ACAA Pre-Budget Submission

October 2006


[image: image1.jpg]tlantic C;nada
irports Association




Pre-Budget Submission 

To

The House of Commons

Standing Committee on Finance
October 2006
124 Sydney Street, Charlottetown, PE C1A 3W9

Tel. 902-569-9108; FAX 902-569-9197 
EXECUTIVE SUMMARY
The House of Commons Standing Committee on Finance is soliciting recommendations on specific measures to be included in the forthcoming budget to ensure that Canadian businesses are competitive and our nation has the infrastructure required by citizens and businesses. 

The Atlantic Canada Airports Association’s recommendations relate to the competitiveness of the airport industry across Canada with special emphasis on Atlantic Canada. Since airports are drivers of economic and social development, the competitiveness of our airports has a direct impact on quality of life in our communities. 

Canada Border Services – A federal responsibility
The provision of customs services by the Canada Border Services Agency at airports in Atlantic Canada and across the country, does not keep up with demand. In many cases, airports and/or airlines are required to pay for the service if it is required outside the CBSA regular working hours. These extra costs inhibit airport growth and economic development in the communities served by the airport.
Recommendation

1. Given that customs is a federal responsibility, ACAA recommends that increased funding be allocated to the Canada Border Services Agency so that the CBSA can provide the human and technological resources required to meet the needs of the traveling public at all Canadian airports, at no extra cost  for after hours service.
Small Airport Infrastructure

Small airports play an important role in the overall air transportation system and in the economies and quality of life in the communities they serve. The federal government has not provided adequately for the infrastructure needs of small airports. 
Recommendation

2. ACAA recommends that the Government of Canada, in recognition of the vital role played by small airports in local economic development and as links in the national air transportation system, increase the funding to the Airports Capital Assistance Program to a sustainable level, and create a Small Airports Infrastructure Program. 
Airport Rent Tax

One of the biggest impediments to Canadian airports’ growth is the imposition of a rent tax, which in 2005 drove $300 million to the federal government. The airport industry disagrees with the imposition of a rent tax as a matter of principle.
3. The ACAA supports the recommendation made to the Government of Canada by the Canadian Airports Council in July 2006, namely that the federal government implement a policy that would eliminate airport rents altogether or, at a minimum, see the rent tax for airports decline over the life of the leases. In particular, the ACAA urges the government to eliminate the rent tax at airports handling fewer than 2 million passengers per year. 

INTRODUCTION 

The Atlantic Canada Airports Association appreciates the opportunity to present our views and recommendations to the Standing Committee on Finance regarding specific federal tax and spending measures to be included in Budget 2007. 

The Atlantic Canada Airports Association is a not-for-profit body representing 14 airports in the Atlantic region, with the following provincial breakdown:  

New Brunswick – 6

Prince Edward Island – 1

Nova Scotia – 2

Newfoundland and Labrador - 5 

Representatives of each provincial government and the federal government are associate members of the Association. ACAA speaks on behalf of the airport industry in the Atlantic Region with a mandate to undertake on a region-wide basis collaborative action on policy issues and advocacy. The majority of ACAA member airports and the ACAA itself are also members of the Canadian Airports Council.
Half of ACAA’s member airports are part of the National Airport System (NAS). The 26 airports that comprise the National Airport System include airports in all national, provincial and territorial capitals and those airports with annual traffic of 200,000 passengers or more.  The NAS airports link the country from coast to coast to coast and internationally, and are considered essential to Canada’s air transportation system, supporting both domestic prosperity and international competitiveness. The federal government maintains ownership of NAS airports; however, under the National Airports Policy, these airports are leased to local airport authorities who are responsible for financial and operational management of the airports. 

The non-NAS member airports of ACAA (7) are regional or local airports which are owned and operated by local interests.
ACAA member airports vary in size and in terms of handling passenger traffic, range from 3.25 million per year to fewer than 15,000 per year. Regardless of size, our airports play an integral role in the economic development and quality of life in our urban and rural communities. Quite simply, the air transportation system delivers people to their destinations for business or pleasure and moves goods to market. Air transportation contributes directly to Canada’s competitiveness, productivity, and overall quality of life in urban, rural and remote areas. 

BUDGETARY OBJECTIVES

The Standing Committee is seeking input from Canadians on specific measures to be implemented in the next budget that will ensure our businesses are competitive and our citizens and businesses have the infrastructure they require. The recommendations the ACAA is putting forward will serve to increase the competitiveness of our airports and hence increase the economic development potential of the communities they serve and the quality of life for residents of those communities. 
CanadA Border Services – A Federal Responsibility

The Canada Border Services Agency Act establishes the CBSA, which was created by Order in Council on December 12, 2003. 

Under this Act, the CBSA is responsible for providing integrated border services that support national security priorities and facilitate the free flow of persons and goods, including animals and plants, which meet all requirements under the program legislation.
The Canada Border Services Agency (CBSA) has a significant impact on the ability of Canada’s airports to grow through the addition of international and transborder air service. Canadian airports and the communities they serve need CBSA services to be provided in such a way that these services keep up with demand. That is currently not the case. Rather, in many airports across the country with international service, CBSA provides customs service only at certain times of the day, or in some cases, not at all. If an international or transborder flight arrives at one of these airports outside the regularly scheduled hours during which CBSA provides service, the Agency implements a cost-recovery policy whereby either the airline or the airport must absorb the costs for the CBSA customs service to allow passengers to enter our country. 
The inconsistencies in level of CBSA service and the cost-recovery policy greatly inhibit airport growth, economic development, tourism, and trade, not to mention quality of life. The problem is especially acute in Atlantic Canada. CBSA service at ACAA member airports ranges from 24/7 service at Gander to no service at Deer Lake. Halifax International Airport, one of the countries eighth largest, has no CBSA service from midnight to 8 a.m. As a result, our airports are spending huge sums to provide international or transborder service to the communities they serve, or the airlines are paying increased costs to fly into those airports. Either way, the cost gets passed on to the customer. 
Further, these increased costs affect the airports’ financial viability and serve as a deterrent to prospective international carriers which the airports and communities are trying to attract. If an airline must pay increased costs, they will more often than not, opt to land at an airport with no additional “customs” costs. On the other hand, if the airport chooses to pay the fee on the airline’s behalf, it must seriously examine whether the gauge and frequency of the aircraft type provides sufficient revenue to justify the expense.  Again, the potential for lost business is present. In some cases, this might represent the difference between remaining profitable or showing a loss. 
The financial impact of the cost-recovery policy is staggering at some airports. The Fredericton airport for example, pays $200,000 annually to provide customs service for seven transborder flights per week which fall outside CBSA’s hours of service. This amount is significant to the airport’s bottom line, yet that air service is a key driver to Fredericton’s economy. The customs-services costs paid by Fredericton airport to maintain its transborder air access are much higher as a proportion of the airport’s operating budget than the custom-service revenue collected by CBSA is as part of the Agency’s overall operating budget. In fact, the disproportion is alarming. In 2004, it is estimated that customs-service revenue collected by CBSA from Atlantic Canada airports was some $600,000; yet its operating budget in Atlantic Canada for the same year was in the order of $30 million. For CBSA to impose the hardship on Atlantic Canada airports brought on by the CBSA cost-recovery policy in order to collect a mere 2% of its operating budget is shameful and bad public policy.
Clearly, the cost-recovery policy is a competitiveness issue, impacting the competitiveness of airports and the businesses within the communities they serve. Business is increasingly multinational in nature. Multinational companies looking to expand to the Atlantic Provinces will consider the ease with which they can move their goods and people between various company locations. If transportation is too costly both in time and money, the company may choose to invest in another more central location. 

Canadian communities, particularly in Atlantic Canada, are being penalized by CBSA policy for airport border services because services provided don’t meet demand. Where airports are forced to contract with CBSA for additional service, airports either lose a large portion of the net revenue from the incremental transborder and international traffic, or must increase aeronautical fees to recover the costs. Carriers and passengers both lose in this situation as the costs are invariably passed on to users and the ability to attract new service for the community suffers. As well, depending on the size of aircraft providing the service, some airports are being charged more than the revenues received from the landing fees.  In short, the financial penalty associated with the imposition of a Cost Recovery fee often makes it impractical to bring new airline entrants to a community.   
The CBSA Cost-Recovery program is unfair to air travelers and the air transport industry, since they bear the costs to provide customs services, whereas the federal government covers these costs for businesses and travelers using land border crossings.  
The Council of Ministers Responsible for Transportation and Highway Safety agrees that the CBSA cost-recovery policy is affecting the competitive position of some airports and detracting from economic development in the communities served by the airports. In a letter to the Minister of Public Safety in September 2006, the Council recommends that the elimination of the cost-recovery fees at airports be given serious consideration. 

RECOMMENDATION
1. Given that customs is a federal responsibility, ACAA recommends that increased funding be allocated to the Canada Border Services Agency so that the CBSA can provide the human and technological resources required to meet the needs of the traveling public at all Canadian airports, at no extra cost for after hours service.
Small Airport Infrastructure  

Canada’s small airports, those serving fewer than 200,000 passengers per year, are an important link for communities to the wider world, and play an important role in the overall air transportation system. Additionally, small airports provide services for MedEvac, forest fire fighting, and local services such as flying schools and air taxi operations. They make significant contributions to local and regional economies through direct and indirect employment as well as by providing efficient access to national and international markets in the carriage of people and goods. They also serve as the arteries that feed the eight major hub airports in Canada.
Since the federal airport transfer process began in 1994, a number of issues have impacted small airport viability, such as:  

· Volatility in the airline industry 

· 9/11 and the rise of terrorist attacks
· Cost recovery policy of CBSA
· Fees for security (CATSA) and NAV Canada
· Increased regulatory burden.
These factors combined have placed increased pressure on airport revenues while increasing costs. Airport CEOs and Boards of Directors have implemented numerous business and operational strategies to maintain viability. These include:

· Reducing personnel levels and negotiating fair and equitable collective agreements
· Increased efficiencies in operations and maintenance

· Aggressively recruiting new airline services

· Creating new revenue sources, such as business parks

· Developing cargo and related air services 

· Implementing Airport Improvement Fees (AIF) to support capital improvement and in some cases, to support operations.
The federal government has not provided adequately for the infrastructure needs of small airports.  Airports by their very nature require extensive and ongoing capital improvements. Accessing capital from operational sources is not realistic for airports with operational deficits. The Airports Capital Assistance Program was created under the National Airports Policy to provide for the infrastructure needs of Canada’s small airports. It is meant to be funded, at least in part, by lease revenue from NAS airports. Yet, despite the fact that Transport Canada’s net financial results for airports has changed from a negative $130 million to a positive $260 million annually, capital assistance in support of smaller airports has not reflected this performance. In fact, since airports were transferred to local interests, Transport Canada’s re-investment in small airports over this period has totaled less than $229 million or 12% of Transport Canada’s accumulated revenue.

To remain viable, small airports require adequate and predictable federal funding for essential, safety-related airside capital projects. Since small airports have less stable traffic, less favourable balance sheets and fewer and less valuable assets, they have more difficulty than larger airports in obtaining capital through commercial markets for infrastructure maintenance and upgrades. As such, many small airports are dependent on the Airports Capital Assistance Program as their only source of capital.
The ACAP fund itself however is oversubscribed and is not meeting the needs of the small airports in Atlantic Canada and across the country. ACAP has an annual budget of $38 million to meet the infrastructure needs of approximately 200 airports. The average annual cost just to maintain runways is in the order of $30 million, which would leave only $8 million annually to support such essential safety needs as lighting, visual aids, runway sweepers, ploughs, friction testing equipment and utilities. Meanwhile, small NAS airports are not eligible for federal funding despite perhaps having less traffic and revenue than regional airports. 
Maintaining the status quo in small airport infrastructure funding is not an option. Small airports are key to the efficient movement of people and goods and therefore, should be eligible for federal infrastructure funding to the same extent as other key parts of the transportation system. The creation of a Small Airports Infrastructure Program is worthy of serious consideration.
RECOMMENDATION

2. ACAA recommends that the Government of Canada, in recognition of the vital role played by small airports in local economic development and as links in the national air transportation system, increase the funding to the Airports Capital Assistance Program to a sustainable level and create a Small Airports Infrastructure Program. 

Airport Rent Tax 

One of the biggest impediments to Canadian airports’ growth is the imposition of a rent tax, which in 2005 drove $300 million to the federal government. This is money that otherwise would have been reinvested into airport infrastructure or to stimulate even greater traffic and economic growth.  This year, Canada’s airports will pay nearly $290 million in rent tax to the federal government – a heavy financial burden for which Canada’s airports receive nothing in return. In 2006 in Atlantic Canada, Halifax International Airport will pay $ 4, 271,000 and St. John’s International Airport almost $600,000.  
Since the National Airports Policy was adopted, the nine rent-paying airports have paid the federal government more than $2.5 billion while the industry has invested some $8 billion in airport improvements. 
Furthermore, under the revised rent tax policy announced last year, the federal government says it anticipates collecting an additional $5 billion in rent tax from airports over the remainder of the 60-year leases. But under the revised formula, the rent tax collected may be much greater than Transport Canada’s projection. The new formula uses a graduated scale that results in an airport paying more rent as revenue increases. Airport industry preliminary projections of the total rent tax to be collected by the federal government by 2052 are in the vicinity of $33 billion – a startling discrepancy with Transport Canada’s projections of $5 billion.  
Canada’s airports are essential components of Canada’s infrastructure for global trade. The imposition of the airport rent tax is an ongoing impediment to communities taking full advantage of the opportunities available to them for global trade by making the cost of air travel and cargo more expensive and by placing Canadian airports at a competitive disadvantage over other world airports in the quest for international air service. The airport rent tax places Canadian airports at a competitive disadvantage to U.S. airports and other modes of transportation. It also serves as a yoke on the ability of an airport, and the community it serves, to further invest and expand on trade opportunities.
The reduction in airport rents brought in by the previous government in May 2005 was a step in the right direction. However, the ACAA, along with the Canadian Airports Council, is of the view that this move didn’t go far enough. The airport industry disagrees with the imposition of an airport rent tax as a matter of principle. The House of Commons Standing Committee on Transport (SCOT) acknowledged in a report issued in May 2005, after Transport Canada announced its new rent policy, that the rent situation was unacceptable and recommended that rents be immediately reduced by 75% and that airports serving fewer than 2 million passengers not be required to pay rent. 
 
RECOMMENDATION

3. The ACAA supports the recommendation made by the Canadian Airports Council to the Government in July 2006, namely that the federal government implement a policy that would eliminate airport rents altogether or, at a minimum, see the rent tax for airports decline over the life of the leases. In particular, the ACAA urges the government to eliminate the rent tax at airports handling fewer than 2 million passengers per year. 

CONCLUSION
The Atlantic Canada Airports Association appreciates the opportunity to bring the issues and concerns of its members to the Standing Committee. We look forward to continuing an effective dialogue with parliamentarians with a view to creating sound public policy in support of our industry’s international and transborder air accessibility and our region’s quality of life. 
� Letter from  the Hon. Gail Shea, Chair, Council of Ministers Responsible for Transportation and Highway Safety to the Hon. Stockwell Day, Minister of Public Safety, dated September 28, 2006.


� Air Liberalization and the Canadian Airports System, Standing Committee on Transport, May 2005
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