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Airport Privatization: Issues and Options for Congress



Summary

In 1996, Congress established the Airport Privatization Pilot Program (APPP; 49 U.S.C. §47134;

Section 149 of the Federal Aviation Reauthorization Act of 1996, P.L. 104-264) to increase access

to sources of private capital for airport development and to make airports more efficient,

competitive, and financially viable. Participation in the program has been very limited, in good

part because major stakeholders have different, if not contradictory, objectives and interests.

Only two U.S. commercial service airports have completed the privatization process established

under the APPP. One of those, Stewart International Airport in New York State, subsequently

reverted to public ownership. Luis Muñoz Marín International Airport in San Juan, Puerto Rico,

is now the only airport with a private operator under the provisions of the APPP.

Increasing interest in airport privatization is likely to require a number of significant policy

changes, including the following:

•



Making privatization more attractive to public-sector owners by facilitating the

use of privatization revenue for non-airport purposes.



•



Providing similar tax treatment to bonds issued by public-sector and privatesector airport operators, as public-sector operators now have access to less costly

long-term finance than private operators.



•



Easing requirements for private owners to comply with assurances previously

made by public-sector owners to obtain federal Airport Improvement Program

(AIP) grants.



•



Accelerating the application and approval procedures for the APPP.
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Introduction

Almost all commercial service airports in the United States are owned by local and state

governments, or by public entities such as airport authorities or multipurpose port authorities.1 In

1996, Congress established the Airport Privatization Pilot Program (APPP) 2 to explore the

prospect of privatizing publicly owned airports and using private capital to improve and develop

them. In addition to reducing demand for government funds, privatization has been promoted as a

way to make airports more efficient and financially viable.

Participation in the APPP has been very limited. Only two airports have completed the

privatization process, and one of them later reverted to public ownership. Owners of other

airports considered privatization, but eventually chose not to proceed. The lack of interest in

privatization among U.S. airports could be the result of (1) readily available financing sources for

publicly owned airports; (2) barriers or lack of incentives to privatize; (3) the potential

implications for major stakeholders; and (4) satisfaction with the status quo.



Overview of Airport Privatization

Privatization refers to the shifting of governmental functions, responsibilities, and sometimes

ownership, in whole or in part, to the private sector. With respect to airports, “privatization” can

take many forms up to and including the transfer of an entire airport to private operation and/or

ownership. In the United States, most cases of airport privatization fall into the category of

“partial privatization”; full privatization, either under or outside the APPP, has been very rare.



Types of Airport Privatization

Figure 1 illustrates four generic airport privatization models, from the least privatized, the award

of service contracts to private firms, to the long-term transfer of an airport out of the public

sector.

Service Contracts. Many U.S. airports outsource some non-core operations to private firms that

specialize in those functions. Examples of operations that are frequently outsourced are cleaning

and janitorial services, airport landscaping, shuttle bus operations, and concessions in airport

terminals. This is probably the most common type of privatization among U.S. airports.



1

Commercial service airports, as defined in the Federal Aviation Administration’s 2013-2017 National Plan of

Integrated Airport System (NPIAS), are publicly owned airports that receive scheduled passenger service and board at

least 2,500 passengers a year. Branson airport in Branson, MO, is the only privately funded, privately developed, and

privately operated commercial passenger airport in the United States.

2

49 U.S.C. §47134; Section 149 of the Federal Aviation Reauthorization Act of 1996; P.L. 104-264.
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Figure 1. Levels of Airport Privatization



Least Privatization

Service

Contracts



Management

Contract



Most Privatization

Developer

Financing/Operation



Long-Term

Lease or Sale



Source: Airport Cooperative Research Program (ACRP) Report 66, “Considering and Evaluating Airport

Privatization,” p. 3. Modified by CRS.



•



Management Contracts. Some airports engage the management expertise of the

private sector by contracting out specific facilities or responsibilities, such as

parking, terminal concessions, terminal operations, airfield signage, fuel farms,

and aircraft refueling. In a few cases, a private management company has been

awarded a contract to manage an entire airport for a specified term. This is a form

of partial privatization. For example, Virginia-based AvPorts, a specialized

aviation facilities company, has management services contracts with a number of

airports, including Albany International Airport, NY (ALB), Atlantic City

International Airport, NJ (ACY), and Westchester County Airport, NY (HPN).3



•



Developer Financing/Operation. A wide range of contracts has been used to

involve the private sector in providing financing, development, operation, and

maintenance services. This is also known as the Design-Build-Finance-OperateMaintain (DBFOM) model. Airport DBFOM examples include passenger

terminals (notably Terminal 5 at Chicago O’Hare International Airport and

Terminal 4 at New York John F. Kennedy International Airport), parking garages,

and rental car facilities.4



•



Long-Term Lease or Sale. Full privatization involves the sale or long-term lease

of an airport to a private owner or operator. Under a long-term lease or

concession agreement, the airport owner grants full management and

development control to the private operator in exchange for capital improvements

and other obligations such as an upfront payment and/or profit-sharing

arrangements. Only two airports have successfully entered into long-term leases.

Under a full sale, ownership and full responsibility for operation, capital

improvements, and maintenance would be transferred to a private buyer. Several

airports in Europe have been privatized in this way, but there have been no sales

of commercial service airports in the United States.



The Interests at Stake

Airport privatization, especially in the case of long-term lease or sale, involves four major

stakeholders: airport owners, which in the United States are mostly local or regional governments

or public entities; air carriers; private investors; and the federal government. These stakeholders

ultimately decide whether a privatization deal goes forward and they tend to have different

3

4



http://www.avports.com/cfiles/airports.cfm.

Airport Cooperative Research Program (ACRP) Report 66, “Considering and Evaluating Airport Privatization,” p. 4.
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objectives and, in many cases, divergent interests. Airline passengers may experience the effect of

privatization via, for example, airport concession offerings, operational efficiency, and changes in

prices and fees, but passenger interests are usually not represented formally in discussions of

privatization.

Airport owners, who are usually local governments, may opt for privatization if they could

extract a lump sum cash payment up front for general use. While a city or state government might

embrace privatization as a source of revenue, federal regulations generally require that lease or

sale revenue from airport privatization be used only for airport purposes (unless the majority of

airlines agrees otherwise, under the APPP). On the other hand, privatization involves surrendering

control of an economically important facility. By reducing or eliminating responsibilities of the

public agency or authority that owns the airport, it may lead to the loss of public-sector jobs.

Hence, a public-sector owner may see few benefits from selling or leasing an airport to a private

operator unless the facility is losing money—and in that case, private investors might not find the

airport an attractive investment. The federal Airport Privatization Pilot Program, discussed below,

is meant to encourage privatization by granting certain exemptions to public-sector owners with

regard to revenue diversion and other obligations.

Air carriers, including both scheduled passenger airlines and cargo airlines, would like to keep

their costs low. They also want to have some control over how airport revenues are used,

especially to ensure that the fees paid by themselves and their customers are used for airportrelated purposes. Their interest in low landing fees and low rents for ticket counters and other

facilities may be contrary to the interest of potential private operators in increasing revenue. At

the same time, however, air carriers have an interest in ensuring that the airports they use are well

maintained and carefully managed. They might have reason to support a proposed privatization if

they thought it would result in lower charges, better airport services, or increased efforts to

promote the airport.

Private investors and operators expect a financial return on their investments. They will be

looking above all at growth potential, such as opportunities to bring additional flights to the

airport, to earn additional lease revenue by improving amenity offerings such as shopping and

dining for passengers, or to draw more freight traffic by offering lower fees or improved facilities.

If they attempt to increase profitability by raising landing fees or rents, that may bring them into

conflict with air carriers using the airport.

The federal government, represented by the Department of Transportation (DOT) and DOT’s

Federal Aviation Administration (FAA), has been directed by Congress to engage private capital

in aviation infrastructure development and reduce reliance on federal grants and subsidies.

However, FAA also has statutory mandates to maintain the safety and integrity of the national air

transportation system and to enforce compliance with commitments, known as “grant

assurances,” that airports have made to obtain grants under the federal Airport Improvement

Program (AIP).5 Thus, while FAA administers the APPP, it is likely to carefully examine

privatization proposals that might risk closures of runways or airports or otherwise reduce

aviation system capacity or that appear to favor certain airport users over others.

5



Examples of AIP grant assurances include making the airport available for public use on reasonable conditions and

without unjust economic discrimination (against all types, kinds, and classes of aeronautical activities); charging air

carriers making similar use of the airport substantially comparable amounts; and maintaining a current airport layout

plan. See http://www.faa.gov/airports/aip/grant_assurances/ for a complete list.
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The divergent interests of stakeholders are a significant issue in privatization. Striking a balance

among these interests while facilitating privatization is one of the purposes of the Airport

Privatization Program (APPP).



The Airport Privatization Pilot Program

The Federal Aviation Reauthorization Act of 1996 (49 U.S.C. §47134; Section 149 of the Federal

Aviation Reauthorization Act of 1996, P.L. 104-264) established the APPP. The program was

created to test a new concept for increasing private participation, especially private capital

investment, in airport operations and development.

The law authorizes the Secretary of the U.S. Department of Transportation and, through

delegation, the FAA Administrator, to exempt participating airports from certain federal

requirements. Specifically, the Administrator may exempt the airports from all or part of the

requirements to use airport revenue for airport-related purposes, to repay federal grants, or to

return airport property acquired with federal assistance upon the lease or sale of the airport

deeded by the federal government. 6

The law originally limited participation in the APPP to no more than five airports. The FAA

Modernization and Reform Act of 2012 (P.L. 112-95) increased the number of airports that may

participate from five to 10. Only one large hub commercial airport may participate in the program

and that airport may only be leased, not sold. Only general aviation airports can be sold under the

APPP. (See the Appendix for definitions of airport types.)

Table 1 provides a comparison of the requirements and regulations governing airport

privatization under and outside the APPP.



6

For a primary airport, the use of airport revenue for airport-related purposes requires approval by 65% of the

scheduled air carriers serving the airport and by the scheduled and unscheduled air carriers representing 65% of the

total landed weight of all aircraft serving the airport in the preceding calendar year. For more information about the

APPP, see http://www.faa.gov/airports/airport_compliance/privatization/. See the Appendix for definition of primary

airports.
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Table 1. Full Airport Privatization Under the APPP vs. Outside the APPP

Full Privatization Under APPP



Full Privatization Outside APPP



Eligible Airports



A maximum of 10 airports may participate,

among which only one may be large hub

airport. One slot is reserved for a general

aviation airport. Commercial airports may

only be leased; general aviation airports

may be sold.



No restrictions on number or type of

airports.



Use of Sale/Lease

Proceeds



Airports can request DOT approval to use

sale/lease proceeds for non-airport

purposes. For commercial service airports,

this also requires consent of 65% of

airlines. For general aviation airports, this

requires consultation with owners of

aircraft based at the airport.



Sale/lease proceeds are considered airport

revenue and must be used for airport

purposes.



Grant Repayment



DOT may grant exemptions from existing

repayment obligations. Airports must

abide by other grant assurance obligations.



DOT cannot grant exemptions from grant

assurance obligations or existing

repayment obligations.



AIP Formula Grants



Private operator is eligible for grants from

AIP formula funds, but at a lower federal

share.



Private operator may be eligible for grants

from AIP formula funds under certain

conditions, such as when a privately

owned airport is used for public purpose

as a reliever or provides at least 2,500

passenger boardings a year.



Rates or Charges on

Airlines



Rates on airlines may not rise faster than

the inflation rate without consent of 65%

of airlines. Rate increases for general

aviation aircraft owners may not exceed

percentage rate increase for airlines.



Rates and charges must be reasonable and

not unjustly discriminatory, pursuant to

grant assurances.



Charges on Passengers



Private operator is authorized to impose,

collect, and use revenue from passenger

facility charges (PFCs).



Private operator is authorized to impose

charges on passengers (subject to

reasonableness and non-discrimination

requirements of the grant assurances) but

not to impose, collect, or use PFCs.



Source: Federal Aviation Administration.

Notes: The Airport Improvement Program (AIP) provides federal grants to airport development and planning.

AIP program structure and authorizations are set in FAA authorization acts. Authorized by the federal

government, the Passenger Facility Charge (PFC) is a state, local, or port authority fee imposed on each paying

passenger boarding an aircraft at their airports.



Participation in APPP

The APPP has had very limited success in increasing the number of privately run airports. Since

its inception, 10 airports have applied to enter the APPP, but only two have completed the entire

privatization process. One of these later reverted to public ownership. Table 2 lists the APPP

applicants and their status.
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Table 2. Participation in the APPP

(as of April 2014)

Status



Airport



Location



Application Results



Inactive



Brown Field Municipal Airport



San Diego, CA



Application withdrawn in 2001



Inactive



Chicago Midway International

Airport



Chicago, IL



Application withdrawn in 2013



Inactive



Gwinnett County Briscoe Field

Airport



Lawrenceville, GA



Application withdrawn in 2012



Active*



Hendry County Airglades

Airport



Clewiston, FL



Preliminary application approved in 2010;

approval of final application pending.



Inactive



Louis Armstrong New Orleans

International Airport



New Orleans, LA



Application withdrawn in 2010



Privatized*



Luis Muñoz Marín International

Airport



San Juan, Puerto

Rico



Preliminary approved in December, 2009;

final application approved in February,

2013. Privatized under long-term lease.



Inactive



New Orleans Lakefront Airport



New Orleans, LA



Application terminated in 2008



Inactive



Niagara Falls International

Airport



Niagara Falls, NY



Application withdrawn in 2001



Inactive



Rafael Hernandez Airport



Aguadilla, Puerto

Rico



Application withdrawn in 2001



Inactive



Stewart International Airport



Newburgh, NY



Airport privatized in 2000 after FAA

approval; reverted to public operation in

2007



Source: Federal Aviation Administration.

Notes: The rows marked with an asterisk represent the two active participants as of April 2014. FAA

terminated New Orleans Lakefront Airport’s application when the airport missed the deadline to submit

additional materials.



Stewart International Airport

In 2000, Stewart International Airport in Newburgh, NY, became the first commercial service

airport privatized under the APPP. National Express Group PLC, a U.K.-based transportation

company, made an initial $35 million up-front payment to the owner, the state of New York, for a

99-year lease, and agreed to pay the state 5% of the airport’s gross income on the lease’s 10th

anniversary or after 1.38 million passengers used the airport, whichever occurred first. National

Express Group also made $10 million in capital contribution during its operation of the airport.7

Unable to obtain airline approvals to use airport revenue for general purposes, the airport owner,

the state of New York, agreed to use the lease payments for airport purposes and to recoup past

subsidies for Stewart Airport and other state-owned airports in accordance with FAA’s revenue

use policy.8

7

Airport Cooperative Research Program (ACRP) Report 66, “Considering and Evaluating Airport Privatization,” pp.

43-44 and pp. 86-87. FAA, “Report to Congress on the Status of the Airport Privatization Pilot Program, 49 U.S.C.

§47134,” August 2004, p. 7.

8

New York Department of Transportation, “Governor Pataki Hands Stewart Airport Keys to National Express (Orange

County),” press release, March 31, 2000.
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