency at a short notice when demand is low,  cancelling the service all together in low season,  cancelling the flight  often for “technical reasons”, while substituting the flight with coach service, etc.  

Besides, limitation of aid to new routes would imply that a carrier might enter a new route with the minimum capacity (i.e. 30 seats aircraft) and thus  close the further  development of that route, thanks to this “first mover’s advantage”. 

Therefore  to limit “aid” to new routes and new frequencies  in a very strict way can really protect the position of those carriers that  operate  with a low level of service, because they feel that in practice,   notwithstanding de-regulation, they have the monopoly on that route, in a given regional airport. 

“Routes operated from another airport located in the same economic attraction zone or population centre”.

In par. 92 d we read  “(…) aid will not be granted for a route provided  by the airline to  replace another route that it had previously  served from another  airport located in the same  economic attraction zone (see below) and for which  it had previously received aid”. Fare agrees with this disposition, because, in our view it is correctly meant to avoid  low cost carriers predator behaviour on regional   airports. 

In the same paragraph, we also read “Lastly, aid cannot be granted to  help a new entrant to open links that already exist and to enter into competition with  an existing operator already working on  that route from the airport ( as for our comments on this, the considerations on the paragraph above apply ) or another airport located in the same  economic attraction zone  or population centre”.

The last part of the statement needs to be deleted, or fundamentally changed because:

· Due to the fact that within the EU most   regional airport catchment areas overlap  to some extent with one or more airports, almost no airport ( maybe only the case of the only airport in an island) could be sure that  in providing aid it would not be infringing  the above.  

· The term “economic attraction zone” has not a legal definition, and  can lead to serious misunderstandings. In other words, the attribution of two airports to the same “economic attraction zone” is too highly debatable and  would lead to endless debates and complaints.

Therefore FARE strongly recommends the Commission to eliminate the underlined sentence from  paragraph  92.d.

92.e. “Aid must act as incentive”

In accordance with the consideration in art. 49 (“small regional airports…are not likely to pose any substantial threat  to competition”.) FARE underlines the strong  need for flexibility and considers fixed time limits as a danger to the development of regional air services in cat. C D airports. 

A  5 years’ duration  of the aid  can be a correct start up time in some cases, but there must be much more flexibility built in the system.

The same applies to the following statement “In any event , the period during which the start up aid is granted to an airline  must be less than  the period during which the airline undertake to operate the service.”   Although logically sound, this statement 

does not take into consideration that  in reality it is a negotiation process that is being regulated,  and that the negotiation concerns a product and two markets ( a new route)  which is totally new.

The negotiation on risk sharing that takes place between the airline and the regional airport, and the conclusion of this negotiation  depends on the bargaining power of the airport, which we have seen, is very low, when the airport has a low traffic level. Again, lack of flexibility will simply leave those regional airports with less bargaining power without air service, thus obtaining an actual effect contrary  to the many  declarations in favour of the development of regional airports contained in the Draft Guidelines.

Again, in accordance with the consideration in art. 49 (“small regional airports…are not likely to pose any substantial threat  to competition”.) FARE  recommends the commission that  cat. D airports are exempted  by such time limitations.

In such small airports, the impact of the sudden termination of the agreement according to a fixed time frame would  in fact be  highly disruptive of all the positive economic impact generated by these air services  to their communities. Moreover, because of their size and the weight of their charges,  regional airports in Cat. D  will never obtain direct economic benefits  generated by their partnership with low cost airlines and will have to keep their exploitation deficit for the long terms. 
92.h “ The intensity of the aid will be limited to an absolute maximum of 50% for 5 years for the smallest airports”

FARE needs to repeat the same considerations as above. FARE reminds the Commission of the “Own Initiative Opinion” of the Committee of the Region (ibidem) stating that: 

24.“The guidelines should not contain strict or rigidly applied thresholds, instead allowing regional and local authorities to consider the merits of public-sector investment on a case-by-case basis. 
And again in par. 92 h., the limitation to 3 years with a maximum extension to 5 years for the outermost regions is really a very short risk sharing period, considering what is normally negotiated in the industry.  Besides, insularity and regional diversity are not even considered in this respect, while airports in islands and in underdeveloped regions should be given a much higher flexibility level. 

FARE also respectfully asks the Commission why the time limitations are even stricter – in all cases but in the outermost regions – than those applied  in the Charleroi Decision.

FARE strongly recommends that  such  limits ( i.e. time limit and “absolute maximum of 50%”) are cancelled, because over regulating the risk scheme will only damage the smaller, weaker airports. 

Besides, no time limit should apply to those  islands  who,  according to the Constitution or to  the law of the Member State to whom they belong,   are considered Regions, even if they are not included in Objective One  Regions.

92.k “An airport (…) must therefore develop objective criteria (…) to ensure that all airlines are treated equally” 

In this respect, FARE  agrees that no discrimination has to be made with airlines, and that the principle of “similar conditions for equivalent performance” must be followed. Consequently, airlines who are willing to  sign service contracts  and undertake to operate a scheduled service to a specific destination  for a number of years will not be considered “equal” to those airline  operating a similar route,  using the airport as a “toll station”, i.e. confirming or cancelling the flight, at the beginning of each IATA season,  with a simple notice to the airport,  with no service guarantee for the airport and  its community.

FARE is also convinced that the utilisation of procurement contracts and concessions is unrealistic and does not correspond to the industry practices. FARE considers that each airport must have an aid scheme which should satisfy to the common EC principles: non discrimination, transparency, publication etc. As long as the aid scheme is being followed, no tender will be necessary.

92.J  “ The  amount of aid granted to an airline must be transparent” 

In case of State Aid, transparency is clearly required. However, in case the MEIP applies,  publicly owned airports  agreements should be allowed the same level of confidentiality enjoyed by privately owned airports.

92.m “Sanction mechanism”

FARE agrees that a sanctioning mechanism  is to be implemented in all cases, in order to protect small airports against the predatory behaviour of airlines, who might disregard their commitment thanks to their higher bargaining power.

92.n  “ Specific attention should therefore be paid to limiting eligible costs when an airline links a regional airport with a major airport in Cat A and/or with a coordinated airport (…)”.

It is necessary to point out that  in the largest majority of cases, the potential traffic between two airports in cat. CD is too low for the economic viability of a direct air service, even when it is performed at very low fares. The situation is quite different when a cat. CD airport is connected with a large population centre ( normally a cat. AB airport).  This type of air services has proved to be successful and has succeeded in developping new traffic flows, while at the same time being economically viable, thanks to the low fares carriers. The above par. 92.n could  really limit the possibility of regional communities to be linked with the largest EU metropolitan areas, which is in fact what they need most, both in terms of their right to mobility, and in terms of developing incoming traffic flows for the benefit of their economy.
Besides, FARE draws the attention of the Commission on the fact that a “coordinated airport” does not necessarily means “a busy airport”, but  the term may also apply to an airport where one of its sub-systems ( e.g. an apron  which does not have enough parking stands for the  traffic level the  rest of the airport  as a system could manage)  has a lower throughput capacity then the rest, thus creating a bottleneck affecting the capacity of the  whole system. So FARE proposes to eliminate the underlined sentence from paragraph 92.n.

7. Transitional arrangements and entry into force.

94. Confirmation of acceptance by Member States:

Are they supposed to be Guidelines, or will it be a Regulation? The requirement that Member States must “confirm they accept  these proposals” by a certain date seems to imply that these “guidelines” constitute de facto   regulation of publicly owned regional airports.  For all the reasons discussed above,  this approach would hamper member States from successfully developing their  regional airports Therefore this issue should be re-examined from the point of view of competences of the EU Commission.

95. In consideration of the very fast pace of change affecting the whole industry, FARE suggests to review the Guidelines after two years from their implementation. 

Besides,  finally FARE asks  the Commission to consider favourably  the existing  agreements  and to grant  a  minimum period (e.g. three years) - starting from the date of enforcement of the Guidelines -  for revising and  amending  those  agreements  between airports and airlines which were signed  before  the enforcement of these Guidelines.
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