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Executive Summary
Governance models for five airports in two countries were reviewed to determine both
similarities and differences.
The pervasive similarity across all models was the attempt to provide some level of operational
and financial autonomy to the airport, and to isolate airport operational liability with the
operating entity. Although this occurred to varying degrees and through various mechanisms
across the surveyed airports, each owner substantially achieved this objective at arm’s length
from public sector stakeholders. The greatest degrees of differences were observed on financial
aspects related to tax policy and ownership remuneration through rent and operating surpluses.
The five airports reviewed were:
Duluth Airport, Minnesota

John C. Munro Hamilton Airport, Ontario

Kamloops Airport, British Columbia

Kelowna Airport, British Columbia

Thunder Bay Airport, Ontario
In four of the five airports reviewed (Kelowna being the exception), a separate legal entity has
been created to operate the airport on behalf of the owner. In each of these cases, ownership
was retained by either a municipal or federal level of government. The operators of those 4
airports vary from private for‐profit companies to not‐for‐profit airport authorities, but the
delegation of operational responsibility offers several similarities.
In all cases, the operator is wholly liable for all aspects of the airport operation. Airport liability
insurance is purchased by the operator and saves the owner harmless from liabilities arising
from the airport operation.
Government regulations require the designation of a single person as “Accountable Executive”
for all aspects of aviation safety regulatory compliance. In each case where ownership and
operations are separated, the Accountable Executive is the senior executive employed by the
operator at the airport.
In all cases, steps have been taken to isolate financial risk. Airport operating and capital
programs are funded through operating revenue sources. This delineation is very clear where
the ownership and operations have been separated, but even Kelowna has taken this step by
designating the airport a utility and requiring it to be self‐financing. The US example provided
by Duluth is significantly different as the federal and state levels of government play a much
bigger role in capital program funding.

January, 2014 (Draft)

1

Airport Governance Review (Draft)
Land ownership is clearly retained by the ownership entity. Any land acquisitions made by
either the owner or the operator vests into the airport property. There is ambiguity on this
point in Hamilton which has the potential to reduce growth opportunities.
Property taxes are paid in one form or another by all airports except Duluth and Kelowna.
Hamilton has developed a property tax regime which includes reduced operator tax liability in
return for airport growth.
Airport operators in Hamilton, Kamloops and Thunder Bay also contribute financially to their
respective owners through rent payments. There is considerable industry debate on the effect
of rent on Canadian airport competitiveness discussed in more detail below.
All airports surveyed enjoy full rate setting autonomy save for Kelowna. With the exception of
the US airport in Duluth, airport capital programs are largely funded by airport specific revenue
sources. Each airport, with the exception of Thunder Bay, collects an airport improvement fee
(AIF). Thunder Bay generates operating surpluses sufficient to fund capital over the longer term.
The AIF is a major source of capital funding at the other Canadian airports. The US version
(passenger facilities charge, PFC) is collected by the federal government and becomes the
financial ceiling for capital funding applications to the Federal Aviation Administration.
The report also offers a discussion on Safety Management Systems (SMS) with particular
emphasis on the practices adopted at Thunder Bay. Airports have predominantly hired external
resources for design, implementation and ongoing SMS audits. Thunder Bay has opted to hire
internal resources to implement and audit. A detailed assessment of the strengths and
weaknesses of the two approaches is provided.
Finally, a short description of the Thunder Bay Airport’s subsidiary interests is provided along
with their contribution to the consolidated financial performance of the company.
Creating Value
The five airports reviewed herein are all successful in terms of the key metrics of financial
performance, customer service, safety and longer term viability. Each is creating value for its
owner.
In general, if an airport operator is a for‐profit business entity, maximizing financial value for
shareholders will undoubtedly and quite correctly be the objective. Maximizing value for the
“community” is often the return objective of government or not‐for‐profit airport owners.
Value expressed in community terms includes reasonable financial returns, but with “economic
returns” identified as value added.
It is generally believed that for‐profit entities are better able to find efficiencies including
extracting the maximum capacity from facilities and infrastructure. Eventually however, to
increase capacity requires cash, and perhaps more critically, a will to invest for the long term
(10+ years). Capital from private sources will generally be more easily found for larger airports,
simply because the pure business case makes the investment decision much more definitive.
Significant capital investments at smaller airports, including airports in the comparable group in
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this paper, will at some point need capital investment justified by direct and indirect economic
and socio‐economic returns.
The right to set rates and charges allows airport operators to raise the moneys needed to
replace, rebuild and expand needed airport facilities and infrastructure. Some contend, and it is
an accepted economic principle, that the unfettered ability to raise prices lessens the need to
find efficiencies, and can stifle innovation.
As part of the 1994 National Airports Policy, the Government of Canada established a “no worse
off” philosophy. As Canadian airports became more financially viable, the philosophy morphed
into the Government of Canada should be “better off.” In Canada, the proliferation of add‐on
fees and compounding tax costs (Federal Rent and other fees) is the unintended consequence of
the “better off” taxation policy combined with the charging freedom of airports. This coupled
with increases in the value of the Canadian Dollar has resulted in a Canadian air transportation
sector that has difficulty competing with our neighbours to the south and with other countries
whose governments either invest directly in the sector, or do not actively extract revenue from
it.
It has been argued that the Federal Government could realize more value, in terms of overall
economic impact, by reducing or eliminating its input charges on the industry, a very difficult
strategic investment decision for the Government of Canada, not unlike the scope of the small
airport operator decision of whether or not to invest in significant capital upgrades.
Balance
We believe the key to any successful airport governance model is to establish the right balance
between profit‐taking (by the “owners”), efficiency motivation, and economic impact objectives.
The five airports reviewed in this report, along with the other relevant airport examples
discussed, all share one pervasive common denominator—the maximization of stakeholder
returns (in financial, social, and economic terms) is impaired when the governance structure
does not establish a clear partnership arrangement. Investments may be bypassed in favour of
short term profits. Market growth may be stifled through monopolistic pricing. Either way, the
airport and its stakeholder community suffer.
Where investment responsibilities and profit taking have been shared, the subject airport clearly
functions as an economic catalyst and a vital connection to global markets and services. A
balance between the airport as a profit or cost centre needs to be struck and is worthy of
considerable strategic discussion prior to finalizing a governance model. No two airports are
alike, and similarly, no two communities have identical objectives for their airport assets. A
clear vision for the role of an airport in a vibrant economy improving returns to all stakeholders
is the foundation of good governance.
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Introduction
The Government of Northwest Territories (GNWT)
has undertaken a comprehensive program review of
the Yellowknife Airport. Within that broad mandate,
GNWT has contracted TBAS, Inc. to review airport
governance models at various airports.
Following discussion with the Client, the following
airports were agreed to be included in the review:
•

Thunder Bay Airport

•

Hamilton Airport (TradePort International Corporation with airport management
expertise provided by Vantage Airport Group)

•

Kelowna Airport

•

Kamloops Airport (Vantage Airport Group)

•

Duluth (Minnesota) Airport

These airports were selected because they offer a good cross section of governance models, and
enjoy passenger traffic numbers considered relevant.
Both Thunder Bay and Kelowna are part of the National Airport System (NAS) although the
former is operated by an airport authority, and the latter is owned by the City of Kelowna (the
only municipally held NAS airport).
Information on each airport was compiled through internet searches and interviews with airport
executives.
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Organization of Findings
In order to provide a snapshot of findings, a quick reference master chart was devised. This
chart encapsulates the key factors defining the scope of operations, financial performance,
governance structure and other notable characteristics for each subject airport.
In addition to the master chart, narrative is provided. This text is organized into Common
Denominators and Noteworthy Differences.
Organization charts and financial information have also been provided if they were shared by
the subject airport.

Background on Selected Airports
All airports reviewed service a mix of scheduled passenger, charter and cargo air service with
mature airfields that offer at least one precision approach. Given this mix of services and
clients, all sample airports offer a scope of services similar to Yellowknife Airport (YZF).
Land ownership for all airports remains with a government body. Four airports are owned by
their host municipalities, while one (Thunder Bay) is owned by the Government of Canada. In all
cases, efforts have been made to distance airport operations from political considerations and
to insulate the land owner from both financial and operational risk.
Kelowna Airport (YLW) is the notable exception. YLW is operated as a Department within City
Administration and constituted as a utility to ensure municipal tax revenues are not diverted to
the airport. Despite this close tie to Council, YLW operations have been insulated from political
interference in key decisions. Local management attributes this to an open and transparent
governance structure and the continuous education of Council on the merits of a disciplined
approach to airport operations.

Noteworthy Differences
Although all airports compete for passenger patronage to some degree, Kamloops and Hamilton
suffer the highest degree of competitive pressure. Kamloops suffers passenger leakage to
Kelowna, Vancouver and Bellingham, Washington. Hamilton sees passengers within their
catchment area drive to catch flights from Toronto’s Pearson Airport and to Buffalo, New York.
Hamilton has a significant cargo operation that represents the majority of its revenues. This
impacts capital and investment decisions and obviously provides revenue diversification.
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Identification of Risks and Opportunities
Operator Liabilities
Operator liabilities define who carries Airport Operators Insurance and who is ultimately
responsible for damages occurring through negligence.
Common Denominators
In all cases except Kelowna, operational risk has been shifted to an operating entity. Insurance
certificates are held by the operating entity with clear language including the land owner as
additionally insured.
Noteworthy Differences
In Kelowna, the City purchases all insurance and assumes all liability. “Accountable Executive”
responsibility, for the purposes of the regulated Safety Management System, is delegated to
Airport management.

Financial Risk
Financial risks are defined as:
•

Risk associated with ongoing financial sustainability.

•

The ability to raise capital funding and set capital priorities.

•

Servicing on long‐term debt.

Common Denominators
Each of the subject airports except Thunder Bay has a passenger fee.
Duluth, as the only US airport in the group, participates in the Federal Aviation Administration
(FAA) Passenger Facility Charge (PFC) Program which allows the collection of PFC fees up to
$4.50 and requires FAA approval on associated capital expenditures.
Noteworthy Differences
Generally, each airport funds its capital program through the revenues it generates from
passenger fees and/or operations. Duluth however recently benefited from significant Federal
and State funding as well as access to government sponsored debt financing. It is estimated
that 90% of the recently completed $77.5 Million terminal redevelopment project was from
Federal and State sources.

Land Issues
Ownership following any new land acquisitions reverts to the Owner of the Airport in all
examples. The Owner is clearly responsible for acquisition costs of any land in Kelowna,
Kamloops and Duluth.
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In Thunder Bay, the Ground Lease stipulates that any land purchased by the Airport Authority to
support the Airport Undertaking reverts to the Government of Canada at lease expiry.
Although the Ground Lease does not contemplate a circumstance where the Government of
Canada would purchase additional land, this has occurred in one instance and the property was
added to the Leased Premises.
Responsibility for purchasing additional land in Hamilton is ambiguous in the current business
arrangement and could hamper future growth.

Financial Sustainability
All airports surveyed are financially isolated from other revenue or expense sources,
necessitating financial sustainability from operating funds. Each model had found one
mechanism or another to separate operating finances:
• Duluth and Kamloops have established separate governing bodies with full operating
authority and responsibility for operating funds.
• Hamilton has delegated full financial sustainability to its private operator TradePort
International Corporation.
• Thunder Bay is a separate private entity with full financial responsibility delineated
through the Ground Lease.
• Kelowna constitutes its airport as a utility requiring it to raise its own operating funds
from internal revenue sources.

Tax and Land Rent Considerations
Tax and land rent considerations have been combined as they both represent potential sources
of revenue back to various levels of government.

Income Tax Liability
Common Denominators
Only the two private companies operating in Kamloops and Hamilton are corporate income tax
liable. Kelowna and Duluth are both considered municipal entities and are exempt.
Noteworthy Differences
Thunder Bay is a noteworthy exception. TBIAA was federally incorporated as a not‐for‐profit
corporation, as are all airport authorities in the National Airport System. TBIAA is corporate
income tax exempt for income earned under a strict definition of airport operations. In order to
protect this tax preferential status, other extraordinary undertakings are managed through
separate incorporated, tax liable subsidiary companies.
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Property Tax Liability
Common Denominators
Kelowna and Duluth are exempt from property tax
liability.
Noteworthy Differences
More than any other area reviewed across the five sample airports, property taxes were the
subject of the greatest differences in approaches.
All National Airport System (NAS) airports except Kelowna, Whitehorse, Yellowknife and Iqaluit
were transferred with standard Ground Leases stipulating that Payments in Lieu of (Property)
Taxes (PILT) were to be paid by the Airport Authority at a rate equivalent to what the
Government of Canada would have paid had it maintained operation. This wording resulted in
negotiations in numerous provincial and municipal jurisdictions to establish a long‐term tax
regime.
In Ontario, negotiations resulted in a throughput tax formula based on passenger volumes. The
PILT value at time of transfer was taken as the baseline tax liability for each NAS airport in the
Province (Toronto, Ottawa, Thunder Bay and London). As passenger volumes rise, PILT would
increase proportionately. Tenants of the airport are separately property tax liable to the host
jurisdiction.
In Kamloops, Kamloops Airport Limited (KAL) is considered the sole Tenant and is charged all
taxes assessed on the Airport. KAL, in turn, adds a tax charge as part of the rent calculation for
tenants.
The management of property taxes is used as an incentive in Hamilton. Property taxes due from
Tradeport (private operator) are forgiven if specific airport growth targets are achieved.

Rent
Common Denominators
Rent is not paid at Kelowna or Duluth.

Noteworthy Differences
Rent is paid at the three other airports. Terms of the rent calculation were not disclosed at
Hamilton.
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Kamloops rents are calculated based on a sharing of net income. In this circumstance, both the
owner and the operator share risk on the returns earned by the airport operation as the
calculation is subject to fluctuations in revenues and expenses.
In Thunder Bay, rent is calculated based on gross revenues. This calculation sees the Owner
assume no risk associated with increased expenses. Rents are calculated on a sliding scale,
seeing the Government of Canada receive five percent of every dollar of gross revenue over
$10million. Inflationary expense growth adds an additional burden to the Operator with no
impact on the Owner.

Setting of Rates and Charges
Kelowna is the only jurisdiction requiring Council approval
for changes in rates and charges. Authority to establish
and implement changes is left with management at
Thunder Bay, Hamilton and Kamloops.
Duluth recommends rate changes to its Board, and
Kelowna proposes a rate setting by‐law to Council.
Neither entity has seen a proposal defeated.

Method of Determining Capital Needs
Only in the case of Kelowna, did an airport require capital plan approval from outside of its own
boardroom.

Common Denominators
Duluth and Thunder Bay both require Board of Directors approval. The two private operators
determine the capital plan and inform their Client of their decisions.

Noteworthy Differences
Kelowna establishes a capital plan funded by airport retained operating surpluses that are
approved by Council. Council has never rejected airport management’s capital plan.

Capital Funding Opportunities
Sources of Government Funding
All airports reported capital funding and priority setting
autonomy from non‐airport considerations save for
Duluth. Capital planning is dependent on sound
supporting business cases and availability of capital.
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All airports except for Kelowna have capital budgets approved without direct Council/political
involvement.
Common Denominators
The Canadian capital funding opportunities are determined by ownership and the size of the
airport operation. As a result, in the group only Kamloops is eligible for Transport Canada’s
ACAP funding.
All Canadian airports are eligible for various federal or provincial infrastructure funding
programs, but these are largely political determinations and are not sufficiently reliable for
infrastructure planning. Whereas Kelowna has received funds from federal gas tax revenue
transfers to municipalities as a municipally owned and operated airport, this funding source has
not been available to the others.
Intermittent federal and provincial funding (<$3 Million) has been secured by Thunder Bay (2003
and 2013) for infrastructure construction in support of regional economic development.
Noteworthy Differences
The US example from Duluth is much different. In the US, the Federal Aviation Administration
provides significant funding through its Airport Improvement Program (AIP). The AIP funds up
to 90% of the cost of a project that enhances airport safety, security or capacity.
Funding requires ongoing operating assurances from the applicant for a period of up to 10 years
to ensure the investment is warranted.
Duluth is also eligible for State funding of up to 70%. A municipal bond is only available in the
United States.
Both of these programs are well‐funded when compared to Transport Canada’s ACAP. Given
the relative certainty of funding support, Duluth only executes capital projects that receive
funding.

Internal Financing Sources
Every airport surveyed has some ability to raise its own capital. Ability to raise capital is largely a
function of airport size. Sourcing of local capital funds was not identified as a major impediment
to growth by any airport.
Common Denominators
TBIAA funds all capital projects using retained surpluses or traditional bank facilities.
Tradeport similarly funds capital projects with retained surpluses bolstered by a $28.50 airport
improvement fee. Tradeport is the wholly owned subsidiary of Vantage, a private airport
operating contractor.
Cash reserve accounts have been established at Duluth, Kamloops and Kelowna to fund non‐
subsidized capital expenditures.
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Noteworthy Differences
A municipal bond was issued and underwritten by the City of Duluth to partially fund Air
Terminal Building construction completed in 2012. Debt servicing and principal repayment are
absorbed as airport operating expenses. DAA is concerned that debt repayment obligations will
see the airport run operating deficits that will deplete the cash reserve used to fund capital
projects. This financial pressure is already affecting other operational decisions resulting, for
example, in understaffing at the airport.

Approach to SMS and other Transport Canada Regulatory Burden
Although the FAA has issued several rulemaking notices and various guidance materials
pursuant to safety management systems, there is currently no SMS regulation for US airports. It
is the FAA’s stated intention to implement SMS rules that are consistent with the ICAO
recommendations however these may not apply to smaller airports. Any safety system at
Duluth therefore is discretionary and of limited value as a comparator.
Transport Canada has phased in mandatory Safety Management regulations over the past 10
years starting with air operators and the largest 8 airports, and progressing to eventually include
all certified airports.
A key milestone in the implementation of the SMS regulation is the designation of an
“Accountable Executive.” This person must be appointed by the airport certificate holder, and
notice provided to Transport Canada. The certificate holder is the airport owner, or in the case
of Thunder Bay the long‐term lessee. This means that Hamilton and Thunder Bay are
responsible for the appointment and in Kelowna and Kamloops the municipality is responsible
for the appointment and necessary delegation.
In terms of accountable executive responsibilities, the regulations state:
“No person shall be appointed [accountable executive] unless they have control of the financial
and human resources that are necessary for the activities and operations authorized under the
certificate.”
Worthy of note is that we are not aware of an airport governance structure wherein a single
person has unilateral control over financial and human resources. Despite this Transport
Canada has accepted the senior airport management person or City manager at tier 2 and
smaller airports in Canada. In the case of larger airports a person acting in a Vice President
Operations or similar capacity seems to be acceptable.
Resource Management
By this time most airports in Canada have or will soon have completed the implementation
phases of SMS. Implementation is only the beginning however and, in terms of resource
management, a relatively small portion of what will be required to manage and audit regulated
requirements.
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Several regulations have been implemented in recent years that, in combination with the risk
analyses and audit requirements of SMS, require more compliance effort than ever before.
There are basically three approaches employed by airports:
1. Leverage, recruit and/or develop in‐house personnel. This may consist of reassigning
staff responsibilities based on expertise and training availability, and then backfilling to
cover the vacated responsibilities.
2. Hire external expertise to supplement internal staff for specific implementation and
audit tasks.
Option 2 appears to be the evolving Canadian airport best practice for small to mid‐size airports
including, with the exception of Thunder Bay, the Canadian airports in our comparable group.
There are risks associated with this approach.
Thunder Bay has chosen option 1, to develop internal capabilities, and has hired an additional
manager to fill a developmental position responsible for regulatory compliance and quality
assurance. There are risks associated with this approach as well.
We also note that Kelowna has developed a peer review program with the Victoria Airport,
wherein each airport participates in a review of the other’s safety program.
Both options are acceptable to Transport Canada assuming that in both cases the required
elements of the Canadian Aviation Regulations (CAR) are completed.
Option
1. Hire and
develop
internal
expertise

2. Supplement

Benefits
•

•

Acceptable method of
compliance
Regulated activities may
achieve greater
organizational awareness

•

Helps instil internal
safety culture

•

Safety/compliance
program develops
specifically to suit the
airport

•

Can always supplement
with external resources if
necessary

•

Acceptable method of

Risks
•

Availability of personnel

•

Recruitment and retention
issues

•

Training/developmental costs

•

Internal audit function may be
perceived as lacking
independence

•

Availability of consultants with
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with external
consultants

compliance

the necessary expertise

•

Relative ease of
implementation

•

Potential for dependency on
one firm

•

Eventually develops
internal capabilities

•

•

Perceived as
independent for the
purposes of audit

Safety culture may lean
toward compliance vs. risk
management

•

Cost escalation

•

Tendency for “one size fits all”
approach

•

Options available in
terms of several different
firms offering services

Beyond questions of compliance, key considerations are longer term viability, efficiency/cost
considerations, and of course the effectiveness of the airport’s safety program in terms of
reducing risk and increasing safety.
A key criterion in determining the best option is availability of people. The implementation and
management of regulated safety management systems is relatively new so there is naturally a
shortage of experienced people available. Regardless of which option is chosen this shortage of
people represents a challenge during implementation and audit, and a risk to the future of an
airport’s program.
Generally we believe the decision rests with an airport’s ability to recruit, develop and retain
people. All the usual recruitment factors come into play i.e. location, compensation & benefits,
living costs, quality of work and home life, etc.. The more challenges an airport operator has
associated with recruitment and retention, the more Option 2 becomes preferable.
From an industry/regulatory awareness perspective, industry associations are a good source of
information and networking. Associations provide on‐line and face to face opportunities to
benchmark, learn and share experiences. This can be a key asset in the challenge of remaining
current and interpreting all forms of regulations typically impacting airports.
SMS Overview
Quality Management Systems have been around for many years. Different variations on the
theme, but all share the same fundamentals, i.e. instilling a culture and using a systematic
approach to improving. Safety Management Systems are intended to work in the same way to
improve safety. Regulated Safety Management is a little different as one of the two key
elements of success “culture” may be initially missing from safety management. This is due to
the simple fact that SMS has been forced on the industry, in a regulated format, as opposed to
adopted voluntarily.
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In the airport environment we’ve seen some unintended consequences in the roll out of the
safety management system regulations. Transport Canada, in its desire for “one size fits all”
regulations created complex and rather ambiguous publications, avoided providing specific
direction, and had a tendency to invent rules as the SMS roll‐out evolved. The complexity led to
significant involvement of consultants which in turn resulted in safety management plans that
are perhaps more onerous than they need to be, and less understood by the people charged
with their day‐to‐day implementation.
A key success fact of every safety management system is the need to direct finite financial and
human resources to where they can be most effective at reducing risk/improving safety. It was
somewhat ironic therefore that TBIAA identified a risk that SMS may have the unintended
consequence of diverting attention away from actual operations (the organization could
potentially take its “eye off the ball”).
We have also noticed a tendency for SMS to be used as lever in pursuit of other than a safety
agenda. For example; an airline lobbying for changes at the airport may attempt to use safety in
support of its argument. Sighting SMS obligations appears to be a further expansion of this
tactic.
Another common point of confusion appears to be the delineation of regulated SMS versus
Occupational Health & Safety, and Public Safety. This particular ambiguity can and does
dramatically increase both the workload and leveraging potential of SMS. In our view it is vitally
important that an airport’s safety management plan clearly delineate SMS jurisdiction e.g. the
safety of passengers and crew from the time they board an aircraft for the purposes of flying,
until they safely disembark subsequent to the flight. More on this important point below.
TBIAA’s Experience
TBIAAI’s SMS was in its infancy in 2010/11 and started growing, in terms of reports generated, in
2012 and 2013. This was largely and directly influenced by the on‐line reporting system that the
TBIAAI introduced to its employees in 2012. Q5SMS (by Q5 Systems) is an Internet‐based
reporting system used to document our SMS, ERS, Public Safety and OH&S reports, and the
program is used by our front‐line staff and relevant management personnel. Note that general
reporting has remained relatively consistent except bird strike reporting was added in 2012.

Here is a summary of our internal SMS hazard and incident reports:
Hazard Reports

Incident Reports

2010 (paper system)
2011 (paper system)

4
4

2
5
24

2012 (electronic system)

22

2013 (electronic system)

21

*the attached charts show our incidents at a larger value
due to early Q5 classification “issues” (i.e. OH&S, fire
alarms, medical calls, etc. that are not SMS related and
have therefore been removed from the final total.
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Notes:
•
See the attached Q5 Summary Reports for a more comprehensive breakdown of TBIAAI’s
2012 and 2013 hazard and incident data.
•
Bird Strikes were not reported internally in 2010 and 2011.
•
We began reporting bird strikes internally in 2012 and 2013, which also included complying
with the Canadian Aviation Regulation that states any bird found within 200’ of the runway
must be considered a bird strike. This has influenced our incident report numbers.
•
We review CADOR data on a quarterly basis to assess occurrences that are within TBIAAI
control or partial control. The above table and attached summaries represent our internal
reports only, and these values do not include CADOR data.
•
Our SMS Committee meets on a quarterly basis and one of our agenda items has a member
discuss a potential SMS hazard, which is added to our hazard registry. These hazards are not
included in the above data.
•
When we determine that a trend is occurring, a root cause analysis will be completed. Our
method of choice is the 5 Whys/Why‐Why Analysis. An example has been attached (Report
#179).
The many facets of safety: SMS vs. OH&S vs. Public Safety
Aviation Safety: Is regulated by Transport Canada and falls under our Safety Management
System (SMS). SMS concerns the safety of people on / affected by an aircraft including air
operations to the point where people enter the terminal. This includes things that have the
potential to affect the safety of people on an aircraft or because of an aircraft. Examples include
(but are not limited to): runway conditions, airside radio procedures and AVOP, airfield lighting
and navigation systems, emergency response to aircraft and those on board, etc.
Occupational Health and Safety: This includes the safety of TBIAA (and subsidiary) employees
while at work. The Canada Labour Code regulates this. For clarification, SMS is not simply
airside vs. groundside. For example, if an airline employee were to trip and fall on the apron,
this would fall under the respective airline’s Occupational Health and Safety program, not SMS
(even though the event occurred on airside). There is also some overlap. A runway incursion
has the potential to cause harm to an employee, but it also has potential to cause harm to the
flying public, so it is classified as SMS.
Public Safety: This includes the safety of anyone at the airport and not on an aircraft or
performing work duties. This is regulated by Civil law and building codes, etc. Examples include
(but are not limited to): people who are not travelling themselves but are picking up or
dropping off passengers and their safety on the escalators, sidewalks, in the terminal, etc.
Likewise, passengers while in the terminal, parking lot, etc. fall under this category. It is only
while they are on the aircraft or embarking / disembarking it (for example walking up or down
the aircraft stairs) that they fall under SMS.

SMS areas of responsibility are divided between 3 different managers at TBIAAI
Manager, Airport Services: Responsible for emergency response, airfield maintenance (non‐
utility) including but not limited to: runway inspections, snow removal, grass cutting and bird
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and wildlife management, in short, the areas of responsibility of Airport Operations Specialists
(AOS).
Manager, Facilities: Responsible for building and utility maintenance including but not limited
to: the baggage handling system, fire protection systems, electrical systems including power
distribution, parking lot equipment, fire protection and all lighting including airfield lighting.
They manage the skilled trades and other technical employees.
Each of these managers is responsible for aviation safety in their respective areas. For example,
FOD on the runway would be the responsibility of the Manager, Airport Services to correct,
while airfield lighting maintenance on the same runway would be the responsibility of the
Manager, Facilities.
Manager, Quality & Technical Services: This manager is responsible for all regulatory
compliance and supporting technical documentation and has established and maintains the
administrative functions of the Q5 system and the SMS quality assurance and audit program
(i.e.: “SMS Phase 4”).

Defining Success in Airport Governance
The five airports reviewed here are all successful in terms of the key metrics of financial
performance, customer service, safety and longer term viability. Each is creating value for its
owner.
Airports generally represent value to their owners. There are several different definitions of
value that can be applied depending on the perspective and objectives of the owner. Airports
cannot create value on their own, however it is clear that in today’s global economy a
community/region/country that does not have low cost and reliable scheduled air service, is
severely impeded in its economic growth potential. Low cost reliable air services cannot exist in
the absence of well managed and adequately financed airports.
If the owner is a for‐profit business entity, maximising value for shareholders will undoubtedly
and quite correctly be the objective. In business there are different ways to maximize
shareholder value. There are different time horizons depending on the shareholders’
investment objectives. The initial shareholders of Facebook for example, likely had a low
expectation of cash flow and returns for many years, but ultimately expected a large return in
exchange for their patience. Shareholders of Canadian Banks on the other hand, have an
expectation for quarterly cash dividends in addition to steady growth in market value year over
year.
Maximizing value for the “community” is often the return objective of government or not‐for‐
profit airport owners. Value expressed in community terms includes reasonable financial
returns, but with “economic returns” identified as value added.
Market Power
Airports have been called monopolies and there is no question that most airports enjoy a high
degree of market dominance. Not all airport operators leverage this market power to the fullest
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extent and most appear to realise that over the long term it’s not good for business. Air
liberalization, low cost carriers and the general, and in many cases dramatic, reduction in real
airfare prices has lessened the market power of airports, albeit imperceptible to some.
Market power increases with decreases in alternatives. In remote locations where there are no
practical alternatives, airports have market power potential, but they also likely have limited
market growth potential. Leveraging a market dominant position in this case would lead to
prices that would be a significant barrier to the community’s economic and socioeconomic
wellbeing. A case can be made that airports of this type are essential services and tend to be
special purpose/private (resource development companies) or government‐owned, operated
and subsidized.
Market power also increases depending on barriers to entry. Airports have very high barriers to
entry, specifically high capital/infrastructure costs.
Leveraging market power can translate into higher prices/lower service levels, which can
become a barrier to economic activity. Air travel is very price sensitive and many travellers have
alternatives, if not in their choice of travel mode, in choice of destination. In short, higher
airport costs lead to higher airfares, which translate into lower demand, and a
community/region being perceived as difficult/expensive to get to and do business with.
Organizations located in the community will face higher costs and reduced access to external
economies.
Capital Decisions
Airports are a different type of business. As with most businesses, capacity is limited by facilities
and infrastructure however the capital costs tend to be very high, and by necessity come in
steps. It is probable that some of the capital investments will not be justifiable based on a for‐
profit business case alone. This is particularly true in the case of smaller airports.
It is generally believed that for‐profit entities are better able to find efficiencies including
extracting the maximum capacity from facilities and infrastructure. Eventually however, to
increase capacity requires cash, and perhaps more critically, a will to invest for the long term
(10+ years). Again, this type of investment from private sources will generally be more easily
found for larger airports, simply because the pure business case makes more sense.
A smaller airport may need to extend a runway to accommodate changes in regulations and/or
aircraft type frequenting the Airport. A pure business case indicates virtually no increase in
revenue associated with the project, yet without the extension the Airport’s growth potential
and arguably, the community and region, is limited in its growth potential. Without the
investment, the Airport would remain successful but may miss an opportunity in economic
terms.
The Canadian National Airport System (NAS)
The Canadian airport authority model is widely regarded as successful, at least to this point. The
Government of Canada, faced with mounting costs and deteriorating airport infrastructure
across the country divested the 26 largest and, at the time, regionally important airports to not‐
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for‐profit corporations or Territorial Governments. Governance is through a ground lease and
“Public Accountability” framework, and of course Transport Canada continues to regulate safety
and security.
Two policy criteria have been key influencers of how the NAS has evolved:
1. Airport authorities maintain the right to set rates and charges (although international
obligations must be met), and
2. The Government of Canada should be “no worse off” and would collect “Rent” from
airport authorities to ensure Canadian taxpayers achieved “return” on the airport
assets.
The right to set rates and charges allowed the airport authorities to raise the moneys needed to
replace, rebuild and expand much needed airport facilities and infrastructure. Some contend,
and it is an accepted economic principle, that the unfettered ability to raise prices lessens the
need to find efficiencies, and can stifle innovation.
On the owner’s side, the Government of Canada’s “no worse off” philosophy evolved to the
Government of Canada should be “better off.” With no capital investments in airports, the
Government of Canada is now collecting rent revenues beyond any level contemplated when
policy was set.
An unintended consequence of these two divestiture criteria has been the proliferation of add‐
on fees and compounding Rent costs. This coupled with increases in the value of the Canadian
Dollar has resulted in a Canadian air transportation sector that has difficulty competing with our
neighbours to the south and with other countries whose governments either invest directly in
the sector, or do not actively extract revenue from it.
It has been argued that the owner could realise more value, in terms of overall economic
impact, by reducing or eliminating its input charges on the industry, a very difficult strategic
investment decision for the Government of Canada, not unlike the scope of the small airport
operator decision of whether or not to invest in a runway extension.
For–Profit Model
The UK is one of the longest running examples of airport divestiture to for‐profit entities. The
comparison to the Canadian experience is of limited value due to the large size of the majority
of airports involved. As mentioned, this has made investment decisions easier, although
arguably planning and approval processes have dragged on compared to a more unilateral
approach more typical of government owned and operated airports.
One clear result was that the UK government recently acted to reduce the market power of the
largest operator, British Airports Authority and forced the sale of the London Stansted, London
Gatwick, and the Edinburgh airports.
User and passenger fees at UK airports are among the highest, and passenger service not highly
rated. It is widely believed that high fees at UK airports have helped Euro zone airports like
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Frankfurt grow faster than would otherwise have been the case. An ad hoc sample of Heathrow
compared to Frankfurt for example reveals add‐on fees 40% higher for the former.
Balance
Clearly for‐profit and the various not‐for‐profit models can result in sustainable airport
operations. Some have the demonstrated potential to rely on the relatively strong market
power of airports to sustain rates and charges that can negatively impact air transportation in a
country or region.
We believe the key to any successful airport governance model is to establish the right balance
between profit‐taking (by the “owners”), efficiency motivation, and economic impact objectives.

The Owner and Operator as Partners
The five airports reviewed in this report, along with the other relevant airport examples
discussed in this section, all share one pervasive common denominator—the maximization of
stakeholder returns (in financial, social, and economic terms) is impaired when the governance
structure does not establish a clear partnership arrangement. Investments may be bypassed in
favour of short term profits. Market growth may be stifled through monopolistic pricing. Either
way, the airport and its stakeholder community suffer.
Where investment responsibilities and profit taking have been shared, the subject airport clearly
functions as an economic catalyst and a vital connection to global markets and services. A
balance between the airport as a profit or cost centre needs to be struck and is worthy of
considerable strategic discussion prior to finalizing a governance model. No two airports are
alike, and similarly, no two communities have identical objectives for their airport assets. A
clear vision for the role of an airport in a vibrant economy improving returns to all stakeholders
is the foundation of good governance.
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TBIAA Subsidiaries
TBIAA currently holds three active subsidiary companies; two wholly owned and one with a 50%
partner. The first subsidiary was established in 1998. Note that although the TBIAA supported
these companies with in‐kind contributions, expertise and some administrative support, they
are currently self‐capitalized i.e. the subsidiaries do not represent an on‐going financial liability
to TBIAA.
It could be argued that with more capital, the subsidiaries could have grown at a higher rate ,
but also with increased risk.
The companies are:

iFIDS.com: held in partnership with Aviation Intertec Services,
iFIDS.com provides an increasingly diverse suite of information technology products to the
transportation sector including both airlines and airports.

SGE Ltd.: Exclusive distributor of Swiss‐manufactured advanced
technology surface management equipment for airport, highway and municipal use.

TBAS Inc: Management/Consulting company currently operating the
Red Lake Airport, providing accounts receivable services to the Canadian Coast Guard and
providing airport expertise on a consulting contract basis.

Why Create Subsidiaries?
By creating subsidiary companies, TBIAA simultaneously solved problems and created
opportunities.
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The Opportunities
TBIAA recognized a need to diversify its business beyond its core airport operation. With a
catchment area of 180,000 isolated from other population areas, the Airport would quickly
maximize its profitability at levels below long term sustainable levels required by its capital plan.
The subsidiaries offered the ability to leverage expertise and relationships into separate
companies. These subsidiaries also provide another method of achieving economic
development objectives by generating revenues from jurisdictions outside of Thunder Bay i.e.
revenue potential not normally available to an airport.

The Problems
Establishment of the subsidiaries reduced risk to TBIAA in a number of ways:
•

TBIAA’s not‐for‐profit status extends to the airport operation only. Establishing the
subsidiaries protected that status as activity extended beyond the Airport boundaries.

•

Insulates to the extent possible under the law, the TBIAA, its Officers and Directors from
the financial and other liabilities associated with the subsidiary operations and revenue
generating activities.

•

In 1997 one airline customer represented 45% of TBIAA’s total revenues. Today the
largest customer represents less than 20%. Subsidiary sales have contributed to this
revenue diversification and associated reduction in business risk.

Performance
With only a few exceptions, over the past fifteen years the subsidiaries have contributed
positively in both financial and non‐financial ways.
Financially, the subsidiaries have consistently improved the revenue and profitability of TBIAA as
demonstrated in the chart below. The chart provides a comparison of revenue and profitability
for the last two fiscal years. Non‐consolidated values are those accruing to the Thunder Bay
Airport operation. Consolidated reporting incorporates all subsidiary activity. In each of these
years, revenue growth and profitability both improved.
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Revenue
Consolidated
Non‐consolidated
Excess of Revenue over Expenses
Consolidated
Non‐consolidated

2012
2011
$
10,161,578 $
9,493,085
$
9,459,995 $
8,842,124

$
$

2,979,706 $
2,860,507 $

2,085,305
2,001,491

Note: Consolidated includes 50% of iFIDS.com
TBIAA has articulated economic development objectives that attempt to leverage the Airport to
generate additional economic activity within the community.
The subsidiaries have contributed economic activity to the region that otherwise would not
have transpired. A 2012 tally of vendor invoices and subsidiary payroll calculated that
$1.1million of cash was directly injected in the local economy that would not have occurred had
there been no subsidiaries.
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Appendix 1: Governance Master Chart
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THUNDER BAY (NAS)

DULUTH
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HAMILTON

KELOWNA (NAS)

KAMLOOPS

Governance
Background

Transferred from
Government of Canada in
1997 through the execution
of a 60‐year Ground Lease as
part of the National Airports
Program.

Former US Air Force transferred to
City of Duluth in increments since
the fifties.

Municipally owned.
40 year Ground Lease executed in
1996 with private, for‐profit
corporation.

Largest municipally owned and
operated airport in Canada.
Airport on land leased from the
Government of Canada in January
1, 1969.
Rent of $1 was due and paid for a
39 year extension executed in
1996.

Airport transferred from
Government of Canada to
Municipality in 1997.
Municipality establishes
Kamloops Airport Authority
Society (KAAS) as governing
body.

Type of Entity

Federally incorporated not‐
for‐profit, non‐share capital
corporation.

Municipally owned and operated
through an Airport Authority Board.

Operator (TradePort International
Corporation) is a privately held, for
profit corporation.
TradePort is a separate operating
company owned by Vantage
(formerly YVR Services).

Airport is considered a
Department of Kelowna and an
independent utility so that no tax
revenues are channelled to airport
operations.
As such, the Airport reports to City
Council.

Operator (Kamloops Airport
Ltd.‐KAL) is a privately held, for
profit corporation contracted by
KAAS.
KAAS has signed a 45 year lease
with Vantage Group (formerly
YVR Airport Services).
KAL is a separate operating
company owned by Vantage
(formerly YVR Services).

Council has established an Airport
Advisory Committee with 18
members from regional
municipalities, first nations, and
Chambers of Commerce.

KAAS has three members
comprised of Mayor, Chief
Administrative Officer and one
member of Council.
Seven Directors comprised of
three Councillors, three at large
from the community and one
employee of City.
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Unionized
Staff

THUNDER BAY

DULUTH

Board composition is based
on National Airport Policy
that calls for a broad range
of community stakeholders.
Specifically, TBIAA Board
comprised of representation
from the Governments of
Canada, Ontario,
Municipality of Thunder
Bay, Chamber of Commerce,
District Labour Council and
at‐large

Airport Authority Board Directors
are all appointed by the Mayor. No
politicians sit on Board.

Yes
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HAMILTON

KELOWNA

4 person Board appointed by the
sole shareholder.

KAMLOOPS
Decision making effectively
with KAL with advice to
Directors.

Board is responsible for operating
both the Duluth International
Airport and the Sky Harbor
Floatplane Base.

Members (Mayor) signs City
confirmation for capital
contributions with federal or
provincial governments.
Yes

Yes

Yes

Yes

Operating surplus in 2012 of
$237,100 on revenues of
$3.4million.

Profitability each of last 5 years after
paying income taxes and rent to
City.

Operating surplus (including
Airport Improvement Fees) of
$6.2million in 2012 and
$5.7million in 2011.

YKA posted a $591,550 surplus
on revenues of $2.6million in
2012.

No financial support is provided by
the City. The Airport retains
operating surpluses to fund capital
projects with the exception of major
capital projects requiring bond
issues.

Airport operation is not funded or
subsidized by City.

Airport is self‐funding from fees,
charges and Airport Improvement
Fee.

Airport is self‐funding from
fees and charges. Capital
Reserve is funded by Airport
Improvement Fees and KAAS’
portion of operating surpluses.
These funds, in turn, become
KAAS’ contributions towards
capital projects.

Long Term Strategic Issues
Financial
Viability

Profitable each year since
transfer.
Cash reserves in excess of
$17million.
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Fees & Charges

Raising Capital
Dollars

THUNDER BAY

DULUTH

Set by Airport Authority and
subject to a 60‐day notice
period obligation through
Ground Lease with
Government of Canada.

Rates and charges recommended by
Management and approved by
Board.
Rates and charges do not require
Council approval.

Part of the National Airports
System (NAS).
Not eligible for federal ACAP
funding as property is
owned by Government of
Canada.
Airport has twice received
Federal and Provincial
funding in support of
economic development
based construction.

Capital funds are raised via
internal cash reserves or
credit facilities with the
bank.
Airport does not collect an
Airport Improvement Fee.
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HAMILTON
Rates and charges set by Vantage.

Eligible for grants from the FAA and
the Minnesota Dept. of
Transportation.

Was eligible for ACAP until
passenger volumes exceeded
program ceiling.

Multi‐year FAA project funding
requests are submitted annually. If
approved, FAA funds 90% and the
Airport 10%.

Capital funding decisions based
purely on financial analysis.

KELOWNA

KAMLOOPS

Calculated and recommended by
Airport Management and
approved by Council through a by‐
law.

Calculated at implemented by
KAL.

Part of the National Airports
System (NAS).
AIF expenditures of $82million
since inception in 1998.

ACAP eligible and also eligible
for provincial funding
programs.

Airport was ACAP eligible prior to
outgrowing program.
Airport has received federal
funding as a part of a program to
diversify the economy following
pine beetle forest devastation.

Some projects are also supported
with State funding with the State
paying 70% of approved projects.

In 2012, YLW reported receiving
over $880,000 of $1.25 million in
federal gas tax fund. YLW is
unique in its access to this funding
source.

FAA collected Passenger Facility
Charge (PFC) offers capital funding
source.

Capital funds are raised via internal
cash reserves or credit facilities with
the bank.

Air Terminal Building expansion
ineligible for PFC. Project funded
with municipal bonds repaid with
DAA operating revenues.

Airport collects Airport
Improvement Fee.

Airport Team prepares capital plan
with input from Airport Advisory
Committee with Council as
approving authority.
Airport collects Airport
Improvement Fee.
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THUNDER BAY
Risks and
Opportunities

TBIAA operates with private
sector financial discipline
tempered by awareness of
the airport’s economic
generator role within the
community.
Although the operation
benefits from profit‐
oriented financial discipline,
broader regional economic
development goals also
affect investment decisions.

Airport Operational risk held
by Airport Authority.
Government of Canada
indemnified from any risk.

DULUTH
Risk: All FAA funding requires a 10‐
year commitment to continue to
operate the airport in the same or
larger scope. Given the deficits
generated at the floatplane base,
this is a risk.

DAA completed a New Air Terminal
Building in late 2012. The new
operating costs and debt service
charges are eliminating operating
surpluses and diminishing reserves.
Risks associated with long‐term
financial self‐sustainability now
exist.
DAA entity holds Airport Operator’s
Liability. No operational liability to
the City.
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Risks: As a pure private company,
Vantage decisions are profit
motivated. Operations benefit from
strict profit‐oriented financial
discipline. Expenditures that may
increase local economic activity but
not generate sufficient return to
Vantage would not necessarily be
undertaken.

KELOWNA
Risks: Municipal bureaucracies
can be slow and cumbersome
when prompt decisions are
required to pursue new business
opportunities.

KAMLOOPS
As a pure private company,
Vantage decisions are profit
motivated. Operations benefit
from strict profit‐oriented
financial discipline.
Expenditures that may increase
local economic activity but not
generate sufficient return to
Vantage would not necessarily
be undertaken.

A close tie exists between Airport
operations and political pressure
requiring constant education of
Council.

Airport Operational liabilities passed
from Municipality to Private
Operator.

Municipality assumes all Airport
Operational liabilities.
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THUNDER BAY

DULUTH

Opportunities:
Operating as a private
business creates flexibility to
pursue all opportunities.
Internal expertise leveraged
into subsidiary businesses.
High level of community
support for airport
initiatives.

Opportunities:
Council has never rejected an
Airport operating or capital budget.
Airport runs with effective financial
autonomy.
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Opportunities:
Incentive structure of Lease sees
forgiveness of property taxes if
Airport grows creating an incentive
for growth. Incentives ensure that
as activity grows, both the
Municipality and the operating
company benefit.
Vantage is able to raise and deploy
capital quickly to seize business
opportunities.

KELOWNA

KAMLOOPS

Opportunities:
Open and transparent governance
structure.
High level of community
participation.
High level of political engagement.
Administrative services (HR,
Purchasing, etc.) sourced from
City rather than incurring cost of
resident resources.
Expertise available within City that
would otherwise need to be
purchased.

Opportunities:
Contract offers incentives to
grow airport business. KAL
remuneration is supplemented
by formulae that include a
portion of revenue growth and
net income growth. Net
income is calculated on an
earnings before interest,
depreciation and amortization
basis.

Decision making processes are
streamlined and disciplined from a
business perspective.
Threats:
Increased regulation.
Human resources retention
and attraction.
Competitiveness of
Canadian aviation system .

Threats:
DAA unable to raise its own capital
Capital is only raised through
Federal/State funding applications
or municipal bonds.

Threats:
Worthwhile capital investment that
provides insufficient financial
returns will not be undertaken.

Threats:
Potential for politically motivated
decisions not supported by
financial analysis.

Threats:
Worthwhile capital investment
that provides insufficient
financial returns will not be
undertaken.

Two runways:
07/25‐7313 foot precision.
12/30‐5300 foot non‐
instrument

Two runways:
09/27‐10,162 foot precision.
03/21‐5,719 foot non‐instrument.

Two runways:
12/30 10,006 foot precision
06/24 6,010 foot non‐instrument

One runway:
16/34‐8900 foot precision.

Two runways:
08/26‐8000 foot precision
04/22‐2780 foot non‐
instrument

New Terminal Building opened in
2012.

Small renovations to Terminal
Building throughout Lease Term.

Operations
Infrastructure

Air Terminal Building: 3
storey, 9100 square metre
facility.
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Activity
Statistics
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THUNDER BAY

DULUTH

HAMILTON

KELOWNA

KAMLOOPS

761,893 total passengers in
2012.

Approx. 340,000 total passengers in
2012.

351,491 total passengers in 2012.

1,440,952 total passengers in
2012.

263,290 total passengers in
2012.

108,130 aircraft movements
in 2012.

Approx. 57,000 aircraft movements
in 2012.

39,296 aircraft movements in 2012.

75,633 aircraft movements in
2012.

38,853 aircraft movements in
2012.

2,892 cargo movements in
2012.

Cargo unavailable.

18,762 cargo movements in 2012.

5,238 cargo movements in 2012.

3,140 cargo movements in
2012.

Airport operation is income tax
liability.

Tax exempt as a municipal entity.

KAL pays property taxes to City
as part of its operating
expenses. KAL is sole tenant to
City. Sub‐tenants are pro‐rated
their portion of property tax
liability and charged by KAL
acting as Landlord.

Floatplane base with one water
approach.
Tax
Considerations

Exempt from corporate
income tax for core airport
operations.

Exempt from corporate and
property taxes.

Rent paid to City of Hamilton
Grants in Lieu of Taxes paid
to host municipality over
property taxes.
Rent paid to Government of
Canada.

Property taxes forgiven for a period
of time under Ground Lease as an
incentive. Taxes continue to be
deferred or forgiven if growth is
achieved.
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Appendix 2: Organization Charts
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Appendix 3: Financial Statements
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