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Demand for air travel to double over the next 20 years

Global passengers (billion, O-D basis)
11

% ——(Constant policies scenario

—A Pick-up in Protectionism
9
Policy stimulus and market liberalization

6.9bn

2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037

Source: IATA/Tourism Economics

IATA/Tourism Economics Air Passenger Forecast Service (a commercial product) see
www.iata.org/pax-forecast (April 2018 update)

Forecasts relate to O-D trips, under 3 broad scenarios

CAGR: constant policy 3.5%pa, liberalization 5.7%pa, protectionism 2.4%pa
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100 Biggest
Airports
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We are facing a capacity crisis - the majority of airports are already facing
capacity constraints.

Airport infrastructure investment is need to solve it.

Governments struggle to move quickly and the cash-strapped state of their
finances is fueling a trend of looking to the private sector for solutions.
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Airports with private sector involvement, handle a
disproportionate share of traffic

1% 13% 1% 45% 60% 75% 41%
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B With private
sector
involvement

99% 98%
96% 88% 86% Fully public
74% 69% owned
North Middle East Africa Asia Pacific Latin America Europe World
America

46% of the 100 busiest passenger airports globally
have some form of private sector involvement

» 14% of the airports worldwide, handling 40% of the world’s traffic, have private
sector involvement

» 46% of the 100 busiest passenger airports globally have some form of private
sector involvement
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Major Airport Privatization Projects

Action needed to ensure focus on long-termeconomic benefits
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Airport Privatization Concerns
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Privatization Objectives

Successful airport privatizations should deliver:

7 A more efficient, cheaperand better service for passengers
and shippers

Cost effective and fit for purpose investment
Normal returns on capital for investors

7 Economic benefits for the local community and the wider
economy

N N
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Privatized airports are more expensive for users

A320 turnaround charge, median
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We have concluded an important study to quantify the performance of airports
before and after privatization. The work covers nearly 90 airports around the world.
This is important because we want to ensure our positions and actions are backed by
self-standing data-driven evidence.

In these charts you can see: (on LHS) evidence of how privatized airports are more
expensive than public and; (RHS) evidence that efficiency of privatization airports
is not much better than public airports but, unsurprisingly, profits for privatized
airports are much higher.

Clearly the generally accepted perceptions of introducing privatization have not
held true in the airport sector:

- charges are higher for privatized airports -this is not what we should accept from
privatization in any sector — our customers (or governments) would not accept it if
airline fares increased during privatization in our sector

- operating efficiencies are not much better for privatized airports — contrary to the
expectation of introducing private sector practices

- but even though efficiency is not better, profits are significantly higher — clearly
airport privatization comes at the price - a price which we and our customers have

to pay

Autenticado com senha por SHEILA FERREIRA DA SILVA em 04/12/2018 10:48:32.
Documento N°: 210457-2443 - consulta a autenticidade em
https://sigadoc.infraero.gov.br/sigaex/public/app/autenticar

SEDECAP201805800



Our goal is to explain to aviation stakeholders why privatization in the monopoly airport
sector is not working for the best interests of long-term social-economic benefits and
consumers, and why this is different from the successes seen in the competitive airline sector.
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Costs are a bit lower but only benefit investors

SDRs
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We have concluded an important study to quantify the performance of airports
before and after privatization. The work covers nearly 90 airports around the world.
This is important because we want to ensure our positions and actions are backed by
self-standing data-driven evidence.

In these charts you can see: (on LHS) evidence of how privatized airports are more
expensive than public and; (RHS) evidence that efficiency of privatization airports
is not much better than public airports but, unsurprisingly, profits for privatized
airports are much higher.

Clearly the generally accepted perceptions of introducing privatization have not
held true in the airport sector:

- charges are higher for privatized airports -this is not what we should accept from
privatization in any sector — our customers (or governments) would not accept it if
airline fares increased during privatization in our sector

- operating efficiencies are not much better for privatized airports — contrary to the
expectation of introducing private sector practices

- but even though efficiency is not better, profits are significantly higher — clearly
airport privatization comes at the price - a price which we and our customers have

to pay
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Our goal is to explain to aviation stakeholders why privatization in the monopoly airport
sector is not working for the best interests of long-term social-economic benefits and
consumers, and why this is different from the successes seen in the competitive airline sector.
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Privatized Airports Have Failed to Deliver
Why?

Lack of competition

Ineffective economic regulation

Short-term financial gains instead of best consumer/public interest
Alternative governance solutions not considered

Insufficient consultation with industry

Lack of transparency in transaction process

Airport privatizations have inevitably failed delivering on expectations because
of a range of shortcomings in the process including....

- Governments have focused on short-term financial gains
- Alternatives have not been considered

- Governments have not developed a robust business case;
- Insufficient meaningful consultation with industry

- There is lack of transparency in the transaction process and often the process is
driven by unsolicited proposals, interested private parties or financiers;

- There are poor regulatory safeguards;

- There is a lack of bidder selection criteria — and often the highest bidder is simply
selected; and/or

- There are vague or provider-biased concession contract terms.

10
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Long-term Economic Benefits Should be Put at the
Heart of Airport Privatization Decision Making Process
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Airports are a critical part of national

infrastructure
Governments should maintain an ownership interest

7 No “one sizefits all” solution to airport ownership but corporatization—where the
governmentmaintains its skin in the game—generally provide better outcomes for
consumersand the wider economy

7 Airports shouldn’tbe seen as quick ways to raise cash —focus should be on consumer and
economy

7 5outof the top 6 airports in the Skytrax ranking are public
. Singapore Changi Airport
. Incheon International Airport

. Hamad International Airport

1
2
4. Hong Kong International Airport
5
6. Munich Airport

Airport are a critical part of national infrastructure and as such governments should
maintain strong interest in ensuring connectivity and economic growth.

This means looking at ways by which to improve investment, improve service
levels and drive efficiencies which can be passed onto consumers.

There is no one size fits all solution but what we have learned through a study
undertaken by Deloitte is that corporatization as a model can be combined with
other operating models to achieve the main objectives of privatization without
sale of assets, loss of strategic influence or potential negative impact on airlines,
end consumers and the economy.

Airports should not simply be used as means to raise cash for governments - the
decision to privatize or not privatize should always focus on consumer benefits and
the wider economy

And actually when you look at the results from the skytrax survey 5 of top 6 airports
are public — even in the case of Toyko Haneda it is only the terminals which are
privately owned and operated,
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Privatization Options and Alternatives
Should be Considered

A broad range of ownership and operating models can often meet government
objectives without the sale of assets and loss of strategic focus

Privately-Owned or

Government-Owned
Operated

Majority Equity
Sale /
Divestiture

Minority Equity PPP/
Sale Concession

Alternative Ownership
Models tn PPP and
Privat.zation

= Singapore Changi Airport

* Incheon International Airport

* Hong Kong International Airport
* Munich Airport

There is a broad range of ownership and operating models that can often meet
government objectives without the sale of assets and loss of strategic focus.

In the middle blue shaded boxes:

Corporatization as an ownership model (or not-for-profit variants) can be
combined with other operating models to achieve one of the main objective of
privatization (increasing access to financing). These include:

1. There are various form of alternative financing including government or
municipal bonds (which is typically cheaper than corporate debt),

2. alternative value release models (such as real estate investment trusts),

Where a priority is to improve the performance of the airport and management
capability, Service Contracts and Management Contracts should be used to
access private sector expertise and efficiency.

And here you can see how airport such as Singapore, Incheon, Hong kong and
Munich have been successful because of this

13
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Specific details of how a government can best make the right decision is provided on the
‘Guidance Booklet which Deloitte have developed at our request
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Delivering a PPP or Privatization
Program

* Focus on long-term socio-economic benefits

Avoid past mistakes

« Build on international best practices

Clear bid evaluation guidelines

Concession contract guidelines

Needs for stakeholder consultation and regulatory safeguards

...to avoid mistakes of past airport privatizations

If a government still determines a need to privatize via asset divestiture or
introducing a long term concession contract for operation of the airport
(primarily this could be to raise cash for the government budget) the clear steps
must be taken:

So the booklet also provides best practices for undertaking airport privatization to
avoid past mistakes

This includes details on how to have a competitive, transparent tender process

How to have balanced selection of bids — not just select the highest bidder

What provisions to have in a concession contact

And of course the needs for timely stakeholder consultation and regulatory
safeguards.

14
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Regulating privatized airports

Market Power Ownership Model )
Ability to Influence Incentive to Influence Risk of Abuse

Privately-
Owned or
Operated
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Participation [ Regulation by C ]
H - Appeals Processes
'
'
'
H
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Relatively Government- Relatively : . S .
Price Monitoring (often called Light
Low Owned Low : -) Touch Regulation)
i
'
'
'
'
'
'

Limited circumstances where there is weak existing
regulatory framework and limited ability to develop * e

Airports can have strong market power — where they do they must be independently
and robustly regulated from the outset

Protection of customers is paramount and the right regulatory solutions are required
based on the ownership of the airport and on its specific market power.

Theoretically, the choice of regulatory model should not be impacted by the
ownership model. However, the reality is there is higher risk of abuse of market
power from privatized operators — in the monopoly airport sector- as their
action will be focused on shareholder benefits as opposed to consumer and
wider economic benefits.

Most importantly, in the Guidance Booklet we have now defined regulatory
solutions to avoid the mistakes of the past when regulating privatized
providers.

15
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Deloitte.

Airport .
Ownership "™
-and Regula

Available to download on -
http://www.iata.org/policy/infrastructure/Pages/index.aspx
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Model to determine the right SRR

ownership and operating Objectives Market
model for an airportand how .
itis optimally regulated to
safeguard public value and
interest

Drivers of Model Selection

Ownership and
" Operating Model,

7

) §
E

‘} lterative Process

Ownership and

Government Strategic
Objectives

Market Assessment o ting Model Regulatory Model

* Regulatory Framework
* Public vs. Private Ownership * Functional Mandate
and Control * Economic Oversight
* Independence Level

* Macro-Economic Objectives * Market Dynamics
* Financial Objectives *+ Market Power
* Management Objectives * Market & Institutional Maturity

Overall we are recommending governments to be careful in assuming
privatization is the simple solution to infrastructure crisis

Government should take a much more considered approach to assessing the
wide choice of airport ownership and operating models

There needs to be a clear assessment of the airport market power and careful
selection of the airport ownership and operating model which best meet
government’s defined strategic objectives.

and based on the choice of this model, the right regulation has to be put in place to
protect consumers.
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Thank you & questions
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